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Beforethe
Federal Communications Commission
Washington, DC 20554

In the Matter of )
) WC Docket No. 05-337
High-Cost Universal Service Support )

REPLY COMMENTSOF THE
NATIONAL ASSOCIATION OF STATEUTILITY CONSUMER ADVOCATES
ON THE USE OF AUCTIONSTO DETERMINE HIGH-COST UNIVERSAL
SERVICE SUPPORT

INTRODUCTION

Pursuant to the Public Notice issued by the Fed&tiatle Joint Board on
Universal Service (“Joint Board®the National Association of State Utility Consumer
Advocates (“NASUCA"} offers these reply comments on the notion of deiteing

universal service support in high-cost areas u§iengerse auctions.” Few of the

1 FCC 06J-1 (rel. August 11, 2006). The Public btivas published in the Federal Register on August
25, 2006.

2NASUCA is a voluntary national association of mthran forty consumer advocates in 41 states and the
District of Columbia, organized in 1979. NASUCA’&mbers are designated by the laws of their
respective states to represent the interestslafwbnsumers before state and federal regulaodsin the
courts. See, e.g., Ohio Rev. Code Chapter 4911; 71 Pa. Cons. Stat. 8 309-4(a); Md. Pub. Util. Code
Ann. § 2-205(b); Minn. Stat. Ann. Subdiv. 6; D.Gde Ann. 8 34-804(d). Members operate
independently from state utility commissions, agamétes primarily for residential ratepayers. Some
NASUCA member offices are separately establishet@ate organizations while others are divisions of
larger state agencies.d., the state Attorney General's office). Assocete affiliate NASUCA members
also serve utility consumers, but have not beeateceby state law or do not have statewide authorit



comments that were filed supported outright creatiban auction-based mechanism.
Others supported the development of a mechaniswdwid place significant --
sometimes conflicting -- restrictions on the medkart The others either outright
opposed, asked numerous questions, or looked a@asi@s a step to be considered after
other matters are decided.

In a reverse auction, “the bidder is specifyingdhgount of money it must
receive to provide universal service in a giveradog a given period of timée,in
contrast to a standard auction, where the biddgvasifying the amount that it is willing

to pay for a good or service. The supporters of auctaifisr significantly on the

% These include Alltel Communications, Inc. (“AlgICTIA - The Wireless Association® (“CTIA");
General Communications, Inc. (“GCI”); National Cal8l Telecommunications Association (“NCTA”);
Satellite Industry Association (“SIA”); The SenidZ®alition (“TSC"); TracFone Wireless, Inc.
(“TracFone™); and Verizon and Verizon Wireless (fizmn”). NASUCA apologizes to any commenter
that feels its comments have been miscategorized he

* These include Alaska Communications Systems Grimap (“ACS”); AT&T Inc. (AT&T"); Balhoff &
Rowe LLC on behalf of the Independent TelephoneTeldcommunications Alliance (“ITTA”); Corr
Wireless Communications, LLC (“Corr”); Dobson CédiuSystems, Inc. (“Dobson”); Missouri Public
Service Commission (“MoPSC”); New Jersey Board wblie Utilities (‘NJBPU"); and NTCH, Inc.
(“NTCH").

