
RECEIVED

AUG - 2 1996

Federal Communications Commission
Office of Secretary

BEFORE THE

Federal (~ommunications Commission
WASHINGTON, D.C.

In the Matter of

OOCKET FILl

Federal-State Joint B)ard on
Universal Service

CC Docket No. 96-45

COMHENTS OF TELE-COMMUNICATIONS, INC.

Philip L. Verveer
Sue Blumenfeld
Thomas Jones

WILLKIE FARR & GALLAGHER
Three Lafayette Centre
1155 21st Street, N.W.
Washington, D.C. 20036
(202) 328-8000

ATTORNEYS FOR TELE
COMMUNICATIONS, INC.

August 2, 1996

No. cf CopiesreclJ~
Ust M3(~DE

0013392.01



TABLE OF CONTENTS

Page

I . SUMMARY. . . . .. . 1

II. RESPONSES TO ! ELECTED QUESTIONS 4

III. CONCLUSION. .. . 41



AUG - 2 1996

RECEIVED

BEFORE THE

Federal (1ommunications Commissioftdera' Com~unications Commission
, Office of Secretary

WASHINGTON, D.C.

In the Matter of

Federal-State Joint B)ard on
Universal Service

CC Docket No. 96-45

COMMENT~ OF TELE-COMMUNICATIONS, INC.

Tele-Communicati ms, Inc. ("TCr") hereby files its responses

to certain of the que,tions listed in the Commission's Public

Notice, released July 2, 1996, in the above-captioned

proceeding. 1 TCr has restated below only those questions to

which it is submittinJ responses.

I. SUMMARY

In responding tc the questions in the Public Notice, TCI has

applied two widely ac~epted principles that the Commission should

follow in implementinj the provisions of Section 254. First, the

federal subsidy pool ,hould be as small as possible to meet the

goals articulated in 3ection 254. Second, the mechanisms for

funding and distributLng the subsidies should be removed from the

Commission's Part 36 ~ules so that all eligible carriers have

1
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~ "Common CarrLer Bureau Seeks Further Comment On Specific
Questions In UniJersal Service Notice of Proposed
Rulemaking," (released July 3, 1996). The Public Notice was
issued as a follJw-up to the issues discussed in the
Commission's ini:ial NPRM. See Federal-State Joint Board on
Universal Servic~, Notice of Proposed Rulemaking and Order
Establishing JoLnt Board, CC Docket 96-45 (released March
8, 1996) ("Notic~").



equal access to the s: lbsidies . Specifically, Tel recommends the

following:

Definitions Issues

• The Commission ShOlld set a single, national affordability
benchmark based on the national average of rates charged for
core services; thiE benchmark should include, without the need
for any adjustment rate increases appropriately implemented
as a result of aCCESS charge reform;

• Determinations of 'affordability" under Section 254(i) should
be based on subscr bership levels;

Schools, Libraries and Health Care Providers

• The creation of a fubsidy mechanism for schools, libraries and
rural health care Iroviders and the choice of the services to
which those mechan:sms should apply are extremely complex; the
Commission should f stablish an advisory committee to study
these issues;

• In this proceeding the FCC should specifically limit the
services eligible for sUbsidy provided to schools, libraries
and health care pr(viders to the core services identified in
the initial Notice in this proceeding;

• Educational and heilth care institutions receiving subsidized
services should no' be permitted to resell those services;

• The FCC should not provide block grants to be distributed to
schools, libraries and health care institutions by the states;
the FCC should stu< y the possibility of creating direct
billing credits fo telecommunications services provided to
eligible instituti ns;

• The FCC should stU( y the proposals offered in the Comments for
ensuring that fund~ allocated for discounts are used for their
intended purposes ,nd that requests made by schools, libraries
and health care pr'viders are bona fide;

• The base service p: ices to which discounts for schools and
libraries are appl ed should be based on total service long
run incremental COl t ("TS-LRIC") as determined by a proxy
model; where proxy model data are not readily available, the
tariffed rate shou d be used;

• Existing discounts for services provided to schools, libraries
and health care pr,: viders should continue to apply if they
result in a lower ate than the one set by federal subsidies;

-2-
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• An extra discount fhould be considered for eligible
institutions in eccnomically disadvantaged areas; the
Commission should \se a model for identifying such
institutions that s based on the overall prosperity of school
districts and it slould probably apply the further subsidy on
a step approach;

