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EXECUTIVE SUMMARY

No matter how vip'ouIly competitive or imovatiYe the teIecomuuUcatio market becomes
under the deregulatory IlJII'IOIdl estabIishecl in the Telecomnmication Act of 1996, the
implementation ofthe Act wilM far !Jhort ofCongress' dent ifavenae Americans pay more for their
telecommunications service, 10Ie access to crucial services currently provided as part ofbasic service,
or fail to receive access to new tbnctionalities as they become available.

The Notice has excluded halfofthe definition ofaftbrdable by not considering how much ofa
burden telecommunicati service places on household budgets. The Commission should define
affordable in such a way thIt people not be forced to pay so much for a necessity that doing so causes
serious inconvenience or reIUlts in detriment.

While the CommiaIion is to be applauded for addressing the telecommunications needs oflow­
iDcome households and those living in high cost, rural and insular areas, the Notice has improperly
narrowed the focus ofthe law by ignoring the Congressional commitment to ensure service for all
Americans at just, reasonable, and affordable rates.

The Subscriber Line Chqe (SLC) paid by all conuners should not be inaeased to eliminate
or reduce the carrier conmon line (CCL) chqes paid by imerexchrqJe carri«s (IXCs) for the use of
the loop. On the contrary, since costs are declining in the industry, rates should decline.

The suggestion in the Notice that the eCL be eliminated, which would give interexchange
carriers free use ofthe loop, would constitute a aoss-subsidy ofa competitive service that results in an
unreasonable share ofjoint and common costs tiJling on universal service ratepayers and violates
Section 254 (k) ofthe 1996 Act.

The Notice has &iIed to include crucial functionaIities in the definition ofuniversal service.
Subscribers should have access to dial tone IIld be able to afford reasonable levels of~ of
necessary telecommunications services as part ofuniversal service. Flat rate service should be
supported by the Commission as the preference ofconsumers. Measured service, where available,
should also be supported, but only as an option.

Additional functionaIities should be included in the definition ofuniversal service including -­
directOly assistance, the provision ofand listing in annual local directories, Call Trace, 9OO-number
bIoclcing service, equal access to interexchange carriers, interoffice digital facilities, equal access to SS7
functionalities, and interconnection among all carriers and modem facilities.

In assessing the aifordabiIity and comparability ofrates, the Commission should take into
account the t2tII bill inaJrred for routine daily communications, including basic service and intralata
long distance.



The Commi8Iion IhouId not attempt to 1ft target pices for specific end-user customer classes.
State public utility commillionlllhould be responsible for detenninina the aft"ordability and
companIbiJity ofrates.

In calculating any draw fi'om the universal service tbnd, the Commission should consider all
revenues generated by the local exc:hanse company that CO'YWjoint and common costs within the
exc:hanse. Furthennore, ifthe company is earning adequIte revenues in the aggregate, then to the
extent that the basic and enhmced service revemes from outside the hiah cost areas contnbute to the
general cost recovery ofthe finn, any reveme burdens shifted to the universal service fund must be
offset by reductions in the local exchange company's other revenue streams.

The Commission should not use enrollment in a pJbIic assistance program as the sole criterion
for eligibility for universal .-vice support, but should also eItablish a seIf-catified income limit of 125
percent ofpoverty as an enroOment criterion. In order to promote universal service among low income
households, the following services should be included in universal service and supported by federal
programs: the basic service package, long distance blocking, and calls to the telephone company
should be available at no charge, installation charges should be reduced (the Link Up Program), and
the initial deposit should be waived.

The Commission should also require policies that do not impoIe additional barriers for low
income households to obtain telephone service. Thecefore, the discount should be available on the
primary line into the home. Recipients should be allowed to buy optional services at regular rates.
Finally, the Commission should not allow service to be disconnected for non-payment oflong distance
biDs.
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A. TBECOMMENTORS1

I. The American Association ofRetired Persons (AARP), Consumer Federation ofAmerica

(CFA), and Consumers Union (CU) respectfully submit the following initial comments in this

proceeding.2

2. These initial conmens ofthe signatory organizations focus 011 the core principles ofuniversal

service. The organizations indMduaIIy and jointly reserve the right to conment on other issues in

separate initial comments and respond to the comments ofothers on aD issues raised in reply

comments, whether or not they have been addressed in our initial commt'l1tS.

B. THE FUNDAMENTAL COMMITMENT TO UNIVERSAL SERVICE IN THE 19%
ACf

3. The CoIllIlRlllicatio Act of 1934 first established a national policy ofuniversal service with

the simple declaration that one ofthe goals ofthe Act was 'to make available, so f3r as poSSIble to all

the people ofthe United States a rapid, efficient, Nation-wide, and world-wide wire and radio

communications service with adequate facilities at reasonable clw"ges.,,3

4. The 1934 Act also required the Commission to ensure that the rates subject to its jurisdiction

be just and reasonable.

