
EX PARTE OR LATE FILED

Charon J. Harris
Director - Policy Matters

October 15, 1996

Mr. William F. Caton
Acting Secretary
Federal Communications Commission
1919 M Street, N.W. Room 222
Washington, D.C. 20554

GTE Service Corporation

1850 MStreet, NW, Suite 1200
Washington, D.C. 20036
(202) 463·5200

-",",,.I

RECEIVED

OCT 1 .5 1996

Fl'rlt~l Co!tlmunjcation~ Commission
Office of Secmla/y

EX PARTE: Federal-State Joint Board on Universal Service
CC Docket No. 96-45

Dear Mr. Caton:

On October 10, 1996, representatives of GTE Service Corporation met with the
Honorable Kenneth McClure, Joint Board Commissioner and Chairman of the Missouri
Public Service Commission, and Joint Board Commissioner Martha Hogarty to discuss
GTE's proposed auction mechanism for determining universal service support in the
captioned docket. Due to the lateness of the meeting, and the intervening Columbus Day
holiday, GTE files this notice today. GTE used the attached materials in its presentation.

Please call me if you have any questions regarding this matter.

Attachment
cc: Federal State Joint Board Commissioners and Staff

J. Morabito

A part of GTE Corporation
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• L!I'••.•••......" " ..
......rua.oI ~ khot rdoc.. i11 Np1.tory
~ - ifttet~ UIUwrMlMr'Yice,~ Nfoca, - m_'"~in
its tum, wtt'hout aN*, additioNt ".w.m. ot""".~ to M ...1vecI in
hother~p. ",ton must proc_ prwIIntly with each pR)CMdins;
0l1Ce they bNttk open the eaof competiti~ urLJCnmbling the result wm he
impouible.

• Un. C,...,.......... The FCC. il\teKOI\MCtlen orcIer wilt ditNl\ish
L!O' .....uwlhat haft Wpeel support anfwnal service. The FCC.
UNeacmUly low pridnl Manc!arcI for \U.'lbundlecl~ork elements ancl hiP
It:anclar!1 for whoI...6acounfl have not only eliminated any impIkit rapport for
unlwnal..eMce, Du.t" haw mortally wakenecI uc.' abiJity to compete. This
Me~ fnc.-.d the problem that. new univenal.rvb fund is
~I'poeedto adc:lret..~ the order i8 COfNCW to allow mont JUItOnabJe
prtc1nr, the JOint 'Board'. proposal wW have to addnsa the order's IIIIifr of LEet'
.... to interexchInp curlers, in addition to the needs of univertal serib.

• Underg1iping ftciIitilf:bued commtiem: Con.umers will not experience robust
and wtclespNtil competition through alternate networks, since few competitors Will
be econoaUcaUy motivated to build them 1md« the FCC'. ruln. (This wm be even
truer ifwverul.ervke fundinl is inadequate.) By requirins LEes to tell parts of
their networb to competitors at below-eost rates, the FCC'. Pricirtl rules make it
cheaper for competitors to feed off of _ LEe'. networ~rather than to construct their
own facilities. This is paruitic: competiti~ not real competition.

• BldyelSlc-tom. dwier: Consumers wOl w deptived of_major molce in mall
Jocalexcbanpltll'Ykes, since the FCC's rules relegate LECs to the role ofwholeaale
operators. Competition wiJI'be muted Biven the LEes' iNbility to "sap as robust
competitors; they no Ionpr can differentia. themselves lrom other entrants.
"'tion, not market farces, will be detmrUning customer choices.

• <:ig\ttftliOI 'PDP". A stay of the FCC. order will not deay the introduction
01competition in th.1oca1 IJUIrket, since neptiations and arbflrations are
proc..dins, .. COZ\t8mplaMd by the Telecom Act



• ExctcdlJ1. statutory .y.tboritY: The FCC has exceeded its authority under the Act in
undermininS the role of those who .re closest to consunwrs - state COD\D\iasions
and curlers - in introducinslocal competition.

-
« ~M;II···.·lI1l:"=.Yil,~..~::.t,=:~::~~I4;::.-;'"

......... iMpJidt _pport ift c&lft't'ftt pnc. IMO _plidt uniwnal....
furwUaa. Support1hoUl"__ Oft adU1 COItI. Mth~UJMIIeratdId
COItL .......ton 1Itnkl1'\Ot IUCCUmIJ to poUtidI~ in acliOptinI. plan
ht Oldy toe.- on~ the..of. uniW$lIel'Vice fun6. A _venal
MrYb pIIn .-at be Rflidtftt to attract contU1ued .w.eom investment in hich-eo.t
COINftUftitfM.

