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VIDEO FRANCHISING

WEDNESDAY, FEBRUARY 15, 2006

U.S. SENATE,
COMMITTEE ON COMMERCE, SCIENCE, AND TRANSPORTATION,
Washington, DC.

The Committee met, pursuant to notice, at 10 a.m. in room SD-
562, Dirksen Senate Office Building, Hon. Ted Stevens, Chairman
of the Committee, presiding.

OPENING STATEMENT OF HON. TED STEVENS,
U.S. SENATOR FROM ALASKA

The CHAIRMAN. If there is no disagreement, what we will do is
have our opening statements of not more than 5 minutes, and then
we’ll listen to Ms. Blackburn and then go to our witnesses as quick-
ly as possible. I have a short statement.

As different industries begin to emerge into each other’s space,
it’s the consumer that is poised to win.

First, it was cable providers offering phone service. Now, Ameri-
cans see wireline phone providers eager to offer video service.

As traditional communications providers move into new services
bringing choice, innovation and lower prices to consumers, Con-
gress is confronted with reexamining our legacy regulations.

This Committee has scheduled a series of hearings on commu-
nications issues this session through March, about the middle of
March. Including this hearing today, the Committee has had eight
hearings so far. As with all of our hearings, I look forward to work-
ing with the interested parties and the Members of this Committee
to craft fair and even-handed legislation for the digital communica-
tions world that’s expanding far beyond our dreams, and I do hope
we’re successful. It’s going to take a lot of patience and a lot of un-
derstanding to get a bill. Senator Inouye?

STATEMENT OF HON. DANIEL K. INOUYE,
U.S. SENATOR FROM HAWAII

Senator INOUYE. Thank you very much. This morning, the Com-
mittee turns its attention to video competition and our current
framework under the Communications Act for regulating the provi-
sion of cable services to consumers.

In some respects, today’s discussion returns the Committee to fa-
miliar ground. Over a decade ago, Members of this Committee
heard similar testimony from witnesses who explained how new
technology would allow cable companies to provide telephone serv-
ice, telephone companies to provide cable service, and consumers to
reap the benefits of this competition. While this promised competi-
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tion did not emerge as rapidly as we once hoped, further advances
in technology and new competitive realities are increasingly driving
traditional telephone companies to enter the video services market.

As a result, these developments lead us back to an all-too-famil-
iar question—namely, what changes to our communications laws,
if any, are needed to promote fair competition and to protect con-
sumers in the video services market?

Toward that end, as we begin to think about legislative proposals
to promote robust video competition, there are certain fundamental
principles that should guide us in this debate. These principles are
not Republican or Democratic principles, but rather, bipartisan and
pragmatic. That is why I was pleased to join with my colleague,
(Sie{)lator Burns, earlier this month in bringing these ideas into the

ebate.

First, our laws should promote competition and ensure speedy
entry on fair grounds. The process for obtaining a franchise should
be expeditious and should not be used to frustrate entry. But in ad-
dition to procedural fairness, a government franchise to provide
video services must also ensure that new operators deal fairly with
the communities they serve.

Second, our laws should strive to regulate providers of video
services in a competitively neutral manner. Whether a video serv-
ice is called “cable” or “IPTV,” or is based on some other type of
technology, the regime for regulating these types of services—
where the provider controls the content included in the service of-
fering—should be consistent.

Third, our regulatory framework should recognize the significant
role that states and localities play in tailoring the obligations of
video service providers to the needs of particular communities, and
in enforcing such obligations. As we have seen since the beginnings
of the cable industry, this historic reliance on state or local authori-
ties to manage public rights-of-way and to protect the public inter-
est has played an essential role in preserving localism.

In my view, our efforts to facilitate fair and robust video competi-
tion, to strengthen universal service, and to ensure network neu-
trality will represent the central elements of telecommunications
reform. As a result, I look forward to listening to today’s testimony
and to working with my colleagues in the weeks ahead.

And I thank you very much, Mr. Chairman.

The CHAIRMAN. Thank you, Senator. Following the early bird
rule, I recognize Senator Bill Nelson.

STATEMENT OF HON. BILL NELSON,
U.S. SENATOR FROM FLORIDA

Senator BILL NELSON. Thank you, Mr. Chairman. Mr. Chairman,
the landscape has changed significantly since 1996 and its Act be-
cause in this digital age now, we now have cable TV providing
broadband voice service, and we have the telephone companies pro-
viding broadband video service. So, now it’s time to spur vigorous
competition, lower prices and very significantly, broadband choices
for all consumers.

Now, there are some people that are uptight about all of this
change and how’s it going to turn out, and one of the areas is the
question of the local franchising process. It’s outmoded, and it’s
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cumbersome. I support statewide or national video franchising. But
of course, the municipalities have a good bit of concern about
streamlined franchising.

So, I think we've got to be clear that there are ways to reform
the system that will protect the municipality’s franchise fees, and
it will protect their rights-of-way authority, and it will give them
the authority to reasonably negotiate terms of service.

Now, we know that the cable TV industry has some concerns. So,
let me state it clearly again, I support a level playing field where
all the broadband video providers are regulated the same. And at
the end of the day, if we’re going to get this reform bill passed,
then we’re going to have to work together. And I feel confident that
we can find a good way to reach statewide or national video fran-
chising by all sitting down together and finding a way to unleash
what is going to be a broadband revolution for consumers.

The CHAIRMAN. Thank you very much. Our next senator under
the early bird rule, Senator Burns.

STATEMENT OF HON. CONRAD BURNS,
U.S. SENATOR FROM MONTANA

Senator BURNS. Thank you, Mr. Chairman. Thanks for this hear-
ing today. I'll just make a couple of points along with the points
that Senator Inouye made. We've been in dialogue now for about
a month and working together and about ready to really get into
the subject because we know it’s important. I would ask you now
that my full statement be made part of the record.

The CHAIRMAN. Yes, sir.

