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oariage requirements for that aree and market segment.” (ld., p. 5) Acoording to
SNET, “[tihey should make available their services equally to all, subject, of course, to
customers’ willingness to pay.”™ (id.) “To ensure that customers are treated in a
manner that is oonsistent with the Department's public policy objectives, security
deposit, collection requirements, and late payment charges should be equally
applicable to all providers.™ (id.)

In SNET's view, “[I}f the Department determines that the [Local Exchange
Companies’ (LECs’)] costs of providing basic service exceed the prices charged today
for besic service, and that moving prices to cover costs immediately would be
inconsistent with public policy objectives, then a universal service fund shoukd be
established as a transitional machanism, along with gradual price increases for services
priced under cost today.” (id., p. ) Acocording to ENET, “[tlhis will enable incumbent
LECs to increase their prices to cover costs over time without customer disruption.”
(id.)

SNET identifies the critical issues concerning the development of a
universal service fund as. “(1) the level of funding, (2) who contributes to the fund, (3)
who can draw from the fund, and (4) how to select an administrator.” (Id.) SNET
recognizes that in a world of multiple basic service providers with different cost
structures, the necessary level of funding is a complex issue. SNET recommends that
“[s]everal cost profiles for basic service . . . be developed, e.g. metropolitan, suburban

$ OCC fesis that SNET's view on “requirements (o serve” should be rejected because it “could preciude
sffective competition from developing in Connecticut® (OCC Comments, p. 9) NECTA siates that
*rather than apply 8!l requirements that presently apply t© SNET to competitive local sxchange carriers
(CLECs), the Department should consider the purposes of the individual requirements and, based
upon whether the purpose pertains uniquely to the dominant carrier or is panarally applicabie to all
CLECs, assess whether particulsr requirements shouid apply to new entrants as well as to the
incumbent carrier.” (NECTA Comments, p. 2)

¢ OCC urges rejection of these requirements proposed by SNET. “in effectively competitive markets,
customers choose the carrier from whom they recsive service based on any number of factors,
including tha price and quaiity of service. However, there is no reason why carriers in 8 competitive
market should not siso be frae to compata for customers, and bear the risks associated with that
compatition, based on their specific deposit and collection requirements, and the lavel of their late
payment charges.” (OCC Comments, p. 11)

7 OCC has a number of concems with SNET's transition proposal. According to OCC, *[alt the present
time, universal servioe is supported by several complex revenue flow arangements including above
cost rates for access, business and other services.” (OCC Comments, p. 5) OCC states that “[tjhese
rate structures and resuliant revenue flows were designed to subsidize the provision of residential
service, which is sllegedly priced below cost" (Id.) *As long as these subsidias remain in place during
the transition period, there is no nead for new or additional funding mechanisms.” (ld.) OCC further
explaing: "To assure that carriars are not improperly overcompensaled during the transition period,
above-cost retes providing subsidies will need io decresse st the same time as, and in line with,
increases in below-cost locsl service rates. Once rates reach cost, there will be no nead for @ subsidy
uniess it is determined that charging a cost-based rate will have s nagative affact on universal service.
Thus, sbsent a specific showing that cost based rates will have a negative effaect on universal service,
and that the existing subsidy mechanisms (including Lieline, LinkUp and TRS) are inadaquate fo
maintsin universsl servics, thers is no reason to sstablish new or additional funding mechanisms
during the transition period.” (id., p. 6)
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and rural.” (id., p. 7) “Price incresses would correspond by increasing relatively more
in rural areas than in metropolitan areas.™ (|d.)

In S8NET's view, “[blecause all providers benefit from the new
envircnment, and because all are contributing to the changes, (long distance
companies by moving prices toward cost, local providers by competing in local markets)
. . . 8il telecommunications companies . . . should participate in a manner proportionate
to market share, with the measure of market share to be determined.” (id., p. 8) SNET

suggests that “facilities based basic service providers should be recipients of a
universal service fund.” (Id.)

Finally, SNET states that “[tlhe choice of fund administration should be
guided by several criteria.” (Id., p. 9)

No new bureaucracy should be established. Expertise in
telecommunications will be necessary. Competitive neutrality and the
ability to protect customer information sre essential. Since the fund
should be a transitional mechanism, the duty should not be too
burdensome, and expertise should be an important consideration.

(1d.)
4, AT&T Communications of New England, Inc. (AT&T)

ATA&T states that “[u)niversal service will always be a driving concept for
the telecommunications industry.” (AT&T Position Paper, p. 1) "“The rationale, that
everyone benefits if the greatest possible number of users have at least basic access to
the network, is as valid today as it was in the past.” (Id.) According to AT&T, “(wlhat
must change with the onset of competition is the concept that universal service requires
universal subsidies of basic local rates.” (id.)

AT&T maintains that “subsidies for local service are no longer
economically or socially efficient.” (id., p. 2) Furthermore, AT&T contends that
subsidies cannot continue because: 1) “artificially iow rates for local service act as a
major barrier to the entry of competitors for local exchange service”; 2) “artificially high
access rates spur entry of competitors and possibly uneconomic bypass®; and 3) “the

§ SNET suggests that "[ojne approach that could be used to determine how much could be drawn from the
fund wouid be to use the ratio of sach provider's cost to that of SNET's." (SNET Position Paper, p. 7)
OCC opposas this idea for a number of reasons: °“First, under SNET's proposs!, the measure of a
carrier's recovery would not be its own costs, but the relstionship of its costs to SNET's costs. . . .
Second, SNET's proposal is not only unfair, but likely crestss an unlawful discrimination among
camiers. Third, SNET's proposal would disproportionatsly reward high cost providers (i.e. SNET).
Finally, SNET's proposal violates one of its three eubsidy principles; to wit, that all subsidies ‘be
structured so that no provider is advantaged over any other.” {OCC Comments, p. 8, quoting SNET
Position Paper, p. 2) NECTA states that SNET's funding approsch “would penalize competitors' cost-
cutting efforts.” (NECTA Commants, p. 3)
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cost shift from one class of customers t0 another to subsidize iocal service rates fails to
redistribute the benefits in accordance with social welfare objectives.” (id.)

