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BEFORE THE PUBLIC UTILITY COMMISSION

OF OREGON

UM 1481 (Phase II)

In the Matter of

PUBLIC UTILITY COMMISSION OF
OREGON

Staff investigation of the Oregon Universal
Service Fund.

OREGON TELECOMMUNICATIONS
ASSOCIATION'S RESPONSE TO OCTA'S
MOTION TO COMPEL

On November 14, 2012, the Oregon Cable Telecommunications Association (OCTA) filed a

Motion to Compel the Oregon Telecommunications Association (OTA) and its members to produce

certain information concerning broadband services as sought by OCTA's data requests 1,3,4and 8

of its First Set of Data Requests (the "Motion™). By this pleading, OTA files its response to the

Motion. OTA respectfully requests that the Motion be denied.

There are threc reasons why the Motion should be denied. The first is that the purported

reason for seeking the broadband information is barred by ORS 759.218 and, therefore, the requests

are not relevant.
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The second reason that the Motion should be denied is that it is beyond the scope of this

docket as determined by the Ruling issued August 29, 2012 in this matter.

The third reason that the Motion should be dem'ed. is that the reasons advanced by OCTA
why the broadband data is relevant are taken out of context and when put in to proper context do not

support OCTA's argument in its Motion.

This Response will explain each of these three reasons in more detail and then address other

discovery issues raised by the Motion

1. The Purported Use of the Broadband Data is a Violation of ORS 759.218.

The primary argument advanced by OCTA is as follows:

A central issue in the docket is "[w]hat changes should be made to the existing
OUSF related to the calculation, the collection, and the distribution of funds.”
Calculation of OUSF support must take into consideration whether a carrier actually
needs support. Carrier revenues that can be used to off-set the cost of providing
service are relevant to that analysis.!(emphasis in original, footnote omitted)

Thus, OCTA seeks to use revenues from broadband service to off-set the cost of providing basic
telephone service. This purported reason for seeking the broadband data would result in the use of
such information in violation of ORS 759.218.

The basic purpose of the Oregon Universal Service Fund (OUSF) is set out in ORS

759.425(1). In that statute it is stated ". . . the Commission shall use the universal service fund to

| " Motion at p.5.
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ensure basic telephone service is available at a reasonable and affordable rate." Thus, the focus of
the current legislation is on basic telephone service. Under ORS 759.218(2), legislature directed
that "The Public Utility Commission may not require revenues or eXpenses from an activity that is
not regulated under this chapter to be attributed to the regulated activities of a telecommunications
utility." Thus, the very reason advanced by OCTA that broadband revenues "can be used to off-set
the cost of providing service"? (by definition the term "service" used by OCTA is basic telephone
service as the term is used in ORS 759.425) is barred by ORS 759.218. Itis clear that broadband

services and the revennes from broadband services are not regulated under Chapter 759 ORS.?

Tn addition, ORS 759.218(3) goes on to expressly provide that basic local service rates can
be subsidized by revenues "from other regulated services to partially cover the costs of providing
basic local service." (Emphasis supplied) Thus the legislature made it clear that regulated revenues
may be used to address basic local service rates, the focus of the OUSF under ORS 759.425. By |
doing so, the legislature is also clearly stating that unregulated revenues, such as broadband

revenues, may not be used for that purpose.

? 1bid.

2 Most of OTA's members offer the DSL (transport) portion of the services as an interstate service. The ISP
portion of the service is not regulated. Neither an interstate service nor an unregulated service are regulated
under Chapter 758 ORS. See, In the Matters of Appropriate Framework for Broadband Access to the
Internet over Wireline Facilities, Universal Service Obligations of Broadband Providers, Review of Regulatory
Requirements for incumbent LEC Broadband Telecommunications Services, Computer Hf Further Remand
Proceedings: Bell Operating Company Provision of Enhanced Services; 1998 Biennial Regulatory Review --
Review of Computer Ill and ONA Safeguards and Requirements, Conditional Petition of the Verizon
Telephone Companies for Forbearance Under 47 U.S.C. § 160(c) with Regard to Broadband Services
Provided Via Fiber to the Premises; Petition of the Verizon Telephone Companies for Declaratory Ruling or,
Alternatively, for Interim Waiver with Regard fo Broadband Services Provided Via Fiber to the Premises,
Consumer Protection in the Broadband Era, CC Docket No. 02-33, CC Docket No. 01-337, CC Docket Nos.
95-20, 98-10, WC Docket No. 04-242, WC Docket No. 05-271, Report and Order and Notice of Proposed
Rulemaking, FCC 05-150 (Released Sep. 23, 2005) (classifying DSL as an interstate or unregulated service
at the rate-of-return carrier's option).
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OCTA relies on ORS 40.150 and ORCP 36B(1) as the relevancy tests for discovery. Underl
ORS 40.150, the material sought must be designed to produce evidence having any tendency to
make the existence of any fact that is of consequence to the determination of the action more
probable or less probable than it would be without the evidence. Under ORCP 36B(1) the
information sought must be reasonably calculated to lead to the discovery of admissible evidence.
Here, the argued reason for the requested information--to use broadband revenue to off-set the cost
of basic Jocal service—-would be a violation of statute. Thus, there could not be a clearer case of

seeking information that is not relevant.

2. The Broadband Information that is Sought is Beyond the Scope of this Docket.

By a letter dated August 21, 2012, Jason W. Jones, Counsel to Staff, submitted a proposed
Joint Issues List on behalf of all parties for Commission review. The purpose of submitting the
proposed Joint Issues List was to obtain a ruling on what issues the Commission would like
addressed in this phase of the proceeding. The first issue that was set forth on that list was "What is
the purpose of the Oregon Universal Service Fund (OUSF)?" This issue would have entailed

consideration of what role broadband plays in the purpose of the OUSF.

In the Ruling issued August 29, 2012, the Commission determined that Issue 1 would not be
included in the current proceeding, stating as follows: "Issue 1 will not be included in these
proceedings, as the purpose of the OUSF has been established--and may only be revised--by an act
of the legislature. The purpose of the OUSF is to assure the availability of basic. telephone service

at a reasonable and affordable rate."*

* Ruling at p.2.
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While it might be desirable at some future date to explore the role of broadband in the
QUSF, that issue, much like the desirability of reviewing the level of contribution from wireless
carriers to the OUSF, is a matter of legislative determination at the present time and is beyond the

scope of this docket. Therefore, the information sought is not relevant to this docket.

3. The Areuments Advanced by OCTA Do Not Support its Conclusion.

OCTA offers two épeciﬁc arguments to imply that the Commission has already determined
that the use of broadband data is relevant to this proceeding. The first of these is to point to Staff's
comments on the Issues List in an earlier phase of UM 1481. As argued by OCTA, in Staff's earlier
comments, Staff took the position that DSL revenues should be used to reduce support from the
QUSF.5 While it is uncontroverted that Staff made those statements, there are two reasons why the
OCTA argument is unpersuasive. First, this is simply a Staff comment, it is not a Commission
decision. Second, and, more iﬁ:portantly, OCTA takes Staff's comments out of context. If the
entire breadth of Staff's comments are reviewed, a copy of which is attached as Exhibit 1, what Staff
was talking about was what a future OUSF might look like if it included broadband as part of the
OUSF considerations.’ In that context, if the OUSF includes broadband then looking at broadband
revenues makes sense. However, since we are not looking at what future purposes might be served
by including broadband the OUSF in this phase of the docket, arguing that Staff's comments
somehow malkes broadband data relevant is to take Staff's comments out of context. OCTA fails to

present the proper context for consideration and its argument is simply an effort to mislead.

5 Motion of p.5.
& Staff Comments at Issues 26-29
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The second argument advanced by OCTA is that the Commission itself, in its first triennial
review of rural carrier OUSF funding, somehow approved a statement regarding use of broadband
revenues. As advanced by OCTA in its Motion that statement is as follows:

" i]imput[ing] DSL revenues as an additional OUSF off-set'; and '[a]adjust[ing] the line count to
include DSL capable lines in the denominator to calculate cost per line,™” OCTA's apparent
argument is that this statement is somehow part of the Commission's determination. Again, OCTA

is taking the language out of context.

The entire 2006 Order is attached as Exhibit 2. As is clearly set out of page 12, beginning at line 7,
of the cited Appendix A, the purpose of the language provided by the Commission Staff was to
present various alternatives for discussion early in the proceeding: "Two workshops were held to
discuss the possible increases to the size of the draw from the OUSF by rural companies and steps
that might be taken to mitigate that draw. This included discussing the alternatives on Appendix
A.l"8 As the document goes on to state, "At the first workshop, representatives of OTA asked for the
opportunity to explore options beyond those listed on Appendix A. That opportunity was granted
and a second workshop was scheduled for March 30, 2006. Shortly before the second workshop,
OTA circulated its initial position, which was that the Commission Order should be implemented as

adop‘ced."9

7 Motion at p.-5-6 citing, /n the Matter of the Public Utility Commission of Oregon Staff Investigation of the
Oregon Universal Service Fund, Order 08-297, UM 1047, Appendix A, at 7(June 14, 2006).

8 please note that the Appendix A referenced in this quote is Appendix A to the Memorandum of
Understanding (page 16 of the Appendix A to the Order). The same list of alternatives is found at both pages
7 and 16 of Appendix A to the Order.

® Appendix A at p. 12 1. 14-17.
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Appendix A to the Order goes on to point out: "At the March 30, 2006 workshop, OTA
developed and offered a compromise position. . . . That compromise was discussed and received
general support at the workshop.™? Appendix A to the 2006 Order sets forth the history of
negotiations ultimately resulting in the Memorandum of Understanding that was submitted to the
Commission. The Commission accepted the Memorandum of Understanding. However, there is no
possible way that it can be properly construed that the Commission approved or adopted the one
sentence on Staff's initial list of alternatives for discussion relied on by OCTA. Itis clear from the
context that the parties moved beyond that list of alternatives and came up with a proposal
completely separate and apart from that initial listing of alternatives. It is that separate proposal that
the Commission approved. There can be no inference that the Commission has ruled that
broadband revenues are relevant to OUSF issues. Thus, OCTA again takes language out of context.

When placed in proper context, OCTA's position is not supported by its own argument.

4. Other Matters.

There are other objections that are raised to producing the data that have not been addressed
by OCTA. These objections include that the data requests are seeking to have the OTA members
perform a special study. The obj ection is also made that the data requests are overly burdensome.
The data requests have also been objected to as misleading. A sample of the entire objection is

attached as Exhibit 3.

