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Dear OPASTCO Member:

The National Broadband Plan is beginning to emerge and is being unveiled in a number
of briefings and meetings by the FCC. On Thursday, March 4™, the FCC gave a briefing
on the USF recommendations in the plan to a select group in Congress. (see attached
FCC summary) On Friday, March 5™, the OPASTCO staff was briefed by the FCC’s
Broadband Team. (see attached OPASTCO summary) In addition, on Friday the FCC
briefed various other associations and conducted a press conference with the media.
Only Congress received a written summary. The rest of us received oral briefings, and
consequently, the many existing summaries will differ somewhat.

Today, the OPASTCO staff attended the FCC/Knight Foundation America’s Digital
Inclusion Summit where FCC Chairman Genachowski and other FCC commissioners,
along with Congressmen Lee Terry, Edward Markey, Doris O. Matsui and Xavier
Becerra and many others spoke. This Summit clearly emphasized strategies to increase
broadband adoption and utilization. The full plan with much more detail will be
delivered to the FCC commissioners on March 16™. For further information, go to the
FCC Website, www.fcc.gov. There are three documents on the front page from the
Digital Inclusion Summit. A video from the Digital Inclusion Summit is available at
http://reboot.fcc.gov/live/.

Although there is a common direction to these briefings, they are not identical and the
details of the plan have yet to be released. It is not unusual for the FCC to change crucial
recommendation details right up to the day a recommendation is released. The final
recommendation will not be delivered to Congress until March 17". At that time, we will
know what is included in the National Broadband Plan. This is the beginning.
Implementing the plan will be the challenge.

OPASTCO wants to provide comprehensive information about the FCC’s National
Broadband Plan recommendation and what it means for our membership. Although we
will not see the final recommendation until it is delivered to Congress, there are enough
common threads in recent briefings to share the following details:

- A 10-year transition period will allow the USF high-cost fund to transition to a
new broadband fund, called the Connect America Fund.

- Intercarrier compensation reform will occur during the transition period.

- Aseparate fund for mobility will be established.



- Rulemaking proceedings will occur during 2010 — 2011, with implementation of
the new Connect America Fund to begin in 2012, and the transition completed by
2020.

In addition, OPASTCO is anticipating two years of FCC rulemaking proceedings before
implementation begins. Congress may enact legislation during this period or it may
influence the outcome through hearings, letters to the FCC, or other political means.

I believe the National Broadband Plan will present us with a challenge and an
opportunity. And we as an industry must live up to the challenge and seek opportunity
that benefits our customers and communities. The next two years will be key to
influencing federal broadband policy. This will take a lot of work by all of us.

I invite anyone who wishes to discuss the National Broadband Plan and how OPASTCO
can meet the needs of its membership to contact me, the OPASTCO board, and the
OPASTCO staff.

Sincerely,
O
John N. Rose

President



March 4, 2010

Universal Service (High Cost, Lifeline/Link Up and Contribution Methodology) and
Intercarrier Compensation

Overview of topic:

Government policies have supported the availability of affordable voice service for decades, but
those policies are ill-suited to support the national goal of affordable broadband for all. For some
areas of the country, the revenue streams derived from a broadband-capable network are
insufficient to cover the cost of deploying and maintaining that network to provide services to
residential and business consumers. Changes to the current universal service and intercarrier
compensation regimes are necessary to redirect investment towards broadband in an efficient and
economical way.

Key proposed recommendations:

1. Over time, transform the current USF High Cost program into a new Connect America
Fund and Mobility Fund
e Goal: Support the provision of voice and broadband in areas that would be unserved

without such support

Funding should provided only in geographies where there is an investment gap

At most, one subsidized provider per geography for Connect America Fund

Eligibility for CAF support should be provider- and technology-agnostic

The FCC should determine ways to drive funding to efficient levels, including potential

use of market-based mechanisms to determine the firms that will receive CAF support

and the amount of support

e Recipients of CAF support should be accountable for its use and subject to enforceable
timelines for achieving universal access

e The FCC also should create a targeted mobile fund to address states that significantly lag
behind national average for 3G coverage

e At the end of a defined transition period, funding under the legacy High Cost programs
would end.
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2. In the near term, lay the foundation for reform by taking discrete, strategic steps to
eliminate inefficient spending under the current High Cost program and retarget that
support to broadband
e Goal: Identify inefficiencies in existing funding mechanisms to free up resources for
broadband deployment

e  Move rate of return companies to incentive regulation

e Initially, retarget some of the existing USF provided to the price cap companies
(Interstate Access Support) towards broadband

o Take steps to reduce support flowing to competitive ETCS to reflect reduction in support
to Verizon Wireless and Sprint under merger orders (Verizon Wireless-Alltel and Sprint-
Clearwire).

e Over five year period, phase down remaining CETC support



3. Reform intercarrier compensation by reducing per minute charges over a period of
time to allow carriers time to adjust and recover lost revenue from other sources.

Goals: Eliminate inefficient economic behavior caused by above-cost non-uniform rates,
and promote a market-drive transition to IP-to-IP interconnection.

Reduce per-minute charges, such as by reducing intrastate rates to interstate levels, in
equal increments over a period of time.

Consider lost access revenues in calculating investment gap to provide broadband and
voice, with revenue replacement provided only above a set benchmark for local rates.
Enable carriers to offset revenue reductions (e.g., through subscriber line increases).

4. Expand Low Income universal service support to Broadband

Goals: Make broadband more affordable for low income consumers, use a data-driven
process to design a sustainable support program, and implement program rules that
encourage provider and consumer participation

Conduct or facilitate pilots to determine the most cost-effective support mechanisms
Consider use of spectrum for a free wireless service

Incorporate into other e-gov initiatives and identify best practices for enrollment,
eligibility verification and outreach

Allow existing voice subsidy to apply to any voice and data bundle that includes basic
voice service

5. Broaden the universal service contribution base

Goals: Finance USF in a way that is equitable and sustainable over time