AT&T implores the Department to develop a formal policy which will foster
universal service in conjunction with the impending entry of competition into the local
exchange. (Id.. p. 3) According to AT&T, *itihe key to this policy is local exchange
pricing reforms that eliminate non-targeted cross-subsidies and replace them with more
narrowly focused subsidies besed primarily on customer need.” (id.) "The broad, non-
targetad subsidies of today must be eliminated.” (Id.) Furthermore, AT&T recommends
that the Department encourage the FCC to jointly address this uniquely important issue
with representatives of the state regulatory agencies and invoke a single national
strategy for universal service preservation. (id.)

AT&T proposes several new policy initistives for Department
consideration with respect to the preservation of universal service objectives in
conjunction with increased emphasis on local exchange competition: universal service
should no longer mean universal subsidy: the subsidy should follow the subscriber;
subsidies should be limited to basic service; rural carriers may have unique needs; and
funding should be obtained in a competitively neutral way from surcharges on all
customer bills with funds administered by a neutral third party who should have
oversight and management responsibilities. (Id., pp. 34) :

In AT&T's view, with these principles as a guide, a series of specific lteps !
can be taken which will pemmit competition to emerge where it is economically feasible
while simultaneously preserving universal service goals: reform and reduce local
exchange access prices by assigning all costs properly; set local rates based on cost;
and create a new basic service subsady fund. (ld., pp. 4-5) ATAT states that these
“principles would apply to all major local exchange carriers (carriers with revenues of
$100 million or more).” (id., p. 5) "Rates for these carriers would then become the
benchmarks for rates permitted for other local carrlers in the state or region.” (ld.)
“Regulators would set the rural carrier's traffic sensitive access rates at the same leve!
as the major carrier’s rates, and then determine whether and to what extent local rates
should be changed.” (id.) :

AT&T suggests that basic telephone service should be viewed as a’
subset of universal service. (Id., p. 6) “Whereas universal service relates to the
genaral availability of service, the concept of basic service recognizes that there is
some fundamental level of service which should be made availabie to all, irrespective of
their ability to pay.” (Id.) While in AT&T's view the dsfinition of univarsal servica is not
subject to change “since it is a conoept that requires that technology be universally
deployed and available,” the definition of basic service should be “sufficiently flexible so
as to allow for modifications over time as determined by societal demands.” (ld.)

AT&T contends that the Department must adopt policies favoring Ic>c:alE
exchange competition as quickly as practicable. (id., p. 8) According to AT&T, “[ljocal
exchange competition would bring the same consumer benefits to the ‘last mile’ of the

'
I
'
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network that are already being enjoyed in the long distance, equipment and information
services market.” (Id.)

In sum, AT&T cautions the Department to make any new subsidy
mechanism competitively neutral so that it does not impede the development of
competition. AT&T advocates an spproach whereby: “(1) state authorities determine
the criteria for customers to receive & subsidy for basic service, (2) all
telecommunications providers contribute to the subsidy pool based on retail (i.e., end-
user) bills, (3) a competitively neutral third party determines which customers receive
the subsidy, administers the subsidy pool, and directs payments from the pool to
whichever competitive basic service provider the eligible customer chooses.” (Id., p.
11) According to AT&T, “{wlhen this occurs, it will siiminate the 'built-in' subsidy that
today is extended to all customers, irrespective of their ability to pay.® (Id.) "Then only
those customers that need to be subsidized will receive support.” (id.)

8. MCI Telecommunicstions Corporation (MCI)

MCI boidly asserts that “competition and universal service are compietely
consistent,” but immediately cautions that “the current method of funding any universal
service subsidy (assuming one exists in Connecticut) is inconsistent with the goal of
effective competition.” (MCI Position Paper, pp. 1-2)

Currently, it is often assumed that residential basic exchange service is
being subsidized. If such a subsidy does éxist in'Connecticut, it is funded
currently by a complex system of cross-subsidies that are internal to the
incumbent LEC's rate structure. Under this internal subsidy system, some
services are priced well in excess of cost to support other services that
are priced below cost. This internal cross-subsidy system has a number
of significant drawbacks. First, usually there has been no quantification of
how much of a subsidy, if any, residential subscribers are receiving.
Second, it is practically impossible to determine how much of a subsidy (if
any) flows from other services to support universal service (as opposed to
supporting excess earnings or other coets unrelated to basic universal
service). Third, with this system of internal subsidies, universal service is
inexorably ‘linked’ to the revenue stream of the incumbent LEC.
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This imtemal subsidy system is antithetical to effective local
exchange (or other) compstition. First, commissions may resist downward
pressure on rates that are above cost - such as switched access rates -
for fear of somehow eroding any subsidy that may exist in those rates.
Thus, because universal service is ‘linked’ to the revenue stream of the
incumbent provider, commissions are placed in the position of having to
protect the incumbent from competitive pressures to reduce rates and
costs. Sscond, to the extent subsidies exist, it is impossible under the
current system to differentiate between the economic cost of providing
universal service and the LEC ‘revenue requirement,’ which contains -
among other things - inefficiencies. inefficiencies in the incumbent LEC's
cost structure must be isolated and driven out of rates, not preserved via
subsidies. Third, to the exient subsidies actually exist, then so long as
those subsidies are available only to subscribers of the incumbent, then
competition for those subscribers will be effectively foraciosed. Reforming
the funding of universal service is, therefore, critical to the development of
effective local competition.
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MCI thus proposes that funding for universal service should be reformed

in the following manner:

1) Basic universa! service should be explicitly defined.

2) The sconomic cost of basic universal service should be determined.

3) Funding for any subsidy for universal service should be generated from
all telecommunications providers in a compstitively neutral manner.

4) Universal service subsidies should be available to the subscribers of
any local exchange provider through a virtual voucher mechanism®

5) Any other rate of the incumbent provider that is above cost cannot be
sustained on the grounds that that rate is necessary to preserve universal

service.

(Id., p. 3) According to MCI, “[u]nder this proposal, the amount of subsidy is explicitly
determined; the subsidy is ‘de-linked’ from the incumbent provider's embedded costs
{(which contain inefficiencies and overvalued plant); and the subsidy i made available
to all providers of residential basic exchange service.” (id., p. 4) MCI concludes that
“(w]ith these reforms, competition s free to drive prices down as far as possible, while
universal service is safely protected via a separate universal service fund.” (Id.)

