
disastrous for rural telephone companies and their low volume customers, and encourage the use

of least cost technology by ne", entrants. It will also assist in limiting the size of the fund. If a

new eligible carrier were permItted to use the rural incumbent's costs as the basis for determining

support, the new eligible carrier could receive a windfall if its unit costs were lower, and the

amount of the windfall could increase significantly if the new eligible carrier was not required to

serve the entire study area.

In high cost areas served by non-rural telephone companies, where multiple eligible

carriers are expected because the cost of service is generally lower, it is reasonable to permit

competitive eligible carriers tc use the incumbent exchange carriers' costs to determine the

amount of support. This will ensure that competition continues to grow by eliminating a

potential barrier to entry. However, USTA has recommended that once the incumbent calculates

its costs for the purposes of universal service support, the amount per line be frozen in order to

limit the growth of high cost funding. f
2 The use of booked costs ensures that the actual cost of

providing universal service is utilized to determine the amount of support necessary.

29. Should price cap companies be eli~ible for hiih-cost StWport, and if not. how would the
exclusion of price cap carriers be consistent with the provisions of section 214(e) of the
Communications Act? In the alternative. should hi~h-cost support be structured differently for
price cap carriers than for other carriers?

The Act does not base eligibility for receipt of universal service support on the form of

regulation under which a carrier operates. Therefore, excluding price cap carriers from eligibility

12A change in the definition of universal service may necessitate a change in the amount
of support per line.
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for universal service support is not consistent with § 214 of the ActY There is no relationship

between the form of regulation and whether the cost of serving a particular geographic area

requires rates which are not affordable. This is an arbitrary distinction which cannot be justified,

particularly when carriers not subject to any form of regulation can be eligible to receive support.

The particular cost characteristlcs of a particular area relative to an affordability benchmark

should determine support, regardless of the size or regulatory requirements ofthe carrier.

The Act does recognize that circumstances in rural areas may necessitate different

treatment. Therefore, USTA has used that distinction as the basis to provide for alternate

approaches. Such an approach ensures that all the eligible carriers in a rural or in a non-rural

area are treated in the same manner so as to realize competitive neutrality.

30. Ifprice cap companies are not eliKible for support or receive hiKh-cost s\Wport on a different
basis than other carriers. what should be the definition of a "price cap" company? Would
companies participatiOK in a state. but not a federal. price cap plan be deemed price cap
companies? Should there be a distinction between carriers operatioK under price caps and
carriers that have aKreed. for a specified period of time. to limit increases in some or all rates as
part of a "social contract" reKulatoIY approach?

This questions illustrates why differentiating eligibility for support based on a form of

regulation is arbitrary. There are different forms of "price caps". Carriers may be price cap in

one jurisdiction and rate of return in another jurisdiction. There are vestiges of rate of return

regulation for carriers subject to the sharing requirements of price cap regulation. Such a

distinction would only add enormous complexity to the administration of a new high cost fund

Further, such a distinction couid not be sustained in the long term since regulation is changing at

13Exc1uding price cap carriers from eligibility for universal service support provides
another disincentive for non-price cap carriers to elect price cap regulation.
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both the state and federal levels. High cost support should not be structured differently because

the eligible carrier is regulated under price caps. The only differentiation permitted by the Act is

one which recognizes the unique needs of rural areas.

31. If a bifurcated plan that would allow the use of book costs (instead of proxy costs) were used
for rural companies. bow should rural companies be defined?

Rural telephone company is defined in § 3(37) of the Communications Act as amended.

32. If SUCh a bifurcated approach is used. should those carriers initially allowed to use book
costs eventually transition to a proxY system or a system of competitive biddin~? If these
companies are transitioned from book costs. how lon~ should the transition be? What would be
the basis for hiiW-cost assistance to competitors under a bifurcated approach. both initially and
durin~ a transition period?

Rural telephone companies should not be forced to adopt either a proxy or a competitive

bidding system to determine support. Further, as noted above, even if another eligible carrier is

permitted to receive support in a rural area, that carrier should receive support based upon its

own costs of providing the core definition and that amount should be capped at a level no higher

than the incumbent's cost.

However, if a rural telephone company opted to adopt a proxy, the transition should be

undertaken in a revenue neutra1manner and should be for a period of sufficient length to avoid

customer rate shock.
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33. Ira proxy model is used. should carriers seryin~ areas with subscription below a certain
level continue to receive assistance at levels currently produced under the HCF and DEM
wei~htin~ subsidies?