The data requests seek revenue by customer class. Most OTA members do not track
revenues by customer class. Thus, to respond to that portion of data requests would require each

OTA member to perform a special study by examining each and every bill that it has issued to each

® Appendix A at p. 13 1. 2-4.
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and every customer throughout 2011. Not only is that requiring a special study, it is clearly overly
burdensome. Such a special study is barred by OAR 860-001-0500(4). Further, since the data
request requested broadband revenues but without the corresponding expenses, it is clearly seeldng

information that would be misleading. OCTA does not address these objections.
Asto data‘request 8, that portion of the discovery dispute has been resolved.
CONCLUSION
Based on the foregoing, OTA respectfully requests that OCTA's Motion to Compel be

denied.

DATED: November 20, 2012.

é/é /u

RICHARD A. FINNIGANV/SB No. 965357
Attorney for the OregonTelecommumcatlons Association
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BEFORE THE PUBLIC UTILITY COMMISSION

OF OREGON
UM 1481
In the Matter of PUBLIC UTILITY
COMMISSION OF OREGON STAFF'S COMMENTS
Investigation into The Oregon Universal

Service Fund

Need For an OUSF

1. /s there a need for an Oregon Universal Service Fund (QUSF)?

The OUSF was brought into existence by ORS 759.425 to meet the needs of
Oregon residents for affordable, basic telecommunication service. The
underpinning of ORS 759.425 was the principle laid out in Section 254 of the
Telecommunications Act of 1996 (Section 254), which stated:

Consumers in all regions of the Nation, including low-income
consumers and those in rural, insular, and high cost areas,
should have access to telecommunications and information
services, including interexchange services and advanced
telecommunications and information services, that are reasonably
comparable to those services provided in urban areas and that
are available at rates that are reasonably comparabkle to rates
charged for similar services in urban areas.’

Since 1996, the need fo have affordable and reasonably comparable service has
not changed. The same conditions that produced the policy statement still exist:
low income consumers and pockets of high cost service produced by low
densities, difficult terrain, or a combination of both. Since 1996 communication
requirements have increased further widening the gap between people residing in
high-density, low-cost areas and those in low density areas. With the expanded
requirement for advanced services such as broadband, it has also expanded the
difference between setvice available to the population as a whole and those

available to low-income customers, With the increased requirement for basic and

advanced services, the objective stated in the principle sited above has become
more important, not less.

1 The Telecommunications Act of 1996, 47 U.S.C. § 254(b)(3) (referenced hereafter as "Section 2547).



Although the federal and state programs have been successful in achieving
penetration rates above 90%, it is likely that these penetration rates would rapidly
drop should the prices start rising as a result of the support being discontinued.

2. Is there a need for an QUSF to fund narrowband telecommunications service?

Yes, there is a need to ensure that affordable and reasonably comparable
narrowband telecommunications services are available to everyone in the state of
Oregon. Over the past several years, the number of low-income households has
grown, not diminished. Narrowband phone service, beyond Lifeline, provides a
means of searching for jobs, communicating with businesses and other
households, and getting help in case of emergencies and requires no additional
equipment beyond a relatively inexpensive telephone. Although broadband
networks may supplant voice grade networks in the near future, there still exists
the requirement for additional equipment and a certain level of expertise to use
them that has acted as a bartier to low income households.

3. Is there a need for an intrastate mechanism fo fund broadband?

Yes, there is a need for a fund supporting these services to make them affordable
to low-income customers and customers located in high cost areas. The goal of
such a fund should be the specific targeting of areas and customer groups that
would not otherwise have access to broadband services. This access does not
necessarily have to be at the household level, which is important for narrowband
services: searches and e-mails do not have to be on a real-time basis to be
effective. The potential need for broadband services was stated in the Section 254
policy cited earlier when it addressed the need for advanced and information
services.

The scope of a broadband fund could be fairly narrow, targeting only specific
customers and regions that have not been served. As a result of the conditions
imposed in the mergers involving. Verizon and Qwest and the deployment of
broadband networks by the smaller companies, most customers will have access
io broadband services in the very near future. These actions address what the
Federal Communication Commission (FCC) refers to as the last-mile and at the
speed requirement considered to be the present standard for broadband, but they
do not address the need for high-speed connections between anchor institutions
iocated in low-density, high-cost areas.

4. Assuming there is a need for an QUSF to fund both narrowband and broadband
services, should there be a separate Fund for each?




It is important to first note that it would require a statutory change to allow the
OUSF to support broadband services. Staff's response to this question, and other
questions concerning broadband services, is premised upon this understanding.

No, there should only be one OUSF, with two or more funds operating under that
general umbrella. By having only a single OUSF with multiple funds under it, it is
possible to simplify the process by having only a single fee paid into the fund.
Having multiple funds under a single umbrella would also allow the smooth
transition from one objective to the next objective. It would also allow funds to be
quickly brought into existence or eliminated as conditions change.

Over the past ten years the OUSF has consisted of muliple funds: one fund
directing money to the non-rural companies, another fund directing money to the
rural companies, and a final one being used to direct money to broadband
mapping. While the function of these funds was loosely defined in the past, going
forward there should be specific objectives and benchmarks.

The Current OUSF

5.

6.

Has the current OUSF met the statutory goal found in ORS 759.425 of ensuring
basic telephone service is available at a reasonable and affordable rate?

lThe current OUSF has not been directly used to make basic telephone service
available at a reasonable and affordable rate, but the statutory goal was met via
an indirect approach. For GTE (now Frontier) and US West (currently Qwest) the
OUSF payments were used to reduce, and keep at the present level, selected
business rates on a revenue neutral basis. Revenue neutral means that for every
dollar the company received in support there was a dollar reduction in revenues
as a result of price decreases.

For the small companies, the OUSF payments were and are used to reduce the

Carrier Common Line Charge (CCL) component of their intrastate access rates on

a revenue neutral basis.

Should the Commission retain the status quo until it knows what the FCC is doing
and how the National Broadband Plan and American Recovery and Reinvestment
Act are implemented? ‘

No, the Commission sho.LiId' start making changes to the OUSF sooner rather than
later to improve. Sources of ideas for improvements will be the comments filed by
the parties in this docket.



7. What services should be supported as basic telephone service in 2010?

Administrative Rule 860-032-0190 defines “basic service” consistent with ORS
759.400(1) as retail telecommunications service that is single party, has voice
grade or equivalent transmission parameters and tone-dialing capability, provides
local exchange calling, and gives customers access to EAS, long distance,
directory assistance, and operator services. For 2010, these should be the
services that are supported, so they are available at reasonable rates and
relatively comparable in quality across the state.

8. Should OUSF support all lines? If not what lines should be supported (e.g. primary,
residential}?

No, the OUSF, as its charter is presently laid out, should not support all lines.
Included for support are primary residential and business lines, PBX trunks, Key
lines, and Public Access lines. The intent in restricting the support to just these
lines was to control the size of the fund to avoid the ambiguity of using “equivalent
channels” as a proxy for lines, and to not have to address the significant
difference in cost per line of providing high capacity systems.?

9. What is a reasonable and affordable rate for basic telephone service in 20107
Should the Commission revisit the current benchmark rate for basic telephone
service? '

Within the context of the current OUSF it would be pointless to speculate on what
_ a reasonable and affordable benchmark rate would be today. If would also be
I pointless for the Commission to revisit the current benchmark.

When the benchmark was developed, it was the average economic cost of
providing service, derived from the FCC model using the combined GTE-US West
serving areas. The benchmark was not based on an estimate of a reasonable and
affordable rate. The benchmark was used to separate wire centers into two
groups: those whose economic cost was above the benchmark and those whose
economic cost was below the benchmark.

At this time, changing the benchmark would not impact the non-rural companies
whose economic cost was calculated using a mode! that has not been updated
since the late 1990s. Similarly, changing the benchmark most likely would not
impact the rural companies either, since their support per line has been effectively
frozen since 2003.

2 An equivalent channel refers to the number of voice grade paths that can be produced by a transmission
level, such as a D33.



10. The 2003 order permitiing small carriers to draw from the OUSF (Docket UM 1017,
Order No. 03-082) contemplated that the fund would be used fo offset access rate
reductions. Has such an offset occurred? If nof, why not?

Yes, the offset has occurred and is occurting each year. The OUSF support per
line that each company receives is used to reduce its Carrier Common Line (CCL)
revenue requirement. This reduction takes place each year when the Inirastate
Access rates are calculated for the companies participating in the OECA access
pool. The effect of this reduction is to reduce the CCL component of the inirastate
access charge rate.

11. s the OUSF money currently provided to companies spent for the intended purpose
of the fund?

Yes, see the response to Question 5.

12 How does the Commission insure that the QUSF money provided to the companies
is spent for the intended purpose? Is documentation required? Is a report required?
Is an atfestation required? Is documentation currently subject to audit and, in fact,
audited?

Each year the intrastate access raies are developed for the rural companies and
the OUSF support is applied directly against the CCL element of these rates. With
the exception of some small amounts, the use of the funds by the small
companies is easily tracked. For the two large companies the Commission
currently has no effective way to determine how the money has been spent. Staff
will review the parties’ opening comments and reserves the right to supplement
this response in the next round of commens.

13, Can the Commission verify today that the OUSF money provided fo companies has
historically been spent for the intended purpose?

See response to Question 12.

Future Objectives of an OUSF

14.  What key public policy objectives should be supported through an OUSF?

The key public policy objective should be based on the principle stated in Section
254, That objective for Oregon should be as follows:

Consumers in all regions of Oregon, including low-income consumers those in
rural and high cost areas, and those on reservations should have access to




telecommunications and information services, including interexchange services
and advanced telecommunications and information services, that are reasonably
comparable o those services provided in urban areas and that are available at
rates that are reasonably comparable to rates charged for similar services in
urban areas.

There are also secondary policy objectives that should be considered as well: the
development of an infrastructure that supports the growth of jobs throughout
Oregon, the development of a network that ties together key institutions, and the
transitioning of incumbent telecommunications companies that are seeing their
support diminished while being impacted by federal-level policy changes.

15. How do Oregon Universal Service fund(s) advance the Commission’s universal

|

16.

17.

service goals?

The Commission’s universal service goals or policy objectives, as discussed in
Response 14, generally require special funding since the key eilement of the
policy focuses on providing services and levels of service in areas where it is
generally uneconomical to do so, yet socially responsible to do so. In these areas
it is not reasonable to assume that private companies will pick up the cost of
providing the service. The Oregon Universal Service fund(s) can defer all or part
of the cost of providing service in those specific areas by collecting a small fee
from all telecommunications users.

How is progress toward OUSF goals measured?

The key element of measuring progress toward OUSF goals is to have clearly
stated goals with a set of milestones against which progress can be measured
and a system of reimbursement that is consistent with the project being funded. If
the project involves making a specific investment, the support payments should
be based on a percentage of completion or some similar method for contract
payment. If the payments are used to defer the ongoing maintenance or support
of a project, then the pattern of payments should match the disbursements.