Senator BURNS. I think the outcome of any policy is removing
Federal barriers to competition while supporting the best govern-
ment, the one that’s closest to the people. I believe this legislation
can gain strong industry and local government support. We should
work with all those entities in streamlining the franchising of the
prospect, but I think we need to work toward—I think, you know,
a long time ago, I can remember a little video dial tone amendment
when I first came to this Committee, and everybody’s eyes glazed
over, and we were discussing then putting new regulations on cable
to re-regulate them, and I thought that was a bad idea, and I still
think it’s a bad idea today. But nonetheless, we have come a long
way. And then, when we start talking about digital and digital
technology, we've also—we quit talking about identifying video
data or voice, and now we start talking about bandwidth. And
then, that’s it. Ones and zeros, we can’t identify them anymore. So,
we're talking about almost the same thing.

The franchising process must not be permitted to become a bar-
rier for entry, and we’re very much aware of that. So, as we work
through this, I'm looking forward to the witnesses today and their
testimony, and it will be interesting, I think, but we’'re—and I want
to thank Senator Inouye and the rest of the Members of this Com-
mittee as we move this legislation along. I'm sure there’ll be spir-
ited debate, and there’ll be different ideas, but we want to hear
them. And somewhere in the middle, we’ll find a way to be of serv-
ice to the industry and the competition and the American way of
doing business. Thank you, Mr. Chairman.

[The prepared statement of Senator Burns follows:]
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PREPARED STATEMENT OF HON. CONRAD BURNS, U.S. SENATOR FROM MONTANA

Chairman Stevens, And Co-Chairman Inouye:

Thank you for holding this important hearing on video franchising. I would also
like to thank our guests for taking the time to share their views with us today.

As Senator Inouye stated, we have been talking about new franchising legislation
that serves the common interests of new entrants, existing providers of voice, video,
and broadband services while preserving control at the local level. My anticipated
outcome of any policy is removing Federal barriers to competition while supporting
the best government—the one closest to the people. I believe this legislation can
gain strong industry and local government support.

Our goal is to promote competition wherever possible. Coming from the great
State of Montana, I am well aware of how competition for video services has grown
over the past decade, even in rural states. Satellite competitors, have a significant
impact on the marketplace and most of our constituents can now choose among
service providers for their video programming.

We can do better. Technology has enabled cable companies to compete for tele-
phone customers, and telephone companies are beginning to compete for cable and
satellite television customers. A March of 2004 GAO study shows that cable TV
rates are substantially lower (by 15 percent) in markets where competition exists.
Local government has the opportunity to reduce consumer costs by allowing com-
petition.

The traditional telephone companies seem eager to offer video services to cus-
tomers, and our constituents seem eager to have more options. I've long encouraged
additional investment in broadband networks and additional choices for consumers.
These important national policy objectives should be accomplished without tilting
the rules against existing providers, discourage additional investment, or by tres-
passing on the legitimate responsibilities of local governments.

Under existing law, cable operators and telephone companies must obtain a fran-
chise from local governments before they can provide cable service. The franchising
process ensures that local governments can continue to manage their rights-of-way.
But the franchising process must not be permitted to become a barrier to entry.

Given the benefits of increased competition, it is important to remove barriers im-
peding. Our policy needs to provide that new entrants and existing providers com-
pete on similar terms and conditions. Video is only one piece of “leveling the tele-
communications playing field.” Voice and broadband rules should also be the same
for all providers.

The policy Senator Inouye and I have discussed will achieve this balance. Our pol-
icy will treat all video providers the same regardless of the technology they deploy.
The policy will establish a level playing field between new entrants and existing
cable operators, without undermining the role of local authorities. Franchising au-
thorities will have to act on applications on an expedited schedule. Local govern-
ment oversight will ensure that consumers have access to new video offerings that
are responsive to local community needs.

I look forward to joining with other Senators on this Committee, local officials,
and other interested parties as we move forward with our legislation. Much is at
stake for industry, local governments, and consumers. I hope the Federal role will
be the smallest among them.

The CHAIRMAN. Senator Ensign?

STATEMENT OF HON. JOHN ENSIGN,
U.S. SENATOR FROM NEVADA

Senator ENSIGN. Thank you, Mr. Chairman. This is one of the
most important in the series of telecommunications reform hear-
ings, that we will have. I want to make a couple of points. It’s been
mentioned today by local governments and other concerned parties
about the video franchise agreements, how theyre put together
today, whether they should be put together in the future and
whether there should be regulation in today’s marketplace at the
local level. Some believe that there shouldn’t be. Some believe that
there should. One question is, what do we do about the 5-percent
franchise fee? I think that everybody’s pretty much come to agree-



5

ment that we will preserve that for the local governments. It’s an
important source of revenue for them.

But does local regulation make sense in today’s world where we
have many providers, and we’re going to have more providers for
video coming into the home, just like telephone. In a monopoly sit-
uation, it made sense to have regulation, tight regulation to protect
the consumer. But in a competitive marketplace, the best protec-
tion for the consumer, the best way the consumer’s going to get the
most services at the best price is through competition. The more
competition, the more protection for and the more choice that the
consumers will have.

The legislation that I have put together, accomplishes that. It’s
going to need some tweaking as we go through the process, but the
bottom line is is that people say we need to get video services into
the home with more competition. Well, how do we that when over
30,000 local cable franchise authorities today? We’ll hear from one
company today that has formed agreements with just 50 of the
10,000 that they deal with, and 29 of those 50 come from Texas,
which has passed a streamlined video franchising bill.

There is a barrier today. Video choice is happening too slow. And
one of the reasons that we should all be interested in getting more
video choices into the home and more competition into the home is
because we want to encourage broadband into everybody’s home.
Well, there’s a reason people want broadband. Why do they want
faster higher speed broadband coming into their home? Why are
they going to be willing to pay for it? They have to have some kind
of incentive there. This is one of the incentives, probably the major
incentive for consumers to want higher speed Internet access, be-
cause they will get another option in video programming. And
that’s why it’s so critical for us as we’re going forward, to take as
many barriers down as we possibly can to bring more competition
into the local marketplace.

So, Mr. Chairman, I look forward to working with everyone on
this Committee. I think it’s an exciting time for us, and I think
that we can do some great things for the American consumer as
well as the American economy if we can get more choices coming
into the American home. Thank you.

The CHAIRMAN. Thank you. Next, Senator Ben Nelson?

