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COMMISSION STAFF’S RECOMMENDATION ON FINAL DISPOSITION

COMES NOW the Staff (“Staff’) of the Public Utility Commission of Texas

(“Commission”), representing the public interest, and files this Recommendation.

1. BACKGROUND .

On December 27, 2017, Guadalupé Valley Telephone Cooperative, Inc. (“GVTC”) filed a
petition to determine ﬁnancial need for continued support pursuant to PURA! § 56.023 and 16
Tex. Admin. Code § 26.405 (“TAC”).2 On January 24, 2017, Order No. 2 was entered, requiring
Staff to file a recommendation or request a hearing by March 31, 2017. This pleading is timely
filed.

II. RECOMMENDATION

Consistent with the attached memorandum of Fred Goodwin, Competitive Markets
Division, Staff recommends approval of the application as filed. GVTC’s application indicates that
all of its supported exchanges except for Balcones, Bulverde, and Sattler remain eligible for

continued support at the amount that GVTC will be eligible to receive on December 31, 2017, as

1 Public Utility Regulatory Act, Tex. Util. Code §§ 11.001-58.303 (West 2016), §§ 59.001-66.017 (West
2007 & Supp. 2016) (“PURA™).

2 Petition (Dec. 27, 2016).
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adjusted by de-averaging.? As stated in Mr. Goodwin’s memorandum, Staff recommends that

GVTC has correctly applied the criteria in the Commission’s rules.

Specifically, the Commission’s rules set out a procedure by which certain Incuinbent Local
Exchange Compames may demonstrate a financial need for continued ‘support from the Texas
Universal Serv1ce Fund.# Under the Commrss1on s rules, there is no need for continued support
with respect tc an exchange if an Unsubsidized Wireline Voice Provider Competitor offers service

in census blocks comprising 75% of the square miles of that exchange.5 Under these criteria Staff

recommends that all of GVTC’s exchanges other than Balcones, Bulverde, and Sattler will remam , |

ehgible for support. Staff recommends that support for the Balcones, Bulverde and Sattler

exchanges be ehminated effective ] anuary 1, 2018.6

‘a

Staff - notes. that no intervenor ‘requested a hearing in this proceeding. If StafPs

K

recommendation is adopted in this proceeding, Staff does not request a hearing. Because no party

is opposed to the apphcatlon this proceeding is e11g1ble for 1nforma1 dlsposrtlon 7

Staff ant1c1pates that the parties w111 ﬁle a stipulatlon proposed order, and supporting
ev1dence on the same day as this pleading, meeting the requirements of Order No 2.8 Staff

respectfully requests the entry of an order adopting the partles’ forthcoming proposed order.

3 De-averaging is performed pursuant to 16 TAC § 26.405(g) and is discussed in further detail in Mr.
Goodwin’s memorandum. In short, de-averaging allows GVTC to decrease its monthly per-line stipport amount in
denser exchanges and increase its monthly per-line support in less-dense exchanges without changing GVTC’s overall
eligibility for support. This results in support amounts for each exchange that are more likely to reflect the cost
characteristics of each exchange and incorporates the costs of serving as the Provider of Last Resort.

416 TAC § 26.405(d)—(D).
516 TAC § 26.405(d).

616 TAC § 26.405(e) (“The new monthly per-line support amounts shall be effective beginning with the first
disbursement following a commission order . . . except that they shall not be effective earlier than . . . January 1, 2018
for an exchange with service supported by the SRILEC USP.”).

716 TAC § 22.35(a) and (b)(2).
8 Order No. 2 (Jan. 24, 2017) (requiring the filing of a proposed order by April 14, 2017).
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Date: March 31, 2017
Respectfully Submitted,

PUBLIC UTILITY COMMISSION OF TEXAS
LEGAL DIVISION

Margaret Uhlig Pemberton
Division Director

Stephen Mack -
Managing Attorne

&7 Smullen
State Bar No. 24083881

- (512) 936-7289 .
1701 N. Congress Avenue
P.O. Box 13326 ‘
Austin, Texas 78711-3326
(512) 936-7268 (facsimile)

DOCKET NO. 46700
CERTIFICATE OF SERVICE

I certify that a copy of this document will be served on all parties of record on March 31,
2017 in accordance with 16 TAC § 22.74.
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Public Utility Commission of Texas

Memorandum
TO: A.J. Smullen, Attorney
Legal Division

FROM: Fred Goodwin, Competitive Market Analyst
Competitive Markets Division

DATE:  March 31, 2017

RE: Docket No. 46700 - Application of Guadalupe Valley Telephone Cooperative, Inc.
v Under Section 56.023 of the Public Utility Regulatory Act