Should the OUSF support multiple funds, each fund targeting a specific goal (e.g.
compensation for access rates reduction, broadband expansion, special projects or
voice service vouchers fo offset access rate reduction rate rebalancing)?

Yes, depending on the final set of policy objectives selected, the OUSF should be
structured so that there is a fund within it that clearly supports each of the
objectives. This would facilitate a clear measurement of how well each fund is
meeting its goals and allow money to be fransferred from one fund to another as
the objectives of a fund are completed.




This structure would also allow new funds to come into existence as the need
arises and statute permits. The final value of having multiple funds under the
OUSF is that it would allow the costs and benefits of each fund to be compared
and the amount of money in each fund determined by the relative benefit. This
woulid allow the allocation to each fund to be adjusted as well as its overall size.

18.  Should access reform be an integral part of OUSF reform? Should any portion of the
" OUSF fund be used to offset access rate reductions?

As a practical matter, access reform cannot be separated from OUSF reform. At
this time, a portion of the present OUSF is currently dedicated to reducing
intrastate access rates for the small companies by reducing the CCL charge
element. This use of the fund was dictated by Orders No. 03-082 coming out of
UM 1017. _

If access rates are forced down, the companies receiving the access revenues will
be forced to recover the lost revenues by raising prices to their customers.

19.  Should any portion of the OUSF be directed to providing vouchers to individuals,
who qualify based on income, impacted by increases in basic service charges
resulting from mandatory access rate reductions?

Vouchers provide a highly focused way of targeting support and measuring
whether the support is working as intended. A major strength and weakness of a
voucher system is that it allows the individuals to pick their service provider; this
could lead to customers in the higher density areas of a wire center, where there
could be competition, abandoning the wireline network. if this happened, the per
line cost of providing service for those customers remaining on the wireline
network would increase. Another potential weakness of vouchers is they require a
set of criteria to determine who gets them and who does not, with potentially many
borderline cases. This could lead to a fairly high administration cost.

As a practical matter, there are a number of issues that would need to be worked
" out before vouchers could be used to offset the impact of rate re-balancing driven
by access rate reductions.

20. Should any portion of the fund be used for loans or grants for specific voice grade or
broadband projects? If a portion of the fund is used for such a purpose, what
qualifications must the grantee possess to receive funding?

Having a fund under the OUSF umbrella that is dedicated to providing loans or
grants for specific voice grade or broadband projects would be very useful in



promoting investment in areas, which without some support could not be justified.
It would also provide a better way of monitoring projects, as was discussed in
Response 16. '

21. Can the cost of providing service in high cost areas be recovered by increasing rafes
fo the customers in those high cost areas while meeting the affordability test under
47 U.S.C. §254(b)(1) and (2) and others, 1whf!e providing vouchers fo customers who
meet the income/wealth tests? If so, should it?

To the extent that there is no comparably priced competition in the area, the cost
of providing service in high cost areas can be done so it meets the affordability
test. After the prices are increased, the affordability test can be met by using
vouchers to assist the customers for whom the service is now no longer
affordable.

If there is a competitor with a comparably priced service, raising prices will result
in a loss of customers to the competitor, which in turn will drive up prices; these
higher prices will result in further losses. This process will continue until there are
effectively no customers left.

22.  As a larger number of households opt for wireless service instead of wireline service,
is there a need to support the wireline network in rural Oregon?

At this time there is a need to support the wireline companies, in particular the
small wireline companies, even though wireless services are becoming more
pervasive. The small companies still account for tens of thousands of customers
primarily located in the rural and high cost areas. Aside from the
telecommunications and data services that they provide for their customer base,
they are also an important source of jobs in communities that would otherwise
have no or a minimal employment base. As recipients of funds from other parts of
the state and from other parts of the country, they bring an infusion of cash into
the communities where they are located that would otherwise not be there. For no
other reason, this makes them important.

From the standpoint of the service that they provide, the wireline companies and
the wireless companies are to some extent interdependent, with the wireless
companies purchasing special access facilities from the wireline companies.

23, Should one of the purposes of the OUSF be to fund worthy' communications-refated
projects, simifar in scope fo those that were being funded by ARRA?

There are a number of complex implementation issues that would need to be
addressed, but having a fund in the OUSF that focuses on financing projects
rather than making monthly payments would allow more control over how OUSF



money is spent. In the case of new projects, tracking could be done to ensure the
money is invested as it should be. In the case of existing projects, a one-fime
payment could be made to the company to take the invesiment off of its books
and reduce the companies’ cost of providing service.

24. Should it be a specific objective of the fund to ensure that under-served areas get
the needed communication services to create parity throughout the state of Oregon?

No, it should not be the objective of the fund to produce parity throughout the
state. There should be core communications services that should be available to
all communities throughout the state, but this is not the same as having parity.
Some services by their nature are not a necessity and are too expensive to
provide outside of high density areas. Also, there are some remote locations
where there are only a few households being served. These locations, by their
nature, cannot be expected to have service fully comparable with that found in the
rest of the state of Oregon.

25, Should there be QUSF funding where a large percentage of the funded area has
unsubsidized competition today?

With the present fund, there generally is no funding in areas where a large
percentage of the area has unsubsidized competition. These are the high and
medium density areas, wire centers for the two large companies and the entire
serving area for the rest, where the cost of service is below the benchmark rate
and the support is zero.

Even if there is a large percentage of unsubsidized competition in an area where
the incumbent is receiving support, the competitor could be operating in the high
density portion of the serving area. The high cost of providing service can
generally be attributed to the customers residing outside the core area. The
company receiving support is required to serve all of the customers in the area;
the unsubsidized company is not required to do so. This allows the unsubsidized
company to pick the relatively high-density areas to serve while bypassing the
relatively low-density areas that are expensive to serve. This can happen at any
geographic level: wire center or total company.

Future Size of the Fund

26.  Should the size of the fund be directly tied fo its objectives (e.g. supporting voice
service in high cost areas, expanding broadband service to currently un-served
areas, providing on-going support for voice and broadband service in high cost
areas)?




The size of the OUSF should be directly related to the functions that it is designed
to perform and should be relatively free to expand or contract within a range as
those functions evolve over time.

27 Should there be a stafed limit on the size of the OUSF? If so, how should it change
over time or as the federal jurisdiction assigns more cost to the state jursidication?
Should there be: 1) mechanisms fo reduce the fund over time; 2) mechanisms fo
periodically review whether the fund is still needed; or 3) associated triggers for
determining whether unfunded competitive offerings are sufficient to do away with
funding?

The size of the OUSF should be tied to the programs that it is supporting and not
to some arbitrary doltar amount. Control of the fund size should be done through
controlling the programs covered by the fund and through controlling the
assessment rate once the size of the fund has been established.

28. Before determining the size of the universal service fund, should local service rates
for companies receiving money from the fund be brought up to a minimum, stafe-
wide, zone specific rate? If yes, how should these rates be determined?

Without knowing the programs that are going to be sponsored by a new OUSF
and what actions are going to be required of the companies, it is difficult to say
what actions the small companies should take. Minimum state-wide, zone specific
rates seem reasonable, but they may not tum out to be reasonable for low-income
areas. If they are significantly higher than the current rates they may produce line
losses, which will drive up the per line cost of service.

EFuture Requirements for Receiving Money from the Fund |

29. Should there be a revenue testor a pfoﬁtability test as well as a cost test for
determining eligibility of a company to receive money from the fund? If yes, which
revenues should be included?

If support is directed fo a company as opposed to an individual, total profitability of
the company in the area being supported should be considered when determining
the amount of support that a company receives. Presently, only federal support is
used to reduce the support level. Other items, such as DSL revenues or revenues
derived from providing internet services, should also be used to reduce the
company’s revenue requirement. Support should be based on what is required fo
make the company profitable in a particular serving area.




30.

31.

Should competitive bidding, or other similar mechanisms, be considered in order to
enstre the smallest burden possible on all consumers who support the fund?

Competitive bidding is not an effective way to ensure the support being provided
is the smallest possible. Competitive bidding to provide service in a specific
geographic area assumes that the bidder has the capability of providing service in
that area and can provide service to all of the customers presently being served.

If a competitor has effectively taken over the serving area of an existing company,
with the exception of a few pockets, and is willing to add the remaining customers
if it receives support for them, then the support should be terminated to the
incumbent and the competitor should become the designated provider. The only
support the compeiitor would receive is for the small pockets that were not cost
effective to provide service to.

If the fund provides ARRA type grants, what qualifications are required of the bidding
companies and what are the requirements for information to be included in the bid?

This is an implementation question. If an ARRA type grant process is adopted for
consideration, all of the issues of company qualifications, project selection criteria,
and the nature of the grants or loans need to be thoroughly reviewed.

Future Requirements: Company, Customer, or Specific Geographic Area

32.

33.

Should the support go to communication consumers in the form of vouchers in a
high cost area or should the support go to the specific company serving that
consumer?

[Presently, support is paid to the companies on a per line basis and if that line is
lost to an eligible competitor, the support goes to the competitor or if the line is
lost to an ineligible competitor the support goes away completely. There are only
two material differences between this and a voucher system: the customer is
unaware that they have this money, and only the incumbent or an eligible ETC is
allowed to receive the money.

If vouchers are provided fo consumers, should providers price their service in high
cost areas at cost?

No, the prices in general shouid nof be set at cost. Even if every customer were o
receive a voucher fo offset a price set at cost, such a price could drive the
customer to seek an alternative service provider, with the result that the cost per
line for the remaining customers would increase.




34.

A critical issue with high cost service areas is maintaining the customer base,
particularly those in the relatively low cost sections of the serving area where
there may be alternative service providers. As this group of customers is lost, the
overall cost to serve will rise rapidly and the required support increases.

How should on-going support be targeted to high cost areas that contain no
unsubsidized competitor?

There are a number of ways that support can be provided to a high cost area. The
one that is commonly used presently is a per line support paid on a periodic basis
(monthly, quarterly) to the company. An alternative form of support would involve
having the fund provide a grant to cover the cost of the initial investment and have
the periodic support cover ongoing mainienance and repairs. If this type of
process were adopted for consideration, the details would have to be worked out
in the implementation stage.

Future Accountability

35.

36.

37.

How should the Commission ensure that the money provided fo the companies is
spent for the intended purpose?

This is an implementation stage issue and is highly dependent on what is going to
be supported by the fund. At a high level, it would be useful for tracking purposes
to see the money received from the fund carried in an account on the company’s
books. It would also be useful to see a list of withdrawals from the accounts that
were used to cover explicit expenses related to supporting the high cost areas.
Further, it would be useful to see what portion of the expenses booked to specific
expense account was covered by the fund.

What type of accountability measures should be in place to ensure that money paid
out from the fund is used for the purposes for which the fund is established,
including that the OUSF receipts are spent in Oregon?