5. The Telecomnu1icItio Act of 1996 (hereafter 'the Act" or 'the 1996 Act" ).. expands

dramatically the scope and specificity ofnational universal service policy. Two simple sentences have

1See Attachment I for a deaaiption cithe commeotors.

2In the Maner ofFecIe:ral-S1lR Joim:bld on Univena1 Service, No1jce ofPnpP' Rllkmft1sing and Order Establishing
Js!DtBoard. FCC, ccDocXct No. 96-4S, Fed. Reg. 6110499, March 8, 1996~ baeBfta, the Notice.

~ note 9, p. 4, cites the 81IItJPded language.
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bern replaced by seven broM principles to be iJnplemeIUd by the Fedenl CODUJRJllications

Commission (hereafter 'the FCC"or 'the Commission') with the advice ofaFederal-State Joint

Board. Section 254(b) ofthe Act states that:

[t]he Joint Board and the Commission shall hue policies for the preservation and
advancement ofuniversal service on the following principles:

(1) QUALITY AND RATES. - Quality services should be available at just,
reasonable, and affi>rdable rates.

(2) ACCESS TO ADVANCED SERVICES. - Access to advanced
telecommunications and information services should be provided in all regions ofthe
country.

(3) ACCESS IN RURAL AND:moo COST AREAS. - ConaJmers in all regions of
the Nation, including low-income consumers and those in rural, insular, and high cost
areas, should have aocelI8 to telecommunications and information services, including
interexchange services and advanced telecollUl1W1ications and information services, that
are reasonably comparable to those services provided in urban areas at rates that are
reasonably comparable to rates charged for similar services inurban areas.

(4) EQUITABLE AND NONDISCRIMINATORY CONTRIBUTIONS. - All
provider's ofte1ecomnuIications services should make an equitable and
nondiscriminatory contribution to the preservation and advancement ofuniversal
service.

(5) SPECIFIC AND PREDICTABLE SUPPORT MECHANISMS. - There should
be specific, predictable and sufficient Federal and State mechanisms to preserve and
advance universal service.

(6) ACCESS TO ADVANCED TELECOMMUNICATIONS SERVICES FOR
SCHOOLS, REALm CARE, AND LJBRARIES. - Elementary and secondary
schools and classrooms, heaIthcare providers, and libraries should have access to
advanced telecomnRmications services 88 described in subsection (h).

(7) ADOmONAL PRINCIPLES. - Such other principles as the Joint Board and the
Commission determine are necessary and appropriate for the protection ofthe public
interest, convenience, and necessity and are consistent with this Act.

4TeIec:ommunieations Act of 1996, Public L. No. 104-104, no Stat 56(1996) (hereafter, 1996 Law), sec. 254
(b)(1).
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6. AARP,CFA, and CU believe that the fundamental dIanges embodied in the Act include the

following. a) The Comniation is charged with assuring that an rates for universal service -- not just

the rates for interstate services - are just, reasonable, and aftbrdable. b) The Act introduces the

concept ofaffordabiIity directly and explicitly into nationIl policy. c) While access to the network for

high cost areas and low-income consumers has been supported for years, the Act explicitly requires this

policy, expands the services to which it should apply and institutes a formal process for expanding the

definition ofuniversal service over time. d) The Act requires specific and predictable mechanisms, in

the fonn ofcontributions ftom all providers oftelecommunications servi~ to support universal

servtce.

TIIiI c.apnlleMive COIUlitlllent to ud expudecI concept ofuDivenal semu is the key
to the tlltiDaate suca. of tile 1996 Act.

7. No matter how vigorously competitive or innovative the telecomrmnications market becomes

under the deregulatory approach established in the Act, the implementation ofthe Act will fall short of

Congress' intent ifaverage Americans pay more for their teIeconununicltions service, lose access to

crucial services currently provided as part ofbasic service, or fail to receive access to new

functionalities as they become available.

8. We applaud the Commission for addressing the teleconununicaUons needs oflow-income

individuals and ofthose individuals living in high cost, rural, and insular areas. Moreover, we

appreciate the Notice's recognition ofthe 1996 Act's commitment to the principle that all consumers

are entitled to quality telecommunications service at just, reasonable, and affordable rates and that,

therefore, the concept ofunivenal service applies to ID consumers. However, as will become clear

throughout these comments, AARP, CFA, AND CU are very concerned that the Notice does not

3



address the important, undertyina elements ofthis principle and, insteId, limits its scope to only the

beneficiaries ofthe targeted subsidies.