STAFF RECOMMENDATION

I. INTRODUCTION

On December 27, 2016, Guadalupe Valley Telephone Cooperative, Inc. (GVTC or the
company) filed a petition! requesting: (1) a determination of GVTC’s financial need for
continuing support from the Small and Rural Incumbent Local Exchange Company Universal
Service Plan (SRILEC USP), which is part of the Texas Universal Service Fund (TUSF); (2)
de—’averaging of its per-line support amounts; and (3) the establishment of monthly per-line
SRILEC USP support amounts in the exchanges with a financial need for continued support.
GVTC’s application also included’a proposed form of Texas Register notice. On January 4,
2017, GVTC amended its application to include end-of-year line counts and other information
which was not available at the time of its initial application.

GVTC's petition supports the need for continued SRILEC USP support in twelve of its
fifteen exchanges. In support of its petition, GVTC submitted the direct testimony, including
supporting exhibits, of Wesley Robinson, Manager of Regulatory Affairs for JSI in the
Southwest regional office, as evidence that GVTC has a financial need for continued SRILEC

USP support in twelve of its' currently supported exchanges: Cost, Cranes Mill, Hancock,

! Petition of Guadalupe Valley Telephone Cooperative, Inc. Pursuant to Section 56.023 of the Public
Utility Regulatory Act and 16 TAC § 26.405 (Dec. 27, 2016) (GVTC Petition).
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Kenberg, Kingsbury, Leesville, Rocky Creek, Sabina, Saturn, Smithson Valley, Waelder, and

Westhoff. GVTC determined that three of its currently supported exchanges do not meet the -

financial needs test for continued support: Balcones, B’ulverde, and Sattler.

I reviewed GVTC’s petition including the testimony of Mr. Robinson for all exchanges
in GVTC’s service area. In order to independently verifj the process and information on which
GVTC relied upon to determine the financial need for continued support, using a sample of six
exchange‘s selccted by SAtaAff I analyzed Mr. 'Robinson’s methodology. As outlined in this
memorandum I conclude that GVTC has demonstrated that it has a ﬁnanc1a1 need for
.continued support in all. of 1ts SRILEC USP supported exchanges except for the Balcones,
"Bulverde and Sattler exchanges because GVTC 1dent1ﬁed unsubsidized: w1re11ne voice
provider competltors in census blocks comprising at least 75% of the square miles in these
three exchanges. I recommend that support in the remaining twelve exchanges be continued

at the monthly per-line amounts which GVTC }s eligible to' receive on becember 31, 2017,
-adjusted for de-‘a\'/eragi‘ng,2 as discussed below. I recoMend that the Public :ptility

Commission of Texas (Commission) grant GVTC’s petition.

II. PURA AND SUBSTANTIVE RULE REQUIREMENTS

GVTC is an incumbent local exchange carrier (ILEC) that receives support from the

SRILEC USP. PUR‘A3 § 56.023(g) allows recipients from the SRILEC USP such as GVTC to
petition the Commission to initiate a contested case proceeding to determine the company's
eligibility to receive continued support from the SRILEC USP. If the petition is filed before
January 1, 2017, as was the case with GVTC's petition, GVTC may receive continued support
not exceeding 100 percent of the amount of the SRILEC USP support that the company is
eligible to receive on December 31, 2017.

‘The Commission established in 16 Tex. Admin. Code § 26.405 (TAC) the criteria for
an ILEC to demonstrate that it has a financial need for continued SRILEC USP support in

currently supported exchanges. In order to receive continued SRILEC USP support in its

2 De-averaging adjustments are discussed in further detail below on page 14.

3 Public Utility Regulatory Act, Tex. Util. Code §§ 11.001-58.303 (West 2016), §§ 59.001 66 017 (West
2007 & Supp. 2016) (PURA).
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currently supported exchanges GVTC must demonstrate its financial need for continued
SRILEC USP support by showing that an unsubsidized w1re11ne voice provider competrtor
does not provide service in.census blocks compnsmg 75% of the square miles of each
.exchange.* In addition, monthly per-line support amounts must be reduced for each exchange
to the extent that dlsbursernents received by GVTC from the SRILEC USP for the twelve
months ended September 30, 2016 are greater than 80% of the total amount of expenses
reflected in a summary of expenses that are attributable to GVTC s supported exchanges for
Wthh there exists financial need for contlnued support.’ If GVTC prov1des sufﬁc1ent evidence
regardlng each determrnatron it can contrnue to receive the monthly per-line support amount
for each exchange that it was eligible to receive on December 31 2017, subject to GVTC’s
request to de-average 1ts support 6. " . .