STATEMENT OF HON. E. BENJAMIN NELSON,
U.S. SENATOR FROM NEBRASKA

Senator BEN NELSON. Thank you, Mr. Chairman, and thank you,
Mr. Chairman and Senator Inouye for scheduling the hearings on
telecom issues and particularly, the one we’re dealing with today.
Obviously, the integration of network technologies that we're dis-
cussing means that the networks that were designed for voice,
video or data can now be used to offer all three types of service,
and advancements can continue to contribute to economic growth
while simultaneously resulting in a richer selection of tele-
communications services that lower prices to consumers. That’s ob-
viously what we’re interested in exploring today, what regulatory
barriers exist that discourage innovation and growth. I believe the
franchising process needs to be looked at and needs to be stream-
lined in order to facilitate competition in the video market.
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The communications marketplace has changed significantly since
the 1996 Act, and I believe it’s appropriate that Congress act to ac-
commodate those changes. It’s clearly in the best interests of con-
sumers to encourage competition in the video market, and I look
forward to hearing from all the witnesses today as to how they be-
lieve we can best accomplish that. Technology continues to be dy-
namic. The question is whether we can make regulation dynamic
at the same time and also where it’s necessary to protect con-
sumers.

Municipalities should be able to protect their community inter-
ests to a reasonable degree, and there should be a role for state
and local regulators in addressing consumer concerns. But while I
believe vigorous competition is one of the best ways to benefit con-
sumers, at the same time, I think it’s appropriate to consider where
a public role can help foster advancement and at the same time,
safeguard public interest. I thank you very much, and I'm anxious
to hear from the witnesses today, and thank you very much, Mr.
Chairman.

[The prepared statement of Senator E. Benjamin Nelson follows:]

PREPARED STATEMENT OF HON. BEN NELSON, U.S. SENATOR FROM NEBRASKA

Thank you, Mr. Chairman.

I'd first like to thank Senators Stevens and Inouye for scheduling this series of
hearings on telecom issues.

These are all important issues that deserve full debate, and I believe these hear-
ings are crucial in ensuring we as a Committee develop legislation in a responsible
and thoughtful manner.

The integration of network technologies we are discussing in these hearings this
year means that networks that were designed for voice, video, or data can now be
used to offer all three types of service.

Such advancements can contribute to economic growth while simultaneously re-
sulting in a richer selection of telecommunications services at lower prices to con-
sumers.

What I am interested in exploring at today’s hearing is how we can best capitalize
on these advancements in technologies to benefit consumers the most.

What regulatory barriers exist today that discourage innovation and growth?

I believe the franchising process must be streamlined in order to facilitate com-
petition in the video market.

The communications marketplace has changed significantly since the 1996 Act,
and I believe it is appropriate that Congress act to accommodate those changes.

It is in the best interest of consumers to encourage competition in the video mar-
ket, and I look forward to hearing from all the witnesses today as to how they be-
lieve we can best accomplish that.

I also believe we must make sure that regulation remains where it is necessary
to protect consumers.

Municipalities should be able to protect their community interests to a reasonable
degree, and there should be a role for state and local regulators in addressing con-
sumer concerns.

While I believe vigorous competition is one of the best ways to benefit consumers,
at the same time, I do think it is appropriate to consider where a public role can
help foster advancement and safeguard public interests.

Finally, I believe that technology holds enormous economic promise to rural Amer-
ica, and innovation and competition must be encouraged in even the most remote
areas of our country.

Therefore, I would like to hear from the witnesses today about how we can en-
courage the deployment of infrastructure and new services in rural areas of the Na-
tion.

Thank you, Mr. Chairman. I look forward to hearing the testimony.

The CHAIRMAN. Senator Kerry?
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STATEMENT OF HON. JOHN F. KERRY,
U.S. SENATOR FROM MASSACHUSETTS

Senator KERRY. Mr. Chairman, thank you very much. I was lis-
tening to a couple of the comments, and I think everybody here has
obviously got a pretty good sense of the big stakes that are on the
table here. And as we look back, this has been a really interesting
journey for this Committee. I think it’s important for the Members,
for all of us, to sort of look back at that journey as we think about
where we’re going. I mean you can go back to the 1972 Cable Rule,
and you can go to the 1984 Cable Act, and you can look at what
we thought about then, and then you can go to 1992 and 1996.

1996, I remember when we passed that, Mr. Chairman. Senator
Inouye, Senator McCain, a few others of us were here. The entire
conversation was about telephony. Despite the fact that data was
literally right around the corner, I don’t think many of us had a
lot of conversations about the data components of this. And obvi-
ously, the choices that we make on this Committee have a profound
impact in the marketplace, profound impact on investment, on jobs.
And I think the underlying principles that we signed yesterday,
many of those are really what ought to guide us in this effort.

There’s obviously always also a great struggle here by those with
high stakes, financial interest on the table already. You look at the
cable industry with billions of dollars of fiber investment and so
forth, certain set of rules they've played by. But the rules are
changing, and the game is changing. And our job is going to be to
try to sort through that in a way that really does put a level play-
ing field and the best competitive practices ahead of any other kind
of specialized interest.

Now, as we all know, the marketplace is so profoundly different
from what it was in 1996 with VolIP, Vonage, wireless companies,
cable companies, everybody, and a massive restructuring is still
going on. And if you look back on some of the decisions that we
made in 1996, and as a nonpolitical nonpartisan analysis of that,
has to conclude that what we did had a profound impact on the
outcome. So similarly, this is going to have the same thing, and I
think we'’ve got to be really careful.

I applaud Senator Rockefeller and Senator Smith, who I think
made a bonafide effort here to try to move us toward a beginning
center working place from which we can try to figure out, you
know, how do we accommodate the interests of mayors and local
communities and others without becoming so burdensome and
over-encumbering that we prevent this explosion from taking place
in a positive way? At the same time, Mr. Chairman, we don’t want
to micro-manage it, and we need to allow the competition to play
out appropriately.

So, this is going to be a delicate balancing act for this Com-
mittee. And again, I say the history, the road we have traveled, is
really informative as to how we might behave at this moment. And
I applaud you for beginning this process and look forward to work-
ing with you to try to make it work out as reasonably as possible.

