


SOUTHWESTERN BELL TELEPHONE COMPANY
COMMENTS ON NARUC UNIVERSAL SERVICE PROJECT

DRAFT POSITION STATEMENT

Southwestern Bell Telephone (SWBT) Company applauds NARUC's efforts to fashion
forward-looking national universal service policy which recognizes today's competitive
marketplace and the urgent need for new telecommunications regulatory policies.

While universal service is not a set of services or technologies, but rather, the basic
infrastructure with which network access is provided and services are offered,
NARUC's categorization of services and technologies provides an effective means for
delineating those basic telephone services for which universal service principles may
apply.

NARUC has recognized that significant implicit support flows currently exist which
cannot be sustained in a competitive environment. LEG's must be accorded the
flexibility to rebalance rates in order to engage in effective competition and to recover
the costs to provide universal service, thereby minimizing support flows. Following
rate rebalancing, financial assistance should be targeted to those end users who
cannot afford telephone service, based on a financial needs test. If rate rebalancing is
limited, then an expansion of existing explicit support mechanisms will likely be
necessary to allow the present universal service provider to recover its costs incurred
to meet existing universal service obligations.

NARUC has recognized that information provided by OPASTCO and the Western
Alliance shows that the impact of Universal Service Funds on rural, high cost areas
can be significant. It is SWBT's view that rural areas served by larger LEGs can also
have similar high cost characteristics. These characteristics are often masked in the
data provided by the larger LEGs, since costs are normally reported at a study area
level. In CC Docket No. 91-213, SWBT provided information indicating that there
were cost differences between high volume and low volume offices for transport
facilities. Based on preliminary information being developed by SWBT, it is likely that
the cost characteristics reflected by the small, predominantly rural LEGs included in
the OPASTCO and Western Alliance studies will be similar for rural areas served by
SWBT. In the past environment of minimal competition, the implicit support created
by rate averaging created sufficient contribution for the high cost areas to be
supported by the lower cost areas. As competition enters the lower cost areas, this
contribution is likely to be eroded. In order to maintain/enhance universal service in all
areas, it may be necessary to address the reqUirements of larger LEGs serving both
rural and urban (high cost and low cost) areas on a basis that makes some distinction
of cost at a lower level than total study area.
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SWBT agrees with NARUG's recommendation to allow the states, as part of their
regulatory oversight functions, to individually address unique market demands in their
respective states in determining the need for technical standards or minimum service
capabilities, and to address the associated cost recovery issues. With respect to a
DSO minimum technical standard, SWBT believes that customers, via market demand
for services, should define technical requirements.

SWBT continues to support the USTA position with regard to the modified bUilding
block (MBB) approach. The MBB approach does not effectively promote meaningful,
economically efficient competition, but instead confuses pricing, unbundling, and
imputation policies with the examination of proper costing methods. This serves to
unduly handicap LEGs.

Several MBB characteristics warrant mention. First, that portion of the MBB approach
which is supported by sound economic principles is already included in the LEGs'
incremental cost study methodologies. Second, MBB unnecessarily restricts LEG
pricing methods. Third, SWBT firmly believes that the majority of loop costs are not
shared/common costs of the LEG. Loop costs are directly attributable to, and arise
from, access to the network. MCI and many in the economic community support
SWBT's argument. Finally I Shapley value calculation is not a cost analysis issue, but
is instead a pricing issue which has little support from mainstream economists. Cost
allocation via Shapley values is technically very difficult and, we believe, probably
impossible from a practical view.

Regardless of whether or not a building blocks approach is ultimately used, regUlators
must address depreciation reserve deficiencies and define a mechanism for recovery
of past franchise and carrier of last resort obligations, without relying on contribution
from competitive services.

RegUlators must carefUlly evaluate whether or not allowing multiple service providers
to compete for support payments in high cost areas serves the public interest.
Critical issues include: terms and conditions of universal service obligations,
assignment of carrier of last resort obligations, network interconnectivity between
competitors, compensation arrangements, and full recovery of LEC stranded
investment placed under universal service obligations. LECs must be allowed to
rebalance rates before any competition for support payments can occur.

Once rate rebalancing is in place, SWBT is prepared to further explore the merits of a
virtual voucher system for the provision of end user support. Careful consideration
must be given to each of the critical issues identified by NARUC which impact
universal service objectives. SWBT agrees that, where competing providers do not
exist, the incumbent universal service provider should continue to receive necessary
support; however, that same provider should not also be required to contribute to the
funding of universal service support.
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SWBT's Response to

Teleport



Teleport's Universal Service Assurance Plan

Summary of Paper

Teleport's paper entitled "Universal Service Assurance (USA)" proposes what Teleport
refers to as "equal access to the local eXchange subsidies". (p. 2) Teleport reasons
that unaer Its plan a competitor in the local eXchange market would willingly serve
high-cost or low-income consumers, "so long as it could receive for each such
customer the same subsidy that the incumbent provider receives." Teleport explains
that if the competitors cannot have access to such subsidies "regulators and telephone
companres can hardly fault competitors for not serving such customers." (p. 3)

Teleport proposes to establish an independent subsidy fund from which all local
telephone carriers inciuding competitors could "draw" the subsidy required to serve
particular customers. Carners would contribute to the fund based on their share of the
market. (p. 3) Any carrier may elect "to-serve" or "not-to-servell certain customers or
markets. (p. 4) The proposal states that "if the subsidy is propeny calculated, few if
any Individual customers or geographic areas would be 'undesirable'." (p. 4) If no
carner wishes to serve a customer or a market, then the regulators must conduct an
auction to determine the carner of last resort. (p. 11)

HOW USA WOULD WORK -- Teleport's USA plan requires that:

1. regulators/legislators must establish equitable rules for qUickly certificating new
facilities-based local eXchange carriers to compete with incumbent LEes; (p. 7)

2. regulatorsllegislators must establish the USA Fund administrator, to be
independent of all carriers; (p. 7)

3. regulators/legislators must provide for full interconnection of local carriers'
networks, so that competitive services are technically, operationally, and
economically feasIble: (p. 8)

4. incumbent LECs identify the amount of the subsidy required to maintain service to
each of the claimed subsidized customers; (p. 8)

5. all intrastate common carriers of two-way public telecommunications services
contribute to the USA Fund based on their market share; (p. 8)

6. any carrier wishing to serve a subsidized customer can register as Universal
Service Carrier (USC): (p. 8)

7. "free entry and free exit will allow equal access to subsidies." Furthermore, if an
eXisting company "cannot afford to serve a particular market without a particular
sUbsidy, ... it should be permitted to turn over its facilities (at net book value or
through an auction) to another carrier willing to serve." (p. 10) Through this
method. "the result would be the replacement of an inefficient incumbent
monopolist with a more efficient monopolist." (p. 13)

8. consumers will have the ability to shop for total service. (p. 11)



Discussion - Opportunities and Concerns

Teleport's proposal underscores the general industry consensus that a comprehensive
review of universal service issues is critical to facilitate faster growth of competition
while assunng contInuance of universal service.