9 MC! states that "[u)nder 8 virtual voucher sysiem administered by & neutral third perty, customers would
choose their desired local exchange provider and the provider would receive from the fund an amount
equal to the required subsidy.” (MC! Comments, p. 8) OCC beleves that an indirect subsidy
mechanism, such as the ‘“virtual voucher’ system proposed by MCI would ‘assure ‘competitive
neutrality’ by allowing customers to choose how they spend their scrip.” (OCC Comments, p. 7)
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6.  Sprint Communications Company L.P. (Sprint)

Sprint states that “[tlhe purpose of universal service is to make telephone
(volce) service available to as many people as possible at a reasonable rate.” (Sprint
Position Paper, p. 4) According to 8print, today, “universal service includes basic
service, or Pisin Old Telephone Service (POTS), consisting primarily of a voice grade
access line providing basic access to the public switched network.”™ (id.) Sprint
suggests that with the newer technologies avsilable for deployment, & wide array of
products and services far beyond the simple voice services are available and the
Department must determine which of these new products and services fit within the
conocept of universal service. (id., pp. 4-5)

Sprint supports the view of some others in this proceeding that *[tjhe
bundie of services included in universal service should be nationally defined and
adjusted periodically to accommodate changes in technology and changes in customer
demand.” (id., p. 5) Aocording to Sprint, “{a] Federa!/State Joint Board and/or an
industry forum should be charged with making recommendations to the Federal
Communications Commission which would ultimately have to review the
recommendations and set the national policy.” (id.)

Sprint proposes that universal service policies refilect the foliowing
principles: competition is not necessarily inconsistent with promoting universal service;
universal service funding needs should be made explicit; the bundie of services
included in universal service should be nationally defined and adjusted periodically,
universal service is not threatened by moving local rates to more realistic levels;
universal sarvice funding should be targeted to end-users based on need; universal
servioe funding should be targeted to companies that serve high cost exchanges;
universal service funding should be competitively neutral; universal service funding
should not be used to fund voluntary LEC network upgrades; and universal service
funding should be broad based. (Id.. pp. 6-8)

On the issue of “requirements to serve,” Sprint states that the “obligation
for incumbents to provide service to all . . . should diminish as the transition to full
competition results in ubiquitous alternatives.” (Id., p. 8) According to Sprint, therefors,
“{e)ffective competition should obviate the provider of last resort concept.” (id.)

7. The New England Cable Television Association, Inc. (NECTA)

NECTA argues that °[f]he definition of universal service should be
sufficiently broad to ensure affordable access throughout the state and sufficiently
narrow so as to prevent excessive cost burdens on ratepayers.” (NECTA Position
Paper, p. 3) NECTA's concem is that “overstated claims of subsidy requirement will
skew the perception of competitive services and perpstuate LEC-directed control and
manipulation of subsidy fund administration. (Id.)
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The first step in establishing the Department’s universal service policy is
to define the soope of the basic services that should be provided on a
ubiquitous basis. Too namow a definition may leave some customers in
high-cost arems and low-income customers without basic
telecommunications services. On the other hand, too broad a definition
will cause the level of subsidy required to be greatly inflated, a subsidy
whose cost is borne by all other consumers. Moreover, it is probable that
& higher than necessary subsidy requirement will be relatively more
burdensome to new entrants and will thus have a negative effect on the
viability of competition.

(d..p- 4)

According to NECTA, “[olne of the most important criteria in determining
an appropriate scope of universal service is customer nesd or demand for the service
or capability, which can be measured by the level of subscription and whether the
service or capability would be generally available and affordable without government
action.” (id.) "The Department should be guided by the marketplace in determining an
appropriate definition of universsl service.” (Id.)

NECTA maintains that "[tihe goals of competition and universal service
are fully compatible." (Id., p. 8) In NECTA's view, “[clompetition shouid drive prices
down toward cost, encourage greater efficiencies among the LECs, and reduce the
need, if any, for subsidizing residential service.” (Id) NECTA states that it “is fully
prepared (should it enter the local exchange market) to participate in the funding and
. design of a universal service program in Connecticut, provided that it is structured in a
competitively neutral faghion and does not reward inefficiencies of the existing LECs.”

(d.)

NECTA states that “[alny additional rules and regulations necessary to
ensure the future availabliity, accessibility, and affordability of telscommunications
services within the context of broader competition should be designed in such a way as
to encourage efficient investment and to be supplier-neutral.” (Id., p. 7)

On the issue of “requirements to serve,” NECTA is of the opinion that
regulatory policies “should reflect whether a carrier is a dominant carrier and should
also reflect common carrier responsibilities to serve all similarly situated customers.”

(d., p. 9)

NECTA states that “[rjathar than adopting the maintenance of low basic
service rates for all residential customers as its goal, the Department should instead
seek to maintain low basic rates only for those for whom the monthiy rate imposes a
hardship and is thus a deterrent to obtaining and maintaining access to the public
switched network.” (id., p. 12) According to NECTA, “[slhould residential rates rise
further during upcoming years, it may be appropriate to expand the scope of eligibility
(though for obvious administrative reasons, it would be preferable to continue to rely on
existing income maintenance programs rather than to create entirely new income
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verification procedures) and to periodically evaluate whether the leve! of the assistance
is adequate.” (Id.)

NECTA contends that “[blecause all providers shouid be required to
contribute to clearly articulsted social policy goals such as Lifeline and relay services,
and because all customers, regardiess of the provider they select, should have
equivaient abliity to obtain acoess to Lifeline and relay (any other generally funded)
subsidies, It is imperative to establish a neutral fund for all providers.” (id.) In NECTA's
view, whether a universal service fund should also addrese high cost issues is a more
difficult question. (id.) NECTA offers conditional support, however, if 8 state universal
service fund is found to be necessary to provide assistance to high cost areas within
the state. NECTA suggests that the design of any such high cost assistance program
should be consistent with the recommendations made in a study recently completed by
Hatfisld Associates on behalf of MCI, which, among other things, identifies six cost
zones (reflecting population per square mile). (id., p. 13) ‘“Furthermore, an
independent assessment of the population density and the terrain of the Connecticut
exchange shouid be conducted before the state embarks on a state-based high cost
fund, to determine whether, indeed, there are any high-cost areas to serve in
Connecticut.” (id., pp. 13-14)

NECTA presumes that the goal of incorporating a high cost element in a
universal service fund would be to ensure that costs do not vary excessively across the
state and thus to allow efficient competition to develop. (id.. p. 14) NECTA
recommends that the Departmaent consider not only the cost of serving a particular
exchange but also the average income of an exchange. (ld.) “Alternatively, rather than
subsidizing all residents of a high-cost exchange, it may be more efficient to establish a
statewide uniform lifeline rate that would apply to all income-eligible customers even if
at some future time the residential exchange rate is otherwise geographically
deaveraged.” (id.)