See response to Question 35.

How should the Commission ensure that the money provided fo the customers in the
form of vouchers is spent for the intended purpose?

This is an implementation stage issue and needs to be addressed in depth at that
stage, but in principle, there should be a periodic investigation conducted to
determine if the vouchers are going to the right people and are being used as
intended. This can be done by taking a periodic sample of the recipients and




determining what portion of the vouchers are being incorrectly distributed or
misused.

38. Should the companies receiving money from the fund be required to show the fotal
Oregon earnings of the company? ‘

This is an implementation stage issue and needs to be addressed in depth at that
stage. There are a number of issues regarding product lines and subsidiary
companies that need to be addressed indepth; however, as a principle, a
company’s total communications earnings should be consider when determining if
a company heeds support for serving a particular geographic area.

39. Should the companies that have been receiving money from the fund be required fo
jternize how they have spent the money?

For all of the companies participating in the Access Pool it is clear that the money
has been used to reduce the CCL component of access rates on a revenue
neutral basis. For the two large carriers, the money was used to reduce business
rates on a revenue neutral basis. In the future, depending on the nature of the
funds supported by the OUSF, the use of the money should be tracked as flows in
and out of accounts, but not on an itemized basis as this would be too difficult to
collect and analyze.

40. Ifone of the goals of the fund is to distribute the funds in an efficient, targeted
manner that avoids waste and minimizes the burden on Oregon customers, how
should this be executed?

This is an implementation issue that needs to be addressed once the specific
goals of the fund or funds that will make up the OUSF have been determined. The
general principle that needs to be followed at that stage is the need for frequent,
periodic monitoring of how the money is being used and periodic reviews of need
for the fund. Also, the payment methods need to be structured so they are
consistent with the company’s expenditures: if it is a one-time investment, the
payment from the fund should reflect that, if it is to cover monthly expenses, the
payments should be should be monthly.

41.  If @ benchmark for voice grade service is used to determine support, such as itis
presently done, should that benchmark include mandatory EAS?
If the methodology used to set the existing benchmark, which is cost based, were

used going forward, the incorporation of mandatory EAS would have only minor
impact on the level of support provided to the various companies. The addition of



the cost for mandatory EAS could increase the benchmark level, but it could also
increase the cost of providing service for each of the companies, with support
staying the same as the net effect.

42.  Should all or part of the money received by a company for the support of a specific
wire center be spent on that wire center?

No, the money from the OUSF shouid be directed toward the high cost wire
centers as a pool, but there should be no requirement that the money received
from the OUSF for a specific wire center should be spent on that wire center.
There are timing issues that would make it difficult to cover investments and
expenses for the wire center on that basis.

On a pooled basis, the larger companies could set up a tracking account for the
money received from the fund and dishursed to its various expense and
invesiment accounts where expenditures for areas in the high cost pool are
tracked.

Future Look at Carrier of Last Resort (COLR) Obligations

43. Should a company receiving support be a required to be a COLR?

No, companies should not be required to be a COLR to receive money from the
OUSF. The concept is currently too vague to make it a requirement for support
and it will become even more vague in the future as expectations about
geographic coverage change with wireless service.

44.  What role does the COLR play going forward? Should there be a new definition of
the COLR obligations to reflect current expectations of communications customers?

As stated in Response 43, the concept of COLR is presently too vague to use it
as criteria for receiving support. The future will become even more vague as
customers’ expectations change. Customers are starting to have different
expectations about their communications service. When the present OUSF was
started, voice grade service to one’s home was the expectation. Today, the
expectation is rapidly evolving where communications service users expect to be
able to communicate with anyone, anytime, anywhere with a variety of forms of
communication ranging from voice to multi-media applications.

To meet this expectation, the communications service provider must be able to
keep the person linked over a large geographic area, not just the serving area of
the wireline service providers. This would imply that the COLR must be able to
connect the person almost anywhere, not just their home.




45 Should the COLR be required to provide service to all potential customers in its
service territory?

No, assuming there is such a designation, the COLR should not be required to
provide service o all potential customers in its service territory. There are cases
where an individual has elected to live in a remote place where it is unreasonable
to expect any communications provider to serve the person. The issue of when
the COLR does not have to provide service or can bill the customer for all or part
of the cost is an implementation issue and will vary with how COLR is finally
defined.

46. Should COLR obligations be based on any one technology such as wireline or
wireless?

No, with the changes in expectations that are taking place as communications
service change, the COLR obligation, if there is one, should not be based on one
technology. In the near future, it is possible that the COLR obligations may only
be met by wireless technology, which permits the user to carry their phone with
them wherever they go and transmit both voice and data. At this time, however,
both wireline and wireless technologies should be considered. COLR obligations
should be technology neutral.

Future Broadband Deployment

47. Should a company receiving money from a broadband fund be required to be a
COLR? ‘

No, it is not necessary for a company receiving money from a broadband fund be
a COLR. If disbursements are made in the form of grants, the grants could
conceivable cover interoffice facilities, last mile facilities, or software and
facilitating hardware. For only the last-mile obligations would the concept of COLR
have any meaning. Further, if communications start to look fike wireless service
with no specific geographic boundary, the concept of COLR completely changes.

48. Should one of the objectives of a broadband fund be to have every home that has
hroadband be able to access it at a minimum standard upload and download speed?

Other objectives?

No, a broadband fund should not dictate a minimum standard speed. For most
wireline customers receiving service from the rural companies the issue has
already been resolved. For wireline customers served by the non-rural companies



49,

50.

51.

52

53.

the issue will likely be resolved shortly since DSL service levels is one of the
conditions of the mergers.

How should the standard for broadband service be determined? Should there be
multiple standards depending on customer distance from the serving location?

The standards that should be adopted for broadband service are an
implementation issue that needs to be addressed at that stage. In principle, there
shouid be multiple standards varying by distance from the serving location. These
standards should reflect locations where the cost of providing service at a given
level takes significant jumps.

Should the level of support be tied to the speed of the service?

This is an implementation issue. As a general matter, assuming there are
multiple zones with multiple standards based on the distance from the serving
location, it is not unreasonable that support within a zone shouid be tied to the
speed of the service.

Should the focus of a broadband fund be on the middle-mile, the last-mile, or
something else?

This issue is an implementation issue and requ'ires more data before a
determination can be made of what projects need to be supported.

With most of the small companies already providing broadband service to a high
percentage of their customers and the large companies being required to do the
same as part of settlement conditions, is there a need for a fund focused on
proadband service?

The proper place to discuss this issue is the implementation stage where there
will be more data available on which to base a judgment. In principle, the OUSF
should have a fund to address broadband projects, which could be middle-mile,
last-mile, or other. This fund would have a variable amount of money available to
fund projects that meet the general objectives proposed by the governor.

Should a company that receives QUSF be required to provide access fo all its
customers at the same spesds, ensuring that customers in rural or poorer
communities receive the same quality of broadband throughout Oregon?




No, companies that are receiving money for broadband services should not have
to provide the service at the same speed. There are significant cost differences
that are density and distance-based that need to be considered. Actual speeds
provided to the different areas are an implementation issue and should be
determined at that time.

Future Look at Companies Receiving Support

54.

55.

56.

Should there be a restriction on the size of the companies that can draw money from
the fund?

Depending on how the OUSF is ultimately structured, there shoulid be a size
restriction on companies receiving money from the fund. One purpose of the fund
should be supporting companies that do not have the financial wherewithal to
serve high cost areas without getting support; the companies that need support
are ones with just a few serving locations and at least one of those is high cost.

Large companies, serving mulfiple states for which these high cost offices are a
small portion of their portfolio, do not need to be drawing from the fund to support
these operations. With the present OUSF, these companies received from the
fund last year, on a combined basis, $37 million dollars or approximately 80% of
all disbursements.

Should the number of companies receiving support be restricted? If yes, what
criteria should be used?

The number of companies receiving support should not be restricted by arbitrarily
selecting a number of recipients or freezing the number to those presently
receiving support. Any restrictions on the companies receiving support should be
established during the implementation stage once the specifics of the fund have
been established.

What geographic coverage requirements should there be fo qualify for OUSF
support? How should this coverage be defined?

This is an implementation question since it requires knowing the final structure of
the fund or funds making up the OUSF. At a policy level, there should not be
geographic restriction. As an example, assume that both wireline and wireless
companies are eligible to receive money from the fund, but there is a geographic
restriction that is going to be imposed. If the wireline company were forced to
match the wireless company’s serving area it would not be able to do so; likewise,
if the wireless company were forced to serve all of a wireline companies
customers, it is unlikely that it would be able to do so.




57. For companies receiving OUSF, should the companies be required fo provide
services to customers in high cost areas without these custorners paying higher
rates or receiving lesser quality services than other company’s customers in urban
or suburban settings? What are just, reasonable and affordable rates? What are
reasonable line extension charges? Should rural customers needing a line
extension be required to pay additional installation costs, above and beyond those of
urban customers?

No, companies providing services in both low density rural areas and high density
suburban and urban areas should not have to have the price and the quality be
the same for those services. There should, however, be zones based on cost and
density where the prices are the same and the quality is comparable within the
zone.

58. Should companies be able to use fixed wireless facilities to provide high speed
services to residents in geographically difficult areas and receive QUSF funding?

Under the current system, wireless providers can receive support from the fund if
they take the necessary steps, so wireless technology is not in and of itself
excluded by the fund. in the case of fixed wireless, there are already companies
receiving money from the fund that are using that technology or radio systems to
provide service. The distinction that is made involves the general means for
providing service: if the company is predominantly wireless, the wireless
guidelines are applied; if the company is predominantly wire fine, those guidelines

apply.

59. Should companies receiving OUSF be required to provide the same level of
advanced services fo all of its customers, or is it enough just to "provide access” to
any level of these services? '

As a practical matter, companies receiving money from the OUSF should not
have to provide the same level of advanced services to all of its customers. An
isolated residential customer sitting on fop of a mountain should not expect to
have the same range of communications services available to them that a
customer residing in a high density area would have. The consideration in each

- case should be the cost of providing service and how much of that cost has to be
picked up by other customers.

60. Should low-income consumers and those in rural, insular, and high cost areas, have
access fo telecommunications and information services, including inter-exchange
services and advanced telecommunications and information services, that are




reasonably comparable to those services provided in urban areas and that are
available at rates that are reasonably comparable to rates charged for similar
services in urban areas? :

Yes, this is the policy statement found in Section 254 and it applies as much today
as it did in 1996 when the statement was formulated. The key word in this
statement for both price and service availability are “reasonably comparable.”
What is “reasonably comparable” needs to be determined at the implementation
stage.