1. EQUAL ACCESS TO SUBSIDIES AND INDEPENDENT SUBSIDY FUND

The proposal establishes an independent subsidy fund from which all local
telephone carners Induding competitors could "draw" the subsidy required to
serve partIcular customers or markets. Carriers would contribute to the fund
based on their share of the market. This approach suggests that universal service
subSIdies could pay for Ubiquitous deployment for universal access by customers
(high and low cost. urban and rural, wealthy and poor, etc.) of new networks to
parallel eXisting LEC networks into America's heartland, hence, bringing choice to
customers. A problem IS that the existing subsidies are designed to recover the
costs of the eXisting ubiqUitously deployed infrastructure. Additionally, Teleport
appears to suggest that the new subsidies it is proposing would be funded
primarily by the very LECs that have built the current Ubiquitous infrastructure
which provides UniverSal access to customers. This part of the proposal, while
may be well intended In that it seeks to bring carrier choice to all customers, is not
practical since It requires the LEes to pay for the costs they already incurred for
providing universal service. Additionally, receipt of undeserved subsidies could be
a windfall to competitors.

2. CUSTOMERS WILL HAVE A CHOICE OF CARRIERS AND CARRIERS WilL
HAVE A CHOICE TO-SERVE OR NOT-TO-SERVE PARTICULAR MARKETS OR
CUSTOMERS

The proposal takes a new way of looking at universal service. It suggests that not
only will customers have choices, the carriers will also have a choice to-serve or
not-to-serve a customer or market based on the desirability of that customer or
market. To determIne desirability, the plan calls for calculation of subsidies on a
customer-by-customer basis. If, based on this information, no carrier seeks to
serve a customer or market, the plan calls for regUlators to auction that customer's
service or the market. A problem with this approach is that carriers' refusal to
serve a customer or market could mean that universal service may not exist for
that customer or market. Teleport's solution of auctioning off these areas and
customers to the lowest bidder does not address the possibility that for some
areas there may be no bidders or the low bid may be "higher" than socially
desirable.

The plan also proposes the notion of "free entry and free exit" which suggests that
if an existing company cannot afford to serve a particular market without a
particular subSidy, .. 1t should turn over its facilities to another carrier at net book
value or through an auction. This portion of the plan is confusing as it makes a
number of assumptions regarding the LEes' efficiency and the regulators' desire
to replace the LEes' monopolies with more efficient monopolies by giving away
LECs' networks to the new entrants. Other than exchanging one monopoly for
another no other benefits are cited.



3. UNIVERSAL SERVICE AND NATIONAL INFRASTRUCTURE GOALS

Teleport's pmposal assumes that the only issue that must be addressed is basic
residential service provided at a "subsidized" price. A major concern regarding
this portIon of the proposal is that it does not address a number of other issues.
One example is whether customers in high-cost areas should pay more for toll
calls than customers In low-cost areas-an issue that has been key to past
universal servIce deaslons.

Another concern IS that the paper does not address the goals of advancing the
national infrastructure: access to advanced services; dassrooms; health-care
facilities; etc.

Issues For Further Discussion
-- Hard Questions That Will Have To Be Answered

(1) Would competitive entry based on receipt of subsidy promote efficiency?
Would the proposal motivate multiple suppliers to make substantial
investments In high-cost areas which, without support, would not sustain a
SIngle supplier? Would this compound rather than reduce the subsidy
problem?

(2) How to balance the task of recovery of costs of existing universal service
infrastructure with the recovery of the costs of future competitor networks?

(3) Would high-cost areas pay more since they would have to possibly support
the high-cost of two service providers? Will having "choice" justify the higher
prices?

(4) How should subsidies be defined and quantified?

(5) Who are "all intrastate common carriers" that would be required to pay into
the USA Fund?

(6) Assuming full competition, would a Net Trans Account system be necessary?

(7) Would granting LECs pricing flexibility be a much simpler approach to
resolVing universal service problem? Would LECs be able to minimize
subsidy amounts by rebalancing rates?

(8) Would consumers benefit more by having market driven prices or by having
multiple subSidized providers?

(9) Should "carrier of last resort (COLR)" responsibility require a firm commitment
to-serve. without the ability to refuse-to-serve a particular customer or market?

(10) How should COLR responsibility be assigned to various carriers? Is there an
equitable way to share this responsibility?

(11 ) How should various providers induding LECs interface for a Ubiquitous
seamless nationwide network to exist?



(12) Should universal service be provided on a customer-by-customer basis?
Would this be a more costly method?

(13) Who is the true beneficiary of this proposal? Should it be the customer or
should it be the alternate provider?
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Eli Noam "NetTrans Accounts" Proposal

SUMMARY

::.:t Noam's caDer ~~!a::;:;sr.es cenaln princIples for a reformed universal service.
-hese pnnC::les s~:::ges! ::-(3; :~.e new system of universal service should: (1) not
SKew the re!alive """"arKe! s:~enQ:n of any earner: (2) not favor or disfavor integrated or
:.mounolea :::;rO'./ISlon :~ a service. :3) not favor any type of transmission technology
:Jver otrlers' ,4\ rot favor ::::nv canJcular use of telecommunIcations, or type of
.iiessage: ;:: GC: :: ~faen .-;,-,V cans of the country disproportIonately; (6) not result in a
snocK or wlnafall :: any ~:Jr1:c::::;ants: (7) be rntegratable Into the federal-state
ceguJatory system ;:; _.