.
• ...~ The...... ,lIn _Wd work .......with...p1ana • .,.we that

the price CON1UlWI'f~y meetIt • aational.fford....,. Ajlctive. To mainWn thil
price tn • cOll'plttitive matMt itlhould..WiSh • .-JiItk comptntalion
mechaniIm for e:.m.n ofLut ItIIsort (COLRi) tMt provide u.niWl'Ml MrVft

• tdiI.'iIM..ftI_lIS UnfverMI..mee polqWill Nt the prite carriers see
whm they provide..if: local...-vice - 1M sum of the affordable price and the
support. n..mu 1M set .t the riaht 1eY.1 to tend the corNet pril:e .ipt. for
market entry and investment in new tec:hnololY.

• lJDstiDI: Funclinl should .. throup a competitively neutrallftd.u... surcharae on
.. telKom retail NI'\'kes.

• Adm benrIU!: Once the initial cost-bued Nndinl ill detwrrUned, a
competitive DicIdina proeeushould be used to des COLRs anel determine
Rlpport Jew.Is. ThiI would replace the current debete OWl' univerul MJ'Vice coat
with. mar1cet 1l\tIChanism. Auctions wO\1ld provide a mun. for correctina any
..... in the tnitIAl c_.bAsed support ltvell, and would Idjult automatically over
time to chan..in cost, or in the*c NrVic:e definition.

• c;QLB~ To eMUN eM••UCUltom.,. .~~ aupport mUlt be tied to
.....obu,ation. But. unless .11 COtRs face the same oWiptic>N, eompttition
willftotc~with ••llS'tainatJIe untverulllll'Vice pIaft. Ccmsumen will be more"yto have • chofce aftlOn& Slft'V'ke prevfders in JUab<<<* .... if support is
.vallaWe to any carner WiUinI eo_~ COlR reapo..-ibWtiel and succ..sIul in
""""SCOLI. statull fit c auetlon.



..

• Statutory COl\!isteac;y: The FCC and the states have the requisite authority under
the Telecom Act to adopt and implement the provisions of CTE's universal service
propoal.

...••01· e..-...WOtatd...ftom a ratfoNf, aonomkaUy
-ffJdInt, UJ'Iiform , atrvdUN for~ c1Wrps, 1IIIltmdW , NMlft,
UMlIoal MrVke. For eMample, the tum of prices fbr un"'-ciW Mould
_onDly NMmble their lNNUed MrYice equivalents. With IUCh • Pricinl
stnadute, competitOl'l would receive conwet price tip_lor market entry and for
-make/buyw deciaions, and help prevent -rate shoppinc."

• Uniw to ugj.V!'!IJ IIfrict: ltAtmoYinI _plicit .upport in I'JdatinI acaa rates and
traNforDUna them into eJCpIicit .1Ipport a. nquiNd by the Telcom Act would help
....continued-deUvery of uniwrsal MJ'Vice to cOftSumen.

•~ eo.WI\It MICh. would 1M: bette met ifL£Ca Mva the same
tlexibdity inpricin._ J'lCQPC of acceu services a. comfetin& providers; and
theN no lena- would he ..., jutifkation for prescriptive ac:oIa rules.

OTt -....... 0frcftA1'IO"
OC'rOe&'l't , ...
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This analysis reflects GTE's local and access service business as if it were being sold at the
FCC's proxy prices specified in the order. It demonstrates the extreme wholesale discount
when using proxy prices for the sale of network elements. This analysis excludes toU revenue,
even though it will be indirectly impacted by unbundling, with reductions in contributions that
currently support universal service. This is not a forecast of revenue losses or market share.

ANNUAL REVENUES CURRENT FCC LoweR LIMIT FCC UPPER LIMIT
Local service ~ne. SlC) -3.910.803,000 3.218.877.000 3.385.886.000
Interstate access 592.671,000 105,314.000 188.530,000
Intrastate access 796,180,000 120,756,000 217,229.000
CMRSaccess 80.000.000 26,000,000 26.000,000
CCURIC (IllterfH1tr_ate) 1.827,113.000 0 0
TOTAl $7.206.767,000 $3.470.947.000 $3.817.645.000

I.I1IdII8 ,.

