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I.
INTRODUCTION AND SUMMARY 

The genesis of, and the issues involved in, this proceeding were described in the Introduction and Summary to the Supplemental Comments of the Office of the Ohio Consumers’ Counsel (“OCC”).
  The key factor is that the Public Utilities Commission of Ohio (“PUCO” or “Commission”) continues to seek 

comment on a PUCO staff proposal to a) reduce incumbent local exchange carriers’ (“ILECs’”) intrastate access charges to equal their interstate access charges; and b) allow the ILECs to recoup the revenues lost from these access charge reductions through an intrastate access recovery fund (“ARF”).  The staff proposal, for the first time, would allow Ohio ILECs to recover lost revenues from other Ohio carriers and, presumably, from the other carriers’ customers.
  

The ILECs whose intrastate access charges are currently above their interstate access charges and who thus under the PUCO staff proposal are eligible to recoup lost 

access charge revenues (“the eligible carriers”) are all the Ohio small ILECs (“SLECs”)
 as well as CenturyTel of Ohio, Inc. dba CenturyLink (“CenturyTel”), and Windstream Ohio, Inc. and Windstream Western Reserve, Inc., (collectively, “Windstream”).  

The Commission eventually required data to be filed on the intrastate access charges and revenues, and allowed comment on that data.
  Not all of those that filed comments in the absence of data took advantage of the invitation to file supplemental comments after the data was available; some merely reserved the right to reply.
  Others filed supplemental comments that did not present analyses of the data.
  

OCC presented a detailed analysis of the data in comments filed on July 1, 2011.  OCTA’s analysis was less detailed, at least in its presentation.

On June 23, 2011 – one week before the supplemental comment due date – the AT&T Entities (“AT&T”) filed supplemental comments.
  AT&T stated,

It is AT&T’s intent by filing these supplemental comments prior to the due date of July 1, 2011 to allow the other parties the opportunity to review the financial impact and implications of the Staff’s Plan and AT&T’s proposed changes prior to filing their own supplemental initial and supplemental reply comments.

Based on its statement, AT&T expected parties to react to its plan in their supplemental comments.  Only Cincinnati Bell, Verizon and Windstream did so.
  In recognition of AT&T’s efforts, however, OCC will devote a separate section of these reply comments to responding to AT&T.

AT&T says that it was “the only party that provided specific alternatives to the Staff’s Plan.”
  In this respect, others that presented alternatives – including OCC
 – are likely to disagree with AT&T, just as OCC disagrees with AT&T that its “proposed changes yield results that better meet policy and statutory goals that underlie the need for prompt access reform.”
  As discussed below, AT&T’s proposal meets neither set of goals.  

Even more inaccurate is Verizon’s contention that 

virtually all the commenting parties advised the Commission during the initial comment cycle in this proceeding:  The Commission should (1) implement the intrastate switched access rate cap proposed by Staff, but (2) allow the affected Ohio incumbent local exchange carriers (“ILECs”) to replace any lost access revenues by rebalancing their retail rates, rather than calling upon other providers to replace these revenues through mandatory contributions to the Staff-proposed Access Restructuring Fund (“ARF”).

That is, unless one assumes that “virtually all” excludes those that commented that the Commission need not reduce intrastate access charges
 and those that argued that an ARF should be adopted, but only to the extent that revenues are not able to be replaced from within the eligible carriers,
 Verizon’s statement is inaccurate. 

As discussed in OCC’s initial comments, reply comments and Supplemental Comments, it is not at all clear that there is a pressing need for access “reform.”
  Neither AT&T’s Supplemental Comments nor the supplemental comments of other parties provide new support for such a need.

II.
RESPONSE TO AT&T’S PROPOSAL

Before addressing other parts of AT&T’s proposal that do not “meet policy and statutory goals,”
 OCC will note the key concepts on which OCC agrees with AT&T:

· The need for access revenue recovery to arise only from revenue lost due to changes in access charges
; 

· The need to use the most recent data to calculate the amount of lost access revenue to be recovered
; 

· The need for the initial recourse for access revenue recovery to come from the eligible carriers and their customers, rather than from the customers of the contributing carriers
;

· The need for a broad base of contributing carriers
; and

· The fact that the ARF is not a universal service fund.

On the other hand, there are plenty of aspects of AT&T’s proposal that are objectionable quite apart from the fundamental question of whether there is a need for intrastate access reform.  These aspects include:

· AT&T’s continuing reference to there being implicit “subsidies” in intrastate access charges.
  As demonstrated in OCC’s reply comments, this statement is inaccurate from a theoretical economic standpoint, and lacks a factual basis.

· AT&T’s proposal for a “flash cut” to intrastate parity.
  Instead, as argued by OCC, if the Commission reduces intrastate access charges, there should be a five-year phase-down of intrastate access charges accompanied by a five-year phase-in of revenue recovery.

· AT&T proposes to increase only the eligible carriers’ basic local exchange service (“BLES”) rates.
  As explained in Section IV., below, this makes little sense.