This question assumes it relationship between high cost and customer subscribership

which does not exist. The pockets of customers which do not have telephone service should be

addressed at the state level with specific programs designed to address specific problems.

If, for purposes of high cost support, a proxy model yields results which are lower than

current levels of support, a transition period may be necessary to avoid customer rate shock and

to ensure revenue neutrality. For example, under USTA's federal high cost fund, EUCL prices

would be rebalanced over a four year period. As EUCL prices are rebalanced, interstate carrier

common line (CCL) prices would be adjusted to recover the difference between the EUCL price

and the interstate affordability benchmark. Interstate CCL would be eliminated at the end of the

transition. Long Term Support (LTS) would continue to recover the difference between the

nationwide average interstate ( ~CL price calculated during the transition period and the interstate

CCL price for exchange carriers participating in the NECA common line pool. LTS would also

be eliminated at the end of the transition. 14

In order to ensure that rural telephone companies continue to receive sufficient support,

USF and weighted DEM shou~d be continued for those companies.

14USTA's plan would freeze current USF and weighted DEM for non-rural telephone
companies during the transition and then eliminate these programs for non-rural telephone
companies. With only rural telephone companies eligible for USF and weighted DEM thereafter,
the cap on USF should be allowed to expire.
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Proxy Models

34. What. ifanY, proirarns (in addition to those aimed at hiih-cost areas) are needed to ensure
that insular areas have affordable telecommunications service?

Lifeline and Linkup support should be available to low income customers in insular
areas.

35. US WEST has stated that an industry task force "could develop a final model process
utilizini consensus model assumptions and input data," US WEST comments at 10. COmment
on US WEST's statement. discussini potentialleial issues and practical considerations in liiht
of the reQuirement under the 1996 Act that the Commission take final action in this proceedini
within six months of the Joint Board's recommended decision.

While any delay in implementing a new universal service support fund would be

problematic, the exchange carrier industry has been actively seeking ways to assuage concerns

regarding the use of the proxies which several exchange carriers have proposed. The differences

between the exchange carrier models and the model developed by Hatfield and Associates

(Hatfield model) are too great l 0 be reconciled.

36. What proposals. if any. have been considered by interested parties to harmonize the
differences amoni the various proxy cost proposals? What results have been achieved?

As noted above, there has been an effort within the exchange carrier industry to address

concerns and to reconcile the differences in the exchange carrier proxy models. However, in

general, it is difficult for telephone companies with limited resources to examine any of the

proxy models. The expense of obtaining the hardware and software required to run the proxy

models may be prohibitive for some companies and the short time frame provided for analysis

does not accommodate the learning curve necessary for some companies to understand the

models. Some of the inputs come from sources that are not accessible to or that cannot be
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provided by all companies. These concerns are particularly acute for small telephone companies.

In particular, inputs for small telephone companies may have to be addressed separately if those

companies were forced to adopt or even transition to a proxy.

The algorithms and source data for the Hatfield model have not been made available

making it difficult to analyze the model and therefore impossible to attempt any harmonization.

37. How does a proxy model determine costs for providin" only the defined universal service
core services?

The purpose of a proxy should be to identify high-cost areas, not to determine the costs of

providing the core universal services. Proxies cannot accurately determine the costs which will

be incurred to provide such services or the prices which should be charged to recover those costs.

Proxies rely on uniform assumptions that may be appropriate under certain circumstances and

may not be appropriate under (,ther circumstances. A determination of the costs of providing

universal service must include all the costs of service, including embedded and joint and

common costs.

38. How should a proxy model evolve to account for chan"es in the definition of core services
or in the technical capabilities of various types of facilities?

A proxy model should be updated periodically as the definition of universal service

evolves.
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39. Should a proJO' model account for the cost of access to advanced telecommunications and
WOODation services. as referenced in section 254(b) of the Act? If so. how should this occur?

Again, this is not an issue if the proxy is used to identify high cost areas. If the proxy is

used to identify costs, then the cost of access to advanced telecommunications and information

services should be included if access to advanced services and information services is part of the

core definition. Currently, access to advanced and information services is part of the provision

of basic local exchange service provided by incumbent exchange carriers.

40. If a proJO' model is used. what. if any. measures are necessary to assure that urban rates and
rates in rural. insular. and hia;h-cost areas are reasonably comparable. as reQuired in Section
254(b)(3) of the 1996 Act.