61. Should support be provided in an area with an unsubsidized competitor?

Yes, the fact that an unsubsidized competitor has entered the market should not
impact whether or not the company serving the entire market should receive
support. For wireline companies in patticular, the cost of providing service goes
up directly with density and distance from the serving location. If a competitor is
operating in the higher density areas of the serving area, they can provide service
without incurring the much higher cost of serving the entire area.

Future Level of Support

62. Should support be based on the least cost provider of service in a given geographic
area? o

No, assuming a fund like the one that exists today, support should not be based
on the least cost provider of service in a given geographic area. It would be ideal,
as a general principle, to have service support based on the least cost provider of
service, but it is highly uniikely that such a comparison could be made, except on
a modeled basis. To make a reasonable comparison of cost, the two providers
would have to have working infrastructure capable of reaching all of the same
customers.

63. What should be the basis for a benchmark for affordable rates for voice grade
service? For broadband service?

Assuming a fund like the one that exists today would exist in the future, the
benchmark for affordable rates should have the following four features: 1) it
should vary by average income in a specific geographic area, 2) it should vary
over time with the general price index, 3) the base rate should be based on a
statewide average, and 4) the rate should not be set so that the resulting prices
for service are a barrier to entry for competitors.



64. Should the level of support be the difference between the cost of providing service in
the area and a benchmark rate?

This is an implementation issue that will need to be addressed once the nature of
future OUSF is determined. If one assumes a fund like the one that exists today
exists in the future, the level of support calculated as the difference between the
cost of providing service in an area and a benchmark rate could no longer be
calculated. For the two largest companies the cost per wire center was calculated
using a model and that mode! is no longer close to being current nor capable of
addression broadband services.

65. Should the level of support for expanding a network into an unserved area be the
lowest bid? If so, how should the lowest bid be examined for reasonability if it is the
only bid in the area?

This is an implementation issue that wili need to be addressed once the nature of

future OUSF is determined. In general, as with most bidding processes, there are
more factors that need to be addressed than just price alone.

Future Funding

66. Should all communications service providers operating in Oregon contribute fo the
fund, including wireless and VoIP providers?

Communications service providers do not presently contribute to the fund nor
would they contribute in future. The current funding for the OUSF comes from the
telecommunications service customers and it should be that way in the future.

Wireless customers and customers using receiving communications service from
VolIP or any other type of provider should all contribute to the fund. Regardiess of
the type of technology being used, these are communications customers and
should be contributing to ensure the ubiquitous availability of these services.

67. Should the basis for contributing to the fund be revenues, telephone numbers (or
their equivalent), or some other basis?

This is an implementation issue and should be addressed at that time. What we
know from experience is that using revenues as a basis for coliecting funds is
fairly complex. In the current system, revenues on which the fee is collected are
identified at a fairly detailed level with a lot of subtle distinctions being made by
product and classification of the product as wholesale, retall, interstate or
intrastate.




68. If categories of companies are ineligible for support, should they or their customers
be required fo pay into the fund?

The intent of the fund is to provide affordable and reasonably comparable
communications service, where feasible, for everyone in the state of Oregon. The
fees are paid by consumers of telecommunications services in the state of Oregon
and not by the companies serving them. Since it is the consumers of
telecommunications services in the state that are paying the fee, it is
inconsequential whether or not the company providing their service is eligible for
support.

69. Should contributions be collected based on revenues, lines, or the equivalent of
telephone numbers?
See response to Question 67.

70. How should the amount of support be defermined?
This is an implementation issue and needs to be determined once the nature of
the fund is established. '

71.  If the fund supports broadband or its deployment, should all broadband providers be
assessed?

The only contributors to the fund, present and future, are residents of the state of
Oregon. The issue is whether a provider should be required to collect the fee from
their consumers of communications service in the state and not whether a
provider should have to pay into the fund.

Transitioning of the Fund

72.  Should companies that have made investments under the assumption that the
current structure would continue to exist in the future be compensated from the
fund? If yes, how should this be done?

Yes, these companies should be compensated. The primary purpose of the fund
is to ensure that Oregon customers have reasonably comparable services at
affordable rates. This is accomplished by having recipient companies make long
term investments in the network. Since payments are made on a monthly basis,
the company has to make the assumption that the payments will exist untii
sometime in the future. One assumption that is likely to have been made by a
company is that the revenue stream is going to exist in the future. To the extent
that a company made investments in the network based on this assumption, they




73.

74.

should be compensated. The determination of whether a company is entitled to
transition payments must be determined during the implementation stage.

if there is a need for an intrastate mechanism for funding broadband, should it be
separate and apart from any OUSF fund?

No, like proposed earlier, there should only be one QUSF made up of different
funds with different objectives. If it is decided that broadband should be
supported, the fund should be one of the OUSF funds. Aside from simplifying the
administration of the fund, it would allow fund allocations to be rapidly changed as
the cost and benefits associated with each fund evolve.

If broadband is to be funded using the QUSF, what steps should be taken to
transition from the present fund to a broadband fund and over what timeframe?

These are implementation questions, but at a general ievel the first step in
transitioning from the current OUSF is to create separatie funds under the OUSF
umbrella. This would allow money to smoothly flow from one fund to another
without requiring a statute or rule changes to do so.

Tribal Lands

75.

76.

Should the Tribal Sovereign Nations located within Oregon have the right to
determine which telecommunications providers serve their Reservations?

In principle, the Tribal Sovereign Nations should have the right to determine which
telecommunication providers serve their reservation; however, where there is a
company presently serving the reservation, the assets of the company remain the
property of the company and should only be used by entering into an agreement
with the new company. '

If a provider receiving OUSF is not providing adequate service, should a Tribal
Council be able to work with the PUC to compel! the company to provide better

. service or decertify the company as to the OUSF funaing?

This is an implementation item since it would require a working definition of
adequate service, a time frame for remedying the problem, and a procedure for
addressing the issue. : ‘

In principle, however, if a company is not providing adequate service in an area
where it is receiving support, it should be subject to having the support for that
area taken away from it. In most cases it should not lead to the company losing its
certificate.




77.

78.

Assuming Tribes have the sovereign right to provide felecommunications services
on their Reservation, when a tribe asserts that right, should the Tribe be eligible for
OUSF funding? '

This is an implementation item since there are a number of items that need to be
investigated. In principle, however, if the telephone company owned by the tribe
has met all of the legal requirements to receive funds from the OUSF, then they
should be allowed to receive payments from the fund.

If an incumbent provider on tribal lands is currently receiving ETC support, should

the Tribally-owned provider also be eligible for ETC status and related OUSF
funding?

This is an implementation item since there are a number of items that need to be
investigated. In principle, however, if the telephone company owned by the tribe
has met all of the legal requirements (among which is ETC status) to receive

funds from the OUSF, then they should be allowed to receive payments from the
fund.

This concludes Staff's Comments.

Dated at Salem, Oregon, this 25th day of October 2010.

aun

Roger White
Program Manager
Cost Analysis
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ORDER NO. 06-297

ENTERED 06/14/06

BEFORE THE PUBLIC UTILITY COMMISSION

OF OREGON

UM 1017(2)
In the Matter of

)
)
Investigation Into Expansion of the Oregon ) ORDER
Universal Service Fund to Include the Service )
Areas of Rural Telecommunications Carriers. )
DISPOSITION: MEMORANDUM OF UNDERSTANDING
ACCEPTED

At the June 13, 2006, Public Meeting, Utility Staff (Staff) presented to the
Public Utility Commission of Oregon (Commission) a Memorandum of Understanding
(MOU) among Staff, the Oregon Exchange Carrier Association (OECA), and the Oregon
Telecommunications Association (OTA) establishing an interim limit on the rural
incumbent telecommunications companies’ (rural companies) support per line from the
Oregon Universal Service Fund (OUSF). Staff's Report and the MOU are attached as
Appendix A, and incorporated by reference.

Tn Order No. 03-082, the Commission expanded the OUSF to include the
rural companies. The order also adopted a stipulation between the parties that, among
other things, established a triennial embedded cost review to update the rural companies’
support per line. Tn October 2005, the Commission approved an increase in the
contribution and surcharge rates which included an estimated 15 percent increase in the
rural companies’ disbursement from the OUSF. After Staff’s cost review, the actual
increase was an 81 percent increase in the disbursement. Given this significant increase,
the OUSF could not implement the increase disbursement until July 2007.

As a result of Staff’s concerns regarding this substantial increase and in
order to avoid the costs assaciated with a contested docket, the parties negotiated an
MOU to limit the increase in support per line to 15 percent through 2009, as incorporated
in the current contribution and surcharge rates. Staff’s attorney and the attorney for OTA
and OECA signed the MOU on May 15, 2006.

The MOU represents a compromise between the rural companies and Staff
and, in addition, will aliow the OUSF to begin distributions in July 2006 based on the
interim limitation. Staff recommends the Commission adopt the MOU and enter an order
approving the revised support per line amounts shown, as presented in Appendix A,
effective with the Fuly 2006 OUSF distributions.
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ORDER
IT IS ORDERED that:

1. The Memorandum of Understanding among the Oregon Exchange
Carrier Association, the Oregon Telecommunications Association, and
the Utility Staff of the Public Utility Commission of Oregon, as
presented in Appendix A, is accepted.

2. Revised per-line support amounts for the rural companies, as presented
in Appendix A, are approved, to be effective with the July 2006 OQUSF
distributions. '

3. Oregon Exchange Carrier Association, and the rural companies shall
apply the projected annual OUSF support, based on the revised support
per line, as an offset first to the rural companies’ intrastate carrier
common line revenue requirement, contained in Oregon Exchange
Carrier Association’s pending 2006 annual access charge filing, and
then to other services that provide implicit subsidies.

Made, entered and effective JUN 1 4 2006

ohn Savage
Commissioner

@ o

Ra‘y’haum

Commissioner

A party may request rehearing or reconsideration of this order pursuant to ORS 756.561. A
request for rehearing or reconsideration must be filed with the Commission within 60 days of the
date of service of this order. The request must comply with the requirements in OAR 860-014-
0095. A copy of any such request must also be served on each party to the proceeding as
provided by OAR 860-013-0070(2). A party may appeal this order by filing a petition for review
with the Court of Appeals in compliance with ORS 183.480-183.484.
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ITEM NO.™

PUBLIC UTILITY COMMISSION OF OREGON
STAFF REPORT
PUBLIC MEETING DATE: June 13, 2006

REGULAR X CONSENT EFFECTIVE DATE . July 1, 2006
DATE: June 6, 2006
TO: Public Utility Commission
' Y
FROM: Cynthia Van Landuyt

b
THROUGH: Lee Sparling and Phil Nyegaard \

SUBJECT: OREGON PUBLIC UTILITY COMMISSION STAFF: (Docket
No. UM 1017) Expansion of the Oregon Universal Service Fund to Include
the Service Areas of Rural Telecommunications Carriers, Memorandum of
Understanding.