9. Moreover, AARP, CFA, AND CD are deeply troubled by the Commission's statement that it

will not address the cost allocation rules (and joint and common costs ofproviding services) ofSection

254(k) ofthe Act this Notice ofProposed Rulemaking. We believe that the concept ofuniversal

service for all consumen camot be adequately addressed without the Commission considering the

related issues ofcost aIJocation and joint and common costs.

C. OUTLINE AND SUMMARY OF THE COMMENTS

The Comments are organized as follows:

10. Section II addresses the definition and measurement ofthe term 'affordable." In this section,

we demonstrate that the Notice has excluded halfofthe definition ofaffordable by not considering how

much ofa burden telecommunications service places on household budgets. This halfofthe definition

is the most frequently used in fNeC'j day language and the most important to consumers.

11. Section maddresses the issue ofwhat should be included in the definition ofservice. In this

section, we demonstrate that the Notice has failed to include crucial functionalities in the definition of

universal service including use ofthe telephone network, directory listings, and modern facilities.

12. Section IV addresses how to define universality. In this section, we demonstrate that the

Notice has simply ignored the Congressional commitment to ensure service for all Americans at just,

reasonable, and affordable rates. It has improperly concentrated solely on the high cost areas and low­

income populations which are to receive targeted subsidies to promote universal service.

13. Section V discusses the implementation ofuniversal service policies for all consumers. It

stresses the importance ofjust, reasonable, and affordable rates for all Americans and points out a
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munber ofways in which the Notice is unnecessarily and improperly proposing to increase the cost of

universal service for the avenge consumer.

14. Section VI discuSleS the implementation oftargetecl subsidies for high cost areas. In this

section, we propose aseries ofprinciples and approaches which will ensure that the targeted subsidies

treat all areas, ratepayers, and service providers in an equitable 1JWlIle[', while promoting economic

efficiency and vigorous competition.

15. Section vn discuSleS the implementation oftargeted subsidies for low income subscribers.

This section proposes approaclwJs that will improve the perlbrmance ofthese programs in reaching the

targeted population.

n. DIF'lNI'I10NS AND MMSUIlIMJNTS orAf'lORPAlDtDY

A. HOW SHOULD AFFORDABLE BE DEFINED!

The Def'mition in the Notice

16. The first and perhaps most fundamental issue raised by the Notice is the definition ofaffordable

(para 4, p. 4). The Commission rightly notes that the Congressional charge to ensure affordability is a

new obligation for the Commission (para. 14, p. 9). The Commission begins by citing a definition of

affordable that invokes both an absolute and a relative concept ofaffordability

Webster's New World Dictionary defines the term "afford" as follows: ''to have enough
or the means for; bear the cost ofwithout serious inconvenience." (note 12, p. 5)

17. The first definition (have enough or the meansfor) is an absolute concept in the sense that

there is no qualifier, no matt« how much it hurts, ifa subscriber continues to pay for

telecommunications service, telephone service is deemed by implication to be affordable.
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18. The second definition (bet6' the cost ofwithoutserioIIS incontle1lience) is a relative concept in

the sense that the burden imposed is qualified by the tenn ~ous inconvenience; " ifit hurts a lot to

pay for telephone service, telephone service is not deemed to be affordable, even though the subscriber

continues to pay for it.

19. The eumpIe the Commission gives in footnote 13 refers only to the .bIoIate connotation of

aftbrdability:

For example, one such measure might be the level oftelecomnamications service
subscnbership among tqeted populations (note 13, p. 5).5

20. In this example, only when a household stops paying for telephone service is it considered

unaffordable. This definition completely overlooks the unfortunate reality that many consumers keep

telephone service although doing so causes them serious inconvenience or detriment, because a

telephone is anecessity in our society.

CODI8IeIIton' PoIitioB: TIle DellaitioD ofAfl'ordable MOlt
Give Equal Em.... to the..tive Concept

21. A more recent edition ofthe Webster's Dictionary cites the nlative concept as the primaIy

definition ofaffordable - ''to manage to bear without serious detriment." The secondary definition in

this edition includes the .bIoIate - 'to manage to pay for or incur the cost of'.6

22. This..tive definition ofaffordability should be a basic concept ofuniversal service. It reflects

a major policy decision that paying for one necessity (e.g., telephone service) should not entail reducing

the consumption ofanother necessity (e.g., medicine). Households that must make sacrifices to pay for

SSimilarly, in para 114, the Noti<le limits the discussion olthe 1JDMrsal senic:e impact ofa price increase to its
effect on subscribership and mabs no ref'erence to the burden olsuch an increase.