'\Joam also suggests t::3[ ~~c::essful revenue raising systems should meet the
':tlowlng G:tena .: :;:ere 5.iOUia De no rate snocks, windfalls, or unrlateral
30vantaqes to s::me c:~::e!!!:rs (2) snould have stability In generating the targeted
'evenues ,::-, r:::..;s:::e ': ~:::e":) mav not reqUire overturnIng eXisting universal
~ervlce system ~: 5-::: .... :: :~::'.·Iae Incentives to productIon efficiencIes. (p. 16)

The paper loentlfles me lCllowlng options and describes the major problem with each
ootlOn

J.

3

Set regUiatec r,:nes c~ "ancnlseo LECs and support low prrces for universal
service customers· -'1 a competitive environment, this exposes the LECs'
SUDsldlzmg c:...;s:c~ers:::: :;eam-sklmmrng" entry by new entrants. (p. 17)
impose access C:-:3rces en carners as they Interconnect Into the LEC local network
at a comrlDutCr, :evel -- -:-;;IS aoproach does not work in a multi-earner local
:;nvlronment ~

,nstltute tnccrr.e tax. ~~ General sates tax to fund universal servIce -- This is not
~eallSllC :n :~e c:...;rrent : :::Itlcal ana budget environment. (p. 17)

Levy a teleccrr.mun:C3:lons sales tax on customers bills of LECs and other Carriers
'- ~hlS WOUIO sur.er ":::;n :r.e POlitical difficulty of raising a new tax. (p. 17)
Aoply a tax on teleccrr.munlcatlons eqUipment -- This IS also not very workable for
tile same reasons n:::;:ea aoove I p. 18)
':'oply prooenv ::::x en c.:::rners -- ihis system would be a disincentive to investment
ana quality ;:;; 8)
Levy a comorenenslve relecommunlcations value-added tax on all earners,
services. etc .- -:-his WOUld also suffer the same political problems as any other
tax. (p. 18)
Implement an acc:::;;.;n:rng mecnanlsm to assure fairness of burden via the NET
j-RANS ":"CC2lHH -;etTransl -- the system keeps score that all carriers pay a
:xooonlonarelV s mllJr s::are [Q the marntenance of universal service. Noam
proposes [roat [~rs S'Is,em would be Imolemented at the same tIme that full local
comoelltlon IS cerml::ea ,pp. 18.22)
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J rlOW DOES :~etTr3r.s '/vORK?

NetTrans essentlallv worKS as follows:

';et Tra:os ·AOUJa .JODI,! cnmanly to two~way telecommunications providers
suolect ::: ;.~:e II ;::egUlatlons sucn as LECs. CAPs. IXCs, Cellular carriers, etc.
~esellers ~f1nancea ana Information service providers, cable TV providers (if
~ne-waY transmISSion, one way paging service providers, and prrvate networks
are exc:uaea

';etTrans wou:a :::e aamInlstered by an independent third party .

.:. flat cercemaqe !s calculated pursuant to the following formula:

Subslav Revenue Feaulrement I (Total Industry TransmIssion Path Revenue
ess S;,.;cslav ~evenue ReaUirements)

':'cceC't;i,q ~.~ons:;n ~ 8nlfs S18B subslay amount and an Industry transmission
: am revenue EStimate cr ~ 150B. Mr Noam estimates this charge percentage to
:e aDorOxlmateJV :-%

-;""5 cercemaqe !s aOPllea to a earners Net Transmission Path Revenues
;NTPR) 'JetTrans revenues would Include, but not be limited to. revenues
generatea from lcng alstance services. SWItched access, local usage, local
access lines rInc:ualng DUSIness. residence. and PBX trunks), pnvate lines and
soeClal access ~na collocation and interconnection charges. This revenue
:01al WOUla Ce reaucea by the amount of payments to other carners far
:ransmlSSlon ana :aS1C SWitching services (e.g., CAPs would deduct collocation
ana Interccnnect:::m cnarges paid to LECs. IXCs would deduct all access
::larges Dala to L:::CS. etc.) and credits for universal service contnbutions made
ana for amounts associated with subSidized users chOOSing a local providers
service.

:; -~e Carner WOUIO cay or receive an amount depending on whether its net
amount is a ceOll cr Gedlt.



Discussion - Opportunities and Concerns:

Assumptions Undenying the Paper May not be Realistic

The paper orllY aClcresses L;nlversal service from the aspect of providing explicit
SUDSlaies to ena users =~surJng users connection to the network at reasonable rates
:s lust one asoect ::;~ o...;ntversal service. The existence of a reliable ubiquitous network
wnlch serves all areas regaraless of levels of efficiency is another. For universal
service to be a reality recovery of the costs of this network, which have been incurred
by LECs. IS necessary

Assummg full comcetltlon ','/ould a NetTrans Account System really be necessary? If
full comoetltlon woula eXIst and LECs have been granted pricing flexibility by
'egulators c..~C :aces ,',Ill r.;ost likely be rebalanced and/or set at competitive/market
Jasea levels -~IS WOUIQ minimize suosldy amounts.

LECs May Incur ana Pay a Substantial Portion of Existing Subsidies/Universal Service
Costs

Under the proposal. L:::Cs would fund a portion of the lost subsidy while still having
the costs alreaay Incurrea to ensure ubiqUItously available universal service. Noamls
proposal essentIally reaulres all telecommunications providers to contribute, including
the LEes. -:-his proposal Will Impose a double burden on the LECs: first, LEes wilt
Incur costs for faCilitIes ana emoloyees necessary for meeting universal service
reQulremems: ana secona. Uley Will have to pay for a portion of their own and other
local excnange provlaers' universal service costs. This is unfair in that LEG
::::omoetltors are not reaUirea to Incur facility or operational costs to provide universal
service. ihey are more likely to rely on the existing LEC networks for UbiqUitous
transmiSSion caoaDllltv and for prOVIsion of telecommunications services to less
effiCIent areas. -",e total btll to LEes could be as high as $10.6 B.