• In TCI's experienc€, the cost estimates in the McKinsey Report
and NIl KickStart nitiative are reliable; the FCC should
consider using thefe estimates for both public and private
schools;

High Cost Fund

• If the existing unversal service program remains in place,
Section 254 requins that the FCC ensure that the subsidy is
available to all e: igible carriers and that all
telecommunications carriers providing interstate service
contribute to the und; beyond these changes mandated by the
Act, the FCC shoul( also mandate that costs be determined by a
proxy model using i:mall geographic uni ts and that the fund be
administered by a eutral third party;

• PaYments to compet tive carriers should not be based on the
incumbent LEC's COi ts where a proxy model can be applied;

• If proxy models ar~ used, the Commission should allow price
cap LECs to be eli, rible to receive universal service
subsidies;

• The FCC should not establish a committee to form a consensus
proxy model; it sh\lUld instead choose the best model and make
any appropriate mOl lifications;

• Where data are not available for proxy models, the cost of
providing service;hould be based on the book costs for core
services of the in·umbent LEC until proxy model data become
available;

• The states should I Je given responsibility for protecting
against service del rradation in the proxy model context;

• The FCC should graJ It waivers of its universal service rules
where a carrier cal i demonstrate that its costs (resulting from
prudent investment are 150% of the projected proxy level;

• Any proxy model ad'lpted should be a public document;

• The Commission sho: ,ld not adopt a bidding system at this time
because there is n)t sufficient facilities-based competition

-3-
0013392.01



to support such an approach; if a bidding system is adopted,
the winning bidder should probably be offered an extra subsidy
to give the auctior participants the incentive to bid low;

SLC/CCL

• The subscriber linE charge ("SLC") should be increased to
replace the carrie] common line ("CCL") charge; any concerns
as to local rate "rticker shock" can easily be addressed by
shifting the CCL t{ the SLC over an appropriate transition
period;

Low-Income Consumers

• The Commission shol ld reform the current Lifeline and Linkup
programs as follow~: a neutral third party should administer
the programs; all ~ ligible carriers should be able to receive
reimbursement from the Lifeline/Linkup fund; and all carriers
providing interstate service should be required to contribute
to the fund.

II. RESPONSES TO SELECTED QUESTIONS

Definitions Issues

1. Is it appropriate to assume that current rates for services
included within the definition of universal service are
affordable, des};ite variations among companies and service
areas?

ANSWER:

The Commission rhould use the current rates (including both

the interstate and irtrastate components of those rates) for core

services as the basir for determining a single, national

affordability benchme-rk. Specifically, the Commission should set

the national affordat ility benchmark at the national average of

rates charged for thf core services. 2 This affordability

benchmark should inc:: ude, without the need for any adjustment,

any increase in the :ederal SLC, as well as increases in state

2
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There is support among the commenters for such an approach.
See ~, Commerts of Sprint at 4; Comments of AT&T at 16
17; Reply Commelts of MCI at 1-2
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SLCs, appropriately i! 'lplemented as a result of access charge

reform and state rate rebalancing. 3

The current nati )nwide subscribership level of 94%4

demonstrates that exi3ting rates, when combined with targeted

subsidy programs such as Linkup and Lifeline, are affordable.

Indeed there is evidelce that rates for local residential service

could rise significan:ly and still remain affordable. s Moreover,

while it is important for regulators and carriers to strive to

raise this penetraticl figure even higher, lowering the national

affordability benchmack is not the appropriate means of doing

3

4

5
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As AT&T points cut, a higher SLC will be offset, at least
partially" by Ie wer long distance rates. See Comments of
AT&T at 16.

See Com. Car. Brr., Industry Analysis Div. t Monitoring
Report, CC Dockft No. 87-339 at 12 (May, 1995).

