FCC vote a big win for Genachowski
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Federal Communications Commission Chairman Julius Genachowski on Thursday succeeded where his predecessors failed in taking on the telecom industry’s 800-pound gorilla: an $8 billion telephone subsidy program written in the dial-up era.

Genachowski called the FCC’s unanimous vote to use the funds that consumers pay to help extend the reach of high-speed Internet throughout the country a “once-in-a-generation” overhaul that will help carry out President Barack Obama’s vision for a hyperconnected nation. 
“We are taking a system designed for the Alexander Graham Bell era of rotary telephones and modernizing it for the era of Steve Jobs and the Internet future he imagined,” Genachowski said after the commission vote. “Today’s order puts us on the path to get broadband to every American by the end of the decade.”

Thursday’s move is expected to halt some grumblings that Genachowski hasn’t done enough in his term. He’s been criticized in the past, from the right and the left, for either throttling industry with regulations like last year’s net neutrality rules or shying away from more controversial pro-consumer decisions by being more of a peacemaker than a regulator.

Instead, Genachowski’s political victory in overhauling the largest part of the 15-year-old Universal Service Fund most likely will become his legacy.

The fund’s structure is so complex that some telecom execs have likened it to trying to reform Social Security or health care.

Consumers pay into the Universal Service Fund as part of their monthly phone bills to help offset the costs of building phone networks to hard-to-reach areas. Until now, this part of the program — which amounts to $4.5 billion annually with the remaining funds going to schools, libraries and the needy — has funded only basic phone service. The FCC’s reforms direct that money to upgrading networks to support broadband and mobile broadband.

It’s part of the FCC’s larger plan to phase out the traditional public-switched network to make room for more advanced technologies. 
As part of its action Thursday, the FCC also streamlined the rates phone companies pay each other to exchange calls — an arcane system known as intercarrier compensation — in an effort to encourage companies to upgrade their networks to broadband.

Genachowski said the reforms will extend broadband to nearly 20 million Americans who currently don’t have access. In addition, consumers will benefit from savings of at least $2 billion now that hidden subsidies on their phone bills will be phased out. The FCC order also establishes the first “Mobility Fund” that will funnel more than $1 billion over several years to building out wireless networks in rural regions.

Those goals seem simple enough, but reforming these two programs has been a political minefield in years past.

The programs have significant implications on bottom lines for every segment of the telecommunications industry. Rural phone companies, big telecom providers like AT&T and Verizon, cable companies, wireless carriers and consumer groups have spent the past six months intensely lobbying the FCC — all trying to shape the plan in line with their own business models.

Past chairmen have been unsuccessful in their attempts to revamp the antiquated subsidies. In 2008, Republican FCC Chairman Kevin Martin came close to reaching an order but industry support for his proposal fell apart at the last minute.

Keeping every telecom contingency at the negotiating table — especially the politically powerful rural carriers and the deep-pocketed telecom providers — was vitally important to the success of Genachowski’s proposed reforms. The FCC had to be careful to balance the interests of consumers in urban areas who pay into the fund and the rural consumers who end up benefiting most from it. The agency also was under pressure from Congress to prevent the size of the subsidy program from growing.

“This is something the FCC has been trying to do for years,” said Anna-Maria Kovacs, a telecom expert and visiting senior policy scholar at the Georgetown University Center for Business and Public Policy. “Getting it done is an enormous accomplishment.”

Genachowski and his staff proved to be savvy negotiators in the process, she said. External momentum also helped: Executives across the industry and congressional lawmakers all recognized that it was time to pull the trigger on reform. Plus, the administration’s emphasis on expanding broadband to all Americans helped to give Genachowski political cover to get over the finish line.

For months, lawmakers have been pushing the FCC for reform, and while they are reserving the right to review the agency’s order — which is more than 500 pages — they gave the FCC action their nod of approval Thursday.

Rep. Greg Walden (R-Ore.), chairman of the House Energy and Commerce Subcommittee on Communications and Technology, told POLITICO that the commission’s vote is a “major step toward fundamental reform” of the programs. He added that Genachowski “ought to be congratulated” for securing final support from all the commissioners.

He hasn’t yet decided whether he’ll call for individual briefings or a public hearing on the issue.

“To get a 4-0 vote on an issue this complex and controversial is pretty impressive,” said Walden, whose panel began earlier this year to weigh reforms of how the FCC conducts its proceedings.

Rep. Anna Eshoo (D-Calif.), ranking member on the telecom subcommittee, said the reforms “will have a meaningful impact on consumers across the nation” and said it will go down as “one of the most important infrastructure investments of our time.”

Sen. John Kerry (D-Mass.), chairman of the Senate Commerce Subcommittee on Communications, Technology and the Internet, praised the FCC reforms. Residents of his home state historically have paid more on their phone bills — nearly $1.5 billion between 2000 and 2009 — to subsidize telecom services in more rural states.

“Now states like Massachusetts should get their fair share, and Universal Service Fund dollars should go where they’re needed most,” Kerry said.

Every sector of the telecom industry is complaining about at least one part of the plan that doesn’t benefit their bottom line as much as they’d like.

Wireless companies say more money should be dedicated to mobile broadband and that the funding levels approved Thursday run counter to the administration’s goal of ubiquitous broadband. Cable companies decry the FCC order as favoring legacy landline phone companies over cable competitors. Rural companies worry the FCC’s cost models could cut funding enough to put some small companies out of business.

“The devil is in the details,” said John Rose, president of the Organization for the Promotion and Advancement of Small Telecommunications Companies.

The FCC order is not without political pitfalls, however. Some rural phone companies have already threatened to sue the agency over the reform efforts, and some industry observers expect states to bring their own court challenges objecting to the federal pre-emption of some state authority.

What probably will catch some lawmakers’ eyes is a possible rise in some monthly phone bills. To appease companies who will lose money by the FCC reforms, the agency put in place an “access recovery charge” to help them recoup some of that money. Phone companies would be able to raise rates for residential phone lines by 50 cents a year to a maximum of $2.50 after five years.

FCC Wireline Bureau Chief Sharon Gillett defended that move, saying most companies would likely have to raise rates by 10 cents to 15 cents a month, if at all. “Over the course of an entire year, it’s the price of a cup of coffee,” she said.

Consumer advocates criticized the possible rate increases.

“The commission did take steps to narrow the scope of these rate increases, but asking consumers to pay more into a broken system and letting the industry divvy up the pot will not increase broadband adoption,” said Free Press political adviser Joel Kelsey. “If the goal is to increase broadband adoption, prices should be going down, not up.”

Tony Romm contributed to this report.