NECTA summarizes ite position on a universal service fund as follows:
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In any event, whatever funding approach is ultimately decided upon
should be equitable to the ratepayer, the incumbent carrier, and new
entrants. The funding mechanisms to achisve universal service should be
competitively neutral, i.e., the mechanism should not favor one supplier
over another supplier, but rather should be structured so as to result in the
provision of subsidized servios at the least cost to society. The [universal
service fund] charge should be assessed on local service providers for all
loops provided on & voice-grade equivaient basis, and should encompass
celiular access to the network as well as landiine access. Under this
mechanism, information providers and programmers, and CPE vendors
would have no obligation to finance universal service. Because funds
wouid be collected from LECs and from their competitors, the
disbursement of the funds should be by a neutral third party, with the
funds being used to fund the variety of Department-authorized subsidies
for targeted portions of the population. All [universal service fund]
revenues shouid be collected from and distributed to local service
providers by a neutral third party.

(id., p. 15)

8. Metro Mobile CTS of Fairfisid County, Inc., Metro Moblie CTS
of Hartford, inc., Metro Moblie CTS of New Haven, inc., Metro
Mobile CT$ of New London, inc., and Metro Mobile CTS of
Windham, Inc. (collectively, Metro Mobile)

Metro Mobile acknowiedges that Public Act 94-83 references the
possibility of both a Lifeline Program and a Universal Service Program. (Metro Mobile
Position Paper, p. 3) According to Metro Mobile, however, “the ultimate objective for
each program is the same - to ensure the availability of basic telephone service to any
individual or business who wants it.” (id.) In Metro Moblie's view, “a Lifeline Program is
nothing more than a funding program established in order to promote the universal
avallability (i.e. Universal Service) of basic telecommunications services.”" (id.) Metro
Moblie states that “[tihe only change occasioned by Public Act 94-83 is that the
reference to the universal availability of telecommunications services to ‘businesses'
means that a change will need to be effected in eligibility requirements for the existing
Lifeline Program in order to provide for subsidies to certain qualifying businesses.” (ld.,

p.4)

“Metro Mobile submits that Public Act 84-83 does not effect a change in
the definition of Universal Service and Lifeline Service.” (Id., p. 6) According to Metro
Mobile, ‘[tlhe only distinction is that the broader basse of providers of
telecommunications services means that a greater number of companies will be
responsible for the funding of universal service availabllty via contributions to the
Lifeline Program.” (Id., pp. 8-7) Metro Mobile maintains that pursuant to the Act, *[a]
fund must be, and in fact has been, established by the [Department] in order to ensure
the universal availability of basic telecommunications services to low income
individuals.” (Id., p. 7)
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Metro Mobile contends that “{slince Public Act 84-83 contemplates the
possibility of competition for local exchange or ‘basic’ service, the funding mechanism
(which currently involves credits on the bilis of qualifying individuals) must be modified
to provide for a retrospective recognition of the credits afforded to low income
individuals and quallfying businesses by those oertifiad by the Department to provide
‘basic’ service.” (Id.) In Metro Moblie's view. “[a]s long as certified providers of basic or
local exchange service sgree to provide service to any and all customers within a
defined iocal area, those ielecommunications service providers must be required to
serve all individuais and businesses within the area.” (id., pp. 7-8) Metro Mobile thus
believes that the complex issues associated with “requirements to serve” will be
avoided. (Id., p. 8)

"Although Metro Mobile persists in its belief that the Department is without
authority to ass@ss wireless providars for programs associated with the universal
availability of telecommunications services absent of [sic] finding that wireless service is
a substitute [flor- landline service, see Budget Reconciiiation Act of 1893 Pub. L. No.
103-66 § 6002, 107 Stat. 376 (18983), the Metro Mobile Companies recognize that the
incressed use of the telecommunicstions network benefits all providers of such
services.” (ld., p. 10) Metro Mobile, therefore, Is “willing to continue to ‘voluntarily
contribute,’ as they currently do to the existing Lifeline Program, to any program
designed to ensure universal accessibility of the telecommunications network.” (id.)
“However, any effort to make this ‘voluntary contribution’ compulsory via a direct
surcharge or ‘tax-type’ machanism will be opposed.” (Id., pp. 10-11)

9.  Cablevision Lightpath, inc. (Lightpath)

Lightpath expresses its support for universa! service and states that it
“expects to pay its fair share of the cost of such service.” (Lightpath Comments, p. 1)
in Lightpath's view, “the Department should seek to promote universal service while
minimizing the costs imposed upon carriers and ratepayers.” (ld.) Specifically,
Lightpath believes that universal service: “(1) should provide assistance to those who
need support; (2) subsidies should promote efficient investment and operation; and (3)
subsidies should not excessively burden providers and ratepayers.” (ld., pp. 1-2)

Lightpeth views universal service and local competition as being “highly
compatible” and believes that “the advent of competition will sssure universal service.”
(ld., p. 2) According to Lightpath, "effective competition will drive prices towards the
costs of providing those services and, in doing so, encourage greater efficiency as well
as reduce the need for subsidizing residential service.” (Id.)

Lightpath emphasizes that “universal service is grounded in the obligation
to assure the availability of basic telecommunications services.” (id.) Lightpath
cautions that “an overly broad definition [of basic service] will cause the level of
universal service subsidy, which is ulfimately borne by the consumer, to be greatly
inflated, and can itself impede economic growth by providing services that are neither
used or desired.” (id., pp. 3-4) Nonetheless, Lightpath recognizes that any definition
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applied by the Department to basic service shouid be evolving, not static. (id., p. 3)
Aocoording to Lightpsth, however, “[ajithough it may be appropriate to revisit the
definition of basic service from time to time . . . customer demand for & service or
capability is not an appropriate basis for regulatory intervention in the market.” (Id., p.
4)

Lightpath, while supportive of universal service principles for those In
need of assistance, maintaing that "the universal service subsidy should not serve as a
vehicle to providing competitive advantage for certain LECs." (Id., p. 5) Therefore, in
Lightpath's view, “it is imperative that sll subsidies be explicitly identified, and
competing oarriere of basic local exchange services should be eble to provide service
and, where appropriate, receive the subsidy.” (id., p. 6) Lightpath further articulates its
view that “universal service funding must be provided on a neutral and non-
discriminatory basis.” (id.) :

On the issus of “requirements to serve,” Lightpath is of the view that “all
carriers should not be requirad to serve all markets because such a requirement would
be a barrier to competition.” (ld., p. 7) “[Slince the incumbent LEC already has the
facliitias to serve all households and businesses in its territory, it would be economically
inefficient to require other carriers to replicate that capability.” (id.)

