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The Freedom to Choose
Any Telecom Provider

by Ken Pyle

Consumers are confused, and it is our duty to re-
move that confusion.

— Leif Street, Director of Sales and Mar-
keting, Wood County Telephone

O ne of the powers of the free mar-
ket is the myriad of choices that
result from competition.  Con-
sumers are free to choose among

various alternatives for all sorts of goods.  The
efficiencies of the market result in innovations
not found in any other economic structure.
These innovations lead to new products and
entirely new product categories.

A variety of choices can sometimes lead to con-
fusion and indecision by consumers.  Thus, mar-
keting is especially critical in free markets, as,
ideally, good marketing serves as the mechanism
to match consumers with the products they need
or want.  In this context, marketing is being used
broadly to mean product definition, position-
ing, packaging, pricing and promotion.

From an independent telco perspective, the
floodgates of the free market are opening, and
the sea of competing products is crashing in at
full speed.  Evidence of this competition is seen
every day, especially with the advent of voice
over Internet Protocol [VoIP].  Over the past
few months, I have been reviewing various

VoIP solutions and have found that there are
many from which consumers can choose.

As will be seen, these services are not yet per-
fect, but the services are good enough to begin
siphoning customers from the independent telco
and pose even a bigger future threat as the tech-
nology matures.  This, however, is not an article
about VoIP technology or even the new features
enabled by VoIP.  Instead it is about the role of
marketing to help clear the confusion that en-
gulfs so many of us consumers.

My Big Mistake

The genesis of this article was a link I had made
to a rather interesting opinion/editorial piece by
California Public Utilities Commissioner Susan
Kennedy in the November 3, 2003, San Jose
Mercury News.  The upshot of her opinion piece
was that she felt that regulators had to tread
lightly with regards to the regulation of VoIP.
After publishing the link to this article in my
own newsletter, I received a surprising amount
of feedback.

Some of the feedback was from a representative
of a manufacturer/service provider who asked me
to review their line of VoIP phones.  Given the
apparent interest in the topic from my readers
and my interest in understanding how well the
technology worked, I said yes to this request.
After a testing period of several weeks, I was sur-
prised to find the performance of the TalkPro
phones surpassed my expectations.

My expectations were quite low, as I had per-
sonal experience with VoIP in 2001, as I had
purchased a router with integrated VoIP capa-
bilities.  At that time, I found the quality of the
service to be “cellular” in nature and not good
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enough for a landline.  Those quality issues seem
to be a thing of the past with the new phones I
tested.

There were limitations, however, such as the
difficulty in receiving incoming calls and the
lack of number portability.  Clearly these phones
were still not regular replacements for tradi-
tional landline service for the majority of the
populace.  They did have some features, such
as free calling to other phones and very low-
cost international calling that could make them
attractive to certain market segments.

Around the time I started the review, a friend
and colleague, Roger Bindl, signed up for
Vonage’s service.  He was quite pleased with
the service, as he really enjoyed the unlimited
long distance that was included in his account.
In our conversations, I could never tell that he
was using a VoIP phone over a cable modem.
The quality seemed quite good.

I had been talking about signing up for Vonage
service for about a year, but for some reason
could never overcome the inertia to make the
change.  Then, one Saturday night with laptop
firmly atop my outstretched legs on my
easychair, my wife said just quit talking about it
and sign up.  Two minutes later, I had a virtual
phone number (which I could immediately be-
gin using for voicemail) and the promise of a
terminal adaptor and a ported phone number
within 15 to 20 days.

Around eight days later, I noticed that my
phone had not rung for an entire day, which
was very unusual.  Around 3 PM, I got a call on
my cell phone from a friend who suggested that
my voicemail had changed.  A quick call to my
voicemail and I discovered that the number had
been ported BEFORE I received my terminal
adaptor.  After about an hour of panic, I was
relieved to see the delivery man with a brand
new terminal adaptor.

Installation of the adaptor was fairly quick and
painless.  The quality on my first call seemed to
be acceptable.  Over the course of the next day,
I started to notice various issues.  The first issue
was that my number did not seem to be com-
pletely ported.  That was an annoyance that I
figured would go away, but it was an opportunity
to try Vonage’s customer service.  I electronically

opened a trouble ticket with Vonage and imme-
diately received an automated response.