ANNUAL REVENUES CURRENT FCC LoweR LIMIT FCC UPPER lJMrT
Local services Qnc. SlC) -456.752,000 365.575,000 385.491,000
Interstate access 67,566.000 13.291.000 24,981.000

I
Intrastate access 45,741,000 6.406,000 12,040,000

( CMRSaccess 11,266,000 3,661,000 - 3.661.000
CCURtC Qnterrmtrastate) 234.180.000 0 0
TOTAl $815.505.000 $388.933.000 $426,173,000

1:..1Il.6I!JII(/
ANNuAL REVENUES CURRENT FCC LOWER lIMIT FCC UPPER LIMIT
local services pne. SlC) -59.782.000 96.734.000 100.712,000-
Interstate access 15,956,000 2.779.000 4.795.000
Intrastate access 34,332,000 3,353.000 5.785,000
CMRSaccess 1.028.000 334,000 334,000
CClJRIC (interrmtrastate) e. 82.486.000 0 0
TOTAL $193.584.000 $103.200.000 $111.626.000

IJIp/I/IItIn

MNuAL REVENUES CURRENT FCC LOWER LIMIT FCC UPPER LIMIT
local services Qne. SlC) -175.623,000 133,552,000 140.832.000
Interstate access 34,522,000 4.977,000 9,079.000
Intrastate access 28.235.000 4,326,000 7,886,000
CMRSaccess 3,827,000 1,243,000 1,243,000
CCURIC (inter/intrastate} 81,501.000 0 0

; TOTAL $323,708.000 $144.098,000 159,040,000$

•Atljusted for avoidedcosts of 17% speci4td by FCC

GTE Tb.IE~ONE Ofi'lEftATlONS
0CT0ec1ll I DOe
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PRESENT sysTEM
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£xeUCCT sttpeQRT:

·HIOH-COST - $753 MIL..

• LIF£l.INE - $ I 48 MIL..

• LINKUP - $ I g MIL.."

'Heucqs vePQ8.T:
(IN RATE: STRUCTURE) 25

• $ I I - I 9 BIL..

20

15

10

5

BILUONS $
PRESEHT

UNIVERSAL

SERVICE SUPPORT

SYSTEM

"

HEW UHNEASAL.

SERVICE F'UND IS.

IHTEACONNECltOH

I..ACT

NEW fUND

ExpLlCU sUPPORT.

• $ I 2-20 BIL..

'tdPIJCITSUppORr.

• NONE

"Gin" TO /XCs:

(INTERCONNECTION

ORDER)

• $10 BIL..
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Key Element POlicy Objective PfeSelJlSystem GTIPfoposal

1. What is universal • Provide affordable • Voice grade access to • Present service plus single
sefVk:e? access to telecom public network party Int and touch tone

services In all regions • White page listing
of the nation

• Atcess to operator and
directory assist.

• Access to 9111E911

2. How wiD universal • Develop specific, • Explicit charge to IXCs for • Surcharge on aD retail
service be funded? pred'JCtabIe, sufficient USF telecom services (state and

and competlvely- • Implicit support in lEC interstate) for new
neutral fund'mg rates (access, ton, universal service fund
mechanism that business, vertical services)
charges an telecom
carriers

i 3. Who is eliglJle to • Maximize competition • Incurment lECs • AlrJ carriercertlled by
( . COf7JJ6le for universal by giving more carriers state to be eligl)le to bid

service support? an opportunity to ("fitness· reqrmnt.) and
provide universal receive support if
service successful

4. How willcarriers be • Develop competkively • Incurment lECs in own • Incumbent LECs lnkially;
selected to receive neutral process to serving area carriers then wlR bid for
support? select universal service amount of support needj!d

providers to provide universal service

5. What are the • Ensure that all • Incurment lECs must • COlAs must be prepared
obligations of COLRs? consumers In hlgh:eost provide service to to provide defined service

areas have affordable customers In service areas package to any customer
service in bidding area for 3years

6. What area would be • Target support to areas • Existing study area (frozen • census block group (CBG)
the basis for receiving that are most in need as of 11/15184); USF cost estimates aUow
support? based on study area targeting of support

average costs

7. What are the relevant • Align support levels • Average total costs of • Use cost model to allocate
costs ofproviding with true costs subscriber loops aetumc~$amongCBGs

universal service? within study area

B. How will low-income • Ensure that an • UeOne and link up • Credit to offset consume(s
i consumers afford consumers have America programs biD (portable among COlR(
\, universal service? universal service and non-COlR carriers)
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-TMJ IhteshoIds gNe FCCISIales gift'"
conltoI over liz, &cfst1IxAion 01UJds

... + ,.....

.~~ f

CBG ·A- OD 'os\)
-Fedetal1lnf to
SUpport llveshoId

-Federal &State U1ds to
AIfoIdabiIty Threshold

PSG 11: QU1 <mI)
-Federal &State Ilnfs to
NlonfabIIy Threshold

PSG V (med. mst)
eState lind eo Local Rate

PeG 1l (tow mst)
-No support I8qliIed

-AcUlcostscfsItfMIdamong CSGs help assure
WI*/InruItIciInf' IltiversaJ service suppott

'.