The Proposal WOUld Place LEGs at a Substantial Competitive Disadvantage

Another aownslde cf thiS orooosal is that it would impose an extreme competitive
OIsadvantage on me LEes, Since, they would incur faality and operational costs that
their competItor aoes not Incur. and would have to raise rates SUbstantially to fund the
added costs assoClatea With theIr unIversal service payment amount. This, in the end,
Nould likely Jeooaralze not ennance universal service.
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Additional Administration and Accounting Requirements and Other Drawbacks

NetTrans proDosal Will cresumaoly require quantification of the aggregate subsidy
amount reaulrea ::; maintain GnlverSal servIce In the U.S. This will certainly be a
monumental ana C:Sily tasK ::ubsldies are not routinely calculated as part of the
regulatory process. .~ ddltJonally It will be difficult to get acceptance of subsidy
calcUlations and amour.iS :rem Industry partIcipants and regulators.

In addition to c~anqlr.g :r:e L::': s' accounting systems; Increasing accounting,
reponing, and otner admrnlstra[Jve expenses: the NetTrans proposal also includes
several other arawoaCKS te L~CS' participation In this process. For example, the
contnbutlon generated from sales of LEC access and toll services (Le., the excess of
revenues over ccsts tor mese service categones) would be subject to a "productivity
adjustment" in calcUlating L::":S' NetTrans balances. The presumed reason for this
adjUstment IS to force erflc:ency" on the LEes by redUCing the amount of "current
sUDslay" that can ce cealtea 3qaJnst LECs' NetTrans accounts. LEC NetTrans credits
Nould be funner reaucea :./ also Subjecting the residence access line subsidy to a
prOductiVity factor -·--.IS C.:iiCL;;allon would progressively reduce the portion of the
reSidence subSIdY I~at L::'·: S Wlli be allowed to claIm credIt for over time. The
rationale benrnd tnrs ~ nanc:al oenalty" on the LECs is not at all clear. However, it is
as likely that tnlS asoect c: Ir,e NetTrans proposal would pressure LECs into seeking
baSIC local servIce rate Increases.

The proposalS reaUire l...::'·:s and others to calCUlate net transmissIon path revenues.
A proolem IS mat wnlle tr.ese are avaIlable for LEes Interstate access services
(transport ana local s.vltc~:nq revenues). they are not available for toll services. CAP
services. ana other services.

Inconsistencies in the Proposal

A threshold auestlon Inat eXists IS: should competitors be entitled to subsidies that
would be calculatea lntllallv oased on LEC cost structures which reflect costs of
prOVIding UniVerSal service? InconsIstent WIth the goals of the proposal. this could be
a WIndfall to LEes' C8mcetltors.

Noam states mat c:ntntJUllons for access charges above cost should be credited
against the UniVerSal service fund debit. It is not clear exactly what this means. This
may Imply that If access customers can prove that SUbsidies exist in non-transmission
path related revenues any retated payments could be credited.

Further. the statement :~,at under the present system LECs have no Incentive to
reduce cost at operations IS Inaccurate and not consistent With the efficiency
Incentives Inherent tn crlce caD regUlation.
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~he paper IS alSO inCOnSistent Wlln Its goal of being "competitively neutral". For
examole. an area at c:::ncern Tor LEes IS the NetTrans proposal's treatment of LEG
competitors. -he orooosal recommends that "new entrants" be granted a three year
exemOllon from cameleatlng :n me NetTrans universal service funding scheme. This
exemotlon oenoa IS exollc:::'': inCluded as a form of "infant industry" protection. The
:oncern is how ana ov wnom -.ew entrants" would be defined. If CAPs such as
\1FS ana Teieoort were s:;menow aeslgnated "new entrants". yet another competitive
advantage WOUld ce grantea l~ese firms by regulatory practices and policies.

NetTrans Might Not Reduce Actual Subsidy Requirements

;he NetTrans DIan a:ctates mal all payments received by LEes from the fund be
:lowea througn to ena users In me form of rate decreases for services (such as carrier
access ana long clstance I trial are pnced to Yield substantial contribution toward
recovenng me cests el lecal servIce. A problem IS that this requirement. over time,
'enas to deoress L~': .2'1ent..:e ,;;owttl unless other service prices and/or sales growth
;ates can oe adJUstea - s L::'·::: :evenues decline due to both increasingly intense
::Jmoelltlon ana me r,21l r ans rL;!es. the potential for calculating Increased SUbsidy
amounts anses. -J allOle ::--.:5 : ;etTrans developers have Included a productivity
:idlustment to LEe :ccal service COSIS. SO long as the productivity factor IS sufficiently
large, LEe calcUiatea c':StS (r.et ot productivity) Will decline more qUickly than LEe
:ransmlSSlon Dam revenues. :nereoy guaranteeIng a shrinking subsidy over time. This
coUld result In a situation ','mere calculated subsidies are elimrnated. but technological
Changes. LEC cast struc:L:res marKet demand characteristics. and political decisions
:0 support targetea c:::nsumer grouos stili combIne to create a SituatIon rn which true
as ooposed to NetTrans calculated) costs remain above the price of local service. If

:nrs occurs. LECs and trelr snarenolders lose.
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Mel's Paper
From a Single Lane to the Superhighway:

Rethinking Universal Service Poticy for the 21st Century Consumer

SUMMARY

\1C1'5 caDer '5 casec crl Itle premIse that IntroductiOn of competition in the locat
marKet will bnng c~:::::ce ano lower prices to the local telephone subscnbers.
':::onseouentlv ~.1C: .::~:;ges!s :r.at a revised universal service policy will be needed to
facilitate me transitIon ::: local C:Jmoetltlon. I p. 1)

~JlCl recommencs tr.at LE':s' revenue requIrements should be "de-linked" from
:he LEes' funatng C~ :r.e L:lIVersat servIce SUbSidy. Mel alleges that because LEes
:urrentlv ooerate as " i::cncoOlV \~elr revenue reqUIrement includes excessive profits,
'leTfic:em coeratlcns '::-'0 :','ervaluea D!ant i p. 2)