STAFF RECOMMENDATION:

Staff recommends the Commission adopt the UM 1017 Memorandum of Understanding
between the Public Utility Commission of Oregon Staff (Staff), the Oregon Exchange
Carrier Association (OECA) and the Oregon Telecomrnunications Association (OTA)
contained in Attachment 4. Staff also recommends the Commission approve the
revised support per line amounts for the rural companies contained in Attachment 3.

DISCUSSION:

Background: '

The Commission, in docket UM 1017, issued Order No. 03-082 {February 3, 2003)
which expanded the Oregon Universal Service Fund (OUSF) to include the incumbent
rural telecommunications companies (rural companies). The order adopted a stipulation
signed by the parties in the docket. Generally, the stiputation outlined methods for

" computing the cost of basic service, the federal support offsets, the support per line and
how the revenue offsets would be applied to achieve revenue neutrality.’ It also
contained the method for the distributions from the OUSF.

' paragraphs 29 through 33 of the stipulation address rate rebalancing. Rate rebalancing is how
revenue neutrality was achieved. The first priority is for the rural carriers to reduce access charges,
specificatly the Carrier Common Line Charge. The rural carriers were 1o reduce their Carrier Common
Line revenue requirement by the annual amount of their distribution from the OUSF. If there was any

APPENDIX A
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UM 1017 Memorandum of Understanding
June 6, 2006
Page 2

Paragraph 5 of the stipulation states,
The interval for reviewing and updating the embedded cost calculations will not
be longer than three years, unless extended by the Commission. Companies
may request, or the Commission may initiate, & more frequent review, but not
more frequently than once a calendar year. A company requesting a more
frequent review will do so by November 15 for the previous calendar year. The
OUSF study area support per line per month amount will remain unchanged until
the next embedded cost review.

Staff first made the basic service? cost calculations in 2003° to develop the initial OUSF
support per line per month for the rural carriers. The rural companies have received
support based on those per line amounts since November 2003. The maximum three-
year review interval ends in 2006. Staff conducted the review of the rural companies’
embedded cost calculations based on the 2004 Form |. Staff's findings regarding the
changes from the 2001 embedded costs to the 2004 embedded costs are:

e Common Lines* decreased 5.90 percent

« Plant in Service increased 14.75 percent overall with 14 of the 31 companies
above that percentage increase. Sixty percent of the increase was in subscriber
line and wideband investment mainly for deploying Digital Subscriber Loop
(DSL). The OUSF does not directly support DSL because DSL is - not a basic

residual batance, the rural carriers were to reduce prices for other services that provide implicit subsidies
or elect to forego some of their OUSF support.

2 The definition of basic service is found at ORS 860-032-0190(2) which states "basic telephone
service” means retail telecommunications service that is single party, has voice grade or-equivalent
transmission parameters and tone-dialing capability, provides jocal exchange-calling, and gives customer
access to, but does not include extended arez service (EAS), long distance service, relay service for the
hearing and speech impaired, operator service such as call completion assistance, special billing
arrangements, service and trouble assistance, and billing inquiry, directory assistance and emergency 8-
1-1 services including E-9-1-1 where available. '

3 The embedded costs were based on the 2001 Form |. The Form | includes an incumbent Local
Exchange Carrier's (ILEC's) revenues, expenses, taxes, plant and depreciation separated between the
federal and state jurisdictions and within the state jurisdiction between Toll, EAS and Local. The Form |
for a particular calendar year is dus the following October 31", |n addition, the Federal support offséts
used in calculating the QUSF support per line in 2003 were also based on the rural cartigrs’ 2001
" embedded costs, ,

A common subscriber line is a voice-grade or equivalent working (i.e., revenue producing) loop
or channel that connects the retail service customer's premises to the serving wire center’s switch. It is
used jointly for access to local exchange services, extended area services, and interexchange long
distance services. It excludes point-to-point and poini-to-multipoint private lines, closed-end WATS lines,
wideband data lines, feature group carrier access lines, and unbundled network element (UNE) access
lines leased to another telecommunications provider. 1t excludes station lines (inside wire) on the line-
side of a key system or Private Branch Exchange {PBX).

APPENDIX X
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UM 1017 Memorandum of Understanding
June 6, 2006
Page 3

i

service. However, under the current FCC separations rules some of the DSL
investment is assigned to subscriber line investment, which is part of the basic
service costs.”

s Operating expenses increased 15.84 percent with 17 of the companies above
that percentage increase.

Based on the changes discussed above, the basic service cost per line per month
increased for 22 of the 31 rural companies. The increases ranged from $1 to $65 per
line per month with 11 rural companies increasing over $10 per line per month.

ORS 759.425(3)(a) states the OUS support is equal to the difference between the cost
of basic service and the benchmark® less any federal loop support or USF support.
Between 2001 and 2004 the rural companies’ federal offsets increased from $1 to $58
per line per month. For the most part, the federal offset increase was less than the
basic service increase which results in a higher support per line requirement from the
OUSF based on the formula contained in ORS 759.425(3)(a).

Effect on the OUSF surcharge rate:

At the October 11, 2005, Public Meeting, the Commission approved an increase in the
contribution and surcharge rates, to 6.65 percent and 7.12 percent, respectively,
effective January 1, 2006. This increase included assun'fptions that the contribution
base would decline 6 percent annually, disbursements would decline 2.3 percent
annually and the UM 1017 rurai company 3-year review would resutt in an estimated 15
percent increase in the rural companies’ support per line. The 15 percent increase
translates to an estimated increase in annual disbursements from $8.9 to $10.3 miilion.

Following staff’'s cost review, the increase in the rural companies’ support per line
showed the annual disbursement from the fund would increase from $8.9 to $16.3

-million, an 81 percent increase. The OUSF surcharge rate would increase to 7.87
percent effective January 1, 2007."

% The basic service cost includes the focal loop and some usage costs. The subscriber line
investment is assigned 100 percent to the local loop. .

8 The Commission set the benchmark at $21 in docket UM 731 Phase [V, Order No. 00-312. The
discussion at Issue 8, page 21 states the composite average economic cost of service for Oregon's iwo
major local exchange carriers, GTE Northwest (GTE) and U S WEST Corporation (USWC), makes a
good sutrogate for an affordable rate for basic local exchange service. :

T With that large of an increase, the rural companies would not receive disbursements based on
the higher support per line until July 2007. Per the Commission order, the OUSF must retain a 3.5 month
reserve. Given the time required to calculate the revised rate, present the increase to the QUSF Advisory
Board for recommendation, obtain Commission approvai at a Public Meeting and notify the contributors to
the OUSF, the rate increase would not be effective until January 1, 2007. The first collection at the new
rate would be due May 28, 2007, with disbursement in July 2007 to preserve the 3.5 month reserve.

APPENDIX Y |
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UM 1017 Memorandum of Understanding
June 8, 2006
Page 4

Workshops:

' Staff was concemed with the increase in the surcharge rate and conducted a workshop
on March 8, 20086, 1o discuss the findings with the rural companiess. Staff presenied its
findings and a list of options. Staff's options, as shown on Attachment 1, involve
opening a docket and revisiting the Commission’s decisions set out in order No. 03-082.
The rural companies requested time to meet and develop further options. Staff
scheduled a second workshop for March 30, 2006, to discuss all options.

At the second workshop, the rural companies stated their preferred option was to
proceed with the support per line increase as reflected in the 3-year review. |
Acknowledging staff's concern with the increased contribution and surcharge rate
resulting from implementing that option, the industry caucused during the workshop and
offered a compromise. The rural companies offered the option of limiting the increases
in the support per line to staff's 15 percent estimate incorporated in the current
contribution and surcharge rates. Staff agreed to develop the revised suppott per line -
based on this option. See Attachment 2.

Memorandum of Understanding:

Over the next six weeks, staff, OTA and OECA developed a Memorandum of
‘Understanding (MOU) outlining the agreement. Staff's attorney and the attorney for
' OTA and OECA signed the MOU on May 15, 2006. See Attachment 4. In summary,

the MOU states:

e There is an interim limitation on the amount of support per line based on the 15
percent increase built into the current contribution and surcharge rates and the
distribution ratio created by the unlimited 2004 support per line.

e The interim limitation would increase the projected rural companies’ annual
OUSF distribution from $8.9 to approximately $10.3 million®.

e The parties intend that the interim limitation wouid be in effect until the next
triennial review in 2008.

® Representatives from the rural companies, their consuiltants, representatives from Qwest and
Verizon and some OUSF Advisory Board members attended the workshops.

® The rural companies would receive the difference between the $10.3 and the $16.3 million from
intrastate access charges.

APPENDIX A
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UM 1017 Memorandum of Understanding
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Page 5

.

« Either party may file a petition' to seek Commission review of the OUSF plan
upon:

o lssuance of an FCC order changing the federal contribution method,
unless such change can only be implemented through legislation.

o lssuance of an FCC order changing the intercarrier compensation
mechanism if such order may effect intrastate access charges or OUSF
issues.

o Anincrease to the contribution base or a decrease in the number of ETCs
receiving support from the OUSF such that increasing the support per line
does not increase the contribution or surcharge rates.

The Commission’s Order No. 03-082 in UM 1017 would not be changed by the MOU
except for the interim limitation on the OUSF support per line calculation.

Recommendation: :

Staff presented the MOU to the OUSF Advisory Board at its quarterly meeting o

May 10, 2006. Those members present' agreed that staff should recommend adoption
of the MOU at a Public Meeting. '

The MOU represents a compromise between the rural companies and staff which does
not require an increase in the current contribution and surcharge rates.® In addition,
the OUSF could begin distributions July 2006 based on the interim limitation rather than
July 2007. And finally, the MOU avoids the costs, in time and money, associated with a
contested docket. '

Staff recommends the Commission adopt the MOU and issue an order approving the
revised support per line amounts shown in Attachment 3 effective with the July 2008
QUSF distributions. ‘

® The parties agree that the interim limitation will not auiomatically terminate because a petition
is filed, but will continue until the Commission issues a final order which grants, denies or takes other
appropriate final action upon the petition.

Members present were Natalie Baker, AT&T, Brian Thomas, Time-Warner, Don Mason, Qwest, .

Schelly Jensen, Verizan, Karen Ellison, Midvale Telephone and Cynthia Van Landuyt, OPUC Staff.,
Members absent were Fred Peterson, TRACER, Rommel Raj, Oregontel, LLC and Doug Crow, GUB.
There is @ vacant Radio Common Carrier (cellular) position.

2 Based on current projections of contribution revenue change and line count growth, the current
rate should be in effect until January 1, 2007, when the rate would increase slightly to 7.18 percent.