IIll'tlMII.IJII1fIlIl

-------------------~

-----~-------------~

-------------------~

t ,-..n1lllf*M
(set by FCCwI~ BoatrllnputJ

··········,
•

..

-Market fOlCeS

bid down amount
of suppott over Ime

··

lJIel/JJn,f!t!(6SS
'CLEC petitions state to hold
auction for selected COO(s}

'State qualifies bJctJ8rs
'State holds auctions twice yearly
'State establisMs maximum
support tate

•-camers wiIhit csrtaiJ percent of .
lowest bidbecome COLRs

-Highest winniJg bid detenrWJes
level of support for COLRs .

'WiJnm have COLR obligations
lor set period (3-5 years)

CfnsUl Block Groups (CBGs)
'" . ,",'. '- '" '."'."... ' i .. ;"., .. ,., -,- ·~"_."1 .·.·l",i ~

;~~tfi;,Ilt:~;~~~·~$«r.:~·
.'f' . ·cost :t;ti: ··:'{:;·'~·ow cost·"!;-··
..:·::;{,~':!!:~j~i;;S;::;;ft;'i:1~K~;· .j~~~~·i{ ~:::i;~~;t!'::~~;~.~f:.
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How Bureaucrats Rewrite Laws
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By JoHN J. DtluLlo JL
. At. the hIItorIe It4th c.ncress draws 10

a dole. ICboIars have already beIUn 10
deltate its IeJb1atlft recard. Some area
that the lint RepubHcu Coft&'reU In I....
decadeI eMeted lewer major laws than
any ConIftSI sinet the ead of World War
IL Others respond &hat It wu _ natural
that a new conserYatIft Coftrress c0m­
mitted to restralRlac the post·New Deal
rise 01 natlenal pentl'Rent activism
weukl paU lewer btr~CO"emment bUJs.
lJkewlse. while 101M Iaterpret PresIdent
CIInton·I·brirht re-elecU. prospects u a
nepltte relereMum on the GOP·1ed
House and Senate. others lOCUS on hew
RepuIIIteanI ended up settInr the acenda
on evet ,.thltl( IronI balancinr tile budfet
to welfare reform.

Fer at least two reasons. however.
bodt sides In this early war over the
IIfth's IUstOl")' are IIrInr Intellectual
bIaRb. One rellOll Is that It Is not Jet
dear how mtJdI 01 the lecfalatlon wHI
stIek poIMtcall1. Fer ex..... Mr. CHilton
has made plain t. II reelected. he
piau .. -Os- the weIIare law. ADd
shDuId tile House Id .. the Democrats.
ultralPJeral comndttee cllalrmen will
IIlO'Ie quietly to tmdo IfttICh of what the
R did IeclslatlYelJ on wetrare.
crime. l tIon and more.

TIle ether and ,... fundamental rea'
son Is that. no matter what ha".as In No­
¥ember. It Is by no means ctrtaIft that the
laws JUHd by·the RepubIktn conrress
oyer the tat two yean rillUJ'YIyt .....
IstrattveIJ•
Bureauuatk Wars

Vlctortel "" on the lerlslatlft battle­
field 1ft .routIneIy IaIt In the lor 01 .....
reaucrattc wan over what the laws mean
and ... Ilett to IIIIpIemeRt theta. One 01
maar reeeat eumplells how the Federal
ComMuntcatlens Commission has already
ftrtually rewrlttlA the Tetecotnmunlca·
tlons Act 011••

OIl , .... President ClInton sIped the
Arst major rewrite of teIecommunic:atlou
law In 62 yean. To many observers. the
Id represasted the CUlmInation oIa series
01 peIItIeaI a'" Judicial dlclsionl that be­
ran In tt14 when the U.S. Justke Depart·
me"t n1e4 lft antitrust suit afllnst ATIrT.
!eldin, to a breakuD 01 the old teleohoae

monopoly and the crutlon .. ItIC .,Ute latuns .... IIate puIaIlc atIIIty COMIII'"
IeYeIt reetonaI-Baby8eltl.- The bIIklp. will lilt fide I&att debates
Inr ceremony. the lint .....1IeId at tilt U- en 10 a plaJlnr field fur
brary of eoncress. WU draped In...... a-etbalea........
Ism. The president siped the bill .. a . '""'* IDeal .... ·bIIrUtate teIepboM~
dlcttal pen that put IUs sitUture on the In- YIce•• tile major _tiles, the NCGA pre-
temet. On a TV screen. c:omedtan 1.1, dieted, .... lilt 8ftI' tile ttIW 01 price
Tomlin played her dUsie telepllone COllI- and~ qreementI. T....
paRJ operator Ernestine. openInr her stlt phene .company riYals c:ouId lie u ....
with -one rlrabYle-lnsiead or-ope rIIIrte- to IDbIlJ pvemon. utHHI CIlIIIUIIIIIIeI
dlnrte.- and state IqtsIatures In lIareh 01 allies.