~rriam Webster's CoD" Dk:tiotwy, Tenth Edition (1995), p. 36.
6



telecommunications service should not have to seriously diminish their stIndard ofJiving, or take risks

with their health and safety.

The Notice bu adopted a deftaition ofafFordable that iI far too narrow.

23. We look to the CommisIion to recognize and implement the..tive definition of

dOrdable along with the ......definition so that the overarching goal ofuniversal service

artiadated by Congress in the Act can be achieved.

TIae C...... ...... cIefiae afFordable in ... a way tIIat people DOt be
forced to pay 10 mIlCh for a neceaity that ""10 ca....1friouI inconvenience
or ckViment.

B. HOW SHOULD AFflORDABILl1Y BE MEASURED!

The p.mon in tile Notice

24. The Commission seeks comment 'bn whether there are appropriate measures that could help

us assess whether 'affordable' service is being provided to aU Americans." (para, 4, p. 5)

COIRIMIIton' PtMitioB: Meuures oCtile Burden Must be Induded in the Analysis
ofAfrordability

25. In adopting a univenIllel'Vice rule, the Commission should consider all empirical measures and

public policy implications ofboth the ablolute and relative definitions ofthe word 'hffordable."

Empirical measures for each ofthese definitions are readily identifiable.7

MeuuftlDeDti aft available to the CommiuioB under tile relative deftnition of
afFordable that CD Wp the CommiaioB .ectively implement the lint principle
ofunivenal service, which states tIIat 1quality) service should be available at
just, reaIODable, ad afFordable rates," for" CODSumen.

7 Direct TcRimmy m'Dr. MIlk N. Cooper 00 Behalfm'AARP, O......veRc!yiew m'tbe RcYawe Requirement and
..&Hi....AID m'h!ImBdl TekJ2hng; and TeJemph Cgngmy, FloridaPublic Service Commission. Docket
No. 900960-1L, November 2, 1992.
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26. Quaatitative......ofthe relative concept involve estimating the percentage ofincome

that households might be foroed to spend for service at various income levels and rate levels (as in the

Consumer Expenditure Survey compiled by the Bureau ofLabor Statistics). Qualitative measures

include what people consider 'too expensive" or "too much" to pay for telephone service. Examples

ofthis measurement are levels ofsatisfaction and dissatisfaction with rates expressed in response to

questions asked in opinion polls.

27. Quaatitative meuures ofthe ablolute concept include penetration rates (as compiled by the

Current Population Survey conducted by the Bureau ofthe Census). We can also find qualitative

measures, where people are asked why they do not have or have given up telephone service. Examples

ofthis measurement include the national study conducted by the American Association ofRetired

Persons and the Consumer Federation ofAmerica.8

m. WHAT SHOULD BE INCLUDED IN UNIVERSAL SERVICE?

A. THE CURRENT PACKAGE

De PropoaI ill the Notice

28. The Commission notes that the Act does not restrict the definition ofservice to 'telephone

exchange service." Rather, the Act requires the universality ofthe broader concept of

''telecommunications services" (para 14, p. 9, para 15, p. 10, and para 16. p. 10). In recognition ofthis

broader concept, the Commission proposes the following set ofservices be included in universal

service - voice grade access to the public switched network (para. 18); touch-tone (para. 19); single

party (para. 20); access to emergency services (para. 21); access to op«ator services (para. 22); and

relay services (required elsewhere in the law; note 42, p. 11).

aMark N. Cooper, The Te1mJmmupjgpinns Needs ofOlder. Low Income and General Consumers in the Post­
Divestiture Era (AARP and CFA, October, 1987).
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CHen.ten· PeIidoa: AdditiouI F'ulldiolullitiel MOlt be laduded in the
DeftIIidoD orU..... Service

29. The Commission has liked for comment on additional services that might be included for
Universal Service support (para 17, p. 11 and para 23, p. 14).

AltlaI'ZP we ..pport tile iaduIioa ortIIeIe ed f'1IIIc:tiMaMtia ia the
deIIIIidoII orIeI'Vice, we believe that tile Com ·s ....Idon ofservice is
iDadequte, givea the CUlftllt state of the network and telecommunications
senrica.

.. Indude UseIF1at Rate Service

30. Over the past halfeemury, our society has woven telecommunications service into the fabric of

daily life. The ease ofaccess to unlimited local calls has fundamentally influenced our decisions about

where to live, where to locate services, how to acquire infonnation, and how to allocate our time. In

short, telecommunications has become the mainstay ofdaily communications.