The CHAIRMAN. Thank you, Senator. Senator Rockefeller?
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STATEMENT OF HON. JOHN D. ROCKEFELLER 1V,
U.S. SENATOR FROM WEST VIRGINIA

Senator ROCKEFELLER. Thank you, Mr. Chairman. I want to
thank you and Co-Chairman Inouye for having this hearing. We've
been after it for a while, and we've got it. And I also want to say
that I'm very pleased that Mr. Seidenberg and Mr. Whitacre are
here because they play a large role in this.

In the case of Verizon, I think what Mr. Seidenberg will talk
about is their commitment to bring competition in the marketplace.
Verizon’s deployment of the most advanced communication network
will be transformational, and I will assert, at least for the purposes
of this hearing, will change the way we think about communica-
tions altogether. I know West Virginia has looked forward to
Verizon’s deploying something which we have not yet seen in local
settings, which is broadband. Ten years ago, we debated. Senator
Kerry said the 1996 Act, which was a lot prettier than 1993 Non-—
Act, which was a cable fight, and it was important that any new
laws advanced three core principles, and that one is obviously com-
petition, the second is broadband deployment, and the third is uni-
versal service. Universal Service is a separate subject which we
will be pursuing in other ways.

Now, with the technology and the industry changes over the last
decade, we find ourselves having to address areas where competi-
tion did not take hold. Repeat, did not take hold, to wit, cable tele-
vision. I believe the best way to advance competition to cable and
broadband deployment is to pass the Video Choice Act of 2005,
which Senator Smith and Dorgan and myself and Senator Kerry
pointed out, introduced, and I think this bill’s going to be enor-
mously beneficial for consumers and because it will spur competi-
tion, it'll deliver broadband by encouraging traditional telephone
companies to offer the bundle of Internet, video and telephone serv-
ices.

Some of the local officials may be nervous, but I predict to you
that they will not end up nervous because they will find in the end
that we hold them harmless—we hold them harmless, and all pub-
lic services we now require will continue to be required. This isn’t
just about more television choices, it’s about our economic future.
When we were last on this subject a number of years ago, we were
fourth in the world. We’re now 16th in high-speed Internet access.
That’s fairly depressing for a nation like ours. This isn’t just a
number, it’s a marker for our future.

As good as this legislation is, we believe—I understand that
many local governments are concerned, and I repeat again, I was
a former Governor. I'm very aware of the important local revenues,
and I think that the local governments are going to end up quite
satisfied with this, although they will be skeptical at first as they
should be. Legislation mandates that all vital social policy obliga-
tions of current cable television operatives that they have to do will
have to be met by the competitive video industry. It’s a short year.
There’s no guarantee that we can pass legislation even. We have
hearings, and people get worked up, and then nothing happens.
This cannot be one of those years on this subject because I think
the stars are aligned.
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We've tried, Senator Smith and I, to craft a narrowly tailored
bill. We've taken into consideration the worries and thoughts of
others, but we really want competition, and we think—and as for
me, I really want broadband. I need broadband for my people in
West Virginia out in the rural areas. This will cause it to happen
through the free enterprise system. That, my friends, is exciting.
I thank the Chairman.

The CHAIRMAN. Thank you. Senator DeMint?

STATEMENT OF HON. JIM DEMINT,
U.S. SENATOR FROM SOUTH CAROLINA

Senator DEMINT. Thank you, Mr. Chairman. I appreciate you
holding this hearing. Franchise laws are a legacy instrument from
the era of rotary telephones written before the Internet, before
Internet television, satellite television, voice over the Internet and
before soon-to-come high-quality digital broadcasting. When there
was no competition to the telephone and cable companies, local gov-
ernments could tax and over-regulate both of them and use the ex-
tracted revenues for perks and to cross-subsidize consumers or fi-
nance unrelated public services.

Cable television and phone companies submitted to this over-
regulation and overtaxation because their government-sanctioned
monopolies meant they could recover their investment by raising
prices. Consumers had no choice but to pay. The cable TV and tele-
phone companies are no longer monopolies. Today, there are more
cell phones in use in the United States than land line phones, and
many consumers have dropped their traditional land lines com-
pletely for cell phones. Voice over the Internet is rapidly eating into
the telephone companies’ subscriber base. Cable companies lost
over a million subscribers last year, and alternative methods of
video distribution, such as satellite, are beginning to reach more
and more households. And we know, from action on this Com-
mittee, that digital broadcasting will soon add additional high-qual-
ity choices to consumers.

Competition makes it impossible, or at least very inefficient, to
use regulations to force companies to be tax collectors for local and
state governments or to force some consumers to subsidize others.
In our new era of competition, local governments must find a way
to pay for unrelated services other than through traditional fran-
chise agreements. Cable companies have paid a hefty price to oper-
ate under local franchise. And so, they have a good reason to be
concerned about the transition out of local franchising systems. It
is never comfortable for existing companies when increased com-
petition makes existing regulations obsolete.

But our focus in Congress, and hopefully, Mr. Chairman, on this
Committee, is not on the companies, but on the consumers. We
know that consumers benefit only when regulations and taxes are
reduced on the incumbents instead of being imposed on new com-
petitors. Local video franchises have become unnecessary regu-
latory barriers and need to be removed to allow competition and
choice to flourish. That’s why I've introduced Senate bill 2113, the
Digital Age Communication Act. It phases out local franchises over
a 4-year period. All the same legislation maintains the right of lo-
calities to manage and be compensated for the use of right-of-ways.
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This bill also allows incumbent providers to get help from new com-
petitors with any legacy regulatory costs that may have burdened
them because of ongoing franchise obligations.

To benefit consumers and pave the way to investment in
broadband networks, Congress should act swiftly to reform the
franchise process that reflects the realities of the extraordinary ad-
vancements in the communication marketplace. Thank you, Mr.
Chairman.

The CHAIRMAN. Thank you, Senator. Senator Lautenberg?