Durlnr the debale oyer the blU and 'or But wttItin sill months or the IaW'1 en-
weeu aner Its enactmeftt. the prell actmeftt, the fCC dedared a Ylctor II the
p1&Jed up the IaW'I SCldaf-poIIcy side- -tetewm In tile ltata--aaaely. tIIeIl.

The FCC's ""hed, retHlftChist r"";'e of the telecom­
munications law is based Oft a hypothetical priem, scheme
that only an armchair economist could low.

shows. like the requtrement that most TIle c.llmlslloa pniduced ....... doe-
.... teleYlslon sets ewdaIa a -V-daIp- III- UIItIId...........,..............
abltltr pareatI to lock out....... tIoftat ............,. .. IDeal ...... AI
deeIMd 1nappnIprtat. far cIdIdnn. But markeII. TIle Pee ........... II
Its true .lpIIlcance lay In rentDMc bar- DeaDaI7 to PI7 ope. local ...... Ie
fieri 10 c:ompetltjon 1ft !he teIecoatInUnI· lone...... cant­
catlold Industry..... deYoI¥tnr responsI- Irs Uke AT'T.
btllt, forremalalnr reculatlon Ie the sntaII IJtw like
stata. WhIle Its IaRpare Is ofteIlledtld- TeIeport..... caWe
cal. ,. need not be a teIIc:om Junkie to compa'
UIldenIand the letter II die law or tile 011III the
record 01 floor debates 1ft eaarrea. . commlc_ IIIIt1I,

Fur ewnple. SedJoMal_S"1M IRe ,,,.1IeaI car-
.. Iaw....ecwnpeltuclJlla1ocaI..,_. rIers lire· tile Reo

marUU, ......,. rI*r ••~. rtauI Del Operat.
sionI auUlartly .. ctedlk. vta astrtcdr Jo. ... ee..... wtn
callud. case-spedllc....... ......... retIIUt In, ...era....
lutes -just .nd reasonable- rakI. It If· to real cempet1tlon
IonII tile FCC no role whatJoeftr II .t· u poteIIttaI en­
tlnr local excbanre J*es: -NltNIlI Itt traatI te IntraItate ......... an fcfted 10
this ebapter shall be ....ruecI ..."., or alIItend ... 51 dUlernt, local.........
to rtve the CommIssieR jurIsdtctIon with recutater7 rernna.
respect to • • • charres. clusfflcatlons, But tile Ji'CC'1 rusIled. fl9ancld1t
practices. lacUlUa, or rerutattons 'oror In rewrite 01 ute tetecl_1atIons law Is
COftMetIon wltll &Rtrastate canuntllllcaUoll based.. a hypetMtkat prIdItc~
service.- Utat .., 1ft artDdIatr ....... CDldd

tile IaW·I· de¥oIutIoury IaftlUlee and 18ft. la Its bundredI 01 ,... ., utt.at
dererulatory Intent wu 10 dear tMt relUlatorY dletata. the FCC attnClll ....
rroaPS suc:h u the Nat_I Councu 01 ptetety IporeI the actual COllI that local

==ta=::ae~a.; ::':="":=teYa~=
maters to prepare for -tetewars In the how theY operate.
states.- Soon. one NCOA report on the law On Auf- 28. OTB Coc1t. and SoutJwra
~lnI.~. -1JfMHN"ft",...1 "'" t,....... u~_ .,. , .. I, •

IeDpd tile FCC In court. arruinr that the
PCC' CIlIUtItuta an WlCOIftpensaied
tUltIr tile PIIth Amendment by re-
quIrtBc Hn their Iervlces at below
achIII calli. tile order. they claim. would
....... eertainIJ enervate competition 'by
............,~ rlantslike ATIrT·
.. ..., .. local plIane networb at hUle
~- ... IroDIe potential outcome In·
............ all thts beean In 1974.
......er. nat only rlants like AT&T but
Dy tar ..... arbltrqe artists could enrich
.......at tile expense or consumen.OIt

.the... between actual operatlnr costs
..aIM prkes lit b, the FCC. In response
Ie'" _ a lederal appeals court ordered
a .........." Itay 01 the FCC reculallons
and ......... oral arcuments In the case
tomorrow. .