The next issue that I noticed within the first
day of having the service was inconsistent qual-
ity.  The quality of the connection would dete-
riorate below cellular quality.  The signal qual-
ity seemed to drop as traffic on the network
increased.  Reliability was suspect as well, as
several times when I picked up the phone, I
did not have dialtone, and I had to reboot the
terminal adaptor.  Surprisingly, after I wrote of
this issue in my newsletter I had four or five
people respond that they had seen similar qual-
ity and reliability problems.

The quality level of the service was unaccept-
able. It might have been acceptable if it had been
for a residential application, but this was ulti-
mately for business purposes. The poor quality
coupled with the lack of customer support made
me realize that this was not a long-term solu-
tion. Fortunately, Vonage provided a 15-day
money-back guarantee. Unfortunately for
Vonage, a live customer service person did not
contact me until a little more than a week after
my first trouble ticket and, by that time, I was in
the process of returning the terminal adaptor.

Not knowing when to give up, however, I kept
experimenting with voice over IP solutions. First,
I purchased a VoIP phone card for long distance
service. I found this card also to be of dubious
quality. At times the quality was like that of a
regular circuit-switched call but, at other times,
it was reported that my voice was distorted.

I then tried a “traditional” VoIP solution that
utilized a PC and a headset.  I was shocked to
find that the quality of the service was better
than Vonage.  At 2.9¢ a minute, the long-dis-
tance was affordable.  So far, I have used it to
make calls throughout the United States, along
with international calls to the Netherlands and
Canada.  Several of these calls were conference
calls and lasted for more than an hour.  On a
few of the calls, I did have a dropped connec-
tion, but the quality was generally acceptable.

Enough about My Personal Problems

Technology is great, but it doesn’t retain customers.
— Leif Street, Director of Sales and Mar-
keting, Wood County Telephone
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Again, this article is not about my telecommuni-
cations travails or even about the evolution of
voice over IP technology.  It is clear, just in my
few months of reviewing and experimenting, that
the technology is rapidly evolving, and a phone
company, no matter its size or geographic loca-
tion, cannot afford to ignore the competitive
threat from VoIP providers.  Based on the cur-
rent environment, an independent telco cannot
rely on the regulatory bodies to protect it from a
service that can replace a telephone, but is classi-
fied as an information service.

To fight this new competitor, an independent
telco must lead the charge with a thorough mar-
keting strategy.  This strategy has to take into
account the various market segments that a telco
may have (e.g. business, education, residential)
and what products need to be offered to those
various constituencies.  The products themselves
might be very similar, but how they are pack-
aged, priced and positioned could be very dif-
ferent depending upon the market segment.

Within a particular market segment, it might
make sense to create different packages for par-
ticular sub-segments.  For instance, the prod-
uct that is offered for an early adopter would
be much different than what is needed for a
laggard.  Determining whether something is a
feature or a product unto itself is one of the
biggest challenges of product marketing.

In my case, I probably fit in a segment that could
be considered Small Office, Home Office.  So,
what caused me to change service?  There was
no single reason for my switch, but a series of
features that put me over the edge.  First and

foremost, as depicted in the table below, I was
dealing with three separate companies and three
different products to create the cobbled together
telecommunications system I had.

The features I have come to expect from the
telephone network are hard attributes, like re-
liable service, but I have also come to expect
“soft” attributes like robust signal quality, and
reliability for both long distance and local ser-
vice.  I was willing to sacrifice a little conve-
nience, however, to reduce my long distance
charge through the use of a 2.9¢ calling card.

Note, that 911 service is not listed as a must-
have attribute, as it was already covered from
the other line I had for home service.  Voicemail
was another situation altogether.  I always felt
proud of the way I had cobbled together a
voicemail solution that gave me a fax line and
unified messaging all for about $6 per month
less than the voicemail package I could have
received from my local carrier.

Switching to Vonage promised to consolidate
all of these services to one provider and one
bill, while providing a savings of at least $15
per month.  But I knew this for more than a
year, as I had been tracking the service.  So,
what ultimately caused me to switch…

QUALITY and RELIABILITY

After reviewing various products, I felt that
Vonage would meet my quality and reliability
expectations.  Interesting, but some of the things,
like reliable POTS, which were “must-haves,”
were not as important with Vonage.  Part of this
has to do with the fact that the cellular phone

Core Product Local Dialtone Long Distance Voicemail

Hard Attributes Reliable POTS Calling Card Fax

Unified Messaging

Soft Attributes Quality Quality Ease of Use

Reliability Reliability

Ease of Use

Cost ~$25/month ~$25/month ~$15/month
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offers a level of redundancy.  Further, an inex-
pensive battery back-up could provide a low-
cost, homemade solution to ensure both voice
and Internet availability during a power outage.