For example, alt hough rural rates are often subsidized,
studies have estimated that anywhere between approximately
80% and 93% of lural subscribers would be able to afford the
full cost of teJephone service. See Carol Weinhaus, et al.,
Telecommunicaticns Indus. Analysis Project, "What is the
Price of Univen al Service? Impact of Deaveraging Nationwide
Urban/Rural Ratf s II at 18 (1993) I concluding that 92.7% of
rural household~ could afford the full cost of telephone
service) i Organ. zation for the Protection & Advancement of
Small Tel Cos., "Keeping Rural America Connected: Costs and
Rates in the Cornpeti tive Era" at ES - 6 (1994) (predicting
79.6% of subscr bers willing and able to pay the full cost
of telephone seJvice). Furthermore, despite predictions to
the contrary, s\.bscribership has not declined in the past
when local rate~ have increased. See MTS and WATS Market
Structure; Amendment of Part 69 of the Commission's Rules
and Establishment of a Joint Board, 59 Rad. Reg. 2d 551
(1985) (conclud ng that the increase in rates following the
divestiture did not reduce subscribership levels) .
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SO.6 Lowering rates 1,elow their current levels would needlessly

increase the size of ,he subsidy pool required to keep those

rates down. Increasilg the subsidy pool will create entry

barriers to telecommu lications markets by raising the

contribution each tel~communications carrier providing interstate

services must make rargeted subsidies such as the Lifeline and

Linkup programs are IT'lch more effective and efficient means of

increasing use of thE public switched network among groups that

have disproportionatELy low subscribership levels. 7

2. To what extent should non-rate factors, such as
subscribership level, telephone expenditures as a percentage
of income, cost of living, or local calling area size be
considered in determining the affordability and reasonable
comparability of rates?

ANSWER:

Section 254(i) lequires that "[t]he Commission and the

States should ensure that universal service is available at rates

that are just, reasOl able I and affordable." 8 The common

dictionary meaning ot "affordable" is "to be able to bear the

6

7

8
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It is far from (lear that lowering rates through subsidies
would materiallJ increase subscribership at this point.
There are any mmber of reasons why people do not elect to
have phone serv ce, and there is nothing in the record to
suggest that al , or even a majority of, the non-subscribing
6% households de not subscribe because they cannot afford to
do so.

Studies have fOlnd that the Lifeline program, for example,
is effective at targeting recipients who need assistance.
See ~, Thoma~ Makarewicz, "The Effectiveness of Low
Income Telephon! Assistance Programs: Southwestern Bell's
Experience," 15 Telecomm. Pol'y 223, 232-36 (1991)
(estimating tha' 80% of Lifeline assistance recipients
depend on the s'l,bsidy to afford telephone service) .

47 U.S.C. § 254 i),

-6-



cost of. "9 It is saf,' to say that a consumer who subscribes to

telephone service is 'able to bear the cost of" that service. As

mentioned above, subs:ribership levels are therefore an

appropriate basis UpCl which to gauge the affordability of the

core services to whic1 for universal service subsidies should

apply.

It would be ina~9ropriate, however, for the Commission to

consider other factols in determining the level at which prices

are "affordable." TIe application of such factors as telephone

expenditures as a pel centage of income and cost of living is

simply too complex aId costly. Subscribership is a far more

reliable and simple ftandard.

As to assessing the comparability of rates, a single,

national benchmark f( r affordability would ensure that rates

across the country, n rural and urban areas, would be reasonably

comparable as contemllated by Section 254(b) (3). Moreover, that

provision concerns Ot ly the comparability of rates and services

in rural and urban a eas. The Commission need not and should not

consider factors oth'r than rate levels and the quality of

service in determini ,g whether the aspirational requirements of

Section 254 (b) (3) ha"e been met.

9
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See Webster's N.nth New Collegiate Dictionary (1983). The
definition takel from the Webster's New World Dictionary
referred to in :he Notice is similar: "to have enough or the
means for; bear the cost of without serious inconvenience."
See Notice at ~ 4 n .. 12.
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3. When making the'affordability" determination regyired by
Section 254(i) of the Act, what are the advantages and
disadvantages of using a specific national benchmark rate
for core services in a proxy model?

ANSWER:

A single, natior~l benchmark rate for core services in a

proxy model holds sev9ral advantages over an approach that would

permit variations amcng regions or subscribers. First, the

single benchmark (i.E~, a national average of all prices

currently charged fOl the core services, including any increases

that result from aCCESS charge reform) would be easy and

inexpensive to admin:ster. Permitting variations based on

geography or consume) characteristics for price levels, however,

would consume scarce administrative resources in an endeavor that

would in any case be inexact.