·.~C: sL;ggesls ::-'3, :-_2 S.... CSiOV [0 DaSie :ocal excnange servIce IS the difference
Jerween Ir.e C::StS c: ::351C '::al excnange service and the revenues generated by the
servlce.ip. :;

,'.1CI proooses a ;',vo-[terea plan wnrcn provlaes for (I) BaSIC and (II) Advanced
universal service. ~e BaSIC unIversal servIce proposes access by residential
:ustomers to eXIsting :e!eoncne nerworK. "':',mong the Issues to be addressed are
defining me servIce ana cetermlnlng me amount of the reqUIred sUbsldy.(p. 4)

:'cc::roIng :: '-i? S30er ~'le Advanced unIversal service proposal promotes
Jlgltal c::nneCtlVIIV ane oii.:rcaolllty for all consumers, For example. the plan states
:,1at It encourages c~;·..a[e sector cevelocment through tax credits. (p. 5)

V1Cl's caslc ;,;.-:;',ersai service would provlae reSIdential local excnange service
at rates no nlgner :~an :~e eXIsting natIonWide average of $18 per month, Such basic
servIce would tnCI~ce =ccess to the first POint af sWltchrng (dial tone): local usage;
:oucn tene servIce '.: ~ ~ service: wnlte pages listing; access to directory and operator
assistance: ana smg:e-Donv service. (p 6)

MCI wants to lcenufv ana Quantify the cost of performing specific network
functions USing an e:C:lcmIC mOdel that accounts for each function and recognizes the
,anaotes mat affe:: ::.5:: ·.~Cl states that Similar cost analySIS is done today by LEes
Nlthour unaue narasn:c ~ ~'i

Unaer MCl's ~aSiC ~:ilverSal service pian the follOWing telecommunications
orovlaers would c:::ltrIcute ~c universal service: c:Jrrent and future local exchange



carriers: long ClStanCe camers: Comoetltlve Access Providers; cellular telephone
:omoanles ::'/ ::~::r.e c:~::·./\aers

=.acn ::~~r:e~ ·:.o~:o ::av a oercentage of its total telecommunlcatlons
:ransmlSSlon a~::: s.vIIC~:~:::l ~evenue. mmus any payments to other earners. (p. 7)

.; UmverS3i S:;:,,,ce .- 5S0CiatlOn run oy a thrra-party wlii be formed to administer
:tle funalng ;:CCI ~~:::-:i ','. nlC:". anv carner can withdraw to reduce local eXchange service
Dilling (p. "('

MCI asserts :~at S~:::;Siales are "benefits" that LEes will have to share with
competitors '.~C; :~::coses me '-.;se of "virtual voucners" to apply toward customers'
:eleonone Dlil :; =1

MCl tells :~e reqt,;:atars t~at they must contmue regulatory oversight of existing
_::':s for a numcer -:' ..·.::ars :; 2)

f no camer s ,',lIl,nc :: serve an area. MCI's plan suggests auctioning that area
ana carners wo~:c::.;J .- e :eVe! of Der-Ilne SUOSIOY at wnlch they are willing to serve
::le enme c~stomer :Jse ,,'J1lnm :~e local excnange. '0.9)

I

". ADVANCE:' :...;i'JIVE?S;..,i... SERVICE

MCI states inat It Nowa be'lmpruaent" to Imoose a large subSidy burden to
ensure wloesoreaa :::ellverv of for examole digital services. which would increase
rates for all c;,,;stomers :: ~ Q) MCl's Advancea unIversal service proooses
nvestment tax C2Glts ::~ ~=·:s ana other providers In the business of digital end-to
ena caoatllttties.

'AC I crcooses ;7"",e c:-eatlOn of a "separate vIrtual vouCher system" to provide
government Wiln a mecr.anlsm for encouraging consumer demand. This would proted
:ne taslc service ::~Si.,;;-;-:er i;-om sUOSldlZIng high-tech servIces and benefits for
:tlose 'dlg[tal" ::::1sumers r710re likely to use and afford them. (p. 11)

Mel's aavance-::l ',.;;:lversal service plan provIdes funding through a broad-based
SUDSIOY POOl InvOlving ail Inaustnes that stand to benefit. For example. If any public
:JOlnlon survey c:-ealC:S :~at movies on demand will top the list of what consumers
demana from me ':nformatlon superhIghway", then the entertamment industry wouid
represent a natural c::~,mDutor to a separate funding pool. (p. 11)

The Dian s~qges!s :c.;nolng digital connection to libraries. schools and hospitals
to me Information suoern1c.mwav tnrougn competitive bIdding. Mel asKs the regutators
to "refraln from rr:aKlng :::2a1S with monopolies for these services." (p. 12)



swsrs DISCUSSION OF MCI's PAPER

.\1C:·s oroccsai ~:~:;"aSL':::~S ::-,at It IS now lime far a comprehensIve review of universal
service Issues ·.~C: :ClniS cut that "wnlle everyone agrees universal service shoutd
remain a VI[al c.:::;-::::::cner:[ ::; future telecommunicatIOns policy, the combination of new
recnne/ogles ane ;;; ::--.3nC;::lg marKetolace nave rendered the current system obsolete."

';s mlgnt te exoec:ec :2c:ause It IS a purcnaser of access. MCI is quick to criticize
the level OT L:=': ':'::S1S i:-.:::..:rrea to provlae universal servIce even-though its paper
does not cemaln arw S.Jc::::rt tnat snows how MCl's proposal Will maintain or improve
universal service ~:mJlariv :.1Cl'5 voucner prooosat is a thinly veiled attempt to
benefit MC: :;nanc;~ilv<;elv at the expense of a uOiqultousJy available network
constructea :J', Ire ~~.:.:. ,.,nlcn crovldes universal servIce.