In the few instances where this baseline assumption may not be the case
(i.e., new developments in remote areas), Lightpath submits that there is a
simple and effective way to assure that service is provided while
minimizing the economic inefficiency due to subsidization of the service.
The right to obtain a universal service subsidy for serving unattractive
areas should be offered to any eligible provider of basic service that
meets the Department's minimum service quality criteria and is willing to
commit to provide and maintain facilities within the area while being
subject to a cap on the prices it may charge for access. The local
exchange provider or providers that agree to acoept these obligations in
exchange for the lowest subsidy payment should be allowed to provide
service. This would give local exchange providers an incentive to serve
the unattractive areas as efficiently as possible, while assuring customers
in these areas that access to the network would be available.

(d.. pp. 7-8) Lightpath believes that the “obligation for incumbents to provide service to
all ehould diminish as the transition to full competition rasults in ubiquitous altematives.”

(d., p. 8)

B. POINTS OF AGREEMENT AND CONTENTION

The above discussion eets forth the general positions of the participants
submitted in this proceeding. An analysis of the details of those positions reveals a
significant consensus of opinion among this docket's participants. Specifically, the
participants generally agree that: (1) any universal service program should ensure the
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avsilabliity and affordebility of basic telecommunications services to Connecticut's
residents; (2) the introduction of broader markst participation, in and of itself, does not
thresten universal service; and (3) determination of the need for & universai service
fund demands prior detalied examination of the costs of provisioning service by each of
the incumbent telephone companies.

Participants express differing views, howaver, on a number of equally significant
issues: (1) whether a universal service fund is actually necessary at this time; (2) the
manner in which universal service funds should be collected and distributed in a
competitive telecommunications market, and (3) the need, necessity and vaiue of
“requirements to gserve” in preserving universal service.

V. DISCUSSION
A. introduction

Public Act 84-83 envisions a regulatory framework that will support the pursuit of
broader market participation, while affording this Department the means to ensure that
the public interest is protected. One public policy commitment to which the Act makes
recurring reference is Universal Service, suggesting its relative importance 10 both the
legisiature and the public it represents. The Depariment initiated this proceeding to
explore Universal Service issues, including the potential impact that broader market
participation may have upon the goal of Universal Service.

B. Statutory Framework

Public Act 94-83 includes among ité goals “the universal availability and
accessibility of high quality, affordable telecommunications services to all residents and
businesses in the state." Conn. Gen. Stat. § 16-247a (a), as amended by Public Act
84-83. In furtherance of that goal, the Act directs the Department to “(1) periodically
investigate and detarmine aftar notice and hearing, local servics options, including the
definition and components of any basic telscommunications services, necessary to
achieve universal service and meet customer needs and . . . (2) establish a lifeline
program funded by all telecommunications companies on an equltable basis, as
determined by the Department, sufficient to provide low income households or
individuals with a level of participation in the economy and society of the state.” Conn.
Gen. Stat. § 16-247e (a), as amended by Public Act 84-83. In addition, the Act
empowers the Department to “establish a universal service program, funded by all
telecommunications companies or users in the state on an equitable basis, as
determined by the Department, t0 ensure the universal availablility of affordable, high
quality basic telscommunications services to all residents and businessas throughout
the state regardless of location.” Conn. Gen. Stat. § 16-247¢ (b), as amended by
Public Act 94-83. “Any funds contributed to a universal service program shall be used
to support the availability of basic telecommunications services provided by any
telecormmunications company in a manner to be determined by the Department.” Id.
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C.  The Relationship Between Universa! Service and Basic Service

Participants in this prooseding have noted that, in many respects, their public
positions on Universal Service issues depend on the definition applied to Universal
Service. Public Act 94-83 does not define “Universal Service,” nor does it require that
the Department supply such a definition before determining the necessity of any
Universal Service Fund. The Depsriment agrees with the participants in this
procsading, however, that a common working definition for the term would be useful
and beneficial.

Wmmnmsm the Dopartmnt promulgatad e functsonni doﬁnmon
of “basic telecommunications services” that incorporated twelve capabilities and
qualities. Decision, p. 18, February 28, 1885. In that same Decision, the Department
directed all authorized providers to meet all bona fide requests for such setvices in the
geographic area(s) for which the provider is certified. ld. The basic service offering
(and other offerings predicated upon R) will likely continue in the near future to be the
most heavily subscribed service offering, and, therefore, will continue to be a
meaningful achievement standard for measuring Universal Service penetration. In the
remaining proceedings established to implement the Public Act, and until such time as
the Depariment deems it appropriate to conclude otherwise, the Department will so
recognize the relationship between basic telecommunications services as defined in
Docket No. 84-07-07 and the principle of Universal Service.

It should be recognized, however, that basic service i8 not a stetic service
offering but is, in and of itseif, a dynamic and evolving set of technological capabilities.
The definition of basic service developed in Docket No. 94-07-07 represents a
significantly enriched set of functional attributes to that generally avaliable for
consideration by earlier generations of users and regulators. Over time, the set of
functional attributes deemed essential for minimally acceptable access to and use of
the public switched telecommunications network must increase to ensure that the
residents of Connecticut realize the full benefits of technological progress and broader
market participation expected with enactment of Public Act 94-83. As the leve! of
economic and social dependence upon enriched telecommunications networks grows in
the future, it will be the responsibility of this Department to ensure that both “availability”
and “affordability” are preserved for Connecticut's residents. Therefore, the Department
serves notice on all participants that it reserves the right to review and revise in the
future the composition of basic service and the associated commitment of the industry
to its universal deployment.