· AT&T proposes that BLES rates for CenturyTel and the Windstream companies be increased by $2.50 per month per year, rather than the 50¢ per month for the other eligible carriers.
  Notably, this is twice as much as the BLES rate increases that the General Assembly recently allowed ILECs to impose on residential customers upon a showing of competition.
  And AT&T does not indicate why the increases for these three ILECs, unlike the other eligible carriers, should be untethered from any sort of benchmark,
 other than AT&T’s bald assertions that such increases “would not be overly burdensome.”
  Admittedly, these three carriers are responsible for the bulk of the access revenue shift,
 but as shown in Table 1 of OCC’s Supplemental Comments, on a per-line basis these three companies are hardly among the highest access revenue recipients.

Fundamentally, OCC disagrees with AT&T’s assertion that “[i]mplementing access reform, coupled with the revenue-neutral requirement of Substitute Senate Bill 162 (Sub. S.B. 162), is a simple mathematical exercise:  the size of the access shift minus the incremental retail rate rebalancing revenue equals the size and duration of the access reform fund.”
  The matter is only simple if one takes AT&T’s simplistic approach.

Windstream states that “[b]ecause AT&T’s Plan reveals its self-serving agenda to simply slash its own expense by forcing unreasonable measures on CenturyLink and Windstream and [their] end-user customers, it should be viewed with extreme skepticism.”
  In this respect, OCC agrees with Windstream.

III. OCC’S POSITIONS AND OTHER COMMENTERS’ CORRESPONDING – AND OPPOSING – POSITIONS

First, OCC questions whether the access charge reductions proposed by the PUCO staff are in fact necessary.
  Certainly, it cannot be validly argued that the Commission is required to reduce access charges.  R.C. 4927.15(B) states that “[t]he public utilities commission may order changes in a telephone company’s rates for carrier access in this state subject to this division”
 and that “[i]n the event that the public utilities commission reduces a telephone company’s rates for carrier access that are in effect on the effective date of this section” there must be revenue neutrality.
  The General Assembly could have said that the Commission shall reduce intrastate access charges, but did not.
  Thus the Commission must carefully weigh the facts and policy in determining whether to reduce intrastate access charges.

Cincinnati Bell states that the Commission should 

provide the eligible ILECs with an opportunity to establish that their current access rates are just and reasonable and not … automatically assume that all intrastate and interstate access rates should be the same.  Any carrier requesting a hearing on whether its access rates are reasonable should be entitled to one.  See R.C. § 4909.15(D).  Normal rate reasonableness standards and procedures should be applied to existing access rates, rather than making an automatic assumption that intrastate and interstate rates should be identical.  To the extent any carrier can justify its rates it would be excluded from the mirroring plan, thus, [the] size of the access revenue shift would be reduced and the burden on consumers and carriers of reaching a revenue neutral solution will be diminished.

OCC strongly agrees that this open process would be preferable to adoption of the unsupported assumptions that are built into the PUCO staff proposal and most of the industry plans.


Verizon asserts that “[a]s the RBOC and largest provider in the state, AT&T’s 

rates not only have been subject to the greatest regulatory scrutiny, but best approximate the rates that would prevail in a competitive market.”
  The first part of the statement is obviously untrue, based upon AT&T’s intrastate and interstate regulatory status; as explained in detail in OCC’s initial and supplemental comments, the second part of Verizon’s statement is also false.
  On the other hand, AT&T is correct in its claim to be “the largest ILEC in Ohio (by a considerable margin).”
  Thus, just as “it is reasonable to assume that AT&T Ohio has the lowest costs of providing BLES as it has the largest economies of scale and scope,”
 it is also reasonable to assume that AT&T would have the lowest costs of providing access.  

Verizon compares Windstream to AT&T, saying that Windstream “is more comparable to AT&T in many respects, including the size and reach of its ILEC operations in Ohio, its national scope and its broad array of product offerings….”
  Yet in 2009, the combined Windstream companies in Ohio served just over 220,000 access lines, while AT&T served 1.9 million.
  AT&T also serves seven of the eight large metropolitan areas in the state, in addition to largely rural areas like those served by Windstream.  Thus it is entirely reasonable for Windstream to charge more for access than AT&T, because Windstream has higher overall costs.  And it is even more reasonable for the even smaller carriers to charge even more for access than Windstream, given their minimal “economies of scale and scope.”
  It is reasonable, unless one accepts the proposition that access charges do not need to contribute anything to the joint and common costs of the ILEC, a proposition that was comprehensively refuted in Dr. Roycroft’s affidavits on behalf of OCC. 

Verizon further asserts that 

until access reforms are implemented, the intrastate switched access rates for most Ohio ILECs will continue to greatly exceed any just and reasonable level.  As Verizon explained in its initial comments, such excessive intrastate switched access rates harm both competition and consumers.

If Verizon is referring to the inhibition of long distance competition and long distance rates (as a result of these “excessive” access charges), it must be recalled, as Mr. Gillan states on behalf of OCTA, that 

stand-alone long distance services are not price leaders (or even followers), as much as remnants of a bygone era.  These stand-alone long distance services are priced at a premium because the price-sensitive customers have long ago moved to a bundle or package….

Thus reducing intrastate access costs will have little effect on long-distance competition and customers, especially given that “[t]he ‘problem’ the Commission is attempting to solve affects a relatively small fraction of the access traffic in the state….”