A proxy model should not be used to set rates or to make a determination whether rates

are reasonably comparable. The affordability benchmark will assist in ensuring that rates are

reasonably comparable.

41. How should sypport be calculated for those areas (e.a;.. insular areas and Alaska) that are not
included under the proxy model?

Such areas should be included in a proxy model or separate rules for identifying high cost

areas will have to be developed.

42. Will sypport calculated usina; a proJO' model provide sufficient incentive to sypport
infrastructure development and maintain service Q.Wllity?

High-cost support, regardless of whether it is determined based on the use of proxies to

identify high-cost areas or not should be sufficient to provide an incentive for the carriers

27



serving those areas to continue investing in the infrastructure and improving the network. This

will occur if the receipt of support is on a revenue neutral basis.

43. Should there be recourse for companies whose book costs are substantially above the costs
projected for them under a proxy model? If so. under what conditions (for example. at what cost
levels above the proxy amount) should carriers be lnanted a waiver allowini alternative
treatment? What standards should be used when considerini such requests?

This question illustrates some of the concerns expressed regarding the initial proxy

models, i.e., that the proxy did not match the high cost areas particularly of small telephone

companies. One of the reasons for the concern is that the initial models did not recognize that

small telephone companies lack the economies of scope and scale enjoyed by larger companies.

The support needed to provide the core definition in high-cost areas must be sufficient and

revenue neutral. Implementation of a funding mechanism which ignores those requirements will

be detrimental to incumbent exchange carriers and their customers and a waiver system based on

certain standards will not ameliorate the harm.

44. How Can a proxy model be modified to accommodate technoloiical neutrality?

If the proxy is used to identify high cost areas, it should accommodate technological

neutrality. However, if the proxy is used to determine the cost of serving high-cost areas then

some modification may be necessary to accommodate different technologies.
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45. Is it awropriate for a proxy model adopted by the Commission in this proceedin~ to be
subject to proprietary restrictions. must such a model be a public document?

While the company-specific inputs may be proprietary, the model and the algorithms

used to develop the model must be public.

46. Should a proxy model be adopted if it is based on proprietary data that may not be available
for public review?

Only the company-specific inputs should be treated as proprietary. Publicly available

data should be used to develop a proxy model.

47. If it is determined that pro.prietao' data should not be employed in the proxy model. are there
adeQl.Ulte data publicly available on current book cots to develop a proxy model? If so. identify
the source's) of such data.

Sufficient publicly available data is contained in the ARMIS reports, tariffs and through

the Census Bureau.

48. Should the materiality and potential importance of proprietary infOrmation be considered in
eyaluatin~ the various models"

The use of publicly available data is preferable to the use of proprietary information.

Competitive Biddin~

USTA cannot provide answers to questions 49 through 55 dealing with competitive

bidding. USTA has taken the position that competitive bidding is not appropriate at this time for

currently served areas. Among the concerns raised by USTA that have not been addressed has
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been the need to ensure that bids are sufficient to provide universal service. However, USTA has

stated that a voluntary bidding process is appropriate to identify carriers willing to serve

unserved areas. Such a process would only apply when no carrier voluntarily agrees to provide

service in an unserved area. In addition, unserved areas should be considered to be unique

universal service areas and should not be combined with any established universal service area.

A carrier submitting the lowest bid for any unserved area should be declared the eligible carrier

for the provision of both interstate and intrastate service and receive the universal service support

based on the bid submitted. Funding should be provided through the high-cost support

mechanism.

Benchmark Cost Model (BCMl

Questions 56 through 63 are based on the BCM. USTA has not analyzed the BCM and

has not taken a position on whether it is the appropriate model to identify high-cost areas other

than to state that no proxy should be mandated for small telephone companies.

Cost Proxy Model Proposed by Pacific Telesis

Questions 64 through 68 are based on the CPM. As noted above, USTA has not analyzed

the CPM and has not taken a position on whether it is the appropriate model to identify high-cost

areas other than to state that nt I proxy should be mandated for small telephone companies.
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SLC/CCL

69. Ifa portion of the eeL chan~e re.presents a subsidy to support universal service. what is the
total amQunt of the subsidy? Please provide sypportin~ evidence to substantiate such estimates.
Supportin~ evidence should indicate the cost methodolo~y used to estimate the ma~nitude of the
subsidy (e.~" lon~-run incremental. short-run incremental. fully distributed).