'The Commlssmn s rule estabhshes the criteria to demonstrate ﬁnanc1a1 need for

continued SRILEC USP support within a supported exchange. Financial need for contmued

SRILEC USP support within a 'supported exchange is determined based on the extent of the |

2

presence of an unsubsidizedf‘ wireline voice provider competitor offering basic local service or
broadband‘service of 3 megabits per second (Mbps) down and 768 kilobits per second (Kbps)
up using wireline-based technology within that supported exchange.9 An ILEC has a financial
need for continued support within an exchange if the percentage of square miles served by an

unsubsidized wireline voice provider competitor does not exceed 75% of the square miles

within the exchange.'? The Commission’s rule requires the use of Version 7 of the National

’

4 16 TAC § 26.405(d).

5 16 TAC § 26.405(e)(2)(B) states that GVTC’s dlsbursements received during the twelve-month period
ending w1th the most recently completed calendar quarter prior to the petition shall be compared to certain
expenses attributable to GVTC’s supported exchanges. For GVTC, the relevant twelve-month period concludes
on September 30, 2016. GVTC Petition at 6.

§ 16 TAC § 26.405(g)(4).
7 16 TAC § 26.405(d).

8 For a competitor to be considered unsubsidized, it must not receive Texas High Cost Universal Service
Plan (THCUSP) support, SRILEC USP support, Federal Communications Commission (FCC) Connect America
Fund (CAF) support, or FCC Legacy High Cost support. 16 TAC § 26.405(d)(2).

9 The rule requires that the competitor provide qualifying service using wireline-based technology using
either its own facilities or a combination of its own facilities and purchased unbundled network elements (UNEs).
Id. No party in this proceeding has contested whether any unsub31dlzed wireline voice provider competitor meets
this criterion.

0 1.

00000000006



Broadband Map (NBM) to identify the census blocks served by an unsubsidized wireline voice

provider competitor within a specific exchange.!! The data provided by the NBM creates a

rebuttable presumptibn regarding-the presence of an unsubsidized wireline voice provider .

competitor within a specific census block.

The Commission’s rule also establishes the criteria for determining the amount of
continued support.‘i For those exchal_lges in which the Commission determines that the ILEC
has not demonstrated a need for coritinued support, the monthly per-line support would be
reduced to zero.!* For those exchanges in which the ILEC has demonstrated a ﬁnancié} need

. for continued support, if the ILEC received support from the SRILEC USP, the ampunt of

support the ILEC was eligible to receive on December 31, 2017, sﬁbject to any de—avera'ging,\

is reduced by the extent, if any, to which the disbursements received by anll‘LEC from the
SRILEC USP in the four completed quarters prior to the ﬁling of a petition by the ILEC afe
greater than 80% of the total amount of expenses from particular categories attributed to the
supported exchanges.!*

{

III. ANALYSIS

Based on the analysis below, I conclude that GVTC has demonstrated that it has a
financial need for continued support in all of its SRILEC USP suppofted exchanges except for
the Balcones, Bulverde, and Sattler exchanges because unsubsidized wireline voice provider
competitors offer qualifying service in census blocks comprising at least 75% of the square
miles of those three exchanges. Irecommend that support for the remaining twelve exchanges
be continued at the montflly per-line amounts which GVTC is eligible to receive on

December 31, 2017, as adjusted by de-averaging.

1. Demonstration of Financial Need

I 16 TAC § 26.405(d)(2)(B).
2 16 TAC § 26.405(e).

3 16 TAC § 26.405(e)(1).

4 16 TAC § 26.405(e)(2).

—_
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+ Under 16 TAC § 26.405(d), a financial need for continued support for an exchange -

exists when there is not a unsubsidized wireline voice provider competitor offering qualifying
service in census blocks comprising at least 75% of the square fniles in that exchange. In
adopting the rule, the Commission stated that “the presence of an unshbsidized Wifeline voice
p;ovider competitor in a market is’e clear indicator that there is a business case to offer basic

local service without the need for support from the TUSE.”!5

GVTC's Evidence o

Mr. Robinson descnbed GVTC’s process to determme whether the census blocks
contammg an unsubs1dlzed w1re11ne voice provider competltor comprise 75% or more of the
square miles of a supported exchange.'® The process con51sted of the following steps
1) Utlhze spatial analytlc software to identify census blocks and associated square miles that
© were cqntalned within or have a portion of their area that intersects GVTC’s exchanges using

digital representations of boundaries of GVTC exch;mges;