:rresoeCtlve Q~ "~C:'..: _...... :::'-'ncea allegatIons aoout the Impropriety of LEC costs to
;::-ovloe LJnl'Jersai S2'"'P:2 ':,',.:8: strong:y oelleves that It should have the ability to
'ecover me cests ,: - as c:""\O continues to Incur to bUIld and maintain a network that
crevloes UOIOUltCt..:SiV 2,adaole universal servIce. SWBT supports the following basic
approacn for recovery cr unIversal service costs In the competItive marketplace:

o _=Cs S.ieUlO ce alJowea rate reoalancmg and pncing flexibility;
o of oncrnq T!eXlOrlltV IS limIted. other means should be allowed for LEes to

~eco'.'er ::5:S aSSoCIated with unIversal servIce (e.g. UnIversal Service
~ ate E:;emenrs J

o SubseGl.:er,( :: rate reoalanclng, additional expliCit mechanisms should
::e tarqetea :: eno users wno cannot afford baSIC telephone service:

o ~)us{jr.q e.~o:ICj[ mecnanlsms (USF !.- TS. LIfeline. linkup, etc.) should
:entrnt..:e ::: :e malntarnea.

De-linking LEe Revenue from Universal Service.

MC I claims mat tr.e s;.;ccon for Universal servIce should be "de-linked" from LEe
revenue reaulrements 2,,0 reolacea with a system that would ensure equal access to
the unIversal servrce S'-1CSIOY MCI alleges that the $20B estimate of support for
UniVerSal service IS '/aS11'1 overstated by LECs. Apparently, MCI does not understand
that the $208 reoresenrs imOllclt SUbSIdIes In LEC rates deSIgned to:

o ;;rovloe s_ccon for a unIversal service network to low volume, high cost
,largelY rt...:ra/l areas: and

a ;:Jrovloe s~ccon to Keep baSIC local service rates low.

Mel's proposai IS oasec :n the premIse that competitor prOViders should have access
to LECs' universal service subSidies to nelp pay for deployment of their new networks
even-thougn ~.~C: ~as mace no commitment to prOVide service to all customers,
partrcularly [hose In :'Ign :::st areas Presumably, MCl's network would parallel



eXIsting LEe r,eworKs across L1 SA. In oreer to bnng choIce to customers. 'Mlile
gIving customers a cr.Otce is a naOle notion. supported by all. facilitating this d10ice
:hrougn aUcllCdte recwarKS caia for with LEe SUDsldies creates a number of problems.
First. the eXisting imC:lC: suoslo:es were deSignee to recover the costs of the
.JOIQUltously ceOlavea :n:rastruc:ure ~herefore, MCI appears to suggest that either
me eXisting newarK 'Nauta r.ave to be abanaoned or two parallel networKs would have
,0 De SUDSIClzea . ;eltr.er :::-'.e Of tnese chOIces results In specIfic customer benefits.

Secana. r,,1C[' S GaDer 'S S,ient ~egaralng commitments to provide universal service.
Comoetltars are strangelv GUlet aoout maKing a firm commItment to provide a
universally avallaOle UCIOUllOUS newark themselves. There is no evidence that Mel,
MFS, or other ootentlal local service orovlders Intend to make the commitments
necessary to satlstv c.;r'.lversal service objectives. Consequently, voucher systems
sucn as mose oracosea In .\1C :'s oaDer make no sense and will only serve to further
the real OOlectlve or ~.1C: .:,r MFS 'Nnlcn IS to financIally benefit by forCing LEe access
'ates cown analor :'; re-::elVlna ':oucners for SubsidIes they don't need. Based on
:~e!r actIcns sa tar 2riC :~no~~cea future actions. it is aoparent that MCI. MFS and
Jtners Intena to serve c~s.nesses lecatea In metro areas. [t is qUite likely that funds
:0 olace Investments ;: :~ovlae service to resloentlal customers and rural areas wit!
not be fortncomtng :~ T.e near f'...;:ure ;"'ddltlonatly. there IS no Indication they will
commIt the caPItal resources necessary to provIde a ubiqUitous pUblic network. For
example, the S2 btUlon recently committed by MCt to enter the local exchange
bUSiness IS a "droo lri :ne CUcKet' compared to what capital has been expended by
the LEes ana IS necessarv ,a CUlld a network caoable of sel\fing all subscribers in the
natlon. "'llus far. ::--:e new local service prOViders are short on commitments to help
maintain universal servIce. cut are very focused on trying to get favorable regulatory
:reatment that Will ailaw tnem to graD "SUbSidies" on a selective basis to help finance
their entry IntO the Iccal excnange bUSIness. in sum, MCI and others are focused
sOlely on reduc:ng ti',e!r c:st of access and/or gaming a finanCial or competitive
aovantages. not me C:-OVlSlon or mamtenance of universal servIce.

:n ItS paper. MCI maKes several false and unsupported allegations regarding LEe
ODeratlons ana COStS ·.~C! suggests that LEC cost recovery used to provide for
.Jnlversal service IS an c'/er -Inflatea number and really reflects the cost of their
nefficlent monoool'{ o::eratlons ,t should be noted that LECs are to a great extent
dnven by the carner or last resort oblIgations (COLR) they have committed to in each
and every state In wntCr. tr.ey operate, For example in MiSSOUri, SWBT is a callier of
last resort by statute. l:l ItS te!T1tory This means that SWBT has to have networks
deployea ana be reaay to serve all customers In all locations. at all times. regardless
of current demana ::-'-.:,mer :ne'reaay-to-serve" requirement extends far beyond the
phYSical neworK ana reacnes to a number of operations such as availability of
operator services. t;me limitS on new Installations. repairs. etc. Therefore, although
transoarent to ooservers sucn 3S MC\. these COLR requirements create costs for the
LECs.
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Furtner MC l's ailEqatlor.s aoout ineffICIenCies of LECs' operations merely rely on a
Nom-Out argu~ent :;:3t ~=': '::::St5 exceed "economIc costs", \Nhile economic cost
stuOles are userUI :::~ ,aKinc cenaln cusmess aeClSlons, they will fall short of being
aOle ro :oenmv ali L ::.: ~:::;:s ~:-:at are oertment to providing a UbiqUitous telephone
:letworK .:.gatn ~;,e "-'210r::'/ ::: me L~CS' ccsts are fixed costs that are common to
:nOSt servIces orcvloea c-; ~:-:e DucilC r,etworx. 7'herefore, an economIc cost analysis
s not any rr.cre o·::::...:;a:e '::- analvZlng sucn costs than any other costing method. In
:act. an economrc ::::St S,wOV IntentIOnally Ignores the maJonty of the Joint and common
::.osts wecause tnese o,e ~r' CIVISlole costs that cannot be unamolguously assigned to
any particUlar servIce) ,',nlC:-: :5 oreClselY wny MCI is so focused on Its use to analyze
tne oroclem ='1 eaua,lnc :,~e once for LEC services to economIc cost. Mel could
conveniently aVola caving :::r r:-:e costs necessary for providing the network,

