BEFORE THE FEDERAL COMMI
OFFICE OF

FEDER AL. COMMUNICATIONS COMMISSION

WASHINGTON, D.C. 20554
OOKET FILE “00Y CRIGINAL

In the Matter of

) CC Docket No. 9645
Federal-State Joint Board ) [DA 96-1078]
on Universal Service

The Alaska Telephone Association (ATA), a trade association representing 22 local exchange
companies in the State of Alaska, respectfully submits these comments in the above referenced
proceeding.

Although the Alaska Telephone Association recognizes the importance of all the questions put forth
in this inquiry it has restricted i's answers to a select few in order to demonstrate to the Bureau the

significance of these issues to the telecommunications network in our state.
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Semmeory
Penetration figures alonc are not an accurate indicator of the affordability of telephone service, but
certainly an increase n local ratr:s would adversely impact penetration.

Non-rate factors are an integral p:rt of the decision-making process to have telephone service. Those
factors cannot be divorced froin consideration when determining affordability and reasonable

comparability of rates.

The disadvantage to Alaska of anional benchmark rates in a proxy model is that there is absohntely
no relevance to the variety of co:ditions, size and costs encountered in this state. An urban area

would be a far more appropriate irena to test a national benchmark rate for a proxy model.

ATA supports the establishment o' separate funding mechanisms to suppoxt for schools, libraries and
rural health care providers and opposes the use of these funds to promote competition. Likewise,
ATA opposes the concept of resak: of these services supported by universal funds and notes that the
Act clearly prohibits such practic

High cost support mechanisms should remain in place and funding for these mechanisms must be

distributed among ail carriers.

The definition of a rural company is contained in Section 3(a)(47) of the Act. High cost support
should contimie without modificat:on other than being targeted to companies that meet the "rural”

-
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Section 254 is explicit m limiting the use of universal service funds “omly for the provision,
maintenance, and upgrading of facilitics and sexvices for which the support is intended.* The option

to provide payments to a competitor based on book costs of an incumbent is not Lawful.

Subscribership (penetration) is ¢ yntingent upon on societal conditions as well as economic conditions
and service offerings. A “low * subscribership level in an Alaskan commmunity that practices a
subsistence lifestyle has no corre lation to the quality of service provided by the teico. Many Alaskans

simply have no desire or need ' or private telephone service.

ATA opposcs the adoption of 1 proxy model that might destroy an already successful universal
servicc support system. The t:lecommunications environment in Alaska is fragile and subject to
destruction through experimentaion. Consideration of the use of proxy modeling should be restricted
to areas with sufficient populati s and cconomies of scale to withstand adjustments. That is not this
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One method to assess the afforciability of current telephone rates is to review the penetration levels.

National statistics tell us that a2 excess of 95% of American households have telephone service.
Based on thiz information, one niglnmﬂmanmrmmaffordﬁb,tleuw%%ofm
population.

However, national averages cin be misleading. For example, in many Alaskan communities
penetration levels fall well belisw the national level. These are in high cost areas which receive
universal service fund support Do we assume that the rates are too high in these areas and that
additional support is needed? Not necessarily! There are rural comnmmities where the extended
family shares access to a teleprone and the perception of need for a phone in every housc is not
prevalent.

The Alaska Telephone Associarion (ATA) is most concerned that Commission action may result in
the reduction of current suppoet levels to rural Alagska. Any reduction in support would mandate
m@gbwmmmpumabﬂnymmwnmbveuofpmﬁonfmmghmm_
not the only factor influencing Jenetration levels, it is certainly a significant factor.

ATA belicves that the affordability of rates for universal service must be defined within the context
of state and local conditions. Many aress of the country have achieved their current penetration
levels only with the help of high cost support mechanisms such as the USF and dial equipment minute
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(DEM) weighting. In some areas, such as Alaska, those levels have not yet reached the national
average. The final decision o1 affordability should take into consideration the wide range of

conditions found in the United tates.

ATA understands that there ar: many reasons associated with the decision to have or not to have

telephone service. The value and affordability of telephone service are not determined in the
aggregate but rather by the indi vidual circumstances of the customer and the service being offered.
ATA believes that the non-rate factors described in question 2 are important and should be considered

when determining the affordabi ity and reasonable comparability of rates.

For exampie, local calling area «ze would be a significant non-rate factor in determining the relative
valne of local service in Alaska Many Alaskan local calling areas are very small (under 100 access
lines) and the value of that service in comparison of local service in 2 calling area with 500,000

access lines is quite different.

ATA would agree that the Commission mmust give some consideration to non-rate factors, especially
for small companies serving riral high cost areas. ATA supports the suggestion of a bifurcated
system where conditions in the -ural high cost areas would be evainated and rules developed separate
from those rules for large loca exchange companies serving wrban areas.

Assica Telophone Assocation
5 CC Docket No. 96-48, August 1, 1988



ATA has in past comments and >ontinues to advocate that any national average cannot be reflective
of small companies and circumstances found in rural high cost areas. Alaska's small companies lack
the economics of scale found in mrem‘bmm. The cost to build and maintain facilities in the
rural areas of Alaska as well as the size of calling areas and populations of the large regional Bell
operating companies aod GTE. ATA supports the suggestions and inquiry by some that it would be
far more appropriate and pruden- w0 assign a national benchmark rate for the proxy model to the price
cap companies then further dev+lop models which are specific 1 the circumstances found in rural

high cost areas.
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No. It is the ATA’s belief that universal service support should only be prcvided for regulated

The ATA docs not agree that 1 is appropriate or necessary to use universal service support for
schools, libraries and health car: providers as 2 means t0 promote competition in the marketplace.