As for local competition, Verizon states, 

[T]hese ILECs obtain an unfair competitive advantage over other providers, including not only other ILECs like AT&T, but providers of newer technologies, such as wireless and Voice over Internet Protocol (“VoIP”) providers, which do not have the benefit of these subsidies.

In the first place, it does not appear that other ILECs – whether AT&T or Verizon (before it pulled out of the wireline local exchange market in Ohio
) or others – ever had any interest in trying to compete against any of the eligible carriers with high access charges.  This is true for both the smallest ILECs – that have very low basic service rates
 – and for the larger ones, like Windstream
 and CenturyTel – that have low basic rates.
  

Second, if the Commission is determined to reduce eligible carriers’ intrastate access charges, the reductions should be phased in over a period of five years.
  This will ease the burden on both the eligible carriers and the contributing carriers (and on customers, both those of the eligible carriers – if OCC’s or others’ proposals for eligible carriers are adopted – and those of the contributing carriers, if any of the proposals for contributing carriers are adopted).  Especially given the negligible harms of the current intrastate access charge levels, the uncertain benefits of access charge reductions, and the costs that would be imposed by an ARF, there is no need for a flash-cut transition.

Verizon states, 

The Commission should not consider establishing an ARF unless retail rate rebalancing first proves unworkable.  If necessary, the Commission even could phase in the proposed access rate reductions over a modest transition period to ensure that Ohio ILECs are able to recoup the lost revenue and avoid consumer rate shock.  But, even then, the Commission should evaluate each ILEC on an individual basis, so that ARF funds would be made available only to those carriers that first demonstrate they cannot recoup access charge revenues through retail rate rebalancing.

Despite OCC’s disagreement with Verizon on other issues,
 there is much merit in the Verizon statement just quoted.  This includes the notion of a phase-down of access charges, and the need to address each eligible carrier on an individual basis.  And OCC agrees that the primary recourse should be to the eligible carriers’ own rates.


Similarly, there is substantial merit in the key to the OCTA Alternative Plan, which is that intrastate access charges will be reduced only as replacement revenues become available.
  This is consistent with OCTA’s view of the relative lack of need for intrastate access charge reductions, and its assessment of the lack of benefit from such reductions.
  Of course, those factors should lead the Commission to leave intrastate access charges alone.  If the Commission does determine that there must be reductions, OCTA’s prioritization would be an effective addition or modification to OCC’s proposal.  

Third, given all of the above, if the Commission reduces intrastate access charges, thus requiring consideration of the revenue neutrality required by the statute:

· The revenues to be replaced should be adjusted, based on the trend of access revenue reductions due to declining access minutes that has been seen in the past in the absence of access rate reductions.  Carriers should not be compensated for the ongoing decline in access minutes, which is not the result of PUCO-ordered access charge reductions.

· The revenues to be replaced should be offset by any access charge payment savings that the eligible carrier sees from other carriers’ access charge reductions.
 

· As OCC previously proposed, the eligible carriers’ first recourse for revenue replacement should come from their own customers, in the form of increases to non-basic service and business rates.
 

· And, as OCC also previously proposed, for the eligible carriers whose residential basic service rates are below the statewide average, the next recourse should be adding a surcharge on all access lines that recognizes the statewide basic service rate average.

The variation – in access revenue losses (both in absolute dollars and in relative impact), basic service rates, and so on – among the eligible carriers clearly requires a company-by-company review and solution to the loss of intrastate access revenue.  This further complication is another (administrative) cost that needs to be factored against the purported and uncertain benefits of reducing intrastate access charges.

Fourth, only if these steps do not replace the proper level of revenues for an individual eligible carrier should there be recourse to an ARF.  As argued by OCC, the ARF should be collected from the broadest lawful base of telecommunications companies – ILECs, competitive local exchange carriers (“CLECs”), interexchange carriers (“IXCs”), wireless carriers, and VoIP providers.
 

The discussion in this proceeding has focused on the meaning of revenue neutrality for the eligible carriers.  But revenue neutrality should also apply to the contributing carriers:  Just as an eligible carrier’s recovery should be offset by the eligible carrier’s access charge savings, the contributing carriers should be required to offset their contributions into the fund by their access charge savings, so that the contributing carriers’ customers are not required to make up those funds.

IV. WHY THE FOCUS ON BASIC SERVICE RATES?

Most of those that filed supplemental comments acknowledged that the eligible carriers’ primary recourse for revenue recovery should be from their own rates, before seeking recovery from the ARF.
  But all of these proposals focus exclusively on increases to the eligible carriers’ basic service rates,
 as if eligible carriers had no other possible source of revenue for the recovery of their lost access charge revenue.  

For example, Windstream states that it 

agrees with AT&T that implementing access reform is simple math because it involves only several inter-related elements.  Generally, these elements are the switched access and basic local exchange service rates, the size of the Access Recovery Fund (“ARF”) and the length of the transition period.

Yet neither Windstream nor any of the rest of those that focus on increases to basic service rates explains why other sources of eligible carrier revenue should not be considered for revenue replacement.
 