The C...iIIioII f... include _ iD its defWtion orservice. We believe that
_bIcriben sIaouId ave acceu to dial tone lid be able to atrord reasonable levels
of_ ofBeCellary teIecommunicatiou senricelu part ofunivenal service.

31. Flat rate telephone service, which provides subscribers with unlimited local calls, is by far the

service utilized by the great majority ofsubscribers in this countIy, even where measured service is

available as an option. The Commission recognizes that one ofthe criteria for a service's inclusion in

the definition ofuniversal service is that the service has, 'through the operation ofmarket choices by

customers, been subscribed to by a substantial majority ofresidential wstomers." (para. 9, p. 6)

Consumers given the choice between local measured and flat rate service consistently and

overwhelmingly choose flat rate service.

Flat rate service ...... be supported by the C__iaioa u the preference ofcouumen.
Meuured service, wIHft av_hIe, sllould .... be supported, but only u an option.

b. Include Additional Functionalities

9



32. The Commission his neglected to include a IlU11lba' ofother functionaJities that are presently

embodied in telecommunications services purchased by the majority ofsubscribers and considered to

be necessities. These functionaIities include the following local services:

Dinctory ItIIiItuee, ad the provision ofand Wol in ana_local diredories.

33. For purposes ofpublic safety~ convenience, and necessity, we also believe that the

following additional servica should be supported:

Cal trace and 900-nu.ber blocking service.

34. Finally~ the following modern network: facilities and functionalities should be included to ensure

basic access to the information superhighway:

Equl acceu to interada... carrien, interoftice diJiUI facilities, equal access to SS7
functionalities, and intercoanedion amonl" carrien.

B. PRINCIPLES FOR THE FUTURE EXPANSION OF UNIVERSAL SERVICE

The Position in the Notice

35. As stated in Section 254(b)(7)ofthe Act, the Commission and the Joint Board should articulate a

framework: for consideration ofadditional functionalities for inclusion in universal service. The

Commission points out that the four aiteria set out in the law for deciding when a service should be

included in the definition ofuniversal service are not precisely defined and are only considerations. The

Notice states:

[t]he Joint Board in recommending, and the Commission in establishing, the definition ofthe
services that are supported by Federal universal service support mechanisms shall consider the
extent to which such telecommunications services

(A) are essential to educatio~ public health and public safety;

(B) have, through the operation ofmarket choices by customers been subscribed to by a
substantial majority ofresidential customers;

10



(C) are being deployed in public cormmmications networks by telecommunications carriers;
and

(0) are consistent with the public interest, convenience and necessity. (para. 9, p. 6)

Comaaeaton' POlitioa: Additioul Principia are Needed to "ure that the Expansion of
Universal Service Meets Broad Public Needs ud Does Not Raise the Cost ofUnivenai
Service EIceaively

36. In addition to considsing some or all ofthe abow four criteria, AARP, CPA, AND CD believe

that the following additional characteristics are indicative ofa basic and necessary functionality and should

be used by the Commission to determine whether an additional functionality should be added to the

definition ofuniversal service:9

TIle service must be • com....icatioBl service which CODDedI each to aU;

The service DlIIIt be • "m..market" senrice, wlaich iI DlOit ecoDODlieal when sold in
large volume;

37. Moreover, the Commission should conduct all proceedings on the expansion ofthe

definition ofuniversal service in open and public forums.

The needs ad preferences of" Ulen must have been considered in a open, public
fonam.

38. These principles are intended to ensure that functionaJities are added to the universal service

definition in a manner that meets the needs ofthe broad public without significantly raising the cost of

universal service.

IV. WHAT DOES UNIYIISAL MEAN!

A. THE COMMISSION'S VIEW OF THE TARGET OF UNIVERSAL
SERVICE POUCY

39. The Notice declares that the 'PrimarY responsibility"ofthe Commission under the 1996 A ct is as
follows:

9AARP and CFA. Uniwrsal Seryice Rc:quimmntR for the Infonnatigp Age. 1994.
11



The 1996 Act provideI UIIi\wsal service alJ'POIt fix' two priImry categories ofservices, each of
which has two IIpIl1Ite IUbcategories ofintended beneficiaries: (1) A 'bore" group ofservices, the
provision ofwhirJl is to be IIJPPOl1ed for COIIUIW'I with low incomes or in rural, insular, and high
cost areas; and (2) additional~ including advanced teIecon:mmieations and infonnation
services, for providers ofbellth care or edueationll services, IS delaibed in Sections 254(b)(6) and
254(h). As we iDteIpret the 1996 Act, our first relIpOIISibi1it is to identifY what core group of
services should be IIJPPOl1ed by Federal universal service support mechanisms, to enable the first
group ofbeneficiaries to purchase those services at just, reasonable, and affordable rates. (para. 11,
p.7)