STATEMENT OF HON. FRANK R. LAUTENBERG,
U.S. SENATOR FROM NEW JERSEY

Senator LAUTENBERG. Thank you, Mr. Chairman. We've got, ob-
viously, a significant interest in this fairly complex question, and
as I heard colleagues discuss those events of years past and looked
at what’s happened with the technology, and almost as spectators,
we see changes that were never anticipated, satellite services, et
cetera. So, we've got to try and be constructive here and see where
we can take the demand that we hear so much about from our con-
stituents for better services and lower prices. We all receive letters
from constituents concerned about the high cost of cable TV. In
fact, cable prices have increased 50 percent on average in the last
5 years, 50 percent. And in many instances, TV rates and need and
demand are almost at a level with other household utilities, like
gas and electric and things of that nature. In many instances, cable
is, or TV itself, is an outlet that includes learning and company for
the aged or disabled and so forth.

So, these are very serious needs, and new competition in the tele-
vision market could reduce prices. And indeed, GAO has found that
where there is competition to cable, rates are 15 percent lower on
average. So, we should make sure that our laws don’t prevent a
new provider from serving our constituents. But we've got to recog-
nize that the cable companies have put significant time and capital
into upgrading their infrastructure, somewhere around $100 billion
over the last 10 years. And local communities have been rewarded
with new technology and better services. And there are significant
benefits that flow from oversight of providers by local authorities.

Local governments use franchise agreements to manage their
rights-of-way and ensure consumer protection. For their part, the
cable companies provide public service and educational channels.
They wire schools and municipalities, and build out community-
wide systems to ensure that everyone has the benefits of new tech-
nology. And a new entrant ought to be willing to embrace and to
provide these important benefits.

Mr. Chairman, I welcome the competition in the video market-
place, and I'm pleased that new providers are poised to enter the
market in the state of New Jersey, but I hope that their entry
doesn’t escape review and simply suggest that prices would drop,
but without providing consumer protections. And I hope that all of
our constituents will see the benefits of this competition. If new en-
trants are being denied franchises or facing unreasonable delays
under the current system, we’ve got to make changes.

But any new proposal we consider must not allow competitive ad-
vantages by dropping the existing service demands for one provider
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over another. It must ensure that local community leaders will still
have the ability to oversee consumer protection and receive reason-
able franchise fees. These are an important flow of revenue to the
communities, and that new providers shouldn’t be able to cherry
pick, like pick off the wealthiest consumers and forget about the
rest.

So, I thank you, Mr. Chairman and Senator Inouye, and I look
forward to the testimony of the witnesses today.

The CHAIRMAN. Thank you very much. Senator McCain?

STATEMENT OF HON. JOHN McCAIN,
U.S. SENATOR FROM ARIZONA

Senator MCCAIN. Thank you, Mr. Chairman. Every year, the
cable companies visit their customers each December with their
song of rising programming costs, which of course requires them to
increase consumer rates. The Wall Street Journal reports that this
year, consumers can look forward to increases of as much as 6 per-
cent for cable and 4 percent for satellite subscription services.
These rate hikes are on top of increases of approximately 4 percent
in 2005, according to media reports, preceded by increases of 5.4
percent and 7.8 percent in 2004 and 2003, respectively.

Since 1996, cable rates have spiked 56.6 percent, three times the
rate of inflation. One of the key reasons that the cable industry can
boost its rates each year and still retain its customer base is be-
cause consumers have very few options. Satellite subscription serv-
ices now serve more customers than ever before, according to the
FCC, and have provided some competition.

However, in October 2003, a General Accounting Office study
found that competition from another wire-based company is the
only real check on rising cable rates. Specifically, the GAO found
that cable rates were as much as 15 percent lower in markets
where another wire-based competitor is present. This finding has
proven true in Keller, Texas, where, according to Bloomberg News,
Charter Communications cut their rates 25 percent when Verizon
deployed its television delivery service. Now, citizens in Keller,
Texas, can choose from four different providers.

I hope this is a phenomenon that will quickly take hold nation-
wide. Due to deregulation by Congress and the FCC, consumers
have several choices for high-speed Internet access such as DSL
service from their phone company, cable modem service from their
cable company and wireless access from a wireless carrier. This ro-
bust competition has led to lower rates for consumers from $46 per
month in 2002 to $39 per month in 2004. Tellingly, when Comecast
announced a 6-percent rate increase for cable television service this
year, it did not raise its rates for its high-speed Internet service.
Unfortunately, cable industry deregulation has not led to more
choices and reduced prices. Cable rates, as I mentioned, have in-
creased 56 percent since 1996. Meanwhile, the prices of apparel,
?glgiss, beef, airline travel and long-distance telephone service have
allen.

However, consumers should not only have a wider choice of pro-
viders, but a wider choice of pricing options. The average customer,
pays almost $50 for 72 channels, but a study by Booz Allen Ham-
ilton commissioned by the cable industry last year estimated that
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customers only watch about 16 channels and would probably sub-
scribe to only nine if they could pick individual channels on an a-
la-carte basis. The FCC’s most recent study found consumers could
save as much as 13 percent a month if they’re able to pick and
choose the channels they wish to purchase. This avenue shows that
many consumers would like the choice to only buy the channels
they watch.

Therefore, I will soon introduce legislation that would entice all
providers of television services to offer an a-la-carte option in addi-
tion to bundles of channels in return for regulatory relief, including
freedom from local franchising. I look forward to hearing from the
witnesses today.

Mr. Chairman, I don’t see why a retired person in Sun City, Ari-
zona, should have to pay an exorbitant fee to watch ESPN. I don’t
see why people on fixed incomes should face ever-increasing cable
rates, and the reason for it is that they have access to more chan-
nels to watch when they don’t want more channels to watch. We
need to have a-la-carte if we’re going to give consumers a better
break, and we are going to get parents the ability to exclude chan-
nels which contains material that they find patently offensive. I
thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator. Senator Smith?

STATEMENT OF HON. GORDON H. SMITH,
U.S. SENATOR FROM OREGON

Senator SMITH. Thank you, Mr. Chairman. In the interest of
time, may I have my statement put in the record.

The CHAIRMAN. All statements of senators and witnesses will be
put in the record.

Senator SMITH. I would note the unanimity that seems to be on
this committee with the fact that we have to do something. It’s not
partisan. It’s, frankly, a recognition that we’re back to the future.
And frankly, the future, for the sake of consumers and for the sake
of American competitors, demands that we do something on this
committee.