2) Identify potential uhsubsidized wireline voice provider competitors by comparing the list of |

census blocks to Version 7 of the NBM and review each identified provider to determine its
qualification as an unsubsidized wireline .VOiCG provider compeﬁtor A provider qualifies if it
offers voice service or broadband service at 3 Mbps download and 7 68 Kbps upload W1th1n the
GVTC exchanges; and »
3) Calculate the square miles served by all unsubsidized wireline voice provider competitors
within each GVTC exchange and the percentage of those square miles relative to the individual
GVTC exchange’s total square miles. |

Based on the analysis performed for its fifteen currently supported exchanges, Mr.
Robinson asserted that GVTC has a financial need for continued SRILEC USP support in all
of ‘its supported exchanges except for the Balcones, Bulverde, and Sattler exchanges'” because

GVTC’s analysis indicated that unsubsidized wireline voice provider competitors offer

15 Rulemaking to Amend Substantive Rules Relating to Telecommunications to Conform to PURA
§56.023, Project No. 41608, Order Adopting Amendment to §§26.403 and 26.404 and New §26.405 as
approved at the December 1, 2014 Open Meeting at 58 (Dec. 3, 2014).

16 GVTC Petition, Direct Testimony of Wesley Robinson (Robinson Testimony) at 16-23 and Exhibits
WR-4 and WR-5.

7 Id. at 24.
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rlualifying service within census blocks comprising at least 75% of the square miles Jwithin
those exchanges. Specifically, unsubsidized wireline voice provider competitors offer service
in census blocks comprising 81.4% of the square miles within the Balcones exchange, 75.3%
of the square miles within the Bulverde exchange, and 92.0% of the square miles in the Sattler
exchange.'® Staff nofes that these exchanges are relatively near to the greater San Antonio

metropolitan area.

. Staffs Review: \ A
For purposes of demonstrating ﬁnanmal need for continued SRILEC USP support in
each of its currently supported exchanges, GVTC must show whether the percentage of square
miles served by an unsubsidized w1re11ne voice provider competitor in a grven exehange
- exceeds 75% of the square miles w1th1n that exchange. While Mr. Roblnson ] testrmony
described the process used by GVTC for determining cpntlnued financial need for the twelve
exchanges listed in his petition,’ I verified Mr. Robinson’s methodology by analyzing his work
fora sample of six.exchanges from the list of fifteen exchanges. It is appropriate to confirm
Mr. Robinson’s methodology using a sample of exchanges because of the intensive nature of
recreating overlaid mapprng information, and the sample I used' accurately represents the
overall validity of M. Rebinson’s methodology.

The six exchanges selected fer Staff re\;iew included Cranes Mill, Hancock, Kenberg,
Leesville, Saturn, and Smithson Valley. Several factors were considered by Staff in the
selection of the exchanges such as the proximity of the selected exchange to metropolitan areas,
the number of unsubsidized wireline voice provider competitors identified in the selected
exchange, the percentage of square miles served by unsubsidized wireline voice provider
competitors in the selected exchange and the location of the selected exchange within GVTC’s
service territory. For instance, Cranes Mill is close to the San Antonio metropolitan area, and,
based on GVTC’s analysis, it had a significant presence of competitors (46.3%).

On January 31, 2017, Staff met with GVTC’s personnel, including Mr. Robinson, to

review the process that GVTC followed to determine the financial need for continued support

81
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in the six exchanges selected by Staff. At the meeting, Mr. Robiiison described the process
and methodology used by GVTC, which consisted of the following steps:

(1) Identifying census blocks within an exchange and census blﬂocks served by potential
unsﬁbsidizeci wireline voice provider competitors;

(2) Establishing the existence of an unsubsidized wireline voice provider competitor and
identifying census blocks served by such competitors; and 7

(3) Determining the percentage of square miles served by an unsubsidized wireline voice

provider competitor.

Mr. Robinson used the Cranes Mill exchange, one of Staff's selected exchanges, to

illustrate the pi‘ocess and provided maps and data from the NBM Version 7 for\ the six selected
exchanges. |
After areview of the process employed by GVTC to deiermine the percentage of square
miles served by an unsubsidized competitor and a review of the representative maps, I find the
process used by GVTC to be reasonable for the reasons described below. | ‘
(A)  Identifying census blocks within an exchange and census blocks served by potential
unsubsidized wireline voice provider competitors:

GVTC relied on publicly available information such as shape files of census
blocks boundaries available from the United States Census Bureau and used
Geographical Information Systems software to identify the census blocks within the
exchange and adjust the census blocks located near the exchange boundary to include
only the portion of the census block that is actually within the exchange boundary. I
confirmed this process through my review of the maps of the Cranes Mill exchange
provided by GVTC to illustrate these steps, and it is my understanding that GVTC uséd
this process for the remaining five selected exchanges. It is also my understanding that
GVTC relied on the shape files of its —exchange boundaries that it submits to the FCC
to arrive at the total squares within each exchange and confirmed the result by
comparing it to an aggregation of census blocks square miles within the exchange.