In the first place, as noted in OCC’s proposal, non-basic rates should not be sheltered from increases to pay for the access revenue loss.  More immediately, however, AT&T’s and others’ proposal to increase only “BLES” rates
 overlooks the fact that, per recent R.C. 4927.01(A)(1), “BLES” does not include bundles or packages.  This means that increases to such rates will impact only those customers who subscribe to standalone basic service, not those who subscribe to bundles or packages.  (At this point in the record, given that the number of BLES-only customers of the eligible carriers is unknown, it is impossible to determine how much recovery revenue could be raised in this fashion.)

Thus to the extent that AT&T’s calculations of revenue impacts from BLES rate increase are based on counting all of each eligible carrier’s access lines, rather than just BLES lines,
 its estimates of the revenue from BLES rate increases are overstated, and the estimates of the revenues that will otherwise need to be recovered are significantly understated.  OCC addresses this issue by calling for a surcharge on all access lines, rather than an actual rate increase.  

As previously discussed, OCC has proposed that eligible carriers’ first recourse for revenue recovery should be to the deregulated non-basic service rates that include vertical services as well as packages and bundles and business basic service rates.
  This would be followed by the second step of recourse to a surcharge on all access lines.  (The number of access lines – at least as of 2010 – is in the record, and OCC has shown how much revenue could be raised from such a surcharge.
)

The focus on BLES rates might make some sense if one assumed that the support from access charges (or the “subsidy,” if one uses that term loosely, as most of the industry commenters do), went entirely to basic service rates.  But as explained in detail in Dr. Roycroft’s affidavits attached to OCC’s initial and reply comments, the assumption lacks any support in the record, and Dr. Roycroft in fact provided strong support for the contrary proposition.

V. “AFFORDABILITY” OR ANOTHER HIGH MAXIMUM SHOULD NOT BE USED AS THE CAP FOR RATES THAT ALLOW SUPPORT FROM THE ARF.

Cincinnati Bell asserts that “[t]he upper limit on the benchmark should be determined by affordability, rather than by what AT&T happens to charge….  Higher benchmarks would mean greater offsetting revenue sources and a smaller ARF.”
  But Cincinnati Bell provides no definition of affordability, or, indeed, any additional reason why that standard should be used as a benchmark.

Yet Cincinnati Bell also proposes a benchmark of “the statewide average of all carriers that already mirror interstate and intrastate access charges,”
 which OCC calculated at $15.26, not much different from the statewide average for all ILECs of $15.07.
  And it is not much different from AT&T’s current basic service rate of $15.50,
 which Cincinnati Bell complains is “too low to serve as a benchmark.”

This Commission has never made a determination of “affordability” for BLES rates, or has even defined the term.
  But the concept inherent in Cincinnati Bell’s proposal is, essentially, that BLES rates for the eligible carriers be increased to just below the point where they become unaffordable,
 and therein lies a big part of the problem.  “Unaffordable” for whom?  The average customer statewide?  The average customer in the eligible carrier’s service territory?  The average customer in a discrete portion of the eligible carrier’s service territory?  The low-income customer (who might be assisted by Lifeline)?  Or the high-income customer (which would probably allow rates to be increased well beyond what is affordable for the average customer)?

OCTA proposes a 

a statewide benchmark for residential local BLES rates of $25 per month and would permit increases in the local BLES rate to that level over 5 years (if needed) to offset the reductions in intrastate terminating access needed to reach parity with interstate levels.  The Arcadia Telephone Company effectively charges this rate today, demonstrating that local service remains affordable at this level.  Consequently, there are no universal service concerns that would justify imposing an artificial limit on local rates to force lower levels.

It appears that a key reason for the $25 benchmark is the fact that one company currently charges almost that much for basic service.  That is scarcely a reasonable basis.


From another viewpoint, the $25 appears to be driven by the fact that this level is needed to ensure that all lost access reductions are recovered through increases to basic service rates.  Mr. Gillan states, 

The maximum cumulative residential rate increase that fulfills the Alternate Plan’s requirement that each company increase residential and business rates to either the lower of (a) rates that will create sufficient offsetting revenues for intrastate terminating access to reach interstate levels, or (b) rates that reach the statewide benchmarks of $25 (residential) or $ 35 (business), is $12.23 per-month.  To achieve this increase over five-years requires an increase in each year to the monthly residential local rates of $2.45.

Whether or not OCTA’s $25 benchmark was “reverse-engineered” from the amount of revenue claimed to be needed,
 the $2.45 increases proposed by OCTA, like AT&T’s proposal for $2.50 increases for CenturyTel and Windstream, are (almost) twice as much as the General Assembly deemed to be the maximum reasonable increases to basic service.
  

Verizon asserts that 

[t]he records from similar proceedings in other states suggests that residential BLES rates of more than twice [AT&T’s basic service rate] still would be reasonable.  For example, in pending proceedings before the Pennsylvania Public Utility Commission, the Pennsylvania Office of Consumer Advocate calculated that $32 is an affordable rate for basic local exchange services and the Administrative Law Judge recommended establishing that $32 rate as the “affordability rate” for such services.