Senator Rockefeller and I have put out a letter of principles, that
we've been joined by Senator Ensign, Senator DeMint, Senator
McCain and Senator Kerry, in laying out those principles. I am not
insensitive to the concerns of municipalities and certainly think
there are things we must do to help the cable guys with deregula-
tion as well so that they’re not at a competitive disadvantage.

But on the other hand, there is a point to what we should do.
We simply have to recognize that the future will overtake us if we
don’t catch up with it. To these ends, I have introduced, with Sen-
ator Rockefeller, the Video Choice Act of 2005. Our bill eliminates
redundant and unnecessary video franchise agreements while pre-
serving important local prerogatives and authority.

Specifically, our legislation permits any company that has al-
ready obtained a network franchise to offer video services without
obtaining a second video-specific franchise. These competitive video
service providers will still be subject to the core social and policy
obligations that Congress has always imposed on providers of video
service, including the obligation to pay fees to local governments,
to comply with the retransmission consent and must-carry provi-
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sions of the Communications Act, to carry public, educational, gov-
ernmental and noncommercial educational channels, to protect the
privacy of subscribers and to comply with all statutory consumer
protections and customer service requirements.

Our legislation also preserves state and local government author-
ity to manage the public rights-of-way and to enact or enforce any
consumer protection law. I believe that local communities must
contli{nue to play a meaningful role in the management of these net-
works.

And again, I recognize that the video franchising process imposes
burdens on cable operators and support efforts, either as part of
this legislation or separately moving simultaneously, to address
their concerns. It’s important to note however, that the cable opera-
tors do not have to comply with the legacy phone regulations for
their voice services. Likewise, telephone companies should not have
to comply with legacy cable regulations for their video services.

So, Mr. Chairman, I think this hearing is timely and very, very
important to consumers, competition and America’s future. Thank
you.

[The prepared statement of Senator Smith follows:]

PREPARED STATEMENT OF HON. GORDON H. SMITH, U.S. SENATOR FROM OREGON

Thank you, Mr. Chairman and Co-Chairman Inouye, for convening this hearing
to examine the decades old system of local video service regulation.

The video marketplace was vastly different in 1984 when Congress first author-
ized local regulation of cable television service. In those days, a typical American
community was served by a local cable company that had a few hundred or a few
thousand subscribers. More than twenty years later, nearly all of those communities
are still served by just a single cable company, but that company likely serves mil-
lions of subscribers across the country.

Today, the video market is truly national, but our regulations remain local.

Some of the largest communications companies in the country are investing bil-
lions of dollars in high speed networks capable of offering video and other services
that will compete with cable. Under current law, companies like Verizon, AT&T,
and BellSouth must negotiate and sign local franchise agreements before they can
offer competitive video service. There are over 33,000 franchise authorities in the
United States and the slow pace of negotiations has delayed competition.

The longer consumers go without effective video competition, the higher their bills
will be. Year after year, cable price increases outpace inflation. According to a Janu-
ary 25, 2006 article from The Oregonian newspaper, Portland-area cable rates are
set to increase by another 7 percent this year. Although satellite TV services have
made great strides during their 12 years of existence—serving over 20 million sub-
scribers—they have failed to exhibit price control on cable.

A recent Government Accountability Office (GAO) study underscores the benefits
of wire-based competition in the video market. In August 2004, GAO concluded that
cable rates are on average 15 percent lower in the few markets with a wire-based
competitor to the incumbent cable operator. As Ivan Seidenberg, Chief Executive Of-
ficer of Verizon, notes today in his testimony, cable prices have dropped by about
20 percent since Verizon entered the video market in Keller, TX.

I believe that Congress must reexamine the local regulation of video services to
ensure that barriers to competition and costs to new entrants are as low as possible.
The benefits of lower prices, better service, and billions of dollars invested in local
economies are clear.

To these ends, I have introduced the Video Choice Act of 2005 with Senator
Rockefeller. Our bill eliminates redundant and unnecessary video franchise agree-
ments while preserving important local prerogatives and authority.

Specifically, my legislation permits any company that has already obtained a net-
work franchise to offer video services without obtaining a second video-specific fran-
chise. These “competitive video service providers” will still be subject to the core so-
cial and policy obligations that Congress has always imposed on providers of video
service, including the obligation to pay fees to local governments, to comply with the
retransmission consent and must-carry provisions of the Communications Act, to
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carry public, educational, governmental and non-commercial, educational channels,
to protect the privacy of subscribers, and to comply with all statutory consumer pro-
tections and customer service requirements.

Our legislation also preserves state and local government authority to manage the
public rights-of-way and to enact or enforce any consumer protection law. I believe
that local communities must continue to play a meaningful role in the management
of these networks.

I recognize that the video franchising process imposes burdens on cable operators
and support efforts to address those concerns. It is important to note, however, that
cable operators do not have to comply with legacy phone regulations for their voice
services. Likewise, telephone companies should not have to comply with legacy cable
regulations for their video services.

I look forward to the testimony today and encourage the Members of this Com-
mittee to act swiftly on video franchise reform legislation.

The CHAIRMAN. Thank you. Senator Pryor?

STATEMENT OF HON. MARK PRYOR,
U.S. SENATOR FROM ARKANSAS

Senator PRYOR. Mr. Chairman, thank you. I do not have an open-
ing statement. I'm ready to get on with the hearing. Thank you.
The CHAIRMAN. Thank you very much. Senator Lott?

STATEMENT OF HON. TRENT LOTT,
U.S. SENATOR FROM MISSISSIPPI

Senator LOTT. I'd like to associate myself with Senator Pryor’s
remark and hear the witnesses which I came to hear.
The CHAIRMAN. Senator Dorgan?

STATEMENT OF HON. BYRON L. DORGAN,
U.S. SENATOR FROM NORTH DAKOTA

Senator DORGAN. Mr. Chairman, I was necessarily delayed this
morning, and I was very worried I was going to miss the first
panel, but it appears I shouldn’t have worried very much. At any
rate, let me do the same. I'll put my statement in the record. It’s
a very important hearing. I'm glad that we’re holding it, and Tl
ask my entire statement be part of the record.