GVTC relied on Version 7 of the NBM, as required by 16 TAC § 26.405(d), to
determine the census blocks served by potential competitors. I reviewed the NBM for

the six selected exchanges and verified that all the providers listed by GVTC for each
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of the six selected exchanges are, in fact, listed on the broadband maplﬁle for the
selected exchanges
(B)  Establishing the ex1stence of an unsubsidized w1re11ne voice provider competitor and
1dent1fylng census blocks served by such competltors
‘ GVTC s evidence detalls carriers in each exchange that may be unsub51dlzed '
erehne voice provider competltors The list of potential unsubsidized wireline voice
provider competltors identified by GVTC as serving in census blocks that are within or
overlappirjg’ with the sﬁpported GVTC exchanges included ILECs or ccmpanieé' that
are affiliates of ILECs, which GVTC describes as “adjacent. ILECs.” "GVTC
. determined that the ILECs, includihg four ILECé in the selected exchanges, providéd )
service in adJacent exchanges that included census blocks with no other wireline
competitor that overlap into GVTC s serving area and therefore, do not qualify as an
unsub31dlzed wireline voice prov1der competitor. The four adjacent ILECs serving
“census blocks within or overlappihg with the éelecfed exchanges included AT&T
Communiceticns cf Texas (Balcones, Bulverde, Cranes Mill, Kingsbury, Leesville,
Sattler, and Smithsch Vélley exchanges),!® CenturyTel Inc. (Sattler exchange), Verizon
Southwest (Kenberg exchange), and Hill Country vTel-ephone booperative, Inc.
(Kenberg and Sabina exchzc;nges).20 It was evident from the map of the Cran‘es Mill
exchange that AT&"l; is an adjacent ILEC and the census blocks showing its presence
straddles the exchange boundaries of the Cranes Mill exchange. With respect to the
remaining three adjacent ILECs, it should be noted that ILECs can only serve in another
ILEC's exchange through an affiliate or using a certification other than their Certificate
of Convenience and Necessity, and there is no evidence to indicate that any of these
ILECs identified by GVTC has an affiliate providing voice or eligible broadband
service in the fifteen exchanges in GVTC’s petition.
Time Warner Cable Inc. (TWC) provides service in a number of GVTC

exchanges, including five of the six selected exchanges: Cranes Mill, Hancock,

19 AT&T Communications of Texas is a competitive local exchange carrier that is an affiliate of
Southwestern Bell Telephone Company.

!

. 20 Robinson Testimony, Exhibit WR-4. Colorado Valley Communications, Inc. may also be considered
an adjacent ILEC, but that provider was eliminated as a potential unsubsidized wireline voice provider competitor
because it does not provide sufficient broadband speeds. Id.
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(©)

i

Kenberg, Saturn, and Smithson Valley. GVTC determined that TWC qualified as an

unsubsidized wireline voice competitor because it offers basic local service or .

broadband service of 3 Mbps dewn and 768 Kbps up. My _research of the TWC’s
website and the information about TWC in the NBM confirms GVTC’s assertion
regarding TWC’s service offering and broadband speed. The pre.sence'.of TWC is
significant in Balcones‘(81.4%),'Bulverde (75.3%) and Sattler (92.0%).>"

-After adjacent ILECs and tw telecom of texas, 1lc® were excluded, the
. remaining providers on the broadband map for each of the six selected exchanges were

deterrnlned to be unsub51dized w1rehne voice prov1der competitors. Based on the

1nformat10n contalned in-the Texas Universal Service Fund F1nanc1al Report and the

list of the federal Universal Service Fund (FUSF) rec1p1ents in Texas denved from the

website for the administrator of the FUSF program, Universal Servrce Admlnistrative

Company (USACQ), I verified that none of the remaining competltive prov1ders for the
six selected exchanges were sub51dlzed I also checked the NBM files to determrne
whether the remaining providers for the six selected exchanges met the broadband

speed requirements of 3 Mbps down and 768 Kbps up. My review showed 1nstances

where the provider did not meet the broadband speed test, such as in the case of

Colorado Valley. Communications, Inc. in the Rocky Creek exchange.