In the end, the quality and reliability of the
Vonage service were not acceptable, even
though it had more features than I wanted at
pricing that was 38 percent less than my
cobbled together package.

Communicate, Communicate,
Communicate

What retains customers is how you communicate
with them – how you take care of them.

— Leif Street, Director of Sales and Mar-
keting, Wood County Telephone

This opportunity to reflect on my experience
with VoIP has reinforced several ideas that I
have heard over the years.  First, identifying
market segments is the first step in the product
definition process.  The next critical step is to
properly package the features into products for
each of the given market segments.

Pricing is important.  When combined with the
various product attributes, it provides the mea-
sure of value.  The lowest price does not mean
the best value and does not mean the customer
will select the given product.  In my case, I was

willing to pay a substantial amount more for a
product that provided less “hard” attributes, but
had the soft attributes of quality and reliability
that I felt were “must-haves.”

Of course, having the optimum product for a
particular market segment is useless if there is
not a good way of communicating that mes-
sage to the customer.  Communication about
individual product features and their associated
benefits is obviously necessary to convert pros-
pects into customers.

Once a prospect is a customer, it is still impor-
tant to communicate the features and benefits.
An educated customer will be more likely to
use the features.  The more features they use
more often, the harder it will be for a competi-
tor to steal them away.

Customer education has to encompass more
than just product information.  Reinforcing the
soft attributes that the company is known for –
really branding – is something that must be con-
tinually communicated.  When faced with a
choice of two similar products with similar
value propositions, a person will more likely
choose to buy from the person or company that
they know and trust.

Communicating to customers and prospects
must be part of the fabric of the independent

Core Product Vonage Dialtone

Hard Attributes POTS

Long Distance

Voicemail

Unified Messaging

Fax

Soft Attributes Quality

Reliability

Ease of Use

Cost ~$50/month
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telco, in order to reinforce and build the image
and the reputation of the independent telco.
The communication touch points include any
customer contact by company employees (e.g.,
how customers or prospects are greeted), any
print messaging opportunities (e.g. signage),
and any Web or television advertising oppor-
tunities.  Maybe if I had been a little more edu-
cated about the potential quality perils of mov-
ing from my established supplier, I would not
have made the switch that has been a two-
month-long nightmare.

Free to Choose, but Make it Simple

The increasing competition in the independent
telco space, that is all but inevitable in the com-
ing years is going to leave customers with many
new choices.  With competition, there will be
pricing pressures, and the challenge will be to
maintain margins and revenue levels.  This will
only be possible by packaging features that cus-
tomers want, together with the quality, reliabil-
ity and service they have come to expect from
an independent telco, to create products that
have greater value than the competition.

Communication will be required like never
before, both for converting prospects into cus-
tomers, as well as for retaining existing custom-
ers.  Good communications will help custom-
ers cut through the clutter of their many choices
and find the product that is right for them.
Communications also will be critical to remind-
ing customers of the value they are receiving
and, just maybe, it will be the tie that stops
them from switching to your competition.  ■

The Primary Line Concept and
The Carrier of Last Resort: A
View from the Real World

by Mark Gailey

R ecently, the Federal-State Joint Board rec-
ommended distributing federal universal

service support to eligible carriers based on pri-
mary lines, instead of the currently support dis-
tributed on total lines (or the wireless equivalent).
This proposal is problematic at best.  It would
harm business and economic development in ru-
ral America, and impose dilemmas and shortfalls
in recovery of costs already incurred.

Providing telecommunication services in the
Midwest, especially in the rural areas of the
Midwest, is never easy.  But when the possibil-
ity arises to provide a large commercial devel-
opment with all the telecom services they re-
quire, you do everything possible to accommo-
date them.  Unfortunately sometimes, every-
thing is not quite as it seems.

History

The Universal Service Fund (USF) was estab-
lished to ensure affordable phone service to all
Americans, even those Americans that live in
the less densely populated, and therefore more
costly, rural areas.  The cost recovery mecha-
nism of the Universal Service Fund will con-
tinue to be crucial to the financial viability of
rural incumbent carriers that have been pro-
viding service to rural customers for decades.
However, the Fund has been stressed in recent
years as wireless carriers wanting increased rev-
enue in rural markets have qualified for USF
support after being designated as competitive
eligible telecommunications carriers (CETCs).
For example, according to a Legg Mason re-
port, in 1999, only $500,000 from the Fund
was needed to support the two wireless carriers
that were designated as CETCs. In 2003, Legg
Mason estimates the USF provided $131.5
million to 109 wireless CETCs, and that
amount could triple again in 2004.