For example, a lenchmark that varies according to the cost

of living in a regiol would require regulators to choose a

mechanism for measur ng such costs as well as the geographic

units to which the m,~chanism would be applied, both of which are

likely to be content ous issues. Such a system would also be

administratively burtensome because, to achieve an acceptable

level of accuracy, t Ie FCC would have to use relatively small

geographic units, su:h as census block groups ("CBGs"). Small

geographic units are appropriate for determining the level of the

subsidy because they target subsidies to truly rural areas thus

increasing the contr~bution to those areas over current levels.

But determining a di:ferent level of affordability for each CBG

would likely be unne~essarily costly. Moreover, such an approach

-8-
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to affordability woul! also likely require regulators to

adjudicate disputes acising out of such region-by-region

affordability determilations.

Second, a single national benchmark for affordability will

be less expensive fOl compliance by carriers eligible under

Section 214(e} to receive the universal service subsidy. Simply

put, the more comple} the approach adopted by the Commission for

determining the bend mark for affordability, the more expensive

it is likely to be fer eligible carriers to participate in the

federal subsidy progJam. variations across many geographic units

will require similar variations in business plans for each of

those areas. Also, '0 the extent that such benchmarks change

over time, business lans would again need to change to

accommodate the new ,enchmarks. Business planning under a

single, national ben hmark regime, on the other hand, would be

simpler and less exp, ·nsive.

4. What are the ef:ects on competition if a carrier is denied
universal servL~e support because it is technically
infeasible for hat carrier to provide one or more of the
core services?

ANSWER:

Section 214 (e) )f the Communications Act defines the

obligations carriers must meet to be eligible to receive federal

universal service su)sidies. 10 Subsection (1) (A) of Section

214(e) states that al eligible telecommunications carrier must

offer the services slpported by federal universal service support

10
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See 47 U .. S . C. § 214 (e) "
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mechanisms "either usLng its own facilities or a combination of

its own facilities anj resale of another carrier's services

(including services cffered by another eligible

telecommunications cc rrier) . "11 If the Commission adopts the

appropriately limitec list of core services proposed in the

Notice12 and supportei by TCI,I3 it is unlikely that a

facilities-based car}ier could not provide those services using

its own network or a combination of its own network and resale.

Even a predominantly non-facilities based provider could offer

the core services th ough resale. The Commission should not

therefore be concern, 'd about the possibility that a carrier would

be denied reimburseffii'nt if it could not provide a subsidized

service.

Schools, Libraries, Health Care Providers

6. Should the serVLces or functionalities eligible for
discounts be specifically limited and identified. or should
the discount ap,Jly to all available services?

ANSWER:

The services eligible for universal service discounts should

be specifically limj:ed to the core services proposed in the

Commission'S Notice L4 The Commission should not add any

11

12

13

14

0013392.01

47 u. S . C. § 21~ (e) (1) (A) .

See Notice at • 16.

See Comments 0' TCI at 5-9.

~ Notice at • 16. Although the Commission should restrict
the list of selvices eligible for the Section 254(h) (1)
subsidy to the core basic services, it should be pointed out
that the Commi sion has the authority under that provision

-10-



services to this list Most importantly, the Commission should

determine that market forces, in conjunction with existing

taxation and educatio lal programs, can be relied upon instead of

expensive subsidy pro'frams to deliver advanced and information

services to schools, ibraries and health care providers. 15 In

any case, prior to ac ing upon its discretionary authority to

expand the size and s~ope of the subsidy program for schools,

libraries and health ~are providers, the Commission must

undertake careful stuly assessing the costs and benefits of doing

SO.16

to set a steeper discount for the core services when
provided to scho)ls, libraries and rural health care
providers than w)uld otherwise apply to other end-users.
See Notice at ,~ 78-82.

15

16
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The Comments prOTide extensive evidence that
telecommunicatiols carriers and cable operators are offering
or have plans tc offer advanced services to schools and
libraries at low rates independent of any mandatory subsidy
to do so. See (')mments of Continental Cablevision at 4;
Comments of NCTA at 16; Reply Comments of Pacific Telesis at
11-12; Reply Comments of Ameritech at 19; Reply Comments of
AT&T at 23. For example, TCI recently announced that it, in
conjunction witt other cable companies, would provide free
Internet access (via high-speed cable modems) to more than
3,000 schools ir 60 communities within the next 12 months.
See "Cable Compa1ies to Give Schools High-Speed Links to the
Internet, II NY Tines (July 10, 1996)

Several commenters in this proceeding have suggested that
the Commission r~fer the complex issues surrounding the
provision of universal services to schools, libraries and
rural health car·~ providers to a telecommunications advisory
board or council consisting of experts in these fields. ~
Comments of NYNEK at 20; Reply Comments of Pacific Telesis
at 14; Reply (~onnents of AT&T at 22 -23; Reply Comments of
NCTA at 21.