40. Thus, the Commission limits its attention to consumers in rural, insular, and high cost areas, and

with low incomes. This focus is too narrow and is not consistent with the 1996 Act. Even the 1934 Act

had a broader perspective than this, and the 1996 Act expands the 1934 Act's commitment to universal

service. Designing targeted assistance programs for high cost areas and low-income groups is only part of

the commitment ofthe Congress to ensure universal service. The language ofthe Act as well as statements

ofCongressional intent make it clear that the Congress placed a much broader clw"ge on the Commission

- assuring just, reasonable and aftbrdabIe rates for all Americans. 10

B. COMMENTORS' POSmON: A BROADER VIEW OF UNIVERSAL
SERVICE POLICY

41. Although the 1996 Act establishes and the Notice recognizes a much broader view of

universal service, the Notice does not address the underlying elements ofthis broader view.

42. The requirement in Section 254(bXI) ofthe new law that 'quality services should be available at

just, reasonable, and affordable rates"is not limited to high cost areas and low-income consumers but,

instead, applies to all consumers. In fact, the law reiterates this broad view ofpolicy in Section 254 (i),

which is entitled 'Consumer Protection"and states unequivocally:

The Commission and the States should ensure that universal service is available at rates
that are just, reasonable, and affordable. ll

l<i:be 1996 Act, p. 1.

111996 Law, sec. 254(i)
12



43. This section implies that all consumers should benefit from the concept ofuniversal service. There

is no indication anywhere in the Act or Conference Report that the Congress intended to provide consumer

protection only to consumers in high cost areas or low-income households. Thus, the term consumer

protection can only be construed in its broadest sense.

TIle 1996 Ad ...........t 8Biverul NI'Vice, • defiBed by COIIIftII iD Sections
Z54(b)(I) ad Z54(i) ofdle .996 Law, applies_ ..COllI"" Dot ollly to high cost
areal aad 1ow-iac8..COIII.men.

44. By declaring this Vfrj broad view ofuniversal service, the Congress implicitly rejected the

notion that telecommunications service should always be priced at the highest price the market can

bear. In adding the term affordable to the first principle ofuniversal service, Congress recognized that

just and reasonable rates might be unaffordable for some consumers. By retaining the just and

reasonable standard, Congress recognized that affordable rates might be unjust and unreasonable.

Implicit in the interrelation between these two concepts is the notion that the market alone cannot be

counted on to detennine the pricing oftelecommunications service for two reasons.

45. First, because ofa lade ofcompetition, unchecked market power over prices could allow

excess profits resulting in unjust and unreasonable rates.

46. Second, even ifcompetition were effective and prevented unjust or unreasonable rates, the

market price could be too high for some to afford.

47. In recognition ofthe market's potential inability to provide all consumers with universal service

as required by the 1996 Act, AARP, CFA, AND CU believe that:

i. Univerullel'Viee sllould be ensured for .. subscribers by the
requinlaeat tIIat rates for aD subscribed be just, mIIODable, and
aft'ordable.

13



ii. U.iv.... .meeill"'" colt areas ... "'Iow ...... Ilousellolds is to
be furdler ....... darough t:arpted .blidies.

y. JUST, REASON"I" AND AFf()RDAILlIATES JIOR AI,I, AMERICANS

A. THE SUBSCRIBER LINE CHARGE

The DiKuIsioa ill tile Notice

48. The failure oftile Notice to recognize the 1996 Act's broad commitment to universal service

leads the Notice to suggest several policies that are contraly to the intent ofCongress. Most

importantly, the Notice contemplates an increase in the SLC and the etimination ofthe CCL charge.

49. The Commission deIaibes the subscriber line charge as follows (para 112, p. 45):

Currently approximately 25 percent ofthe unseparated cost ofincumbent LEC [Local
Exchange Carrier] subsaiber loops (the lines connecting subscribers to local telephone
company central offices) is allocated to the interstate jurisdiction. These carriers
recover a significant portion oftheir loop costs allocated to the interstate jurisdiction
directly from subsaiba's through flat monthly subscriber line charges, but the
Commission's rules impose caps on the SLC rate at $3.50 per month for residential and
single-line business users and $6.00 per IIKlnth for multi-line business users. The
incumbent LEes' nmaining interstate allocated loop costs are currently recovered
through a per-mimte carrier common line (CCL) charge paid by the IXCs
[Interexchange Carriers], and ultimately by subscribers in the fonn ofincreased
interstate long distance rates.