Sprint had cited the Pennsylvania Office of Consumer Advocate study in its initial comments in this proceeding, and OCC will respond to Verizon’s statement with the same response given to Sprint:  “OCC has reviewed the study and asserts that [Verizon] misrepresents both the purposes and the conclusion of this study.”
  And Verizon’s citation to the Attorney Examiner’s Recommended Decision in the Pennsylvania 

proceeding also distorts the context of the decision.
  

Similarly, Verizon’s citation to a supposed FCC “suggest[ion] that anything up to $36 a month (inclusive of line charges, taxes and fees) is an appropriate amount for BLES”
 is not only unsupported by the portion of the FCC order cited to
 but was outside the scope of the issues being considered by the FCC in that order.  And in the CLEC Rate Cap Order cited by Verizon, the FCC was not “specifically recogniz[ing] that allowing LECs to recoup lost access revenues from their own end-user customers through retail rate rebalancing is the better way to proceed in these circumstances.”
  Instead, the FCC was dealing with CLECs, and said,

Given the unique nature of the market in which the IXCs purchase CLEC access, however, we conclude that it is necessary to constrain the extent to which CLECs can exercise their monopoly power and recover an excessive share of their costs from their IXC access customers – and, through them, the long distance market generally.  On the other hand, we continue to abstain entirely from regulating the market in which end-user customers purchase access service.  Accordingly, CLECs remain free to recover from their end users any greater costs that they incur in providing either originating or terminating access services.  When a CLEC attempts to recover additional amounts from its own end user, that customer receives correct price signals and can decide whether he should find an alternative provider for access (and likely local exchange) service.  This approach brings market discipline and accurate price signals to bear on the end user’s choice of access providers.

But, as oft-repeated by OCC, neither the FCC nor this Commission has based its access charge decision on an analysis of LECs’ – whether ILECs’, large or small, or CLECs’ – actual costs of access.
  

And, finally, Verizon’s citation to the National Broadband Plan
 inflates that FCC “staff report” to a definitive finding of the FCC, which it is not.
  As the pending FCC NPRM and the comments on that rulemaking show, the issue is not nearly settled.

Thus Verizon’s view that “[a]s a matter of public policy and economic efficiency, Ohio ILECs can and should look to their own customers instead of their competitors[
] to offset the revenue impact of reduced intrastate switched access rates”, and that an ARF should not be adopted,
 lacks support in the law, in policy, or in precedent.  Indeed, as discussed above and in the various comments in this proceeding, various other states have adopted funds to support ILECs’ access charge revenue losses.

Which is, again, not to say that all of the revenue losses should be made up through such a fund.  There must be a balance struck, and OCC submits that its proposal 

strikes a fair balance.  OCC’s proposal phases-down intrastate access charges, and phases-in revenue recovery.  Revenue recovery for each eligible carrier is accomplished first by increases to the eligible carrier’s non-basic service and business rates, then by a surcharge on all of an eligible carrier’s access lines, and finally (if necessary) by recourse to an ARF. 

VI.
CONCLUSION


In order to conclude this proceeding properly, the Commission should allow additional discovery and then hold a hearing on the vital issues implicated here.  Some of those issues have not been addressed for many years, including establishing the cost basis for intrastate access charges.  Others are issues of first impression for this Commission, such as the meaning of the statutory term “revenue neutrality,” including whether and how the customers of carriers throughout the state should support the revenues of carriers that may be required to reduce their intrastate access charges.


As discussed in these Supplemental Reply Comments and in OCC’s other comments, the necessity of and benefits from the reduction of intrastate access charges for the eligible carriers are unclear.  (Indeed, this is another subject that should be explored at hearing.)  

Under these circumstances, if the Commission takes action on intrastate access charges, it should phase-down the intrastate charges and phase-in any revenue recovery.  This is particularly appropriate given the continuing decline in access MOUs in the absence of rate changes.  The statutory requirement of revenue neutrality applies only to revenues lost as a result of Commission-ordered rate changes, not revenues lost as a result of structural changes in the telecommunications industry.  Carriers should also be required to offset their access cost savings resulting from other carriers’ access charge reductions against their own access revenue losses. 


If the Commission reduces the eligible carriers’ intrastate access charges, their first recourse for revenue replacement – in fact the only source for the first year following a Commission order – should be the eligible carriers’ own non-basic service and business rates.  These rates have been deregulated.


Some of the eligible carriers have basic service rates that are below the statewide average for such rates.  In the second year following a Commission order, these carriers should be required to seek revenue neutrality by phasing-in a surcharge that will gradually bring their basic service rates up to the statewide average.  (The statewide average should be used as a benchmark, rather than the highest basic service rate currently charged by an Ohio ILEC or an as-yet undefined level based on “affordability.”)


The eligible carriers whose current rates are above the statewide average, and those with rates below the average for which the surcharge does not recover the lost revenue, should be allowed to seek reimbursement from a statewide fund.  The dollars in that fund should come from the broadest lawful range of Ohio carriers:  ILECs, CLECs, IXCs, wireless carriers and VoIP providers.