-11-



7. Does Section 254{h) contemplate that inside-wiring or other
internal connections to classrooms may be eligible for
universal servic: support of telecommunications services
provided to schools and libraries? If so. what is the
estimated cost of the inside-wiring and other internal
connections?

ANSWER:

Section 254 (h) (1 '(B) states that telecommunications carriers

shall provide any of::heir "services" to schools and libraries. 17

The FCC has already d3termined that inside-wiring is not a common

carrier service, that is, it may be supplied by carriers and non-

carriers outside the regulatory process. 18 Thus, inside wiring

is not among the mand~ted list of subsidized carrier services.

There are good ~Jlicy reasons for not subsidizing inside

wiring. As with other aspects of subsidizing services for

educational institutJJns, an internal connections subsidy could,

if improperly designej, be extremely expensive and inefficient.

This is especially tl ~e if the costs of retrofitting and asbestos

removal (which are uE.lally required for installing inside-wiring

in older schools) arE subsidized. 19 Again, increasing the size

of the subsidy pool l~ises entry barriers by increasing

interstate carriers' required contributions to universal service.

17

18

19
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47 U.S.C. § 254 h) (1) (B) 0

~ Detariffing the Installation and Maintenance of Inside
Wiring, Memorandum Opinion and Order, 1 F.C.C.R. 1190, 1992
(1986), recon. ~ FoC.CoRo 1719, 1720-1721 (1988).

See McKinsey & Company, Inc., "Connecting K-12 Schools to
the Information Superhighway," (report prepared for the
National Information Infrastructure Advisory Council
("McKinsey RepOl t")) (1996) at Appendix A.
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What is more, even th)ugh sound policy may dictate the exclusion

of the additional cos.s of retrofitting and asbestos removal from

any proposed subsidy, difficult issues may arise in separating

the costs of inside-w ring from the costs associated with

renovating the physicil plant. Further, given the Commission's

long-standing policy )f deregulated inside-wiring, this market is

comprised of li.terall i thousands of small companies whose

business could be dranatically affected by the adoption of a

subsidy program.

9. How can universal. service support for schools. libraries.
and health care .)roviders be structured to promote
competition?

ANSWER:

Universal servic= support for schools, libraries, and rural

health care providers can be structured to promote competition by

(1) setting the subsiiy at the minimum level necessary to provide

schools access to the core telecommunications services, (2)

ensuring that all tel=communications carriers can receive the

SUbsidy, and (3) maki 19 the subsidy system easy to administer.

But while many partie 3 agree on these broad principles, the

diversity of specific proposals in the Comments indicates that

there is no consensus as to what program approaches would best

promote competition. 2

investigation.

This subject clearly warrants further

20
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~~, Reply:omments of Southwestern Bell at 11; Reply
Comments of PaciEic Telesis at 11
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The Commission's task under section 254(h) must be

appreciated in its fu 1 scope. The Commission has, in effect,

been assigned the job of potentially designing a new wealth

transfer program in a-eas that exceed its traditional

jurisdictional bounds It has to date appropriately consulted

with the Department 0= Education, but much more study

upon required experti,e from a variety of disciplines

drawing

will be

necessary before any idequate program can or should be developed.

A panel of experts in social programs, telemedicine, library

studies, education, tixation, information services and the

telecommunications inlustry, all need to be assembled, and the

Commission must bring their collective insights and experiences

to bear upon this cOIrJlex issue Absent detailed, expert

consideration, the FC~'s program will be in serious jeopardy of

overshooting or under~hooting its mark and significantly

impeding core FCC cOIr)etition policies in the process. Just by

way of a single examrLe, there is a danger that a program might

be developed at signiEicant cost to support services, but that

such investment would go underutilized due to lack of training.