APPENDIX A
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UM 1017 Memorandum of Understanding
June 6, 2006
Page 6

PROPOSED COMMISSION MOTION:

The Commission: :

« adopt the UM 1017 Memorandum of Understanding between the Public Utiiity
Commission of Oregon Staff, the Oregon Exchange Carrier Association and the
Oregon Telecommunications Association; and

s issue an order: .

o approving the rural companies’ revised support per line amounts shown in
Attachment 3 effective with the July 2008 OUSF distributions.

o instructing OECA and the rural companies to apply the projected annual
OUSF support, based on the revised support per line, as an offset first fo
the rural companies’ intrastate carrier common line revenue requirement,
contained in OECA’s pending 2006 annual access charge filing'?, and
then to other services that provide implicit subsidies.

UM 1017 MOUfev

3 OECA Advices 96 and §7, effective July 1, 2008, are scheduled for the June 27, 2008, Pubiic
Meeting. ‘ '

APPENDIX A
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ORDER NQC. 06-297 Attachment 1

Options for OUSF Subport Update

. Freeze support per line and open docket.

Calculate composite rate for rural telcos (2001 level) and increase by an
index such as CPI. Distribute support based on 2004 revised support
ratios times the capped fund amount.

Inciude a productivity factor in the calculation of the support per line.
Change ROR from 11.1% to a lower rate.

impute DSL revenues as an additional OUSF offset.

Allocate a portion of COE Cat. 4.13 and CWF Cat. 1.3 (subscriber line for
DSL). Would have o remove some federal loop support offset as weill.

Adjust the line counts to include DSL capable lines in the denominator to
calculate cost per line.

Use a tiered approach to disallow X% of the increase over a set amount.
The % disallowance increases with the size of company.

Apply.plant and expense per line caps on costs.

- 10.Adopt Federa! formula to calculate loop cost.

11.Change the benchmark.

a. Index the benchmark. Penalizes Qwest and Verizon if no review of
their costs.
b. Deaverage the benchmark between urban and rural companies.

12 Use economic cost model to calculate support per line.

13. Require companies fo demonstrate the need for the support.

14.Revise the definition of supported lines, e.g., primary lines only.

15. Use an affordability benchmark which is cofnpany specific.

16. Limit ETC status to 1 ETC in rural areas.

APPENDIX A
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Attachment 3

UM 1017
Memorandum of Understanding

Ln. Support
No. Company per line
1 Asotin $0.00
2 Beaver Creek $8.10
"~ 3 Canby $4.20
4 Cascade Utilities $2.71
5 CenturyTel $4.26
6 Citizens $3.53
7 Clear Creek $2.51
8 Colion $0.00
9 Eagle $7.24
10 Gervais $6.20
11 Helix $10.95
12 Home $1.95
13 Malheur $4.39
14 Midvale $0.00
15 Molalla $7.68
16 Monitor $0.21
17 Monroe $11.53
18 Mount Angel $0.26
19 Nehalem $1.75
20 North State $0.22
21 Oregon $0.00
22 .Oregon-ldaho $7.43
23 Peoples $0.00
24 Pine - $0.00
25 Pioneer - $2.75
26 Roome $13.61
27 Scio $3.00
28 Sprint $2.94
29 Stayton $2.35
30 St. Paul $3.76
31 TransCascades $0.00

APPENDI A
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BEFORE THE PUBLIC UTILITY COMMISSION OF OREGON

UM 1017

In the Matter of the Investigation into
Expansion of the Oregon Universal Service MEMORANDUM OF UNDERSTANDING

Fund to Include the Service Areas of Rural
Telecommunications Carriers.

This Memorandum of Understanding is entered into by and between the Public Utility
Commission of Oregon Staff (“Staff”), the Oregon Exchange Carrier Association (“*OECA™) and

the Oregon Telecommunications Association (“OTA”)onb ehalf of its members.!

! For purposes of this Memorandum of Understanding, OTA's members are as follows: Asotin Telephone Company,
Beaver Creek Cooperative Telephone Company, Canby Telephone Association, Cascade Utilities, Inc., CenturyTe! of
Eastern Oregon, Inc., CenturyTel of Oregon, Inc., Citizens Telecommunications Company of Oregon, Clear Creek
Mutual Telephone Company, Colton Telephone Company, Eagle Telephone System, Inc., ‘Gervais Telephone
Company, Helix Telephone Company, Home Telephone Company, Maiheur Home Telephone Company, Midvale
Telephone Exchange, Inc., Molalla Telephone Company, Monitor Cooperative Telephone Company, Montoe
Telephone Company, Mt. Angel Telephone Company, Nehalem Telecommunications, Inc., North-State Telephone
Company, Oregon-Idaho Utilities, Inc., Oregon Telephone Corporation, People's Telephone Company, Pine Telephone
System, Inc., Pioneer Telephone Cooperative, Roome Telecommupications Inc., St. Paul Cooperative Telsphone
Association, Seio Mutual Telephone Association; Sprint/United Telephone Company of the Northwest, Stayton
Cooperative Telephone Company and Trans-Cascades Telephone Company.

MEMORANDUM , Law Office of

OF UNDERSTANDING - Richard A. Finnigan
‘ : 2112 Black Lake Bivd. SW

Olympia, WA 98512
(360) 956-7001
- APPENDIY 4
PAGE £ OF
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- BACKGROUND

Under the terms and conditions set out by the Commission in its Order No. 03-082 in this
Dacket (“Commission Order”), the Commission is to conduct a triennial reviewsof the costs of
those companies drawing from the rural company portion of the Oregon Universal Service Fund
(“OUSE™). Under the standards set forth in the Commission Order, that review is to be conducted
in 2006, with a target effective date of July 1, 2006. The review is based on the 2004 Fonﬁ 1
submitted by each company to the Commission in the fall of 2005 2

Under the Commission Order, initial support for the small companies was predicated upon
the formmia adopted in the Commission Order, which was based upon 2 review of each company’s
costs as set out on the 2001 Form I for each company. In anticipation that the costs for the rural

companies may have increased from 2001 to 2004, Commission Staff recommended to the OUSF

Advisory Board that the surcharge rate for 2006 be increased to 7.12%. That increase anticipated a

growth of approximately 15% in per tine support for the rural companies.3 In October 2005, the
Commission approved an increase in the surcharge and contribution rates to 7.12% and 6.65%,

respectively, effective January i, 2006.

Commission Staff reviewed the 2004 Form [ as submitted by each of the rural incumbent

| 1ocal exchange carriers (rural “ILECs”). Based upon that review, Commission Staff found that if all

aspects of the Commission Order were applied on a step-by-step basis, there would be a
substantially larger increase in the size of the OUSF than anticipated. As a means of comparison,

the anticipated growth was from a current draw of approximately $8.9 million for the rural ILECs to

‘approximately $10.3 million. The theoretical draw which was calculated based upon the review of

% Qwest Corporation and Verizon Norihwest Incorporated receive support from the OUSF based upon a forward-
looking cost model, rather than upon embedded costs and are not affected by the triennial review concept.

3 1t should be noted that the increase was not solely due to an anticipated increase in costs for the small companies. It
also reflected a reduction in the contribution base.

MEMORANDUM Law Office of

OF UNDERSTANDING - 2 | Richard A. Finnigan
_ 2112 Black Lake Blvd. SW

Olympia, WA 98512
(360} 956-7001 ‘
- APPENDIX A
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each individual company’s 2004 Form 1 would increase the draw from the current level of $8.9
million to approximately $16.3 million. This would require revisiting the OUSF surcharge rate or
taking action to possibly modify the formula that is contained in the Cormnmission Order. |

As a result, the product of the review by Commission Staff was discussed with the OUSF
Advisory Board. The OUSF Advisory Board and Commission Staff came up with a number of
altematives that might be explored. Those alternatives are set out on Appendix A.

Two workshops were held to discuss the possible increases to the size of the draw from the
OUSF by rﬁral companies and steps that might be taken to mitigate that draw. This included
discussing the altemnatives on Appendix A. Appendix A wés first presented to the indﬁstry at the
first workshop held on March 8, 2006. The companies affected by the possible changes in the draw
from the QUSF were invited to attend. In addition, representatives from Verizon Northweét
Incorporated and Qwest Corporation also attended the workshop, as did some members of the
QUSF Advisory Board.
| At that first workshbp, representatives of OTA asked for the opportunity to explore options
beyond those listed on Appendix A. That opportunity was granted and a second workshop was
scheduled for March 30, 2006. Shortly before the second workshop, OTA. circulated its initial
iaosition, which was that the Commission Order should be implemented as adopted. OTA’s
reasoning for this position is attached as Appendix B. Once agaiﬁ, the companies affected by the
possible changes in draws from OUSF were invited to attend the workshop. And again,
representatives from Verizon Nbrthwest Incorporated and Qwest Corporation also attended the

second workshop, as did some members of the OUSF Advisory Board.

MEMORANDUM , Law Office of

OF UNDERSTANDING -3 Richard A. Finnigan
. 2112 Black Lake Bivd. SW

Olympia, WA 98512
(360) 956-7001 P
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OTA’s Compromise Proposal

At the March 30, 2006 workshop, OTA developed and offered a compromise position. That
compromise would place an interim limitation on distributions from the rural portion of OUSF.
That compromise was discussed and received general support at the workshop. Following the
workshop, OTA canvassed its members to determine if any member had an objection to the

proposal. No objection was heard.

On the basis of the foregoing, Staff, OTA and OECA offer the following:

MEMORANDUM OF UNDERSTANDING

For purposes of an interim period of time (defined below) the rural companies that are
eligible to draw from the OUSF agree to an interim limitation in the amount of support per line.
This interim limitation would be the support per line that is built into the 2006 surcharge rate of
7.12%. The amount for the rural portion of the OUSF would be distributed to the rural companies

based upon a distribution ratio created by each rural company’s 2004 cost per line derived from the

12004 Form I for each rural company.

This interim limitation would increase the current proj ected annual draw for rural
companies’ éupport in the QUSF from approximately 8.9 million dollars to approximately 10.3

million dollars. A spreadsheet depicting the anticipated draw from OUSF based upon the 2004

| Form I for each company is attached as Appendix C. The support would be based on the cost per

line as derived from the 2004 Form I for each rural company.