GVTC provided maps that showed the census blocks served by unsubsidized
wireline voice provider competitors in the six exchanges selected by Staff. I confirmed
the existence of unsubsidized wireline voice provider competitors by reviewing the
representative maps.

Determining the percentage of square miles served by an unsubsidized wireline voice
provider competitor:

As mentioned above, | reviewed the representative maps and confirmed that
they showed the presence of the unsubsidized wireline voice provider competitors in
census blocks within these exchanges. Based on the information provided by GVTC
regarding the total square miles of each exchange and the square miles served by each

unsubsidized wireline voice provider competitor, I verified the calculations performed

2 Robinson Testimony, Exhibit WR-5.

2 tw telecom of texas, llc was excluded because its broadband speeds were too low.
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by GVTC to arrive at the percentage of square miles served by an unsubsidized wireline
voice prov1der compet1tor w1th1n each selected exchange and found the results to be
. accurate. My ana1y51s indicated that the percentage of square miles served by
"’unsubsidized wireline voice provider competitors did nct exceed the 75% threshold

within five of the six selected exchanges Sattler exceeded the threshold at 92.0%.

My ana1y31s 1nd1cates that GVTC has demonstrated a financial need for contlnued
support in all of its SRILEC USP supported exchanges except for the Balcones Bulverde, and
Sattler exchanges because unsubsidized w1re11ne voice provider competitors offering
qualifying service exist in census blocks cornprising at least 75% of the square miles in the
those exchanges.

I\agree with GVTC’s analjsis that identiﬁed the Balcones, Bulverde, and Sattler
exchanges as not having a financial need for continued support because each exchange has
unsubsidized wireline voice provider competitors cffering qualifying service within census
blocks in‘excess of 75% of the square miles. Given the proximity of the three exchanges to
’ vthe San Antonio metropolitan area, it is reasonable to expect significant competitive presence

in them.

2. Amount of Continued SRILEC USP Support -

In exchanges for which the ILEC has not demonstrated a need for continued support,
the monthly per-line support shall'be reduced to zero.?® In exchanges for which the ILEC has
demonstrated a financial need for continued support, the ILEC may receive the monthly per-
line support amount for each exchange that it was eligible to receive on December 31, 2017 if
the ILEC received support from the SRILEC USP, as adjusted by de-averaging, reduced by
the extent to which the disbursements received by an ILEC from the SRILEC USP in the four
completed quarters prior to the filing of a petition by the ILEC are greater than 80% of the total

amount of expenses from particular categories attributed to the supported exchanges.?*

GVTC’s Evidence

16 TAC § 26.405()(1).
2 16 TAC § 26.405(e)(2).

10
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Mr. Robinson described the process used by GVTC to determine that disbursements

received by GVTC from the SRILEC USP for the twelve months ended September 30, 2016

are not greater than 80% of the total amount of expenses reflected in the summary of expenses

that are attributable to GVTC’s supported exc'hanges.25 Mr. Robinson provided evidence
showing the summary of the Texas regulated expenses and property ‘categories as well as the
amount attributable to the SRILEC USP supported exchanges for GVTC. 26

For purposes of deterrmmng the amount-of the total Texas-regulated expenses

attrrbutable to GVTC’s SRILEC USP supported exchanges GVTC used two - -different

allocation factors, sheath mlles and access lines. For plant-specific and plant nonspe01ﬁc
operations expenses GVTC utilized a factor based on the ratio of sheath mlles in its SRILEC
- USP supported exchanges to the total sheath miles for all GVTC exchanges For the remalnlng
expense _categones, depreciation and amortization, customer operations, corporate operatlons,
.and other operating taxes, GVTC utilized the ratio of access lines in its ‘ASRILEC USP suppoﬁed

exchanges to the total access lines in all GVTC exchanges. GVTC used the supported access

line counts from September 2016 as reported to the SRILEC USP fund administrator as the

ba51s of its calculations.

Mr. RObll’lSOIl presented the results of the analysis comparing the SRILEC USP support
received by GVTC for all exchanges for the twelve months ended September 30, 2016 to the
amount of expenses attributable to the SRILEC USP supported exchanges (other than the
Balcones, Bulverde, and Sattler exchanges) to demonstrate that the SRILEC USP support for
exchanges in the GVTC serving areas do not exceed 80% of the amount of expenses
attributable to the SRILEC USP supported exchanges.”” Mr. Robinson concluded that an
adjustment to the December 31, 2017 per-line support amounts, other than its requested de-

averaging, is not required for GVTC.?