At. reaRt press conlerence. GTE's ~e·

...............t and ceneral counsel.
'-' u.s. AttenIey General WlUlam P.
Barr........... Ie knew why the FCC be­
He¥et tMt • IIllttter at maklAr dec:lslons
-fer It ItaIeI tIwl the Itate commissions
are..... III this historically. \!tho
11Ift II data Utat are relevant to the
state W.. them.- .

AMickerJ
8Ul or not the FCC Is wtier

tballlIIe _ reprdless 01 who Is
rIIIIl 1IIe _lei or the case, the
Pee enter mocks key pniYl·
..., ttcalty enacted law. The
JlOC'. IdIaIIi .t odds not only wIth the
................nr or-how a btll be·
..... law: wWt the IIrst principles or
...... nt and American consll·
tuttout..... ,.

ne Pa:1 KtIon should lI"e to 're­
.......... 1M tIeYoIuUon and c1ereruta·u.., atdhorlty are always In the
• tratIve details. On telec:ommunl·
atteM, welfan. and .Imost every olher
major ..... "1OftI'Rment Is t1~ admln·
IstrattW state .. whk:h Judees and un·
eIedelI eQIdaII, and ftOt the elected re9te­
teRtatlftlwIIo deltate and enact Ihe laws.
Penl Ulan.

Mr. DUtdIo II P'O/ftI«' of politics and
,.wk tI/frIIn til PrlltUton. director of till!
.,."." Cff*t' for PtdIUc MalflJgf'mtJtt
..ftI(Juel feI-1Il IJIt Manltounn I"i/;.



·lIIIIWr
e1'l" ...........~·pl'OfOl*l to prcm6e_",Udt su,port .. cau" wheN".
......" to support affordable ,. and to low-income customers throuput the country,
provide COmpetml canierlaccetl to hi&h<05t lundinl on equivalent terms, and replace
replaticm with • sustainable and fair market rnechanflm.

•
l.

A. Ctn StJ'Oia Obligation
Carrien mUlt ofler to My customer within a service area a teclmololY-neutral basic
service package, which would consist of:

1. Resiclence voice srade access to the network that provides the ability to place and
receive calls, and access to long distance carriers of the customer'I choice

2. Touch-tone service

S. Sfnp.parly eervic:e

4:. Aceen to operator 5el'Vices and directory assistance

5. Ace... to emerpncy services (E911)

6. Standard white pages directory listing

B. Carrier ofLut Raort (COLR) Obligation
Any carrier receiving high-eost support must be designated by that state as being a
Carrier of Last Resort. Obligations established by each state, under brCHld federal
guidelines, would include:

1. Provide the basic service package to any residtmce customer in a service area at a
rate no higher than a state-established eeiling

2. Meet stllte qualiftCiltions

3. Meet minimum service q)1ality standards adopted by state

4. Provide for interconnection and equal.ceess

S. Make service. available for resale .t reasonable fates.

.. lIIlIIfM ..--.-. ••• II ".
A. A,bOrdUility Thmltold

Joint Board and FCC should establish a m01'lthly rate threshold for tit., basiC Mtvic:e
package, while the costs above the AffordabiJity Threshold to ptovide such setVke
would be considered high cost and funded by federal and state funds.
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B. FedeNl Support Threshold and State Fund
The FCC, with .dvice from the Joint Board, should establish a monthly Federal Support
Threshold (creater than the Affordability l'lweshold) above which the costs of providing
the basic HI'Vice pacbp would be covered etttirely by the federal jurisdiction. A
coanWnation of the ...and Weral fanc:lt would (over the~ betwe$ the
,...-.lSupport~ an4 the Aff~1JiJlKy~

c.~~
...should tn.Nition locall8l'Vic:a ra" for the _*~,.e.... up to the
AfforcIabJlity Thresho1cl orcost, whiche\w it less, or (Nate independent state
mechanisms under Section 254(t) to hold pricef below that threshold.

D. BiMin~ic AT.
For the popphic area in which eligible COLla wiD usume** obliptioN and
NCeive highocost lundin._ssistance, en: recommend, using census bJock groups
(CBCs). CBGs can be subdivided when necessary to accommodate existing service
areas.

•
I2a1

1. Incumbent LEes' actual costs of provid.ing basic service pac:kap usiped directly
or d.utri"buted by a cost model to serving ..as.

2. Fundfng provided to LECs for each customer served based on the Clifference
between the per customer Klval cost WithJn a CBG and the rate ceiUng.

Dqy2+ .
1. Entrults notify the state of intent to bid for carrier of last resort duties and funding.

2. Competitive bidding conducted for each bidding .rea for which an intent to bid is
submitted.

3. Bid. would be the amount of per-customer monthly support required by the
submitting carrier.

4. Funding provided to all carriers selected through the bidding process•

...... • 11I ..