50. The Notice further points out:

Many interested penons have argued that all costs usociated with facilities dedicated
to the use ofa sinale subscriber should be recovered through a flat, non-traffic sensitive
charge assessed on end-users. (para. 113, p. 45)

51. The Notice raises this issue in the context oflanguage in the law that expresses a preference for

the elimination of "implicit subsidies." The Notice indicates agreement with this view in stating that

the CCL charge "appears to constitute a universal service support flow." (para. 113, p. 46) The

Commission suggests that the CCL charge arises solely because ofthe desire ofa previous Joint Board

14



and FCC to cap the SLC in punuit ofunivenal service goIIa. (para. 114, p. 46) The Notice then seeks

comment on ways to rec:lucethe CCL charge and increase the SLC. (pera. 114, p. 46-47)

C.....ton P8IidaII: TIle CCL CUrae is • CUrae for tile Use of
a Joint and C...... Facility

52. AARP, CPA, AND CD view the CCL charge as a charge that covers the use ofa joint and

common facility, the loop.12 The loop is a telecommunications facility used to complete all telephone

calls -local, intraIata long distance, and interLATA long distance - and to provide enhanced services.

Ifthe loop were not provided by the existing local companies, the IXC's would have to build their own

loops, or rent the use ofsome other loop in order to sell their services to the public.

If- .....ted, tile .' .,Ition ia the Netice that the CCL be ....inated, which
wCMlld live latera..... canien me use ofloop, would COIIItitute a cross­
sublidy ofa competitive service that vioIa_ Section 254 (k) of the 1996 Act.

53. Because the loop is a joint and common cost shared by competitive and non-competitive

services, it is subject to Section 254(k) ofthe 1996 Act. This Section specifies the allocation ofjoint

and common costs between services defined as universal service and competitive services. Section

254(b) states:

The Commission, with respect to interstate services, and the States, with respect to intrastate
services, shall estabIiIh any necessary cost allocation rules, accounting safeguards, and
guidelines to enaJre that services included in the definition ofunivenal service bear no more
than a reasonable shire oCthe joint and common costs offacilities used to provide those
services.

54. The Conference Report makes a point ofstating that in adopting Section 254 (k) 'lhe House is

receding to the Senate." (1996 Law, p. 134) The Senate report made it clear that a reasonable share of

l~Gabel, 1'he '...._PI .=Tr'cfhw 8ayiq;s on the TecJmi<:aI"en Operation and Cost ofLocal
BYmenge Plant (.POOlic Policy IDItituIe, AARP, 1992).
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joint and common costs was the maximum that should be included in the rates for universal service, but

that less could be allocated to theIe services.

The Commislion and the states are required to eItIbIiIh any neceuary cost allocation rules,
ICCOUJlting safeguards. and otha' guidelines to enaJre thIt \riversal.-vice bears no more than a
reuonable sIw'e (and maybelr leis than areuonlble slwe) ofthe joint and common costs offacilities
used to provide both competitive and noncompetitive services. (Confermce Report, p. 129)

55. Ifthe CCL charge is transfonned into either an increase in the SLC or into a draw on the

universal service fund, the IXC will be the recipients ofa subsidy from those paying for the loop. 13 In

short, the IXC would be allowed to use a joint and common &cility - the loop - without paying for it.

Iffree access is granted to the IXCs, rates for universal service would be covering 100 percent ofcosts

for facilities that are used by interLATA long distance services. Consequently, free access for the IXCs

clearly violates Congress' intent that services included in universal service bear only a reasonable share

ofjoint and common costs.

Commeaton' PoIitioB: An Incnue iD the SLC iI Contrary to the Public Policy Goal of
Atrordability

56. Imposing an inaeue in the SLC would also run counter to Congress' public policy goal that

rates be affordable. Increues in the SLC would increase the burden ofobtaining telephone service on

all subscribers and the Commission has no way ofguaranteeing offsetting rate reductions. Moreover,

the Commission cannot ensure that whatever rate reductions are offered are enjoyed by the majority of

residential subscribers on whom the burden ofincreases in the SLC will fall.

l~otice, para. 114, pp. 46-47.
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B. POTENTIAL INCREASES IN BASIC RATES FOR OTHER REASONS

The Notice's~ ofRate IDcreaIes Due to Inftation

57. In the discussion ofthe SLC, the Commission makes reference to a staffdocument which

argues that the SLC should be increased to keep pace with infiation. (note 229, p. 45)

58. Similarly, the Notice seeks comments on the fonowing:

whether there should be procedures to recalibrate these rate IeYeIs to reflect changes in
inflation or other factors that may make such recalibration necau'Y (para. 25, p. 15)