Staff's Review

I confirmed GVTC’s proposed monthly per-line support amounts, as discussed below.

25 Robinson Testimony at 24-29.
% Id., Exhibit WR-6.

27 Id. at 28-29.

28 Id. at 28-29 and Exhibit WR-6.

11

00000000014



(¢)) \ Exchanges that do not have a financial need for continued support.

The monthly per-line support shall be reduced to zero i an exchange where GVTC has
not shown a financial need for continued support due to the presence of unsubsidized wireline
voice provider competitors in census blocks comprising at least 75% of the square miles in the

exchange.”

GVTC has not demonstrated a financial need for‘ continued support in the
Balcones Bulverde, and Sattler exchanges Therefore, I agree with GVTC that the monthly
per-line support should be reduced to be zero.

(2) Exchanges that do have a financial need for continued support.

 With respect to the remaining twelve currently supported exchanges where GVTC has
demonstrated a financial need for cont1nu1ng support GVTC is requlred to demonstrate that

" the d1sbursements recerved by GVTC from the SRILEC USP for the twelve months ended
September 30, 2016 are not greater than 80% of the total amount of expenses reﬂected in the
summary of expenses that are attributable to GVTC’s supported exchanges.>* In my review of
GVTC’s expenses that are attributable to supported 'exchanges 1 verified that the summary of
expenses attributable to GVTC’s supported exchanges excluded the Balcones, Bulverde, and
Sattler exchanges. I also verified the calculations of the ratio of the SRILEC USP support to
the summary of expenses attributable to GVTC’s supported exchanges and found them to be
accurate. | '

’ For purposes of determining the amount of the total Texas regulated expenses
attributable to GVTC’s SRILEC USP supported exchanges, GVTC used two different
allocation factors, sheath miles and access lines.

(A)  Use of Sheath Miles as an Allocation Factor:
For plant-specific and plant nonspecific operations expenses, GVTC utilized a factor
based on the percentage of sheath miles. As Mr. Robinson notes in this testimony,
plant specific and plant non-specific expenses are generated by the design, engineering
" and maintenance of the network.>! While other allocations factors such as percentage
of access lines or percentage of exchanges could be used, I believe that percentage of

sheath miles is an appropriate allocation factor to use for attributing expenses to plant-

2 16 TAC § 26.405(e)(1).
30 16 TAC § 26.405(e)(2).

31 Robinson Testimony at 27.
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specific and plant non-specific expenses in low density areas supported by the SRILEC
USP. There is a strong correlation between the low densi-t‘y and high costs of providing
service which formé the basis for the support from SRILEC USP in such areas. Staff
has previously recognized the importance of considering density of access lines in
allocating TUSF support, such as the stipulation approved in Docket No. 40521.32
Since sheath miles is considered a strong indicator of the density of the network, it is
reasonable to expect a propértionately greater amount of sheath miles per customer and
higher associated amount of network related expenses in lower density high cost Lareas.
(B)  Use of Access Lines as an Allocation Factor: For tﬁe remaining expense categories,
depreciation and amortization, customer 6perations, corporate operations, and other
operatihg taxés, GVTC utilized the percentage of access lines in its SRILEC USP

supported exchange to tﬁe total access lines in all GVTC e)ichanges. Given that the

remaining expense categories are not generally influenced by the density of the area

served and are more likely to be related to the number of customers served and activities

associated with marketing, billing, and custohier service,* I conclude that percentage

of access lines is a reasonable allocation factor for attributing the remaining expenses
to the supported exchanges. | (

3) Are the disbursements from the’ SRILEC USP greater than the 80% threshold
established in 16 TAC § 26.405(e)(2)?

No. My review and verification of the calculation of the allocation factors and percentage

of total SRILEC USP support compared to the total expenses attributable to supported

exchanges indicate that the SRILEC USP support for exchanges in the GVTC serving areas do
not exceed 80% of the amount of expenses attributable to the SRILEC USP supported
exchanges. As mentioned earlier, the Balcones, Bulverde, and Sattler exchanges were

excluded from the analysis because they were not shown to have a financial need for continued

support. Therefore, an adjustment to the December 31, 2017 per-line support amounts for the

remaining twelve currently supported exchanges is not required, other than for de-averaging.

32 See Commission Staffs Petition to Establish a Reasonable Rate for Basic Local Telecommunications
Service Pursuant to P.U.C. SUBST. R. 26.403, Docket No. 40521, Direct Testimony of Mark T. Bryant Ph.D. at
13-14 (Aug. 28, 2012).