® These include a group of 46 rural companies (“RUGF Coalition”); a group of five Oklahoma
telephone companies (“Oklahoma Carriers”); Alasktephone Association (“ATA”); Alexicon
Telecommunications Consulting (“Alexicon”); Amerit&ssociation of People with Disabilities
(“AAPD"); CenturyTel, Inc. (“CenturyTel”); CoBankEmbarg Corporation (“Embarq”); FairPoint
Communications, Inc. (“FairPoint”); Frontier Comnicettions (“Frontier”); General Communications, Inc.
(“GCI"); GVNW Consulting, Inc. (“GVNW”); ICORE Comanies (“ICORE"); John Staurulakis, Inc.
(“JSI"); National Exchange Carrier Association, IftNECA”); National Telecommunications
Cooperative Association (“NTCA”"); Oklahoma Corpaoat Commission (“OkCC”); Oregon-ldaho
Utilities, Inc. and Humboldt Telephone Company ZHTC”); Organization fro the Promotion and
Advancement of Small Telecommunications Comparf@®ASTCO”); Qwest Communications
International Inc. (“Qwest”); Rural lowa Indepenti@elephone Association (“RIITA”); Rural Cellular
Association (“RCA”"); Rural Independent Competitikliance (“RICA"); Rural Telephone Finance
Cooperative (“RTFC”); Small Company Committee of thouisiana Telecommunications Association
(“LTASCC"); TCA, Inc. - Telecom Consulting Assocéet (TCA”"); TDS Telecommunications Corp.
(“TDS"); Texas Statewide Telephone Cooperative, (FESTCI"); United States Cellular Corporation
(“USCC"); United States Telecom Association (“USTAand Western Telecommunications Alliance
("“WTA").

% Public Notice, 7 2, n. 1.



implications of these results. In addition, théfed on many other aspects of the issue.

As the paper by Dr. Dale Lehman showtise use of auctions in other areas, even
reverse auctions, cannot be easily transferreldetgdals of universal service, that is, to
ensure that customers in rural areas have affoedabds and services that are reasonably
comparable to those seen in urban ateAs.NASUCA posed the question, “[W]ithout
the auction-determined amount of support, wouldsand services in the area supported
be reasonably comparable and affordal§le?”

The bottom line is that the Joint Board has no nh@a&s now to recommend the
use of auctions to the Federal Communications Casion (“FCC” or “Commission”)
than it had when last receiving comments on tligdghree years agb.These reply
comments focus on the comments of the supportdfseaiuction concept, rather than on
the critics of the concept. As reflected in thiiahcomments, however, NASUCA

continues to oppose the use of auctions for ureeervice purposes.

" Dr. Lehman’s paper, “The Use of Reverse AuctiaisProvision of Universal Service,” is an attachimen
to NTCA’s comments.

847 U.S.C. 254(b). This shows that Verizon’s désion of spectrum auctions, Canadian timber austion
and Texas electric generation auctions (Verizon @ents at 13-16) and CTIA’'s and Qwest’s discussion
of spectrum auctions (CTIA Comments at 5-6; Qwemn@ents at 2) miss the mark: It is a far different
matter to determine what bidders are willing to payeceive spectrum, timber or electricity thais ito
determine how much a carrier musteive in order to supply universal service at affordadote

reasonably comparable rates in a specific high-&est for a given period of time.

° NASUCA Comments at 2.
1996-45, Public Notice, 18 FCC Red 1941 (2002003 Public Notice”), 1 20.

1 See also NASUCA Reply Comments (June 3, 20035&73
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. HOW MANY WINNERS?

Alltel proposes that the lowest competitive bid Vaodetermine the level of high-
cost funding for all ETCS. Alltel asserts that “[r]estricting USF supportaoction
winner(s) ... would distort the competitive marketigdd™ There are extreme practical
problems with Alltel’s approach. If a carrier ragmitted a bid that says it will be an
eligible telecommunications carrier (“ETC”) for,ys&10 a month per line in support, but
the winner has bid $5 a month, will the “loser’rdequired to accept the ETC obligations
and the $5 a month? If not, will the carrier bguieed to relinquish its ETC designation?
And will that relinquishment be perpetual or justilithe next auction round?

Alltel's proposal is that the lowest bid would “Withe auction, and that all
carriers would receive support based on that Bigt Alltel also says that the “existing
per-line level of support should be the ‘reseniegifor the auction” and that “[i]f no
ETCs offer lower bids, then the existing per-linggort levels should remain in placé.”
Under those circumstances, why would any ETC mdwkng that if the auction fails,
the default would be the current amount of supp&Rat’s the point of the auction

then?®

12 Alitel Comments at 3; see also Corr Comments &T8A Comments at 16; GCl Comments at 3.
13 Alltel Comments at 3; see also Dobson Commernfs at
14 Alltel Comments at 5.