Com....ton' PGIidoa: COlts Are Dediailll ad Rates SheuId Dedine, not Rae

59. AARP, CFA, AND CU find repeated references to inflation as the justification for rate

increases both ironic and troubling. The Commission is well aware ofthe fact that telephone costs do

not track inflation. AARP, CFA, AND CD estimate that the costs for the loop have been falling by

approximately 7 percent per year for at least the last decade. Even ifa SLC of$6 had been justified in

1985 (which we believe wu not), cost reductions since then would have lowered the justifiable amount

to approximately $3 today. The current SLC of$3.50 has never been adjusted to reflect declining

costs in the industry. As a result, instead ofconsidering rate increases in the SLC or universal service

packages, the Commission should consider reductions. 14

VI. UNIYIRSAL DVICIIN WGH COST AREAS

A. HOW SHOULD AFPORDABILlTY AND COMPARABILITY OF RATES BE
MEASURED IN WGH COST AREAS?

The Disc1lllion ill the Notice

60. The Commission seeks comment on how affordable and comparable rates should be measured

for service in high cost areas. (para 25, p. 15)

l~d Gabel, CurteDl Iepw ja the PriciD& ofVoiq Ielepbone SCryices(AARP, 1995); Mark N. Cooper, Local
Exchange Costs and the Need for a Universai8eryis:e FuncI: A CoDIumer View (CPA., May 1994).
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C....ton' ......: TIle T...... fer Leal ud lDtJ*ta TollU. is the Proper
.... for~ AfFordability ad Comparability

61. Consistent with the definition ofuniversal service oft'ered above (See sections II.A and ill.B.),

we stress that any measurement ofaffordability and comparability must include reasonable levels of

usage. Use oflocal services is frequently restricted for many rural, high-cost customers because much

ofthe business ofdaily life in rural areas requires an intraIata long distance call. Local calling areas may

allow rural customers only limited daily communication. As a resuh, many rural customers must pay a

ton for calls within their convnunity ofinterest but outside their local calling area. Consequently, the

total local bill is higher than urban rates, not lower, in rural areas.

ID ••__• tile~ and CNlpanbility ofntel, the Commislion should take
into account tile filii btl iDcurred for routine daily communications, induding basic
senice and intnlata Ioal distance.

B. WHO SHOULD DETERMINE THE AFFORDABILITY AND COMPARABILITY
OF RATES?

The DilcUllion in the Notice

62. The Commission seeks comment on whether it should attempt to set specific target prices for

specific end-user customer classes. (para 26, p. 15)

COlDlDeDton' P-'tion: lbe State Public Utility Commissions Should Detennine the
Aft'onIability and Companbility ofRates

63. The Commission notes in a number ofinstances throughout the Notice that the circumstances

oflocal exchange and exchange access services vary widely across the country. Consequently, the

Commission would have diffiallty picking a price for the customer, or defining customer classes.

TIle COIBlDiaioalllould DOt aue.pt to...... target priaI for SpecifIC end-user
CUItomer dalles. State public utlity COIDmilliolu should be responsible for
determininl the afl'ordability and companbility of rates.
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C. CALCULATING THE NECESSARY SUBSIDY

64. The Notice seeks comment on the methods to be UIed in cala.tIating the subsidy. (para. 27, p.

15)

C08llllellton' P.....: AI Reven..MUIt Be Taken lato Account

65. In addition to believing that the Commission should base an analysis ofaffordability and

comparability ofrates on the consumer's costs ofusage and total bill, we believe the Commission

should consider all sources ofrevenue in determining how to establish the amount a

telecommunications provider may draw from the universal service fund. (para 27, p. 15) We believe

that two important reasons exist for taking all revcDJes into account.

66. First, within a givfn excl1ange, companies generate revenues from a variety ofservices (e.g.,

call waiting). Because theae services use the loop, they should help cover its costs. Indeed, all services

should help cover these costs. Historically, enhanced services have been high margin services, making

major contributions to the overall revenue requirements ofthe company. IS Moreover, because high

cost areas are not likely to experience competition in the near-to mid-term, these margins on services

sold within high cost exchanges are likely to be maintained. Consequently, the revenues these services

generate should be included in estimating whether a subsidy is necessary for the provider of

telecommunications services in high cost areas.

67. Second, in the agregate, rates for the services sold by virtually every local exchange company

we are aware ofcover their costs, plus a reasonable return on equity. Low levels ofmark-up on some

Is,-O some degree, margins are high becausejoint and <XJlDIDOIl COIU are not attribukd to them (See Richard Gabel, The
IPP'ft ofPremium).
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