D.  The Historic and Future Role of Universal S8ervice Regulatory
Strategies

Universal service goals were initially proposed by the regulatory community and
the telecommunications industry based on the belief that everyone will benefit if the
greatest possible number of users have access to the telecommunications network.
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Many historians, reguistors and industry leaders have regarded pursuit of universal
telecommunications servioe as a relatively sophisticated economic development tool
instrumental in the modernization of American society. This Department feels strongly
that past regulatory strategies in Connecticut promoting Universal Service have been
mutually beneficial for both the public and the industry.

The efforts of Connectiout’'s incumbent telephone companies to achieve general
availability of bagic telecommunications services are commendable and deserve the
appreciation of both the public and the prospective market participants who will benefit
from their efforts. The curment widespread avsilability of basic telecommunications
services in Connecticut, howsver, does not relieve this Department or the
telecommunications industry from the responsibility of ensuring the preservation of and
improvement to Universal Service in the future.

While a number of participants in this proceeding (as well as in other
proceedings impiementing the Public Act) suggest that broader market participation will
vitually ensure tha continued avalilability of basic telecommunications services
throughout Connecticut, no one has explicitly guaranteed that such services will be
affordable. Many participants continually aliude to the fictional “First Law of Effective
Competition” that “prices will move to cost." These participants fall to adequately
disciose, however, that, were such a dynamic t0 occur without benefit of some market
“curbs,” the price of basic telephone service may quickly defy any categorization as
*affordable” if this Department determines that prices are well below cost. The result
could be & massive deterioration in Connecticut's Universal Service penetration. Such
8 result would be wholly unacceptable to this Department and would constitute a failure
to achieve the Act's goal to “ensure the universal avallability and accessibility of high
quallty, affordable telecommunications services to all residents and businesses in the
state.”" See Conn. Gen. Stat. § 16-247a (a).

Moreover, telecommunications continues to be increasingly viewed by a
knowledgeable public as an important contributor to the social, political and economic
progress of Connecticut. That impression ie reinforced by the aggressive advertising
and repeated public proclamations of industry leaders who assert that availability and
accessibility to a highly enriched telecommunications infrastructure will be critical to the
competitive success of individuale, institutions and even nations in the immediate
future. Those who have it (i.e., modern telecommunications) will be ieaders and those
who do not will be “has beens” in the information Age. The image of a future where
success or fsilure are inextricably linked to telecommunications aend information
technologies is an extremely powerful one that elevates the seemingly mundane issues
presented in this docket to a level of strategic importance to everyone who lives and
works in Connecticut.

it is in that strategic contextthat this Department has examined the issues in this
proceeding and has formulated its respective policies. This Department has, on
numerous prior occasions, affirmed its commitment to improving the economic well-
being of the people of Connacticut. Just as the commitment to universa! telephone
service in years past has provided today's residents the ability to meaningfully
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perticipate in the soclal, political and economic life of the state, the Department's
resffirmation to the principies of universal service (recognizing the need for some
redefinition in the conlext of 8 multi-provider market) will advance the Interests of the
Connecticut public in the information Age.

E.  Public Act 94.833 Contempiates A Universal Fund Separate and
Distinct From The Lieline Program

Public Act 94-83 contemplates two programs to further its Universal Service
goal. First, it requires the Department to establish a Lifeline Program to be equitably
funded by all telecommunications companies, “sufficient to provide low income
households or individuals with a level of telecommunications service or package of
telecommunications services that supports participation in the economy and society of
the state.” Conn. Gen. Stat. § 16-247e (a), as amended by Public Act 84-83. The
Lifeline Program, therefore, is a tsrgeted support available to individual
telecommunications users who could not otherwise afford the cost of basic
telecommunications services (irrespective of whether such service is provided in a low-
cost or high-cost service area). The specific details of the Lifeline Program are the
subject of Docket No. 94-07-09, Qeus_ﬁmmmmumw
Issues.

Sacond, the Act empowers the Department to construct a Universal Service
Program which would ensure that all residents and businesses in the state, regardiess
of location, have access to affordable, high quality basic telecommunications services,
to financlally protect residents in geographic areas of the state that might otherwise go
unserved or underserved in an unconstrained competitive environment. Unlike the
Lifeline Program, establishment of the Universal Service Program is left to the
discretion of the Department, an action that the Department will take only if it deems it
necessary for the preservation of Universal Service. The Act thus provides the
Department with a regulatory mechanism to ensure that & multi-provider environment
does not unnecessarily deny users in any geographic area access to affordable basic
telecommunications services. In other words, a Universal Service Program will serve to
extend the telecommunications infrastructure into high-cost areas without causing unfair
and unwarranted financial hardship on either incumbent or new providers of basic
telecommunications services. The Department will approach the issue of a Universal
Service Program, and any aesociated funding mechanisms required by It, with caution
to ensure its reiative neutrality to all telecommunications services providers.

F.  With Proper Regulatory Safeguards, Universa! Service And Effective
Competition Can Coexist

This Department has stated on numerous occasions its belief that Public Act 94-
83 constitutes a broad statement of legisistive intent to pursue broader market
participation as a means to improve the economic and social weli-being of
Connecticut's residents. Participants in this proceeding generally agree that universal
service and local competition are reasonably compatibie goals. This view is supported
by the Public Act which states both as goals for the state and which directs the
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Department to initiate selective regulatory reform as a means to facilitate its policy
objectives of universal service and effective competition.

The Department is keenly aware of both the economic cost and the economic
benefit that is presented by the two policies. The Department is fully committed to the
pursuit of broader market participation whersver possible and wherever it does not
negatively affect the public's interests. Likewise, it is committed to ensuring that basic
telephone servioe is avaliable and affordsbie to all who want it. The Department,
therefore, will pursue public policies that ensure future avaliablity and accessibility to
the public switched telecommunications networks of all authorized providers by basic
telephone service subscribers. At the same time, the Department will actively support
the efforts of all market participants to increase the discretionary authority available to
them to respond to changes in the marketplace in those circumstances where the
Department balleves the abllities of the industry to meet the financial and operational
commitment to universal service will not be compromised.