15 GClI says that the auction results should takektaee of both federal and state support. GCI Contsne
at 14. GCI premises this on the Commission’s “traathority to condition federal support on States’
adherence to federal policies.” Id. One doubtstivbr the Commission’s powers extend that far.
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Verizon, on the other hand, insists that only tiener of the auction would
receive supporf. Verizon states that “[s]uch a system would subeidnly the most
efficient ETC capable of providing supported seggitn a defined service area with the
lowest amount of subsidy?” Verizon does, however, apparently support hatig
“winners” during a transition period “in appropeatigh cost areas -- an incumbent and
the lowest bidder, which would likely be a wirel&€38TC.™® Verizon would decrease
the ILECs’ support to the level of the low bid “thg the transition® It is not clear
whether the ILEC would receive the low-bid amouuntilg the entire transition, or
whether support would be phased-down from curreppasrt levels to the low-bid level
during the transition period.

CTIA says that a carrier would have to have begmaed as an ETC even in
order to bid® It is not exactly clear why, but it may be thatl&'s real desire is for a
seemingly incidental part of its proposal: straamg the ETC designation process.

CTIA also says that:

[iinstead of a “winner takes all” system, that wabdeny support to
all but the lowest bidder ... the Joint Board shazddsider

16 \erizon Comments at 13; see also Qwest Commems8aMoPSC Comments at [2], TracFone
Comments at 14. The NJBPU looks to auctions td tine number of supported networks in each area.
NJBPU Comments at 4. NTCH would limit supporthe two lowest bidders in each area. NTCH
Comments at 5.

7 \erizon Comments at 13; see also id. at 25.
81d. at 24. A CETC is a competitive ETC, i.e., tlet incumbent local exchange carrier (“ILEC”).
Yid.

20 CTIA Comments at 6; by contrast, e.g., GCI wouwlyl that a “qualified bidder should ... be eligible fo
ETC status.” GCI Comments at 15. See also Tragl@npmments at 12.

211d. at 7; see also NTCH Comments at 2-3.



supporting a “winner gets more” reverse auction‘wfner takes
all” bidding system would create an artificial coatifive
advantage to the winner, In contrast, under afiefrgets more”
system, all active auction participants would begilelle for some
amount of support, but the auction winner woulddwearded by
receiving the largest portion of the universal sgnsupport
funding for the auctioned regiéh.

CTIA does not, however, have a specific proposalahow the unequal amounts of

support should be determin&d.

1. WILL AUCTIONSREDUCE THE USF?

Unlike Alltel's proposal to have current suppavéls be the reserve price for the
auction -- in other words, the floor price -- Vanzproposes that the current level of
support should be the ceilidfy.Verizon says that “[t]his will help ensure thiagtauction
mechanism ultimately operates to support only tletrefficient provider ... at a level
that is sufficient but not greater than what isessary to provide supported servic&s.”
NASUCA does not agree with the substance of Veizargument but does agree with
the result: As mentioned above, if an auction capnoduce support for less than the

current mechanism, why bother to change? CTIA #agtsan auction should be capped

22 CTIA Comments at 8.

% GCl and NCTA say that there should be intercoriaraequirements for ETCs participating in the
auction. GCI Comments at 15-16; NCTA Comments dlt & not clear whether the requirements would
apply before or after the auction.

24\/erizon Comments at 27.

B 4.



at the forward-looking cost of serviée.

On the other hand, Verizon also proposes thater'ain appropriate transition
period,” the results from areas that are auctiomed|d be “transferred” to areas where
there are few ETCS-- in other words, to areas where there are sdHE®s that there is
little or no bidding. Verizon’s proposal is nonsenbecause it assumes that conditions
and costs are also transferable. An example stsuiffdte to show Verizon’s error: In
an area with “moderately” high cost, there couldhbmimber of bidders, and the bidding
could be won for $25 a month in support. Yet inudy high-cost area, there might be
one bidder (perhaps the incumbent), which wouldiregb100 a month in support.
Applying the $25 a month to the more costly arealdide foolish and unreasonable.