Q.ul:
1. To _ny eligible carrier su~essfullybidding to provide service as a COLR for each

aub«riber who chooses that cartier.

2. To any carrier serving individuals eligible lor income-bas«l support.

~...:
1. For each subscriber, to anyelilible carrier successfully bidding to pTovide service as

• carrier of last resort.

2. To any carrier Iel'Ving irldividuals eligible for income-bcued support.



A. Federlll Q)nt,ibution to High-Cost Funding
Unilol'11\ .lU'Charp on intentate and intrastate telecom retail revenue of interstate
serYke providers.

J."~.~Fun4i.
c:..,.....,""'.............., AICh ..~Oftfa ....~.1ftCI.............)..,,00II\ retail ,."..ue of in....Mr9ice.~.

C. lJIa:lme'" Svf1prn"t FWJfIIiPlg
Uniform Nrc:hIrp on intentakt telecom retail revenue 01 aervice providers. For fed.r.l
lifeliM prosram, each state may adopt it. own incol1\eoohsed support program.

•
Incumbent LBCs reduce current rites bearing implicit supportby amoW'\ts equal to the new
explicit support. Result is revenue-neutral implementation of a new explicit support
mechanism. This corrects price distortions in other markets caused by the need to support
localllftVice.........
A. NotfJicMifm J'rote4uTt

States conduct auctions twice each year, initially. Caniers may notify states 90 days in
advance of eacl1auetion date as to which bidding areas they intend to bid.

B. AUdio" Daip Principles
0.•• competitive atuation which wiD Qftcour•• agaressive bidding, and permit
multiple service providers in high-cost areas.

C. Auction Objectiva

1. Promote greatest possible benefits from competition. :

2. Promote efficient provision of service at minimum cost.

D. Audion Mtcluuwm
1. Single round, sealed bid. .

2. Winners are those who bid within a certain percentap of the winning bid. Mom
bids are accepted if bidding range is narrow; fewer are accepted ifbids are far apart

3. Support provided equal to the highest of the winning bids.

•. WirWng bidden in the mitialau.ction for a service area will bear COLR obligations
fQf three years; irt subHq:utmt auctioN, COLR oblisations will extend for five years.

5. All bidders, and the incumbent LEe, may withdrAW after results of the auction are
disclosed, subject to financial penalty.

6. At le.st two bidd-.rs aN tequnc:l to hold an 4UCtion. If fewer than-two bids remain
after withdrawat the auction will be canceled and support will be proVided to the
incwnbent at Day 1 levels.
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-Q'h'............... , ........"_'ped. to pNVi_ exp1idt .,pert to ca"'"w~
MCeIHl'Y to lNirttafa affordable ra• .net to lew-iftcome CUItomm throuput the country,
pI'O\'We competing carrien access to hip.eost f\Il\dinC on equivalent terms, and replace
replation with. sustainable and fair market mechanism.

ThJs is accomplished by determininS tlw amount of support explidtly required by today's
tet.phoM eompWes for providinl a _sic: uniwrMlleI'Vbt pacbp at an affordable pne., and
proYidina those carriers with explicit support from a competitively-nntral fund fOI the costs of
IUch Mrvic:es above the affordable rate. Other carriers interested in serviJlc as carriers of last
resort in reasonably...ized aeographic areas would be free to indicate their interest in providing
universal service on equivalent terms and also obtaining eqUivalent support monies by
requ.atinc that tho.. areu be put up for competitive bid. A .........bJd auction, designed to
permit multiple carriers to"'~H then would be conducted to determine the amount of
uniwl"Ht service support that would be provided to all "'winning" carriers in each market

This paper describes GTE's proposal in greater detail, with· the elSential components that any
universal service proposal must address. These include:

1. Qrrier O&Ugtations

fl. Plim Thmholds and Gtographic Boundaries

111. Calculatima ojSUpporf Available in Each Area

IV. Distribution ofFunding '"

V. Funding Sources

VI. Off«tting RIa" Reductltms

VTI. Competitif1e Bidding Mechanism"

To msuN competitive NtUtrality, aIt carrius that obtain hish cost W\iversal service support for
• liven pographJc Irea must be subject to identical universal service obligations.

First, this will ensure that the MJ'Vices provided by nch carrier meet minimum requirements
detftmined by state regulators and expected by residential C!Ustomers.