G. The Need For Full Cost Of Service Studles

The participants in this proceeding generally agree that a comparatively high
level of penetration for basic telephone service has been achieved in Connecticut.
implicit in that agreement is acknowledgment of the fact that the level of penetration
has been achieved by the incumbent telephone companies without any participation by
other authorized telecommunications services providers. Severa! participants in this
proceeding have suggested that in satisfying universal service commitments previously
established by the legisiature and this Department, the telephone companies have
pursued strategies that purposefully inflated the economic cost of meeting universal
service goals and which, if left uncorrected, will result in a higher than required
contribution from other authorized service providers in the future. These same
participants suggest that this error must be recognized by the Department prior to
determining the future funding obligations of prospective service providers to support
universal service. This view seems to be at relative odds with that of some others in
this proceeding who contend that littie or no cost information is available to fully assess
the impact of any changes to Universal Service and, therefore, a full cost study Is
wamanted before the Department draws any conclusion with regard to the need for any
Universal Service financial support mechanisms.

The Department recognizes the importance to ali prospective market participants
and to the public of wnduot'mg a full examination of basic service cost for each of the
incumbent telephone companies. For that reason the Department has initiated and is
currenﬂy conduoﬂng a soﬁes of cost of service procoodmgs Docket 94-10-01 neug

Qmmmm_oi_mam and Docket No 04- 11—05 DEU.Q_InmmallQn
ink ‘ Hmp3 8 iding Service (coliectively, Cost
of Sennce proccedmgs) Those cost stud:es are euential to the Department's efforts to
quantify any existent Universal Service contribution available to the incumbent
providers, to determine the future requirements for such contribution and to de-link any
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such requirement from the inoumbent's rate structure so that all local service provlders
might participate in the Universal Service Program more equitably.

H.  Funding For Universal Service Must Be Fair And Equitable And
Represent The Full Value Of The Connecticut Market To Each
Telecommunications Services Provider

Universal Service has basn a central policy commitment of this Department and
other regulatory agencies throughout the country for many years. In this proceeding, a
number of participants have axpressed conditional support for continuing those
principles in the future. The generally expressed concem of the participants has been
the scale of financial responsibility that must be bome by the participants if the
Department determines that supplemental funding is necessary to preserve current
Universal Service achievements. The range of views on this issue is broad, but virtually
all participants exprese the opinion that, whatever method the Department employs for
funding Universal Service, it must be fair and equitable. Proposals for ensuring such
faimess and equity are seemingly limited as judged by the critiques of participants in
this proceeding.

After reviewing the eubmissions in this proceeding, the Department has
conciuded that any application of financial funding to telecommunicsations services
providers for purposes of preserving Universal Service achievements must be done in a
manner that Is fair and equitable and that represents the full value of the Connecticut
market to each participent serving it. It is the Depariment's firm opinion that all
telecommunications services providers, inciuding the celiular carriers, PCS providers,
and other wireless telecommunications service providers, must contribute to the funding
for Universal Service.

As required by Public Act 84-83, the Department will determine the appropriate
funding mechanism for the Lifeline Program in Docket No. 84-07-09, DPUC Exploration

of the Lifeline Program Policy Issues.

Separate and distinct from the Lifeline Program docket, if the Department
concludes in the Cost of Service proceedings that a subsidy for Universal Sarvice exists
and that such subsidy is essential to the preservation of Universal Service in
Connecticut (recognizing that a different finding couid be made in each of the
respective LECs' Cost of Service proceeding), the Department will immediately initiate a
docket to determine the funding mechanism (addressing both the coliection and
distribution of funds) for a Universal Service Program to ensure that all residents and
businesees in the state, regardiess of location, have access to affordable, high quality
basic telecommunications services. Such a Universal Service Program fund would only
be established if and when the Department determined that supplemental funding to
that aiready available to telscommunications services providers and to the public is
necessary. The Department, therefore, will not further define Universal Service funding
mechanisms in this proceeding.
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L Uniform Responsibilities Associated With Universal Service Will
Be Extended To All Local Service Providers

Public Act 84-83 envisions broad psriicipation by all telecommunications
services providers in satisfying the traditional duties, obligations and commitments of
the incumbent telephone companies in axchange for the opportunities provided under -
the Act. The Departmant wifl not scoept the premise that the legisiature envisioned any
statutory changes to the cumrent competitive framework in Connecticut that would
purposefully reduce the avallability and affordability of basic telecommunications
selvice or arbitrarily restrict the ablities of the public to express its right to choose. In
fact, provisions of the statute prohibit any policy that would have such effect.

Some participants in this proceeding have suggested that the burden of
responsibility for meeting the statutory commitmeants to Universal Service rests with only
a chosen few. The general theme seems to be that the responsibility for Univarsal
Service iogically resides with the incumbent telephone companies because they have
the technical infrastructure to best provide it. According to some participants, therefore,
designating the telephone companies ss the fins solely responsible for the
achisvement of universal service goals is both reasonable and fair.

While such arguments suggest both an Aristotelian logic and a degree of
economic efficiency which this Department does not deny, the proposition that the
Department pursue a discriminating Universal Service strategy which assigns only very
fimited responsibility to those other than the incumbent telephone companies lacks the
necessary statutory supporl. A review of Public Act 94-83 fails to offer any suggestion
that the legisiature envigsioned any delineation of responsibilities for Universal Service
between incumbent telaphone companies and other telecommunications services
providers, See Conn. Gen. Stat. §§ 16-1(a)(23), 18-1(a)(24), 16-247a(b)(2), 16-
247a(b)(3), 16-247a(b)(4), 16-247a(b)(5), and 18-247a(b)(6), as amended.

in Public Act 84-83 the legislature expressed its belief that differentiation shouid
be made on the basis of services and not service providers. That view is consistent
wnh the gemral posltions taken in Docket No. 94-07-03 wm

: assity, in whlch particlpants
ropoatedly argued the neead for this Departmont to accept currently certified providers
as equally competent and capabie to the incumbent telephone companies of providing
a greater range of services to the people of Connecticut without any further qualification

by this Department Similarly, in Docket No. 84-07-01, The Vision for Connecticut's
' mstnuciurs, and Dockot No 94-07-02 mmmmgm_nf_me

sevoral parhcnpants reoommondod to th:s Department that |t senously consuder
according prospective providers “co-carrier” status to that of the incumbent telephone
companies. It appears to this Department that requesting such classification is an
implicit recognition on the part of the proposing parties that no real differences exist
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between inoumbents and prospective participants in either fact or law. Yet in this
proceading, that is exactly what some parties seem to be suggesting.

in recognition of these facts, the Department concludes that the current
provisioning responsibilities associsted with Universa! Service and incurred by the
telephone companies (i.e., the obligation to provide basic telecommunications services
to all who desire such services in the entire geographic area for which 8 local service
provider is certified) must be extended to all providers of local service pursuant to the
requirements of Public Act 84-83.