It has, in fact, been TCI's experience that training is a

critical element for ~ducational services, and that in its

absence, enormous res Jurces are wasted 21

21
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Other commenters have made comparable observations. As
noted by NYNEX, 'simply making telecommunications services
available, witholt the associated equipment and software and
professional training and support, and without an
understanding of whether those services will meet the user's
needs, would not accomplish the goals of the Act." Comments

-14-



For these reason;, TCl urges the Commission to await any

formulation of subsid' programs in this area until it has

obtained, perhaps thr )ugh the expansion of its Education Task

Force to include non- ~CC participants, the full input of all

required experts in t lis area.

10. Should the resaId prohibition in Section 254(h) (3) be
construed to prohibit only the resale of services to the
public for profi:.. and should it be construed so as to
permit end user;ost based fees for services? Would
construction in:.his manner facilitate community networks
and/or aggregati)n of purchasing power?

ANSWER:

Section 254(h) (3 states that services and capacity sold to

qualifying instituticls under Section 254(h) "may not be sold,

resold, or otherwise :ransferred by such user in consideration

for money or any othe:" thing of value. 1122 This provision is

clear on its face: r=cipients of subsidized services under

Section 254(h) may nc .. transfer those services to others.

11. If the answer to the first guestion in number 10 is "yes."
should the discounts be available only for the traffic or
network usage attributable to the educational entities that
qualify for the Section 254 discounts?

ANSWER:

Discounts should be available only for the traffic or

network usage attribu:able to the educational entities that

qualify for the Sectj)n 254 discounts.

of NYNEX at 19. See Remarks of Frank J. Gumper, Vice
President, Feder~l Regulatory Planning, NYNEX, to the
Federal-State Jcint Board (April 12, 1996) i Comments of
BellSouth at 17 18.

22
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47 U.S.C. § 254 il) (3) .
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12. Should discounts be directed to the states in the form of
block grants?

ANSWER:

Discounts should not be directed to the states in the form

of block grants. It s sound policy to give purchasing power and

decision-making abili.y directly to the schools, libraries and

rural health care pro riders rather than to the states.

13. Should discounts for schools, libraries, and health care
providers take tae form of direct billing credits for
telecommunicatiols services provided to eligible
institutions?

ANSWER:

The Commission slould study the possibility of creating

direct billing credit 3 for telecommunications services provided

to eligible instituti Jns.

15. What is the lease administratively burdensome reQuirement
that could be used to ensure that reqyests for supported
telecommunications services are bona fide reqyests within
the intent of section 254(h)?

ANSWER:

While many of tb: approaches recommended in the Comments

hold promise,23 there is inadequate information on the record for

determining which is :he most effective. This issue requires

further study by the ~ommission.

23
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See Letter from ~ark Mandell, Senior Policy Advisor, MCl, to
William F .. Caton, Secretary, Federal Communications
Commission, ~ ;garte, at I, 6-7 (June 6, 1996) i Letter from
Maurice P .. Talbct, Jr., Executive Director - Federal
Regulations, BellSouth, to William F. Caton, Secretary,
Federal Communications Commission, ex parte (June 6, 1996);
Comments of USTA at 7-9; Comments of GTE at 20; Reply
Comments of Pacific Telesis at 14; Reply Comments of Bell
Atlantic at 1.
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16. What should be the base service prices to which discounts
for schools and Libraries are applied: Cal total service
long-run increme~ltal cost; Cbl short-run incremental costs;
Cel best commercially-available rate; Cdl tariffed rate; (e)
rate established through a competitively-bid contract in
which schools an9 libraries participate; Cfl lowest of some
group of the abov'e; or (9) some other benchmark? How could
the best commercially-available rate be ascertained, in
light of the face that many such rates may be established
pursuant to confLdential contractual arrangements?

ANSWER:

If only the core services are subsidized, the base service

price could be based )n TS-LRIC as determined by a proxy model. 24

Proxy costs should be available for virtually every area of the

country. Since TS-LRrc counts only the costs of a state-of-the-

art network, reliancE on this methodology will limit unnecessary

growth in the subsid~i' pool. In those few areas for which proxy

cost data are not available, the Commission should use the

tariffed rate. 25

If, contrary to :he comments of many carriers, the

Commission decides tc add special or advanced services to the

list of discounted sELvices for public institutional

telecommunications UEers, then the Commission should either apply

the existing proxy mEthodologies to those services or, if more

efficient, use a bidcing approach where adequate competition

24

25
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Letter from Marl<: Mandell, Senior Policy Advisor, MCI, to
William F. Cator, Secretary, Federal Communications
Commission, ex Iarte, at 1, 3 (June 6, 1996); Comments of
Wisconsin Dept. af Public Instruction at 2; Comments of
American T..Jibrar; Association at (i) i Reply Comments of NSBA
at 11

See Comments of BellSouth at 19.
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exists to make such an approach worthwhile. If none of these

approaches is possible, then the tariffed rate should be used.