OCC has calculated, based on the primary recourse for revenue replacement being the eligible carriers’ own rates, that the assessment on the contributing carriers’ lines will be no more than 4¢ per month by the fourth anniversary of a Commission order.
  This should not be burdensome on any contributing carrier or its customers, and is required by the revenue neutrality provisions of R.C. 4927.15(B).  And by that time, the Commission should have replaced this ARF – which is a primitive revenue replacement mechanism – with a true universal service fund that addresses the high cost of providing telephone service in some rural areas in the State of Ohio.
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� OCC Supplemental Comments (July 1, 2011).


� OCC Supplemental Comments at 1 (footnote omitted).


� The SLECs include Frontier Communications of Michigan, Inc., and the “SLEC Group.”  The SLEC Group are all represented by counsel at a single law firm, and includes:  Arcadia Telephone Company, Arthur Mutual Telephone Company, Ayersville Telephone Company, Bascom Mutual Telephone Company, Benton Ridge Telephone Company, Buckland Telephone Company, Champaign Telephone Company, Chillicothe Telephone, Columbus Grove Telephone Company, Conneaut Telephone Company, Continental Telephone Company, Doylestown Telephone Company, Farmers Mutual Telephone Company, Fort Jennings Telephone Company, Germantown Independent Telephone Company, Glandorf Telephone Company, Kalida Telephone Company, Inc., Little Miami Communications Corporation, McClure Telephone Company, Middle Point Home Telephone Company, Minford Telephone Company, New Knoxville Telephone Company, Nova Telephone Company, Oakwood Telephone Company, Orwell Telephone Company, Ottoville Mutual Telephone Company, Pattersonville Telephone Company, Ridgeville Telephone Company, Sherwood Mutual Telephone Association, Sycamore Telephone Company, Telephone Service Company, Vanlue Telephone Company, Vaughnsville Company, and Wabash Mutual Telephone. 


� Entry (February 23, 2011) at 3-4.  The supplemental comment and reply comment filing dates were subsequently extended to July 1, 2011 and July 15, 2011, respectively. 


� This included the SLEC Group and T-Mobile Central, LLC and VoiceStream Pittsburgh, LP (“T-Mobile”). 


� This included Cincinnati Bell Telephone Company LLC, et al. (“Cincinnati Bell”); Frontier North Inc. and Frontier Communications of Michigan, Inc. (“Frontier”); and the Windstream companies.


� See Gillan Supplemental Declaration attached to the Supplemental Comments of the Ohio Cable Telecommunications Association (“OCTA”).


� The “AT&T Entities” are identified in footnote 1 of AT&T’s Supplemental Comments. 


� AT&T Supplemental Comments at 2.


� Cincinnati Bell Supplemental Comments at 4-7; Verizon Supplemental Comments at 12-13; Windstream Supplemental Comments at 2-4. 


� AT&T Supplemental Comments at 2. 


� OCC provided specific alternatives to the PUCO staff’s plan.  See OCC Initial Comments at 29-39.


� AT&T Supplemental Comments at 3; see also id. at 5, 9.


� Verizon Supplemental Comments at 1.


� See, e.g., OCC Initial Comments at 23-26; Windstream Initial Comments at 1; Cincinnati Bell Initial Comments at 2, 3, 5, 15; OCTA Initial Comments at 3, 7 and Gillan Initial Declaration, ¶ 13; T-Mobile Initial Comments at 12.


� See, e.g., OCC Initial Comments at 33-36; T-Mobile Initial Comments at 2, 3-4; Windstream Comments at 5; Sprint Initial Comments at 3; MACC Initial Comments at 4; Gillan Initial Declaration, ¶ 16.


� OCC Initial Comments at 14-19, 23-26; OCC Reply Comments at 9-18; see also Frontier Supplemental Comments at 1; Windstream Supplemental Comments at 1.


� AT&T incorporates its initial and reply comments in its supplemental comments.  AT&T Supplemental Comments, n.6.  Those earlier comments also did not compellingly demonstrate a need for “reform.”  


� Id. at 2. 


� Id. at 5; see also Cincinnati Bell Supplemental Comments at 3; Frontier Supplemental Comments at 3; Gillan Supplemental Declaration, ¶ 17, n.17.


� See also Cincinnati Bell Supplemental Comments at 3, 4; Frontier Supplemental Comments at 3, 4.


� AT&T Supplemental Comments at 5; see also Cincinnati Bell Supplemental Comments at 2; Frontier Supplemental Comments at 2.  As discussed below, OCTA and Verizon insist that the only recovery should come from the eligible carriers.  OCTA Supplemental Comments at 3; Verizon Supplemental Comments at 8-12


� See also Frontier Supplemental Comments at 2-3.


� AT&T Supplemental Comments at 17; see also id. at 3.


� Id. at 5, 6.  See also Cincinnati Bell Supplemental Comments at 2; Verizon Supplemental Comments at 5; Windstream Supplemental Comments at 2.


� See, e.g., OCC Reply Comments at 17-18.


� Id. at 5.


� See also Cincinnati Bell Supplemental Comments at 3 (“[a] reasonable transition to the lower rates over time (e.g., 3-5 years)”), 5; Frontier Supplemental Comments at 2 (“five-year period”); T-Mobile letter at 1 (“a transition period of approximately four to five years”); Windstream Supplemental Comments at 2.