V.  CONCLUSION

The Department has discussed herein Universa! Service issues, including the
potential impact that grester competition may have upon the goal of Universal Service.
In the foliowing section, the Department sets forth its findings and conclusions in this
procesding. Those, asicng with the body of this Decision, shall govern future
Department strategies involving Universal Service.

VL.  EINDINGS AND CONCLUSIONS
A. Findings

1. Public Act 84-83 includes among its goals “the universal availability and
accessibility of high quality, affordable telecommunications services to all residents and
businesses in the state.” Conn. Gen, Stat. § 16-247a (a), as amended by Public Act
04-83.

2. Public Act 54-83 does not define "Universal Service.”

3. Public Act 84-83 does not require that the Department supply a definition
of “Universal Service.”

4. A common working definition for the term “Universal Service" would be
useful and beneficial.

5. The basic telecommunications service offering (and other offerings
predicated upon i) will likely continue in the near future to be the most heavily
subscribed service offering.

6. The basic telecommunicstions service offering is a meaningful
achievement standard for measuring Universal Service penetration.

7. Basic telecommunications service is not a static service offering, but is, in
and of itseif, 8 dynamic and evolving set of technological capabilities.

8. Past reguistory strategies in Connecticut promoting Universal Service
have been mutually beneficial for both the public and the industry.
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9.  Public Act 94-83 contemplstes two programs to further its Universal
Service goal: a Lieline Program to be equitably funded by all telecommunications
companies, “sufficient t0 provide low income househoids or individuais with a level of
telecommunications servioe or package of telecommunications services that supports
participation in the sconomy and society of the state®; Conn. Gen. Sist. § 16-247e (a),
as amended by Public Act 94-83; and & Universal Service Program to ensure that all
residents and businesses in the state, regardiess of location, have access to affordabie,
high quality basic telecommunications services. Conn. Gen. Stat. § 16-247¢ (b), as
amended by Public Act §4-83.

10. Establishment of a Lifeline Program is mandatory.

11. Establishment of the Universal Service Program fund is left to the
Department's discretion.

12. Public Act 84-83 includes among its goals both Universal Service and
broader participation in Connecticut's telecommunications markets.

13. Public Act 84-83 does not suggest that the iegisiature envisioned any

delineation of responsibilities for Universal Service between incumbent telephone
companies and other telecommunications services providers.

B. Conclusions

1. in this procesding and the remaining proosedings estsblished to
impiement the Public Act, and until such time as the Department deems it appropriate
to conciude otherwise, the Department will recognize the basic telecommunications
service oﬁenng, as deﬁnod m Docket No. 94—07-07 DEUQ_JMML@I

shndard for measuring Umvoml Servieo ponetratlon |

2. The Department reserves the right to review and revise in the future the
composition of basic telecommunications service and the associated commitment of the
industry to its universal deployment.

3. The current widespread availability of basic telecommunications services
in Connecticut does not relieve the Department or the telecommunications industry from
the responsibility of ensuring the preservation of and improvement to Universal Service
in the future.

4.  Universal Service and local competition are reasonably compatibie goals.

5.  The Departmant will conduct a series of cost of service proceedings which
will fully examine the issue of basic service cost for each of the incumbent telephone
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6. Any application of financial funding to telecommunicstions services
providers for purposes of preserving Universai Service achievements must be done in &
manner that is fair and equitable and that represents the full value of the Connecticut
market to each participant serving it.

7. The Depariment will determine the appropriate funding mechanism for the
Lifeline Program in Docket No. 84-07-09, DPUC Exploration of the Lifeline Program

Eolicy Issues.

8. if the Department concludes in the Cost of Service proceedings that a
subsidy for Universal Service exists and that such subsidy is essential to the
preservation of Universal Service in Connecticut, the Department will immaediately
initiate a docket to determine the most appropriate funding mechanism (addressing
both the collection and distribution of funds) for a Universal Service Program to ensure
that all residents and businesses in the state, regardiess of iocation, have access to
affordable, high quality basic telecommunications service.

9. The current provisioning responsibilities associated with Universal Service
and incurred by the incumbent telephone companies must be extended to all providers
of local telecommunications services.
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L INTRODUCTION

On July 1, 1994, Public Act 94-83, “An Act Implementing the Recommendations
of the Telecommunications Task Force" (the Public Act or Act), became Connecticut
law. The Act is a broad strategic response to the changes facing the
telecommunications industry in Connecticut. The technological underpinnings, the
framework for a more participative, and ultimately more competitive,
telecommunications market, and the role of regulation envisioned by the legislature are
essential to the future realization and public benefit of an “information Superhighway” in
Connecticut.

At the core of the Public Act are the principles and goals articulated therein.
Section 2 (a) of the Act provides in pertinent part:

Due to the following: affordable, high quality telecommunications
services that meet the needs of individuals and businesses in the state
are necessary and vital to the welfare and development of our society; the
efficient provision of modern telecommunications services by multiple
providers will promote economic development in the state; expanded
employment opportunities for residents of the state in the provision of
telecommunications services benefit the society and economy of the
state; and advanced telecommunications services enhance the delivery of
services by public and not-for-profit institutions, it is, therefore, the goal of
the state to (1) ensure the universal availability and accessibility of high
quality, affordable telecommunications services to all residents and
businesses in the state, (2) promote the development of effective
competition as a means of providing customers with the widest possible
choice of services, (3) utilize forms of regulation commensurate with the
level of competition in the relevant telecommunications service market, (4)
facilitate the efficient development and deployment of an advanced
telecommunications infrastructure, including open networks with maximum
interoperability and interconnectivity, (5) encourage shared use of existing
facilities and cooperative development of new facilities where legally
possible, and technically and economically feasible, and (6) ensure that
providers of telecommunications services in the state provide high quality
customer service and high quality technical service.

Conn. Gen. Stat. § 16-247a (a), as amended by Public Act 94-83.

The central premise of the legislation is that broader participation in the
Connecticut telecommunications market will be more beneficial to the public than will
broader regulation. It is significant, however, that the Act does not chart a detailed plan
for realization of its goals and compliance with its principles. Rather, the Act entrusts
the Department of Public Utility Control (Department) with the responsibility of
implementing both the letter and spirit of its important provisions; the Act thus endows