NASUCA does agree with Verizon that any auctiomcpss should focus on areas
that are currently receiving high-cost supgbrAs Verizon states, “Areas currently being
served by carriers that do not receive high-cogpstt, by definition, do not require high
cost subsidies in order to ensure affordable acégsset Verizon would apparently
classify areas that receive “CALLS suppéttis low priority areas, allowing carriers --

like Verizon -- to continue to receive that suppd@iven that neither CALLS support nor

% CTIA Comments at 8. That would be the same thimyerizon’s proposal for non-rural companies’
service areas, where the auction process, if adpphk®uld start.

271d. at 28.
21d. at 29.
2 4.

30 Seeln the Matter of Access Charge Reform, CC Docket No 96-262t al., Sixth Report and Order, 15
FCC Rcd 12962 (2000) CALLS Order™). “MAG Order” support is similar. Sela the Matter of Multi-
Association Group (MAG) Plan for Regulation of Interstate Services of Non-Price Cap Incumbent Local
Exchange Carriers and Interexchange Carriers, CC Docket No. 00-25@&¢ al., 16 FCC Rcd 19613, Second
Report and Ordekt al., (2001) (‘MAG Order”).



MAG support have anything substantial to do withrieas’ costs, the better course would
be to eliminate that support, as proposed by NASI¥CA

TSC supports the use of auctions because, acga@iiSC, the study by
Thomas Hazlett performed for TSC “could immediataye the consuming public,
including seniors and low income consumers $1dmillbr more -- and ultimately serve
more consumers® The Hazlett study has been subject to fairlyrgjreriticism on other
grounds® much of which NASUCA agrees with. But importarfity the immediate
purpose, it does not appear that Professor Hamltitlly calculated a $1 billion savings
to the USF from auctions in his paper.

In the course of its comments that reverse austioa “worth consideratiof”
Qwest notes that “auctions should be designeddiacesthe size of the high-cost fund
and to eliminate the existing separate mechanismdistributing high-cost support:”
Based on the concerns expressed here and in NASU@iial comments, NASUCA is
less convinced that auctions are worth considarabat agrees that if they are
considered the purpose should be to reduce thetthe high-cost fund and to replace

the existing high-cost mechanisffis.

31 See NASUCA Comments in 96-45 and 05-337 (Marct2206) at 65-90.
%2 TSC Comments at 4.

33 Jeffrey H. Smith and Michael Fox, “The Federal \#msal Service Policy Debate Should Use Facts,
Professor, Not Fiction” (August 2006); deitp://www.wcai.com/pdf/2006/rural_smithfoxAug25fpd

34 Qwest Comments at 2.
*®1d.

38 This includes the CALLS- and MAG-based IAS and HQhds.
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V. ISPRICE THE ONLY CRITERION?

Alltel says that the “lowest bid, based on prishbuld win the auctiofi. On the
other hand, Qwest says that “minimum quality serg@andards and maximum rates for
affordable services should be built into the aucstructure.® The MoPSC says that
“winners cannot be selected on price alofieGCI states that “[fjhe Commission must
expressly define the supported service and thdatyy requirements (including service
area, requirements to extend service to unsenaabaservice parameters and quality.)”

In what is a common practice in the industry, semm@menters seek special
concessions based on their business plan in avdeake an auction competitively
neutral. For example, SIA says that support shoaler “the cost of the equipment that
allows the customer to communicate with the sagelli equipment that might be
considered ‘consumer premises equipment’ but whalertheless should be supported
in order to provide a level playing field.”One would expect, however, that a satellite
provider that wanted to participate in an auctia@uld have to include the “significant”
cost of that equipmefitas part of its bid®

Dobson, on the other hand, wants protection foeotarriers from bids that are

%7 Alitel Comments at 6.

% Qwest Comments at 5; see also ACS Comments abk¥dh Comments at 4.
39 MoPSC Comments at [6].

“0GCI Comments at 3-4.

*1 SIA Comments at 6.

“21d.