17. How should discounts be applied. if at all, for schools and
libraries and rural health care_providers that are currently
receiving special rates?

ANSWER:

If the federal discounted rate is higher than any special

rate schools, libraries and rural health care providers are

currently receiving, the special rate should continue to apply.

If the federal discounted rate is lower than the current special

rate, the discounted rate should apply as of the date the new

rules go into effect.

19. Should an additional discount be given to schools and
libraries located in rural, insular, high-cost and
economically disadvantaged areas? What percentage of
telecommunications services (e.g., Internet services) used
by schools and libraries in such. areas are or require toll
calls?

ANSWER:

The Commission should not establish an additional discount

for rural, insular or high-cost areas. Schools in those regions

may actually be wealthy, and increased sUbsidy of services would

be unnecessary and wasteful. Moreover rural areas will in any

case benefit from the use of small geographic units in setting

high cost subsidies. Truly rural areas should receive more

support under such an approach than under the current subsidy

system. On the other hand, an additional discount should be

considered for school districts and library systems located in

economically disadvantaged areas.

Tel does not have the information necessary to determine

what percentage of telecommunications services (~, Internet
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services) used by schllols and libraries in such areas is or would

require toll calls. If course, as the Commission is aware,

Internet calls are in erstate or international in scope, but do

not incur traditional toll charges.

20. Should the Commipsion use some existing model to determine
the degree to whLch a school is disadvantaged (e.g., Title I
or the national3chool lunch program)? Which one? What, if
any, modificatiols should the Commission make to that model?

ANSWER:

The Commission slould study the use of a model that is based

on the wealth of allcnhabitants (~, families of pupils as

well as non-pupils) i 1 a school district The Commission should

not rely on models su~h as Title I and the national school lunch

program that focus prLmarily on the economic circumstances of the

pupils in a particulac area (county, school district or

individual school) anj their families.

21. Should the Commission use a sliding scale approach (i.e.,
along a continu~m of need) or a step approach (e.g., the
Lifeline assistance program or the national school lunch
program) to allocate any additional consideration given to
schools and libraries located in rural, insular, high-cost,
and economicall}.disadvantaged areas?

ANSWER;

The Commission Fhould consider adopting a step approach to

allocate any additior al consideration given to school districts

and library systems ocated in economically disadvantaged areas.

Although a sliding s<ale approach (i.e., along a continuum of

need) might be more I losely targeted, a step approach is

significantly easier to administer and, if the steps are properly

set, will be adequatfly targeted.

-19-'
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22. Should separate ~unding mechanisms be established for
schools and libra.ries and for rural health care providers?

ANSWER:

There may be good reasons for establishing separate funding

mechanisms for school; and libraries on the one hand and for

rural health care pro riders on the other There is inadequate

information in the re~ord at this time. however, to make this

determination. The C)mmission should return to this issue after

it has studied the ap)ropriate subsidy mechanisms for these

institutions.

23. Are the cost estimates contained in the McKinsey Report and
NIl KickStart Initiative an accurate funding estimate for
the discount provisions for schools and libraries, assuming
that tariffed ra:es are used as the base prices?

ANSWER:

TCI, in providin~ services to schools and libraries through

its SUbsidiary ETC. b~s compared the McKinsey cost estimates to

the costs incurred ir some of its educational projects and found

the McKinsey estimatES to be quite accurate. Based on this

experience, TCl woule recommend the use of the McKinsey Report as

one possible resourCE for determining the appropriate subsidy

level for schools anc libraries. 26 As mentioned in the Bureau's

question, the McKinSEy estimates assume tariffed rates. TCI

26
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~~ Comments of USTA at 8; Bell Atlantic at 17; Letter
from Maurice P. Talbot, Jr., Executive Director - Federal
Regulatory, BelJSouth, to William F. Caton, Secretary,
Federal Communications Commission ~ parte (June 6, 1996);
Letter from Whitney Hatch, Assistant Vice President,
Regulatory Affa:. rs, GTE Service Corp., to William F. Caton,
Secretary, Fede:lal Communications Commission, ~ parte,
(June 3, 1996).
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would recommend that hose estimates be altered for the use of

TS-LRIC costs determi ted by an appropriate proxy model.