On February 27, 2004, the Joint Board sug-
gested the Fund be used to support only the
“primary line” for each customer. The designa-
tion of “primary line” would come from each
specific end-user customer, and depending on
that designation, they would select the wireline
or wireless carrier as being the provider of the
primary line – and therefore the recipient of
the USF cost recovery funding.  To make mat-
ters worse, if wireless carriers’ support is not
based on the carrier’s actual costs, there will be
gaming and bidding wars for the primary line
designation.  Some carriers’ support could ex-
ceed their total costs, enabling them to offer
free service supported by other ratepayers.

Under a “primary line” system, rural wireline
incumbents will suffer because they will not
receive the level of support necessary for the
recovery of the costs to provide additional
voice, data, and fax lines as they do today. In
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today’s environment, the wireline carrier is still
the designated carrier of last resort and has in-
curred the costs necessary to provide service to
each and every one of its requesting end-user cus-
tomers.  The facilities were engineered, installed
and implemented on the historic assurance and
assumption that cost recovery, with assistance
from the USF, would be provided. If cost recov-
ery (partially from the USF) is not going to be
provided, which would be the case with this “pri-
mary line” recommendation, the likely outcome
is that the rates charged to customers for these
additional lines will need to be increased substan-
tially. The harmful effects on rural businesses and
economic development are obvious.

In the Meantime

Approximately a year and a half ago, my com-
pany, Totah Telephone Company, Inc., re-
ceived notice that a new distribution center
would be placed in one of its exchanges.  The
city and state approached Totah to see if it
would be able to provide the 100 telephone
lines and broadband connections needed dur-
ing the construction phase.  Also as part of this
discussion, upon construction completion, the
distribution center wanted the initial ability to
have 200 telephone lines up and ready with
the ability to expand up to 1,000 lines, as well
as a large broadband pipe.

Totah started by installing 100 lines for a local
contractor for the project.  On the plus side,
Totah’s existing network facilities are within
1,500 feet of the building’s location.  However,
because the city and state negotiated the
project, Totah could not require any advance
payment for the additional facilities necessary
for this phase of the project.  The costs of lines
and the cost of the additional facilities needed
to actually reach the site were precluded from
advanced payment.  Both the city and state
acknowledged that the site is free for the owner
of the distribution center to use as long as it
pays for the building and utilities.  Totah, how-
ever, was precluded from charging aid to con-
struction for the temporary facilities used dur-
ing the construction phase.

This lack of cost recovery also applied to a $50,000
digital loop carrier (DLC) that was installed on
the site in order to have the capability to provide
100 lines for one year during the construction

phase of the project. Totah also had to place 1,000
feet of 100 pair cable that will not be used after
construction is completed.  By the time the ser-
vices are installed and Totah is done with the
construction trailers, the telephone company will
have invested approximately $100,000 to meet
its duties as carrier of last resort.

At the end of the construction phase, Totah
will have to place a second DLC that is ca-
pable of being expanded to at least 1,000 lines,
as well as expand the central office to handle
an additional 1,000 lines (the Totah central
office providing service to the distribution cen-
ter is a DMS-10 and will require a new bay and
cabling to add the extra 1,000 lines).  Totah
expects that the distribution center will actu-
ally necessitate somewhere in the neighbor-
hood of 100 total lines because it will in all
likelihood use T-1 facilities and haul all the traf-
fic back to the home office.  However, Totah
was required to sign a contract stating that it
would be able to provide the 1,000 lines on
request within a 45-day time frame. The only
way Totah can meet that contractual obliga-
tion is to have the capability installed and wait-
ing for a call that may never materialize.

As most local carriers know, if you have ever
negotiated with a large commercial company
with state and city officials involved, the term
“negotiate” is not in the vocabulary.  The car-
rier is basically at the large customer’s mercy,
open to any request that may be made. Other-
wise, the customer is perfectly willing and able
find an alternative option.  For instance, in our
case the local electric co-op is providing an al-
ternate route for the T-1s through its fiber that
is in its static wire on the power lines.  In short,
if Totah wants any of the new concern’s busi-
ness, it will have to play ball by their rules.

Aftermath

By the time it is all said and done, Totah will
have spent in the neighborhood of $150,000
to $250,000 accommodating the distribution
center as well as city and state officials.