[The prepared statement of Senator Dorgan follows:]

PREPARED STATEMENT OF HON. BYRON L. DORGAN,
U.S. SENATOR FROM NORTH DAKOTA

As we sit here today, it is amazing to me how much, and how little has changed
from the 1996 Telecommunications Act. Back then, the fight was over phone serv-
ice—whether regulations encumbered providers from entering into the lucrative long
distance market.

Then, the issue became broadband—whether those regulations hampered entry
into the broadband market.

N?(W the issue before us today is whether regulations hamper entry into the video
market.

I support competition—I want to ensure that we have as much competition and
benefit to consumers as possible.

But that should not come at the cost of important priorities—build-out, rights of
way fees, community access programming, consumer protections.

I agree that we should take a close look at how the system can be changed to
facilitate the entry into a market when there are so many thousands of different
franchises.

But I think we must tread carefully and I look forward to today’s hearing to hear
the interests that are at stake.
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Net Neutrality

I want to point out, just as there is a recognition that there is insufficient com-
petiﬁ(ion in the video market—there is insufficient competition in the broadband
market.

In North Dakota, 49% of consumers have only one choice for a broadband pro-
vider. Yet now broadband providers’ executives have made statements that they be-
lieve Internet content providers are “freeloading,” or “using the pipes for free.”

I do not agree with that—content providers pay for their Internet service, and
consumers pay for their Internet service—and when they pay, they assume that
they will have unfettered access to whatever content they choose.

That is the way the Internet was structured—Internet freedom drives innovation,
competition, and frankly—it has driven the deployment of broadband. We should
keep it that way.

The CHAIRMAN. Thank you. We agreed to let Congresswoman
Blackburn make a statement. Congresswoman?

STATEMENT OF HON. MARSHA BLACKBURN,
U.S. REPRESENTATIVE FROM TENNESSEE

Ms. BLACKBURN. Thank you, Mr. Chairman and Co-Chairman
Inouye. Thank you for holding the hearing on the issue so that we
can discuss video franchising, and it is so relevant in light of your
comments that you made, sir, on Monday regarding the need for
uniformity in franchising. And as Senator Smith said, it seems as
if everyone is in agreement here that something needs to be done.

My colleague, Representative Wynn, and I introduced legislation
in the House similar to the bill that Senators Smith and Rocke-
feller introduced here in the Senate, that would reform the video
franchising process. And Mr. Chairman, the issue is simply stated,
my constituents don’t support government regulations that stifle
competition and stifle innovation. They don’t believe a system that
restricts video choice to nothing more than a cable, rabbit ears or
a satellite service is where we should be in our option of choices
in 2006.

The House Energy and Commerce Committee is in the process of
drafting an initial telecom reform bill, but I want to take the oppor-
tunity to testify before you about the importance of the issue in the
hopes that the legislation coming out of both chambers will contain
franchise reform language.

The bill Representative Wynn and I introduced H.R. 3146, the
Video Choice Act, will help eliminate the red tape new entrants
into the video market must cut through to lay fiber and offer new
services.

Senator Inouye mentioned that the importance in crafting a bill
and crafting legislation, is that it strike a reasonable balance be-
tween the need to promote competition in the video TV market and
the needs of municipalities to govern their rights-of-way. I agree
with that. Simply put, the current laws that govern the franchising
process serve as a barrier to competition and prevent new video
technologies from entering the marketplace.

I have heard more than one executive from an incumbent video
service provider say that this is all about giving the big Bell com-
panies and the big providers an unfair advantage. And I can’t
speak for those companies, but I can tell you about a small rural
ILEC based in Tennessee that is laying fiber to offer a robust array
of services. The bill will help the little guys who are being kept out
of the marketplace under the current structure.
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Senator DeMint raised the issue about this being about con-
sumers, and I agree, but this isn’t only about offering consumers
a choice in video service. These pipes that deliver the video product
will also have more space for data, and cutting the regulations that
prevent these companies from entering in the video market will
only help broadband penetration in the U.S. We’ve heard several
of your panel mention the need for expanding our broadband today.

The U.S. has fallen to 16th in the world in broadband penetra-
tion, and we believe our bill would improve this standing. Senator
Rockefeller, you said we were at fourth before we started over the
last few years. I join you. We would love to see the United States
return to that standing.

Quite frankly, I think the cable companies know that competition
is coming, and they are fighting hard to preserve the status quo.
In my own district, I am disappointed to say the current incumbent
cable provider used its position as a Goliath to prevent that small,
rural ILEC that I previously mentioned, from offering video service
to their customers over their own fiber.

Senator Ensign said we don’t need more studies to tell us that
competition is good for consumers. I agree with that. In a competi-
tive marketplace, quality and competition does become our regu-
lator. We already have a few real-world examples of what competi-
tion can do for prices. Senator McCain mentioned Keller, Texas,
and the FCC just held a meeting there to highlight the issue. Right
now, Verizon is offering its video package for about $37 a month
in Keller, Texas. Almost overnight, Charter Communications cut its
price just to be able to compete.

The message, I believe, is quite simple. Reducing the barriers to
video competition is good for consumers. I want to commend you,
Mr. Chairman, for your Committee’s aggressive hearing schedule.
I hope that any legislation passed out of your Committee will ad-
dress franchise reform, and I look forward to working with you on
the issue. Thank you. I yield back.

[The prepared statement of Representative Blackburn follows:]

PREPARED STATEMENT OF HON. MARSHA BLACKBURN,
U.S. REPRESENTATIVE FROM TENNESSEE

Chairman Stevens and Ranking Member Inouye,

Thank you for holding this hearing today to discuss video franchising. Mr. Chair-
man, it is especially relevant in light of your comments on Monday about the need
for uniformity in franchising. My colleague Rep. Wynn and I introduced legislation
in the House similar to the bill Senators Smith and Rockefeller introduced here in
the Senate that would reform the video franchising process. Mr. Chairman, this
issue is simply stated, my constituents don’t support government regulations that
stifle competition and innovation. They don’t believe a system that restricts video
choice to nothing more than a cable provider, satellite service, or rabbit ears is
where we should be in 2006.

The House Energy and Commerce Committee is in the process of drafting an ini-
tial telecom reform bill, but I wanted to take the opportunity to testify before you
about the importance of this issue in the hopes that the legislation coming out of
both chambers will contain franchise reform language.