MCI states mat "::oav :: '.:I!ue of ,nelr Internal subSidy, the mdividual LEC
Dossesses a nuge aavanraqe ever any potentIal competitor vYing for the same
:::USlDmers' ':::"',e r:: :~eser':ernai suoslales is rate averagIng and contrary to Mel's
6SSe!1l0n c~,me ~:,e c:::::cs:e ~s :rt.:e - .... e current regulatory structure has handicapped
_cCs u'/ StrlC~;',1 C:::-::,::::,G:J ~::': ;:r:ces. ::rlce averagIng has caused LEC pnces to be
anrfrc:ally nrgn Ir, nlqner . .:;:ume '8W ccst. areas, .; comoetJtor IS not constrained to
average oncIng ana c.:n c ::en eaSilV c:-:arge a once lower than the LECs, Further,
:omoetltors can C;CK C'IQ :~:ose wnlcn customers they want to serve. This enables
tnem to serve customers ona areas mat Will prOVIde the highest profit margIns.

MCI unfalny assesses :~at L::':S nave orofitea tne most from unrversal service funding
ana WOUld lIke to see ~:-,e s"stem c:::ntlnue. ='/eryone. InCluding MCI has profited from
UniverSal servIce :::~r :i.srance were It not for tne UOtqUltous network. Interexchange
':arners ana c:ners '::::-';Ia r.::t erTlClenrly provlae meJr servIces to all customers.
;:'urtner It IS me L...::·:3 :r:~lt !evelS that nave and are currently restrIcted by regUlation,
'lot comcetttors' croTtt :e"els

I. BaSIC Universal ServIce

A. Defining me Service

MCI ;:;rODoses t~at E3SiC ._ :-:rversal Service would prOVide resldentral local exchange
servIce at rates no nlgner :i1an me eXisting nationwide average of approximately $18
per momn :.1C:'s Gertn::;cr. c: servtces to be InCluded In baSIC umversai service
appears reasonaDle -Qwever mere aoes not appear to be a compelling reason why
rates for tne DaSlC service snould be no greater than the nationwide average. Local
service rates snOUla re~lec: :e'/elS mat are commensurate With the level of cost to
serve me customer : ,5 ....,Ot necessary that everyone, nationWide. pay no more than
S18 per montn -hose '.\'no can affora to pay for hIgher local servIce costs should pay
,nose C8St." these r'~:-:er :'3:es are unafforaable for lew Income consumers, targeted
SubSIOles (ilfellne l can::: e ::-cvloeo



B. Oetennmmg the Amount of the Required Subsidy

;\,1Cl states t"at ~;-,c:er :~e!r ::1"ooosal. the cost of oerformlng speCIfic network functions
would be loent:r:ea ana :~antlfiea USIng an economIc model that accounts for each
function ana re-:::::-::;:e:: ,roe vanaoles that affect cost. like population density. Mel
further states ,'::~j c:-:one c:::moanles alreaay conduct slmJiar cost analysIs without
unaue narasn::

VVith thrs prooosai '.~:: :':"'aKes yet another attempt to "sell" its building-block cost
approacn. '::.:-ntrar,,;: its statement thIS method is not similar to any type of cost
analysIs acne t:::av C'! ::-:e L=': S

Further. MCl's c:ennll:cn c; suosray IS narrow Confining the unIversal service funding
to local servIce IS Insur.::::::enr ~'nJversa! servIce not only requires that households and
tJusmesses ce ea:..::coea ·...1I1n faclllties to provide access to the local network, but also
3 networK [~at :,-:';;ce:: _::;C:..JIICUS connectivity between all subscnbers. Providing this
:onneCtlVllV re·~~;~es :: _:::s:a.'lrlai Ir'/estmenrs In faCilities necessary to transmIt calls
Jeyona local c,:;::;r-: :."=35 ,'W L.nlVerSal service suoslay calculation must take these
costS Into acc::.;n~

C. Generaonq funolng In a "Competitively Neutral" Way

SWBT agrees vJlln ·.~C: ::--at universal service should be funded on an "eqUItable and
comoeuuvely neutral casls -he prooosal made by Mel is. however. a far cry from
beIng eaultaOle 2r-;c :::-:iCetJllvely neutral.

~.1C l ::rODoses ::-.::;: ~3C:-: :::;mer WOuld contribute a percentage of its total
telecommUnications t:-ansmlSSlon and SWitChing revenue. minus any payments to other
earners. \1Cl's Clan eSSentIally reqUires all telecommUnications prOViders to
:ontrlOute. :;;C:t.;;:;:-:~ :~e !..=':s. -his proposal Wilt Impose a double burden on the
LEes: ::rst. L:=':S .';'11 ,nc:.;:- costs for facillties and employees necessary for meeting
,mlversal service ~::..::: :~a reaOIness-to-serve reqUIrements: and second. they will
nave to Day fcr a ccrtron :r theIr own and other local exchange prOViders' universal
service costS -:...:S IS unrair In that LEC competitors are not required to Incur facility or
:Joeratlonal c:::s:s :: :'-:':ice :.;nrversal service. :hey are mare likely to rely on the
eXIsting LE·: ;~eIWori<S :cr ,-,ClaultauS transmISSIon capability and for provision of
:elecommunlca::c;--,s s~:v:ces to less efficient areas. Quite obViously, In the guise of a
'reasonaOle orocosal' ~.~C! has aavanced a proposal to benefit its bottom line and
competitIve OOSl!lon -'-:e only downSIde of thIS trojan horse proposal is that it would
Imoose an extreme C::::710elltlve dlsadvantaae on the LEes. since. they would incur
faCIlity ana operalic~al c:stS mat their competitor does not incur. and would have to
raise rates suostam:allv ~::: funa the added costs associated With their universal service
payment amount -:...;s ,,'i me end. would likely Jeooardlze not enhance universal
service.