Under the new proposed primary line concept,
what does Totah Telephone Company recover?
What mechanism will offer the sufficient and
predictable support needed to spare our other
customers from imposition of these costs?
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If Totah has a declared competitor (CETC) in
the exchange, before the construction phase is
complete and support is frozen, does the
$150,000 to $250,000 even count towards USF
recovery?

In the meantime, Totah Telephone Company,
Inc. and other rural ILECs will do their duty to
rural communities as carriers of last resort by con-
tinuing to provide high-quality, affordable tele-
communications services to all the subscrib-
ers in rural America even in the face of risks im-
posed by the proposed Primary Line Concept.  ■

N E W S

in the

The Road to Wireless Standards
Sets Stage For The Future

by Keith Doucet

T he demand for broadband services is ac-
celerating for both the residential and en-

terprise market. Existing wireline technologies,
such as DSL and cable, are often not an option
either, because they are simply not available in
a given geographical area or lack the necessary
performance to fulfill the requirements for high-
speed connectivity. Wireless is less expensive,
especially in locations where it is cost prohibi-
tive to install.

The challenge with wireless is that there has
not been an effective, standards-based solution
for implementing wireless networks within
metropolitan-sized areas. Companies have been
installing proprietary equipment for wireless
connectivity for areas outside the confines of a
building. Proprietary systems can meet perfor-
mance and security requirements; however,
they tend to be more expensive and lack
interoperability.

The use of 802.11-based hardware (better
known as Wi-Fi) for metropolitan-sized net-
works decreases costs, but 802.11 has, among
other things, performance limitations when
supporting larger numbers of users requiring
broadband access. More importantly, Wi-Fi
systems do not feature Quality of Service
(QoS), which is essential to support guaran-

teed bandwidth for real-time services such as
voice and video.  Consequently, Wi-Fi systems
are ideally suited for indoor distribution, for
which they were originally designed.

Enter WiMAX

The Institute of Electrical and Electronics En-
gineers (IEEE) 802 Group initiated a working
group to create standards for broadband wire-
less access in order to offer a high-speed/capac-
ity, low-cost, and scalable solution as an alter-
native to DSL, cable, T-1/E-1 leased lines and
fiber. The first IEEE 802.16 standard, published
in April 2002, defines the WirelessMAN Air
Interface for wireless Metropolitan Area Net-
works (MANs). These early systems operate in
the 10-66 GHz band and are primarily targeted
for small to large enterprises as a broadband
alternative to traditional wired connections.

The 802.16 standard, dubbed WiMAX, sup-
ports point-to-point and point-to-multipoint
architectures transmitting at data rates in ex-
cess of 120 Mbps. In the 10-66 GHz band,
transmission requires line-of-sight, making
roofs of buildings and towers a pre-requisite for
mounting base station and subscriber station
radio equipment. The base station connects to
a wired backbone and can transmit wirelessly
up to 5-10 miles to a large number of station-
ary subscriber stations, possibly hundreds.

An Easy-Entry, Last-Mile Broadband
Solution for You – Or Your Competitors

With wireless base station equipment targeted
at under $20,000, a WiMAX-based solution
can economically serve up to 60 customers with
T-1 speed connections. That’s an attractive
proposition to an operator looking to minimize
both capital and operational expenses.  In ad-
dition, WiMAX can provide a feasible backhaul
for connecting wireless LAN hotspots together.

To accommodate non-line of sight access over
lower frequencies, IEEE produced the 802.16a
standard in January 2003.  The 802.16a stan-
dard operates in the licensed and unlicensed
frequencies between 2 GHz and 11 GHz using
orthogonal frequency division multiplexing
(OFDM) as the principal transmission method
for robustness to address non-line-of-sight de-
ployments.
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The 802.16a medium access control (MAC)
layer provides the means for distributing the
bandwidth to multiple subscribers from a single
base station sector.  The MAC uses an ad-
vanced QoS mechanism to prioritize band-
width allocations according to pre-defined ser-
vice level agreements (SLAs).  This is particu-
larly critical for real-time applications, includ-
ing voice services, where a portion of the band-
width must be given absolute priority over nor-
mal data traffic to minimize latency and jitter.
The MAC can support up to hundreds or thou-

sands of subscribers from a single sector, pro-
viding a truly scalable network that can grace-
fully grow to meet consumer demand.

Both 802.16 and 802.16a form the basis of the
emerging WiMAX standard, which is chartered
with ensuring interoperability between equip-
ment from multiple manufacturers.  With
WiMAX compliant products, broadband wire-
less access is poised to revolutionize the ‘con-
nectivity’ landscape in the near future.  ■