24. Are there other ,,;ost estimates available that can serve as
the basis for establishing a funding estimate for the
discount provisions applicable to schools and libraries and
to rural health ~are providers?

ANSWER:

As stated above, it is TCI's experience that the McKinsey

Report cost estimates are accurate. TCl is not aware of any

other similarly relia)le cost estimates.

25. Are there any sp,:cific cost estimates that address the
discount funding estimates for eligible private schools?

ANSWER:

TCI is not aware of any specific cost estimates which

address the discount funding for eligible private schools.

However, TCI believef that the McKinsey Report cost estimates are

equally applicable tc private schools. It should not cost a

carrier any more or 1:ss to bring identical services to a private

school rather than tc a public school.

High Cost Fund

26. If the existing high-cost support mechanism remains in place
(on either a permanent or temporary basis). what
modifications. if any. are reguired to comply with the
Telecommunicaticns Act of 1996?

ANSWER:

TCI assumes that the term "high cost fund" refers to the

existing universal SErvice fund ("USF") which subsidizes those

LECs with loop costs above the national average. 27 There are two
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general aspects of th,· existing USF that must be altered to

comply with the requi·ements of 1996 Act. First, USF assistance

must be available to III eligible carriers as defined by Section

214(e). Under the cu ·rent USF rules, the subsidy is recovered

through the separatiols process by allocating the excess costs to

the LECs' interstate -ate base and increasing the access charges

levied against long d stance carriers. Since new entrants are

not sUbject to the FC~'s separations rules, they are currently

unable to receive USF assistance. Section 214(e), however,

requires that all cal:~iers meeting the standard established

therein "be eligible :0 receive universal service support in

accordance with Secb)n 254. "28 The Commission must therefore

remove the USF progran from its jurisdictional separations rules.

It must instead estatlish a separate fund, administered by a

neutral third party, :0 which all carriers with high loop costs,

as defined in the USF rules, have access.

Second, the Comnission must ensure that all

telecommunications ccrriers providing interstate services

contribute to the USF. As mentioned, only long distance carriers

currently contribute to the fund. But Section 254(d) requires

that "[e]very teleconmunications carrier that provides interstate

27

28

0013392.01

To the extent tlat the Commission is seeking comment on its
Dial Equipment IVinute Weighting and Long Term Support
programs in add:tion to USF, the comments articulated here
apply equally tl those program as well. Both of those
programs are imI,lemented through the Part 36 separations
rules and are fl nded solely by long distance carriers.

47 U.S.C. § 214 e) (1).
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telecommunications se 'vices shall contribute, on an equitable and

nondiscriminatory bas s, to the . mechanisms established by

the Commission to pre;erve and advance universal service."29 The

Commission must there ore establish a requirement that all

carriers providing inerstate services contribute to the

universal service funt in an equitable, competitively neutral,

and nondiscriminatory manner.

While these two ~equirements are essential to bringing the

current USF into compo.iance with the 1996 Act, there are several

other changes that th~ Commission should institute as quickly as

possible to increase :he fairness and effectiveness of the USF.

First, the current US~ scheme relies on reported incumbent LEC

(" ILEC") costs for de~.ermining the loop costs in a particular

area. The problem w:i:h this system is that it does not give

carriers the incenti,:! to control their costs. 30 The Commission

should therefore adolt a proxy model for determining the loop

costs in a particulal area. Under a proxy model, the amount

29

30
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47 U.S.C. § 254 j).

The inefficient incentives created by the USF program are
especially sericus for those carriers in study areas with
200,000 or fewel working loops because they are permitted to
receive a largel reimbursement from the USF than carriers in
study areas witt more than 200,000 working loops.
Specifically, ccrriers in the former category are permitted
to allocate 65% of the unseparated cost per loop between
115% and 150% 01 the national average cost per loop (in
addition to the 25% allocation automatically granted),
multiplied by tIe number of working loops, while carriers in
the latter cate~iory are only permitted to allocate 10% of
such costs betwEen 115% and 160% of the national average.
~ 36 C.F.R:. § 36.631(c), (d)
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