The total amount of the interstate CCL subsidy is approximately $3.6 billion based on

fully distributed costs.

70. Ifa portiQn Qfthe CCL char~e represents a cQntribution tQ the reCQvery oflQQp costs. please
identify and discuss alternatives to the eCL Char~e fQr reCQvery Qf those costs from all interstate
telecQmmunicatiQns service providers (e.~" bulk billin~. flat rate/per-line charlle).

Since eCL is an implicit subsidy, USTA has recommended that it be eliminated Qver a

fQur year period. As EUCL prices are rebalanced, interstate CCL prices will be adjusted tQ

recQver the difference between the EUCL price and the interstate affordability benchmark.

Interstate CCL would decreast~ and be eliminated as EUCL prices are rebalanced. If the Federal-

State Joint Board does not eliminate this implicit subsidy, incumbent exchange carriers should be

permitted flexibility in how the remaining CCL is to be treated.

Low-Income Consumers

71. Should the new universal service fimd provide support for the Lifeline and Linkup pro~rams.

in order to make those subsidies technolo~ically and competitively neutral? Ifso. should the
amQunt Qfthe lifeline subsidy still be tied. as it is nQw. tQ the amQunt Qfthe subscriber line
char~e?

The Lifeline and Linkup programs should be funded through the imposition of a

surcharge on interstate retail revenues of all telecommunications service providers in order to

make these programs technologically and competitively neutral. USTA has also recommended
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that the amount of the lifeline subsidy be increased to match any increase in the subscriber line

charge.

Admjais.ration of Universal SeO'ice Support

72. SectiQn 254(d) of the 1996 Act provides that the Commission mav exempt carriers from
coWributina to the sulU'0rt ofypiversal service if their contribution would be "de minimis." The
conference mport indicates that "[tJbe conferees intend that this authority would only be used in
cases where the administrative cost ofcollectjna contributions from a carrier or carriers would
exceed the contribution that carrier would otherwise ha~e to make under the formula for
contributions selected by the Commission." What levels of administrative costs should be
expected per carrier under the wious methods that have been proposed for fundina (e.all aross
revenues. revenues net of paYments to other carriers. retail revenues. etc,)?

The intent of Congress can be achieved by requiring every telecommunications carrier to

pay into the fund, even if the amount is "de minimis". For example, all telecommunications

carriers are required to contribute at least $100 to the TRS fund to cover administrative costs.

Such a policy should also be applied to cover the administrative costs of the universal service

funds,

Administrative cost is only one factor which should be used to determine which method

of funding should be adopted. While the administrative costs of using gross revenues may be

less, although only initially, than using retail revenues, the use of retail revenues is far superior to

ensure that fu.nding is economically efficient and competitively neutral. The use of retail

revenues avoids the double counting that would occur if gross revenues were used and thereby

minimizes the economic disincentive to prevent the double counting by avoiding wholesale

transactions.
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USTA appreciates this opportunity to answer these important questions and to further

explain its proposals. USTA would be happy to respond to any further questions.

Respectfully submitted,

Its Attorneys:

August 2, 1996

Mary McDermott
Linda L. Kent
Charles D. Cosson

1401 H Street, NW, Suite 600
Washington, D.C. 20005
(202) 326-7248
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Commonwealth of Northern Marianas
2121 R Street, NW
Washington, DC 20006

David F. Hemmings
Brite Voice Systems, Inc..
7309 East 21 st Street North
Wichita, KS 67206

Jeffrey P. Folsom
Southwest Montana Telepsychiatry Network
50 S. Last Chance Gulch
Helena, MT 59601

David A. Kennedy
Dennis Small
Instructional Resources
Old Capitol Building
P.O. Box 47200
Olympia, WA 98504

Blossom A. Peretz
Nj Department of Treasury
31 Clinton Street - 11th Floor
P.O. Box 46005
Newark, Nj 07101

Chris Dalziel
Instructional Telecommunications Council
One Dupont Ci rcle, NW
suite 410
Washington, DC 20036

Gayle T. Killner
Louisiana PSC
P.O. Box 91154
Baton Rouge, LA 70821

Ronald A. Gagon
NOBLE
26 Cherry Hi"
Danver, MA 01923

Mitchell Sprague
Kenneth Matheson
Doris Hammer
Mendocino Unified School District
P.O. Box 1154
Mendocino, CA 95460