“3 One also wonders why the satellite industry hag/abparticipated in the current high-cost USF
program.



too low:
[A]n auction participant may place an artificialw bid in an
effort to drive another carrier (or carriers) ofittte market. Even
if the bidder did not receive sufficient universarvice support
after the auction, it might be willing to gamblethin a less

competitive market, it would be able to increaseqs enough to
remain profitable?’

Unfortunately, although Dobson identifies this arler problems with low bid$,it does

not make any suggestion about how the problem$eatealt with.

V. WHAT TERM FOR THE AUCTION?

Alltel says that the term should be “long enouglensure the stability of
regulatory expectations and promote investnféatid pegs that at no less than five
years? NCTA says the term should be “no longer than redhyears® NASUCA
submits that neither of these is long enough t@erage facilities investmefit. Yet
NTCH'’s proposal for a ten-year tethmay well be too long.

As noted in NASUCA's initial comments, the term imidnave to be one of the
conditions of the auction, especially where fewdeid have been attracted to the auction.

And Qwest notes that “the longer the term, the ntloeee would need to be a mechanism

*4 Dobson Comments at 4.

**1d. at 4-5.

“% Alitel Comments at 5. See also CTIA Commentg-8 CTIA does not specify a period, however.
*"1d.; see also MoPSC Comments at [3-4].

* NCTA Comments at 6.

*9See id. at 5-6.

S0 NTCH Comments at 3.
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to adjust the award if circumstances were signifilgechanged from what the bidder
anticipated would occuf” Depending on the significance of the change jgthtrbe
better to hold another auction rather than to syngpte the winner of the previous

auction more money.

VI. WHAT AREA FOR THE AUCTION?

Alltel says that “[a]uctions should set suppovteis based on counties or some
other competitively neutral geographic unit -- based on network configurations of one
category of carriers (e.g., ILEC wire centers adgtareas)™ NCTA refines the
concept somewhat, supporting the use of small sersieas, such as Census Block
Groups) (“CBGs”), which are “competitively and techogically neutral because they do
not conform to the boundaries of any particulaetgp service provider, nor are they
defined by the use of any particular technology.”

Clearly, the use of any “competitively neutral gesgahic unit” would be
problematic for any carrier whose service territdiy not match that unit. This would be
true for ILECs -- whose service territory, and hemtose facilities, seldom match any
specific geographic units -- but would also applyireless carriers. The Commission
has seen these issues already under the curréatnsygith CETCs attempting to
redefine the ILECs’ study areas so as to avoidisgihe entirety of the study area.

Under a CBG-based mechanism, all carriers wouldresdly be equally disadvantaged,

1 Qwest Comments at 7.
52 Alltel Comments at 5.

53 NCTA Comments at 5; see also Dobson Comments at 7.
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except where their service areas and facilitie®empassed the entirety of a CBG.

Such small units would, of course, increase thebrarmand probably the
complexity of auctions. And the question remawsuld an ETC be eligible to bid in an
area where it did not have facilities?

NTCH supports using Cellular Market Areas (“CMAsdjthough ILECs would
be expected to provide service in the areas inlwttiey are certificated within a Basic
Trading Area (“BTA")>* It appears, therefore, that the bidding terré@ssivould not
match. NTCH does not explain how this would wolkalso appears that neither the
CMA nor the ILEC portion of a BTA would be competély neutral.

Qwest states that “[iJt would seem that the biddangas will need to be
predetermined (as opposed to permitting biddedetermine the scope of the area to be
bid on).”® Yet Qwest also notes that “[t]he higher admimiste costs of developing
reverse auctions for numerous targeted high cestensity areas needs to be balanced
against the inefficiencies of targeting high-cagiort to more broadly defined areas that
may include low-cost area®."These are just more examples of the problems and

difficulties with implementing auctions.

VII. COMMENTSON THE DISCUSSION PROPOSAL

Even among the supporters of auctions, there Woiesppear to be much

5 NTCH Comments at 6.
%5 Qwest Comments at 6.

%1d. at 7.
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enthusiasm for the Discussion Proposal. Alltelb&m and NTCH all oppose°it.