� AT&T does state that rate rebalancing should take place “via increases to end user rates, including basic local exchange rates” (id. at 5; emphasis added) but nowhere else are non-BLES rate increases even hinted at.  See also Frontier Comments at 3-4; OCTA Comments at 3-4; Verizon Comments at 9-10; Windstream Comments at 4.


� AT&T Supplemental Comments at 11.  OCTA proposes $2.45 per month increases for all eligible carriers until the revenue from these increases completely supplants the access revenue loss.  OCTA Supplemental Comments at 4.


� R.C. 4927.12. 


� AT&T Supplemental Comments at 11.  AT&T proposes to use its BLES rate as the benchmark (id.); OCC had proposed using the statewide weighted average BLES rate as the basis for calculating a surcharge.  OCC Initial Comments at 35.  See also Cincinnati Bell Supplemental Comments at 3.


� AT&T Supplemental Comments at 11.  See Windstream Supplemental Comments at 3, 4.  It is not entirely clear, but it appears that AT&T’s proposal would put Windstream Ohio’s BLES rate at $17.57 per month and Windstream Western Reserve’s rate at $19.10 per month.  


� See Attachment A to OCC’s Supplemental Comments; see also AT&T Supplemental Comments at 6.


� See Windstream Supplemental Comments at 3 (“If Windstream were to pass on the $2.50 annual per line monthly increases to its end-user customers, these customers would experience the very rate shock effect that any rational access reform strives to avoid.”); see also id. at 2.


� AT&T Supplemental Comments at 3.  


� It is also simple if one adopts Windstream’s variation that “retail rate rebalancing” includes only BLES rates.  Windstream Supplemental Comments at 4.


� Id. at 2.


� OCC Initial Comments at 14-20; OCC Reply Comments at 9-18.  See also Cincinnati Bell Supplemental Comments at 1. 


� R.C. 4927.15(B) (emphasis added).


� Id. (emphasis added). 


� R.C. 1.42.


� Cincinnati Bell Supplemental Comments at 1-2.


� Verizon Supplemental Comments at 3. 


� OCC Initial Comments at 14-17, 19-20; OCC Reply Comments at 10-11.


� AT&T Supplemental Comments at 6.


� Id. 


� Verizon Supplemental Comments at 4.


� March 18, 2011 data submissions. 


� See Verizon Supplemental Comments at 4.  


� Id. at 6. 


� Gillan Supplemental Declaration, ¶ 10. 


� Id., ¶ 6.  


� Verizon Supplemental Comments at 10. 


� Other than the lucrative enterprise market.


� See id. at 10.  But what about the SLECs that have basic service rates higher than AT&T, such as Arcadia (see Gillan Supplemental Declaration, ¶ 15), Chillicothe, and Farmers Mutual?  See OCC Supplemental Comments, Attachment 1.  


� Recall that Verizon asserted that Windstream is comparable to AT&T.  Id. at 4. 


� In 1999, then-SBC committed to compete in four out-of-territory areas in Ohio, which included Hudson and Twinsburg in now-Windstream territory.  In the Matter of the Joint Application of SBC Communications, Inc., SBC Delaware, Inc., Ameritech Corporation, and Ameritech Ohio for Consent and Approval of a Change in Control, Case No. 98-1082-TP-AMT (April 8, 1999) at 26-28.  That competition never materialized. 


� See OCC Reply Comments at 30; see also Cincinnati Bell Supplemental Comments at 2; Verizon Supplemental Comments at 5; Windstream Supplemental Comments at 2. 


� See OCC Reply Comments at 9-17.  


� Verizon Supplemental Comments at 13-14. 


� See Section V., below. 


� See Gillan Supplemental Declaration, ¶ 15.  


� Id., ¶¶ 6-13.


� Windstream views a five-year phase-down as a means of minimizing the ARF.  Windstream Supplemental Comments at 4.  Yet Windstream does not appear to acknowledge the other purpose of a phase-down:  recognition of the continuing decline in access minutes of use (“MOU”) apart from any rate decreases. 


� Apparently only OCC takes this position.  


� See Cincinnati Bell Supplemental Comments at 3-4.


� AT&T proposes its BLES rate as the benchmark; that rate is currently $15.50.  AT&T Supplemental Comments at 6, n.10.  Cincinnati Bell proposes using “the statewide average of all carriers that already mirror intrastate and interstate access charges, instead of just AT&T’s rates,” but does not present a number.  Cincinnati Bell Supplemental Comments at 6.  OCC had calculated the statewide weighted average BLES rate for all carriers as $15.07, and had calculated Cincinnati Bell’s number at $15.26, not significantly different.  OCC Reply Comments at 22.  Clearly there is not a significant difference among these rates.  Frontier argues for a “more impactful rate rebalancing element” (Frontier Supplemental Comments at 3) and a “more aggressive shift for carriers with BLES rates below the statewide average.”  Id. at 4.  But Frontier does not propose anything specific.  OCC’s proposal matches the phase-down of intrastate access rates to the phase-in of eligible carriers’ rate increases and the ARF.  


� See Cincinnati Bell Supplemental Comments at 1-2.