The language in this section iv clear. The resale of these services to the public are prohibited.
Telecommumications services ard network capacity may not be resold or otherwise transfecred for

money or any other thing of va ue.

Yes. The ATA belicves that health care providers, schools and libraries should be supported by a

sepaxate fund.
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26. If the existing high-cost support mechanism remains in place (on either 3 permanen
)

ecopmmnicanons

The existing High Cost Support payment mechanisms should remain in place and can be made to
comply with the Act with minor modifications for high cost, rural LECs. With the exception of the
two year time lag on collecting USF funds, the current universal service support mechanisms are
predicable, specific, and sufficient to “preserve and advance universal service.” The reporting
requirements ensure that the fuods distributed are used only “for the provision maintenance, and
upgrading of facilities and servi :es for which the support is intended.” The current cost allocation
and accounting safeguards prev-nt cross subsidies. As long as DEM weighting and the continmed
payment of rural LECs' revenme requirement stays in place, the current payment mechanisms comply
with the Act. Funding for thes:: support mechanisms will need to be changed to a surcharge on all

telecommunications carriers in wder to comply with the Act.

Rural LECs are generally net reeivers from the NECA Common Line pool, and often receive DEM
weighting. If these are diminished, or are rolled into the High-cost fend without climinating the
2-year lag, funding for rural ) ECs will no louger be sufficient to provide universal service, and
the payment mechanisms will rot comply with the Act.

There is significant pressure to eliminate the CCL. However, the CCL helps pay for the high cost
of service in rural areas througn the NECA pool, and will need to be replaced with a surcharge on
all telecommunications carriers in order to allow for adequate support to rural LECs. Simply, DEM
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weighting will need to be fundec by all telecommumications carriers to comply with the Act, but it

cannot be diminished or delayed without jeopardizing universal service, and thersby violating the Act.

The Act defines rural telephone < ompanics in Sec 3. Definitions, (2)(47). It defincs a rural telephone
company as:
“a local exchange carrier operatmg entity to the extent that such entity—
(A) provides common ¢:rrier sexvice 1o any local exchange sindy area that does not inciude
either—
(1) any incorporated place of 10,000 inhabitants or more, or any part thexeof, based
on the most recently available population statistics of the Burean of the Census; or
(i) any territory incorporated or unincorporated, included in an urbanized ares, as
defined by the Bureau of the Census as of August 10, 1993.
(B) provides exchange srrvice, including exchange access, to fewer than 50,000 access lines;
(C) provides telephone ¢ xchange service to any local exchange carrier study area with fewer
than. 100,000 access lines; or
(D) has less than 15 pescent of its access lines in communities of more than 50,000 on the

date of enactment of the Telecomnmmnications Act of 1996."

If high-cost support is kept in pace for companies meeting those criteria (with the stipulation that no
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company shall receive high-cost support if it serves a study area that has more than 100,000 access
[ines as of the date of the Act), i will target the funds just to rural telcos, and be consistent with the

Act.

The Act required that states maxe a specific finding that it would be in the public interest to allow

more than one eligible telecomrmmications carriers in areas served by rural telephone companies.
It prechuded states from attempting to advance universal service by burdening Federal universal
support mechanisms (Sec. 254(f)). k further requires that support be sufficient t0 "preserve and

advance universal service® (Sec  254(d)}(eX()).

Ammnwwmﬁpbemhmmmmﬂmwmmmmmmofmopmm'
noted above.

Payments to competitive carriers based on incumbent book costs will violate Sec 254(e)'s provision
that "such support shail be usec only for the provision, maintenance, and upgrading of facilitics and
services for which the soppor: is intended * Competitive carriers must comply with the same
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accounting safeguards and reporting requirements as incumbent LECs, both to ensure compliance
with Sec 254(¢), and to maintain competitive neutrality. The relationship between support payments
and historical cost must be maineained to comply with the Act. The requirement for cost allocation
rules and accounting safeguards « jearly demonstrates Congress's intent to use historical cost as a basis

for determining universal servic+ support. Proxy cost methods will not work for rural LECs and

cannot be universally implemernsd without violating Sec. 254(e) of the Act.

Regardless of the use of prory models, subscription levels are dependent ypon cultural and
comnumity factors other than < st and services. Manyvnﬂag&mmdependauuponmoml
availability of caribou, salmon, walrus or whales than on telecoommunications technology. Many
residents of rural Alaska would 10t subscribe if service were free. If the LECs meet their obligation
t0 provide service meeting certain service and affordability standards, they should nat be penalized
for "low" subscribership.

The existing system of suppori, as exemplificd by penetration figures, successfully implements
universal service policy. Particalarly in insular and high cost areas the system is fragile so a proxy
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model that awards less than full recovery of costs would devastate access to modern
telecommunications. ATA opposes the adoption of any proxy model, but recommends that if such

a system is tested, that test shou:d not be conducted on companies serving rural areas.

ATA recommends that USF support continue to be determined using existing LEC actnal costs and
LEC study areas. The fund mmst provide each LEC with a recovery of its actual fully distributed
cost inchuling a reasonable profit. W‘Mmﬂidaurewwry,l.BCswmbefomedmmid
investment in high cost areas. 4 TA would argue that any mechanism that provides the LECs with
less than fully distributed cost weuld violate the intent of the Act. The Act requires that USF support

be sufficient to maintain and promote universal service (Sec. 254(b)(5))

Respectfully submitted this 1st day of August 1996.

Alaska Telephone Association
4341 B Street, Suite 304
Anchorage, AK 99503
907/563-4000.
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