For the estimated 10.3 million dollar annual distribution, the rate rebalancing would follow

the method set out at paragraphs 29 through 33 of the stipulation adopted in order 03-082. The

‘OUSF support disbursements to eligible LECs would follow the method set out at paragraphs 19

through 22 of the stipulation.
MEMORANDUM ' Law Office of

09112 Black Lake Blvd. SW -
Olympia, WA 98512
{360} 956-7001

OF UNDERSTANDING - 4 Richard A. Finnigan
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The parties to this Memorandum of Understanding intend that the interim limitation will be
in effect until the completion of the next triennial review as contemplated by the Commission
Order. However, OTA and Staff agree that either party may file a petition to seek Commission
review of the OUSF plan upon: (1) the issuance of a future Federal Communications Commission
(FCC) order creating a new federal contribution method in CC Docket No. 96-45, uniess such
change can only be implemented through legislation; (2} the issuance of a future FCC order
changing the intercarrier compensation mechanism in CC Docket No. 01-92, if such FCC order may
have an effect on intrastate access charges or OUSF issues; or (3) an increase in the per line support
for rural companies that does not require a corresponding increase in the surcharge rate based upon
either of the following two events: a) an increase to the contribution base or b) a decrease in the
number of ETCs receiving support from the OUSF. The parties further agree that the interim
limitation will not automatically terminate merely becanse OTA or Staff have filed a petition as
described above but will continue until the Commission issues a final order which grants, denies or

takes other appropriate final action upon the petition. Finally, each party reserves the right to make

| whatever arguments they deem appropriate in any docket resulting from the filing of the

aforementioned petition.

This Memorandum of Understanding constitutes an interim proposal and should not be
interpreted as mcorpOratmg any agreement as to the theoretical basis to adjust any aspect of the
Commission Order other than an égreed limitation on the OUSF support per line calculatlon under
paragraphs 10‘ﬁuough 13 of the stipulation adopted in Order 03-082 for purposes of the triennial
review contemplated by paragraph 5 of said stipulation.

The advantage of the proposal contained in this Memorandum of Understanding is that it
does not require an increase in the 2006 surcharge rate-of 7.12%. There may need to be a foture

increase in the surcharge rate if the contribution base continues to decline.
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A further advantage to the agreed limitation in this Memorandum of Understanding is that it
can be implemented effective July 1, 2006. It was apparent that any restructuring of the
Commission Order would delay implementation, probably until July 1, 2007, = |

Another advantage of the interim limitation as set forth in this Memorandum of
Understanding is that all parties avoid the significant transactional costs that the reopening of
Docket No. UM 1017 would entail. |

For the reasons set forth above, Staff, OTA and OBCA respectfully submit the

Memorandum of Understanding for Commission consideration.

Respectfully submitted this | ﬂjﬂa}r of May, 2006.

o Juihetr o

MICHAEL T. WEIRICH, OSB No. 82425
Attorney for Commission Staff

4
RICHARD At.ji‘NNiGAN, OSB No. 96535
Attomey for t{e Oregon Telecommunications
Association and the Oregor Exchange Carrier
Association
| MEMORANDUM Law Office of
OF UNDERSTANDING - 6 " Richard A. Finnigen

2112 Black Lake Blvd. SW
Olympia, WA 98512
(360) 956-7001
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Appendix A

Options for OUSF Support Update

. Freeze support per line and open docket.

Calculate composite rate for rural telcos (2001 level) and increase by an
index such as CPI. Distribute support based on 2004 revised support
ratios times the capped fund amount.

Include a productivity factor in the calculation of the support per line.
Change ROR from 11.1% to a lower rate.
Impute DSL revenues as an additional OUSF offset.

Allocate a portion of COE Cat.-4.13 and CWF Cat. 1.3 (subscriber line for
DSL). Would have to remove some federal loop support offset as well.

Adjust the line counts to include DSL capable lines in the denominator to
calculate cost per line.

Use a tiered approach to disaliow X% of the increase overa set amount.
The % disallowance increases with the size of company. .

Apply plant and expense per line caps on costs.

10.Adopt Federal formula to calculate loop cost. .

11.Change the benchmark.

a. Index the benchnﬁark. Penalizes Qwest and Verizon if no review of

their costs.’ ‘
b. Deaverage the benchmark between urban and rural companies.

42.Use economic cost model to calculate support per line.

13.Require companies to demonstrate the need for the support.

14.Revise the definition of supported lines, e.g., primary lines only.

15.Use an affordability benchmark which is company specific.

16.Limit ETC status to 1 ETC in rural areas.

APPENDIX /T
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APPENDIX B

OTA’s Preferred Course of Action ‘ -

It was originally anticipated that the QUSEF contribution rate would increase to
7.12% under projections made before analysis of the rural companies’ 2004 Form I was
undertaken. After that analysis, which calculated the increases in per line support that
would be generated under the Commission Order, the OUSF contribution rate rises to
7.76%. OTA believes that this is not an undue increase in the contribution rate.

OTA’s position is that any such increase is well justified by the actions taken over
the course of the three years by the rural ILECs in improving service to customers in rural

Oregon.

For example, Monroe Telephone Company has undertaken its first major
construction project in over 235 years. Tt has replaced miles of aerial plant with buried
plant. This improves the reliability of service o customers. It is a direct benefit to those
customers. In a similar project, Gervais has also replaced aerial plant with underground

plant.

Many rural companies have converted to new billing systemns in the interval
between 2001 and 2004. These new billing platforms are necessary to give customers
increased choices and to provide a means which allows the companies to efficiently

. comply with increased customer education requirements, such as truth-in-billing
requirements, notification related to customer rights and responsibilities, and other
customer education initiatives. More sophisticated billing systems allow companies 10
increase customer choice of services and increase the level of customer education through

better billing formats.

During this time period, many rural companies had to invest in switch upgrades
(usually software, but sometimes hardware) to make their switches CALEA compliant
and to enable porting of numbers. The CALEA investment is a matter of national
security and thus benefits customer safety. Porting of numbers allows easier competition,

which many argue is a benefit to customers.

In addition, many rural companies have added substantial numbers of customer
service staff between the years 2001 and 2004. As telecommunications has become more
complex, customers have more questions. Those customers more often turn to their local
company for information than trying to wade through tedious calling trees that require
customers to categorize their questions and wade through multiple layers in an effort to
find answers to their questions. This increased need for customer education and customer
responsiveness Tequires more employees and, therefore, 2 higher level of expense.

' .  APPENDIX A ., -
] - oAGE LZ OFL9
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In addition, some companies, such as Stayton, Canby and Molalla, among athers,
find themselves within the boundaries of urban growth areas. This means that the
companies are seeing a substantial level of new developments. As carriers of last resort,
the rural companies have to build plant to serve throughout each of these new
developments, even though they may not have each new home subscribe to gervice. For
example, some customers may not subscribe to wireline service at all, preferring wireless
service. Other customers may be enticed by a bundle of services from Comcast, as
another example, However, the cartier of last resort obligation requires the investment to

be made throughout the service area.
For all of these reasons, the increase in per customer eXpense and the

corresponding increase in per customer support from OUSF is understandable. The result
is an increase in the contribution level, but not an outrageous increase.
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EXHIBIT 3




Data Request OCTA-MONROE 4: As of December 31, 2011, provide the company average
tevenue per line for the following line types and by wire center and study area (to the extent
these data are not available at the wire center level, please provide the data at the lowest level of
granula:rity available, such as rate center): |

A. Residential local voice service;

B. Business local yoice service;

C. Residentiﬁl broadband service provided by the company or its affiliates;

D. Business broadband service provided by the company or its affiliates.
RESPONSE: This data request is objected to as requiring the company to perform a special.
study. Tt is also objected to aé overly burdensome. Monroe Telephone Company does not track
revenues by customer class, other than the access line revenue itself. Therefore, the company
would need to examine each and every bill for the calendar year 2011 to proﬁde the inforniation
that is requested. This would be a separate study that the Company would not conduct in the
normal course of business. Such a study of each individual bill. is also overly burdensome.
Without waiving the foregoing objections, based on the December 2011 billing, residential local
services, which are comprised of local dial tone and‘ flat rate EAS, produced $87.252 or $130.42
per line. For the same period, business local service produced $32,800 for a per iine amount of
$197.59.

As to subparts C and D, this portion of the data request is objected to as secking
i_nfbrmation not relevant to the matters within this proceeding. In addition, it is seeking
infonnaﬁon that is beyond the scope of the proceeding. In the Ruling issued August 29, 2012,
the Administrative Law Judge stated as follows: "Issue ] Will not bé, iﬁcluded in these

proceedings, as the purpose of the OUSF has been established - and may only be revised - by an

RESPONSES OF MONROE TELEPHONE
COMPANY TO OCTA'S FIRST SET OF DATA
REQUESTS - 6




act of the legislature. The purpose of the OUSF is to assure the availability of basic telephone
service at a reasonable and affordable rate."
Purther, this data request seeks only revenues, but without the corresponding expense and

therefore seeks information that would be misleading.

Name of Responder: John T. Dillard
Title: President
Employer: Monroe Telephone Company

RESPONSES OF MONROE TELEPHONE
COMPANY TO OCTA'S FIRST SET OF DATA
REQUESTS -7
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1 certify that I sent the attached Response to OCTA's Motion to Compel by electronic mail
and U.S. mail to the following: '

FILING CENTER

PUBLIC UTILITY COMMISSION OF OREGCON
POBOX 2148

SALEM, OR 97308-2148
puc.filingcenter@state.or.us

I hereby certify that T served the attached Response to OCTA's Motion to Compel upon all
parties of record in this proceeding by clectronic mail, pursuant to OAR 860-013-0070, to the
following parties or attorneys of parties:

CHARLES L. BEST CYNTHIA MANHEIM
1631 NE BROADWAY #538 AT&T
PORTLAND, OR 97232-1425 PO BOX 97061
chuck@charlestbest.com REDMOND, WA 98052
. cindy. manheim@att.com
DAVID COLLIER SHARON L. MULLIN
AT&T COMMUNICATIONS OF THE AT&T SERVICES, INC.
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david.collier@att.com

ARTHUR BUTLER

simullin@att.com
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aab@aterwynne.com jrp@aterwynne.com
WILLIAM E. HENDRICKS ALAN GALLOWAY

CENTURYLINK, INC.

805 BROADWAY ST
VANCOUVER, WA 98660-3277
tre hendricks@eenturylink.com

DAVIS WRIGHT TREMAINE LLP
1300 SW FIFTH AVENUE, STE. 2400
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DOUG COOLEY
GOVERNMENT AFFAIRS MANAGER
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|| COMMUNICATIONS LLC

1710 SALEM INDUSTRIAL DRIVENE
SALEM, OR 97303
doug_cooley@cable.comcast.com

MARK TRINCHERO

DAVIS WRIGHT TREMAINE LLP
1300 SW FIFTH AVE STE 2300
PORTLAND, OR 97201-5682
marktrinchero@dwt.com

|BARBARA YOUNG

EMBARQ COMMUNICATIONS INC.
902 WASCO ST - ORHDRAD305
HOOD RIVER, OR 97031-3105
barbara.c.young@centurylink.com
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dkdenney@integratelecom.com

MICHAEL DEWEY

EXECUTIVE DIRECTOR
OREGON CABLE AND
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mdewey@oregoncable.com
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