Corr also opposes, noting that the Discussiond¥alfs condition that would
ensure support for a broadband carrier is supgpdtiservice that is not on “the basic
menu of services laid out in Section 54.101 ofGloenmission’s rules®® Of course, the
Discussion Proposal also ensures support for aleséivice even though mobility is

also not on the Commission’s “basic mefu.”

VIIl. SUPPLEMENTING THE RECORD

The only commenter to explicitly address and resipo the Joint Board’s request
to supplement the record was ITTADespite its plethora of nifty diagrarfidjowever,
most of ITTA’s updates really add nothing new ®pteviously-entered views: the
primary source of high cost fund growth is CETGgpezxially wireless ETCs; and
support to rural ILECs is flat or declinifi§.

ITTA also discusses a number of issues that relallgot represent supplementing
the record. This includes, as ITTA admits, isdikesmaking payments to CETCs based

on their own costs, where “[a]n ample record alyeexists in this and the previous

57 Alltel Comments at 6, Dobson Comments at 7-9; NTGHnments at 1.
%8 Corr Comments at 4.

% |Indeed, this latter limitation is even more uncemble than the broadband one, because therevese fe
technologies that support mobility than supporsitzand.

% various other commenters addressed some of the sabjects as ITTA, but did not reference the
request to update the record. Those commentsarddressed here.

®LE.g., ITTA Comments at 11, 28, 45.

52 Seeid. at 2, 10-26.
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docket® and making ETC certification guidelines mandatasyto which a petition for
reconsideration remains pendifigNASUCA agrees with these positions -- especially
basing ETCs’ support on ETCs’ costs is focusetkast for the larger ILECs and the

CETCs, on forward-looking costs -- but will not rgae them here.

IX. CONCLUSION

As shown above, there is a wide variety of viewsag those who support the
auction concept. And none of the supporters h#sebed to put forth a detailed plan that
addresses the broad range of the isSud@#is does not even touch on the various reasons
why the many opponents -- ranged across a broadrapeof the industry -- argue
against such a pl&h.The votes are clearly against the use of augtfonsnany practical
reasons.

Verizon says that “[a]ny competitive bidding progesll require careful attention
to important details and cooperation from manyipi@ants.® But Verizon follows this
realistic statement with the Panglossian remark“tieaerse auctions need not be

complex.® In contrast, Qwest more realistically discusses‘many details” and the

%3 |d. at 46. Many of the other commenters -- nopssingly, the ILECs -- also argue this point.
®1d. at 47.

% That is, even comparable in scope to the Discos@ioposal, which is also lacking in detail. IT@s0
has, as one of its many graphics, a table thattligt range of issues surrounding auctions. ITTA
Comments at 36; see also id. at 37.

% The opponents’ comments are listed in footno&upra.
®7Verizon Comments at 2.

8 14d.
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“practical aspects of using reverse auctions terdahe high-cost universal service
support in areas where significant up-front capitaestments have already been
incurred to provide service to area custométs.”

As seen here, in the comments of the many staketsotdat oppose or question
the auction concept, and even in the commentsosktivho support the concept (like
Verizon) a reverse auction system would likely be@amplex, if not more so, than the
current system. And an auction system would bielylto save much money for the
USF, especially if the costs of development, adstiation and transition are factored in.
It may be that the best the Joint Board and the@ission can hope for would be the
establishment of a limited pilot program in theitery of one of the non-rural carriers in

a state with a cooperative commissibn.

9 Qwest Comments at 6. Qwest also notes thatti{gfILEC in an existing high-cost area were not a
winner of the auction, it would need the abilityatlesorb its lost universal service support thropigting.”
Id. at 8. The implications of this generally (#sames that the ILEC has an entitlement to a jpdatitevel
of universal service support) and jurisdictiongltyassumes that the Commission can control irdtast
pricing capabilities) are further signals of thelgematic complexity of moving to a radically diféat
support system. Qwest also says that the losecduction would have any unbundling obligatidgfied.
Id.

0 Another alternative would be, as the Commissiamntemplated earlier, to trial auctions in an unsdrve
area where the establishmentaof service would be an improvement. See ITTA Comsah85; SIA
Comments at 7.
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