Dena S. Puskin
Office of Rural Health Pol icy
5600 Fishers Lane
Room 9-05
Rockville, MD 20857

john G. Strand
john C. Shea
State of Michigan PSC
6545 Mercantile Way
P.O. Box 30221
Lansing, MI 48909

Encarnita Catalan-Marchan
Maria Pizarro-Figueroa
Telefonica Larga Distancia de Puerto Rico, Inc..
Metro Office Park
Building No.8 - Street No.1
Guaynabo, PR 00922

Ted Schultz
Nebraska Association of Hospitals and Health
Systems
1640 L Street
Suite D
Lincoln, NE 68508

Monroe E. Price
Benjamin N. Cardoza School of Law
Brookdale Center
55 Fifth Avenue
New York, NY 10003



Kevin Taglang
Benton Foundation
1634 Eye Street, NW
Washington, DC 20006

Harold M. Thompson
Iowa Commun ications Network
P.O. Box 587
Johnston, IA 50131

Jim Williams
FARNET
1112 16th Street, NW
Suite 600
Washington, DC 20036

Carolyn Pucell
Department of Information Resources
P.O. Box 13564
Austin, TX 78711

Lee Green
High Plains Rural Health Network
218 East Kiowa Avenue
P.O. Box 575
Fort Morgan, CO 80701

Curtis T. White
Allied Communications Group, Inc. ..
4201 Connecticut Avenue, NW
Suite 402
Washington, DC 20008

Brad E. Mutschelknaus
John J. Heitmann
Kelley Drye & Warren
1200 19th Street, NW
Suite 500
Washington, DC 20036

Mark D. Wilkerson
Brantley & Wilkerson, PC
P.O. Box 830
Montgomery, AL 36101

Lynn C. Silver
Apple Computer, Inc..
1667 K Street, NW
Suite 410
Washington, DC 20006

Mark Savage
Stevan Rosenzweig
Carmela Castellano
Public Advocates, Inc..
1535 Mission Street
San Francisco, CA 94103

Bonnie Price
7027 Haverhill Park Road
Whittier, CA 90602

Charles H. Carruthers, III
Hinton & Williams
951 East Byrd Street
Richmond, VA 23219

Danny E. Adams
Steven A. Augustino
Kelley Drye & Warren
1200 19th Street, NW
Suite 500
Washington, DC 20036

Robert A. Hart IV
Hart Engineers & CEO of 21 st Century Telesis, Inc..
4615 North Boulevard
Baton Rouge, LA 70806



Catherine R. Sloan
Richard L. Fruchterman
Richard S. Whitt
Worldcom, Inc..
1120 Connecticut Avenue, NW - Suite 400
Washington, DC 20036

Robert F. Kelley, Jr.
Office of the Governor
P.O. Box 2950
Agana, Guam 96910

Howard Hunt
RIITA
P.O. Box 10
Dixon, IA 52745

Paul Hoff
Park Region Mutual Telephone Co.
P.O. Box 277
100 Main Street
Underwood, MN 56586

Scott L. Sm ith
Matanuska Telephone Assn.
1740 South Chugach Street
Palmer, AK 99645

L. Jerry Mitchell
P.O. Box 452
New Hope, AL 35760

Robert Clemons
Bledsoe Telephone Coop.
P.O. Box 609
203 Cumberland Avenue
Pikeville, TN 37367

James R. Forcier
AirTouch Communications, Inc..
One California Street
San Francisco, CA 94105

Frank C. Torress, III
Washington Liasion Office of the Governor of Guam
444 North Capital Street
Washington, DC 20001

Norman Rasmussen
Colorado Independent Telephone Association
3236 Hiwan Drive
Evergreen, CO 80439

Charles H. Helein
Helein & Associates, PC
8180 Greensboro Drive
Suite 700
McLean, VA 22102

J. Scott Searl
Baird, Holm, McEachen, Pedersen, Hamann &
Strasheim
1500 Woodmen Tower
Omaha, NE 68102

O. Lee Darrington
Rhonda R. Maun
Larry D. Brennan
Telec Consulting Resources, Inc..
909 North 98th Street - Suite 203
Omaha, NE 68114

Frank D. Richter
Fort Mojave Telecommunications, Inc..
P.O. Box 9879
4558 Highway 95
Suite 4
For Mojave, AZ 86427