.; more eaunaOle r.;ecnanlsm would allow local exchange providers credit for switdling
ana transmiSSIon :::s,s assoc:atea with provloing ubiqUItous telephone service or
exemor UOIOUl'CUS ~et'Non< c....ovloers (LEes) from funding requirements.

D. Oismbutmg Funolng In a ''Provider Neutral" Way

swaT agrees ·,vdn ·.~C: ::--,at :unolng stlould be alstributed in a "provider neutral" way.
Me! Claims tr.at Ci-ce E:reCtl'Je local competition IS acnieved. current monopoly
provlaers Wlll r.ave ~':: $;,are SUDSIOY benefits with new competitors. MCI proposes the
use of Vlnual voucr:ers s'-JoOlleo to end users for end users to select which local
excnange orovloer ~~OUIO receive the suesloy.

SWBT believes ,roar ;;-:rs IS a selt-servlng and Inappropnate mechanism to selectively
siphon suoslav amc~nts ,: ~.1C I's bottom line. In fact. this voucher system is a
dlsgulseo means .: :0 IUS: 'ilar. S'NBTs Imernal SUbSidies such as rate averaging,
eeL. etc.. :,e r.ece$sa,~/ .: ,--:iaJntaJn the uOIqUllously avaliable network wnich is used
'J orovloe L.;r::'/ersa! 5-2:'"'.':::2 .:; ealaclng the Imollclt subsloies In SWaTs rates with
loucners wnlcn ::~;c: ::~',v Ie ~.1C I ana others will not allow SWBT to continue its
carner of last resc~ :::-:i~:~rr:ent to the UDlaUItOUS nework. Consequently, universal
servtce Will be Jt:ocararzea :1 ::--<lS orooosat was Imolemented.

E. Regulating the fransrtion to EffectiVe Local Competition

MCI claims mat it ·.... 111 taKe several years before the local excnange achieves true
vIable competltlon -'Jwever ::ontmueQ stnct regulatory oversIght is not necessary for
effective comoe£ltlcn ;.::; ::ounsn. In fact. continued regulatIon of LEes may stifle
effective ccmoetJ!lC.--: :: .~ .... :~stance. Mel IS concerned that It cannot compete
assumrng current L::': ':.-Ice levels that rnclude subSidies. However. if LEC prices are
.-ebalancea to remo','e !r.2 :moacts of subSidy amounts. a much more competitive
'TlarKetolace Will aeVelOC - ,so. for effective competition to eXIst. LECs should be
allowea nOn-QISCnmrnatorl access to competItive service prOViders' networks, which
.vas nor mentIonea :::; :.~ c:

F. Futfiiling Carner Responsibility: Consumer Safety Net

The fact mat MC I ;;nos a need for a consumer "safety net" in Its proposed plan
suggests that ~.~C:·3 ::[0::05al contains frailties that do not currently eXIst. Simply, a
consumer "safety r.er· :s not needed to assure universal servIce today.

MC I suggests !tlat cr.:Jer I!S orooosal customers would be able to choose the type of
servIce ana soecITic :,-ovloer to receIve their unIversal service subsidy, Unfortunately,
a problem wiln mrs aooroacn IS that It over-simplifies the sItuation and does not
address the Issue C7 '"arvlng costs between urean and rural areas, According to Me/'s
examore. customer ..:.. C~UIO select Mel to prOVIde ItS service. What MCI apparently



doesn;t understana cr c~,ooses not to aiscuss IS what would happen if the actual cost
of providIng service to c:...;Stomer A IS 51.000 instead of the averaged rate of $25
estImated In rne olan?::.nce the Dian allows for the customer to be billed $18, and
:he remalnoer CT Si :e recc':erea In suosldies. then apparently Mel would be willing
~o spena 5993 cut c: :ccxer :0 crovlae service to customer A. SWBT expects that
thIS nlgn COSt. :u<:.elV rt...:ral Cut :::ossiole Interurban. customer IS not the customer that
MCI NOUld want :: serve 2,,0 Nnen mey realize the cost involved they would cail for a
~EC to provlae service [0 c:...;stomer A

'Jnaer MC['s Plan c.Jmers ',VIIi have a cnolce to-serve or not-to-serve particular areas.
MCI suggests an :uc:;cn leature" simIlar to the Teleport proposal. It would be used if
a carner retuses to serve an area with the subSidy provIded under the Basic Universal
Service plan. n mrs c:r::::...;mstance. "earners would 'bid' the level of per-line subsidy at
'Nnlcn mey are WillinG :: serve me entire customer base within the local eXchange."
However, :;'IS aoprcacn :s ciSO :roolematlc. For example, a carriers' refusal to serve
a marKet CCUld rr:ean :-3t ,-:-::versal servIce may not eXist for the customers in that
marKet as ., coes teeav', 'lere service IS provlaee by LECs. 1~I1CI'3 solution of
auctioning off these creascces not aadress the pOSSibility that for some areas there
may De no oladers

II. Advanced Universal Service

Mel's Advancee Universal Service aadresses the availability of the emerging
tecnnologles ane t:ie amlc:oated cost assocIated With technOlogical development and
aellvery \~Cl is cc:-rec:: :.~ saving :hat "it would be Imprudent to impose a large
subSidy Durden to ensure wlaescread delivery of such services in the immediate Mure
"",nrc:) WOUld Increase :3:es :cr all customers." ~owever. MCl's proposal for an
Investment tax creolt r,as a narrow focus and does not address the fact that pricing
'1exlOlllty is alSO neeaea ':'Joltlonally. tne Advanced Universal ServIce requires further
Jevelocment to aaaress Kev Issues sucn as: (1) VVhich tecnnologles Will best suit
customer neeas: I:: :;OUla c:::r1sumers need or want digital technology; (3) Will there
be sufficIent demana :::: :errav the cost of some teChnOlogIes: (4) How would the cost
of sucn aavancea UDlaultcuS networKS be recovered: and (5) Is the creation of yet
anomer ".Icucner system ::ie answer?
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