� OCC Comments at 36-38; OCC Reply Comments at 26-28.


� This is another position taken only by OCC.


� AT&T Supplemental Comments at 5; Cincinnati Bell Supplemental Comments at 2; Frontier Supplemental Comments at 3-4; OCTA Supplemental Comments at 3; Verizon Supplemental Comments at 1; Windstream Supplemental Comments at 2. 


� Frontier Supplemental Comments at 3-4; Gillan Supplemental Declaration, ¶ 15; Windstream Supplemental Comments at 4.


� Windstream Supplemental Comments at 4. 


� See OCC Reply Comments at 24-25.


� E.g., AT&T Supplemental Comments at 5; Verizon Supplemental Comments at 9-10. 


� This is not absolutely clear from AT&T’s Supplemental Comments, but it appears that this is the case.  See also Gillan Supplemental Declaration, Exhibit JPG-1. 


� OCC Supplemental Comments at 10-11.  OCC has proposed that the entirety of the first year revenue recovery in the five-year phase-down come from non-basic services.  Id. 


� OCC Supplemental Comments, Table 2.  OCC’s projection for the phase-in of the access recovery mechanism took into account the continuing decline in access MOU (for calculating the revenue that will need to be recovered) but did not take into account the continuing decline in access lines.  See Gillan Supplemental Declaration, ¶ 17, n.17.  The decline in access lines should have been factored in to OCC’s calculations.  Doing so, however, does not materially impact the ARF:  Projecting the 2009-2010 access line decrease going forward reduces the revenues to be recovered from a surcharge on residential and business lines by 18.4%, but given that OCC’s first recourse is to non-basic rates, the reduction in the surcharge increases the ARF by only 4%.








� OCC Reply Comments at 11-13, citing, inter alia, Roycroft Reply Affidavit at 1-6, 11-16. 


� Cincinnati Bell Supplemental Comments at 6.


� Id. at 14.


� OCC Reply Comments at 22.


� AT&T Supplemental Comments at 6, n.10.


� Cincinnati Bell Supplemental Comments at 6. 


� The FCC has itself never defined the term.


� See OCC Initial Comments at 33-34; OCC Reply Comments at 25-26.


� And the wealthy customer would probably find an alternative to ILEC service well before rates got to the point of unaffordability.


� Gillan Supplemental Declaration, ¶ 15.


� Id., ¶ 20.  


� OCTA admits that even the $2.45 increases leave $760,000 unrecovered.  OCTA Supplemental Comments at 4. 


� R.C. 4927.12.


� Verizon Supplemental Comments at 10-11. 


� OCC Reply Comments at 25, n.127.


� See Investigation Regarding Intrastate Access Charges and IntraLATA Toll Rates of Rural Carriers, and the Pennsylvania Universal Service Fund, Docket No. I-00040105 (Pa. Public Util. Comm’n), Recommended Decision (July 22, 2009) at 74 ff., accessible at � HYPERLINK "http://www.puc.state.pa.us//pcdocs/1048653.doc" ��http://www.puc.state.pa.us//pcdocs/1048653.doc�.  Indeed, it appears that the Pennsyvlania PUC has decided the case, but has not yet released its decision.





� Verizon Supplemental Comments at 11, citing In the Matter of High-Cost Universal Service Support, WC Docket No. 05-337 (rel. Apr. 16, 2010), ¶ 53.


� See � HYPERLINK "http://hraunfoss.fcc.gov/edocs_public/attachmatch/FCC-10-56A1.pdf" ��http://hraunfoss.fcc.gov/edocs_public/attachmatch/FCC-10-56A1.pdf�, ¶ 53.


� Verizon Supplemental Comments at 11, citing In the Matter of Access Charge Reform, Seventh Report and Order and Further Notice of Proposed Rulemaking, 16 FCC Red. 9923, 9936 (2001) (“CLEC Rate Cap Order”), ¶ 39. 


� See � HYPERLINK "http://hraunfoss.fcc.gov/edocs_public/attachmatch/FCC-01-146A1.pdf" ��http://hraunfoss.fcc.gov/edocs_public/attachmatch/FCC-01-146A1.pdf�, ¶ 39.


� See OCC Comments at 14-19.


� Verizon Supplemental Comments at 11-12.  


� The National Broadband Plan was an FCC task force product that was never subjected to a vote by the full FCC and does not represent an FCC decision on an issue.  This is seen by the fact that the FCC has issued a parade of Notices of Proposed Rulemaking (“NPRMs”) so that it can decide the multitude of issues raised by the National Broadband Plan.


� In the Matter of Connect America Fund, WC Docket No. 10-90, et al., NPRM, FCC 11-13 (rel. February 9, 2011).  Comments were filed April 18, 2011; reply comments were filed May 23, 2011.


� Just which of the eligible carriers does Verizon compete with, where Verizon’s contribution to an ARF will have a real impact on that competition, especially at the levels projected by PUCO staff (see AT&T Supplemental Comments at 10), AT&T (id.) or OCC (see OCC Supplemental Comments at 23)?  


� Verizon Supplemental Comments at 12. 


� OCC Supplemental Comments at 23. 
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