The bill Rep. Wynn and I introduced, H.R. 3146, the “Video Choice Act,” will help
eliminate the red tape new entrants into the video market must cut through to lay
fiber and offer new services. We sought to craft a bill that strikes a reasonable bal-
ance between the need to promote competition in the video TV market and the
needs of a municipality to govern their rights of way. Simply put, the current laws
that govern the franchising process serve as a barrier to competition and prevent
new video technologies from entering into the market.
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I have heard more than one executive from an incumbent video service provider
say that this is about giving the big Bell companies an unfair advantage. I can’t
speak for those companies—but I can tell you about a small rural ILEC based in
Tennessee that is laying fiber to offer a robust array of services. This bill will help
the little guys who are being kept out of the marketplace.

But this isn’t only about offering consumers a choice in video service. These pipes
that deliver this video product will also have more space for data—and cutting the
regulations that prevent these companies from entering in the video market will
only help broadband penetration in the US. The United States has fallen to 16th
in the world in broadband penetration and we believe our bill would improve this
standing.

The cable companies know competition is coming, and they are fighting hard to
preserve the status quo. In my own district, I am disappointed to say, the current
incumbent cable provider used its position as a Goliath to prevent that small rural
ILEC I mentioned from offering video service over their own fiber.

We don’t need to fund any more studies to know that competition is good for con-
sumers. We already have a few real world examples of what competition does to
prices. And I was pleased to see the FCC just held a meeting in Keller, TX to high-
light this issue. Right now Verizon is offering its video package for about $37 a
month in Keller, TX. Almost overnight Charter Communications cut its price in half
to compete.

The message is simple. Reducing the barriers to video competition is good for con-
sumers. I want to commend you Mr. Chairman for your Committee’s aggressive
hearing schedule. I hope that any legislation passed out of your Committee has
franchise reform and I look forward to working with you to address this issue.

The CHAIRMAN. Thank you very much. I don’t know what makes
me think of the 20-mule team model that’s on my piano. No infer-
ence intended, but we’ve all got to go in the same direction with
this bill. I would hope that you would agree that we could have all
of the witnesses come to the table now, that we might hear them.
I think it’s more important to hear all of them than to have us
have two rounds of questions. We’ve all made our statements.

So, if there’s no objection, I would ask that all eight of the wit-
nesses come to the table. Thank you very much, Congresswoman.
We appreciate your courtesy of coming. And we will listen to the
witnesses first. Believe me, this is one you should stay and listen
to because these are two diametrically opposed panels, I think, but
we should listen and listen carefully. If we can line up the way
you're on the schedule, Ivan Seidenberg, Chairman and Chief Exec-
utive Officer of Verizon on my left; next to him, Ed Whitacre,
Chairman and Chief Executive Officer of AT&T; next to him,
Thomas Rutledge, Chief Operating Officer at Cablevision Systems
Corporation; next to him, Lori Panzino-Tillery, of the National As-
sociation of Telecommunications Officers and Advisors; next to her,
Brad Evans, Chief Executive Officer of Cavalier Telephone; next to
him, Anthony Riddle, Executive Director of Alliance for Community
Media; next to him, Gene Kimmelman, Senior Director of Public
Policy of the Consumers Union, and next to him, Gigi Sohn, Presi-
dent and Co-Founder of Public Knowledge in Washington would be
on this end, down at the end.

I apologize for sort of squeezing you in there, but I think you
would rather have the opportunity to talk before 1 o’clock. And let
me commend you all for coming because of this, and we inten-
tionally have the situation where every member can make the
statements so everyone can understand the differences of opinions.
We are all in agreement that something must be done, but unfortu-
nately, we’re not in agreement what to do, so we’re here to listen
to you.
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Mr. Seidenberg, you would be first. As soon as the arrangements
are made, we’d be happy to have your statements. All of the state-
ments you have presented to us will be put in the record in full.
We hope you will summarize the best as you can within the time
limits, but we want to hear you.

STATEMENT OF IVAN G. SEIDENBERG, CHAIRMAN AND CHIEF
EXECUTIVE OFFICER, VERIZON COMMUNICATIONS

Mr. SEIDENBERG. OK, Mr. Chairman. Chairman Stevens, Co-
Chairman Inouye and Members of the Committee, thank you very
much for holding this hearing and giving us an opportunity to
present our views here. Let me begin by explaining why video fran-
chise reform is an urgent matter for Verizon and for the customers
we serve. Today’s video franchising laws are out of date with tech-
nology, as you’ve heard this morning, out of touch with consumer
demands and so mainly delay competition and deny choice for con-
sumers.

Last September, Verizon began offering our new video service
called FiOS TV to customers in Keller, Texas, just outside of Dal-
las. Since our launch there, we’ve entered the video market in com-
munities in New York, California, Massachusetts, Florida, Virginia,
while greatly expanding in Texas, where we have statewide fran-
chise authority.

It’s early in the game, but customers appear to really love this
service. In Keller, 20 percent of the market signed up for FiOS TV
in the first 3 months when we offered the service.

Actually, even consumers who don’t have FiOS TV like it. That’s
because, where FiOS TV competes with cable, consumers see their
cable bills go down. Incumbent cable operators have offered cus-
tomers price cuts of between 28 and 42 percent, although cable
companies generally haven’t advertised these discounts or made
them available to areas not served by FiOS TV. For consumers,
this is an important kitchen-table issue.

The FCC found that unlike every other competitive communica-
tions market, cable prices have increased 86 percent since 1995.
The key to lowering cable cost is competition. Where there is
wireline competition, cable prices are more than 15 percent lower.

Unfortunately, that kind of competition exists in less than 2 per-
cent of communities. A recent study by The Phoenix Center found
that this lack of wireline alternative in 98 percent of communities
throughout the country costs consumers more than $8 billion per
year in excess cable rates.

Verizon thinks we can help you change that. The major obstacle
in our path and the biggest limiting factor to how fast we can offer
video over our fiber network is the existing local franchise process
that requires us to negotiate separate agreements with thousands
of local franchise authorities all over the country.

As you know, Verizon already has authority to deploy and oper-
ate networks for voice and data services. But under Title VI of the
Communica