33 Robinson Testimony at 26-27.
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()] New monthly per-line support ‘calculations and de-averaging of monthly per-line .

support: _

I reviewed Exhibit WR-10 which lists the monthly 'per-line support amounts to be
effective on January 1, 201’8, and I received confirmation from Solix, the TUSF administrator,
that the monthly support amounts shown on Exhibit WR-10 accurately reflects the monthly
per-hne support amounts that GVTC is e11g1b1e to receive on December 31, 2017, as adjusted
for de—averagmg '

De-averaging allows an ILEC to reallocate its h1gh-cost support among its exchanges
based on the density of re51dent1a1 lines served by the ILEC within the exchange. While the
de—averagrng rnethodology'does not affect the overall level of hjgh-cost support available to
the ILEC, it has the effect of reducing the monthly per-hne support in denser exchanges and

‘ 1ncreas1ng the monthly per-line support in less- dense exchanges

In adoptlng the de-averaging methodology, the Commission noted that support from
the SRILEC USP “was or1g1na11y awarded on a company-w1de basis, meanmg that support
nomlnally provided in denser exchanges has historically been used to support service in less-

334

.dense exchanges. In simpler terms, support that may be needed to serve less-dense

exchanges may have been historically embedded in the support amounts nomlnally assomated,

with denser exchanges. As aresult, an ILEC may elect to de-average its support “so that it is
representative of the cost characteristics of each exchange and incorporates the costs of serving
as the [Provider of Last Resort].”* |

De-averaging is permitted by the Commission’s rule if the ILEC’s petition is filed on
or before January 1, 2017.3¢ In order to de-average the support provided in the exchange, a
“benchmark” level of support is calculated for each exchange is calculated taking the number
of total eligible lines as of Deceinber 31, 2016 in an exchange and multiplying it by the
appropriate proxy per-line support amount established in the Commission’s rule, which

" correspond to the residential line density of the exchange.” To the extent the total sum of the

34 Rulemaking to Amend Substantive Rules Relating to Telecommunications to Conform to PURA §
56.023, Project No. 41608, Order Adopting Amendment to §§26.403 and 26.404 and New §26.405 as Approved
at the December 1, 2014 Open Meeting at 107 (Dec. 1, 2014).

3 Jd. at 108. )
36 16 TAC § 26.405(g).
37 16 TAC § 26.405(g)(1)~(2).

.
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benchmark support amounts for the ILEC’s supported exchanges exceed the total amount the
ILEC would have been eligible to receive on December 31, 2017, the benchmark per-line

supports are propom_onally reduced by the sarne percentage.®® The resgltln_g monthly per—hne _

, éupport amounts are the support amounts that the ILEC is deemed to have been eligible to
receive on' December 31, 2017 for the purpose of implementing the Commission’s rule.>
GVTC wused the “benchmark;’ monthly per-line support amounts in 16 TAC
§.26. 405(g)(1) 40 However, the total company benclimark amount exceeded the December 31,
2017 targeted total support amount. GVTC thus adjusted its per-exchange annual support
amounts downward on a pro-rata basis so as to meet the December 31, 2017 targeted amount.
I conﬁrmed the GVTC calculations and conﬁrmed that GVTC’s use of the proxy per-line

support amounts was inl accordance with the rule’s requlrements

I agree with GVTC that the support for the Balcones, Bulverde and Sattler exchanges

should be ehmlnated, as noted in GVTC’s petition, and that the support for the remaining
- twelve exchanges should be continued at the mc_)nthly per-line support ‘amounts which GVTC

is eligible to receive on December 31, 2017, as adjusted for de-averaging.

IV. RECOMMENDATION

"‘Based on my review of GVTC’s application for the exchanges listed in GVTC’s
petition and my independent verification of the information provided by GVTC including the
testimony of Mr. Robinson I conclude that GVTC’s process for determining the financial need

for continued support for its currently supported exchanges is reasonable and meets the

, requirements outlined in 16 TAC § 26.405. Additionally, I conclude that GVTC has

demonstrated that it has a financial need for continued support in all of its SRILEC USP
supported exchanges except for the Balcones, Bulverde, and Sattler exchanges and that support
" for the remaining twelve exchanges should be continued at the monthly per-line amounts which

GVTC is eligible to receive on December 31, 2017, as adjusted for de-averaging pursuant to

16 TAC § 26.405(g). Therefore, I recommend that the Commission GRANT GVTC’s petition. -

3 16 TAC § 26.405(2)(3).
3 16 TAC § 26.405(g)(4).
40 Robinson Testimony, Exhibit WR-3.
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