Second, specific: obli.atior\$ will ensure that £Undine is provided. to aU intmested carriers in a
manner that promotes competition. Some wilt not be .hI. to have lessened responsibWtWs
than others and l'eC4eive the same amount 01 fundine in a giVl!n are•.
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1hird, specific obligations will permit the use of a simple auction mechaniSm where the only
variable on whim carriers will be bidding in the auction will be the amount of .upport required
from the fund to prowt. the prescribed service in a given area. An oth..aspects of a carrier's
decision (ceopaphk area. term of service, universal MrVice pacbp defiltition, .tc.) wiD have
been .pec:UW inad~ IJy .tate regulaton accon:ling to broad FttdeNl....Joint Board..~.
~ e~~I!o~ NCommend Il1d the FCC should clefint the specific attributes ofa

uniWrsal service paekap. Any canier~ in Neeivin, universal service support
wuld be requincl to provide this service to any customer within ..... elisfl>le fot

W\iwrsal service .pport funding. The service definition shoulel be technolOlY neutral and
be comprited of the following features:

t. ~sidm~ vaie» gr4l1e £ctS8 10 the .rwor1c u,mch provi4ft 'hi ability to 1'J.« and ~crivt

calls and 4Cce. to long 4ist411ct carriers of the customer's choice

2. TotIdc-toM IIf'Irice

.1. Si",.,.." 1mJi"

4. ACCfSS k) opcr.tor moias and dirtctory assistance

.. Acaulo rmergmcg smJictS (911/£911)

6. Sttmdard 'Whitt pages dirtdory listing.,.,.-
ConlUft'le1'8, reauJators, and atrriert all benefit from a dear definition of the~."at is
d.tred to be univerNl!y available. Customers can expect ava:Rability of a buie service
p-ebge throQ.ghout the country. Repatots can be sure that any CUlWr determined. to be
eligible wilL at a minimum, provide consumers with a specified set of features and
functions. Carriers will know what their service 0 bUgations are, so they can determine with
greater certainty the costs of prOViding service in a given area before committing to do so.
Eacb state would be free to add elements to this national definition and fund them through
its own state program.

,."..""
Section 2S4(c) gives the FCC the authority, upon recommendation of the Joint Board, to
establish which services shall be deemed part of universal service... ,

I J.... ... _ ... ~ .....',,1. ! ~ .... ~. .." . l ..:. ~

In pneral, COLR obl.ations should be consistent with thu. which the incumbent LECs
face today. lJec:ause these tc!qUiremlmts may vary among LECs, .ta..., and Ml'VinI a"as, it
if not possibht, J'l0l is it necessary, for a fed.ral universal service plan to didate specifics of
the COLR obligation. However, any federal universal service plan should set forth
minimum guidelines for state determination of uniform COLR requirements.
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Any carrier receiving high<ost support must comply with the follOWing obUgations:

1. Meet ,tat, qualijiaztions

2. Prt1Ditle tht basic sm:nc. pachgt to any r"idmu customer in abiddi"g arta 4t apria IfD hight'
".. till AffrwtMllility 1'I«mIrold.

• .sww.,. coUt",..,.",.oJIi,. (1-5.r-sJ.
4. ~_,. ..-kt IpI4lUy""".

5. Prof1I*fin i fXlIIDItdicm a4 apW 4,""

6. M* strVices~ for ,aak lit ,eaM»Ulb1e rlltes

Under ttu. appro-=h thesta•• would develop a two-step proeM'. First the .tates would
determine which carriers, among III those interested in provtding universal service in •
hiah-cost area, would be eligible to receive universal service support. Second, funding
KtuaUy would be provided to those eliple carriers which agree to a minimum set of
H eatTMtr of lut resorr obligations, consistent with federal guidelines. In particular, the
federal guidelin. would require that whatever obligations the state may establish for
COL~ should he the ..me for all COLRs in a aiven area. Under G1'B'. proposal, theee
carriers would be seJf-selee:ted through a competitive bidding mechanism. The following is
a description of the minimum set of obligations a stale should require of any carrier
receiving universal service support.

1. Stllk qualifiCtltitms
In order to etwUN consumers receive continWnI and reliable 1e1'vU:e from any carrif'r
seeking to receive universal service funding support, states should develop a miJ\im.um
..n ofcriteria, in effect a set of "'fitness" requirements. This could be a simple
certification process IS to a finn's financial capacity to meet the carrier of Jast resort
obligations in a given. market area.

2. Prwid6 the basic service pacbge
This is descn'bec:i in the prttvious section. Each carrier receiving t.der.l.uppart would
be Nquired to provide to any customer requesting the universal service buic package.
within a given area, the full complement of service features as defined by the Joint
Board. The carrier must prOvide the basic service package at a price that does not
exceed the Affordability Threshold set by regulators or the regulated local rate,
whichevet i$less. The carrier would also meet any limits on terms and conditions
established by the state.

3. Scrvt", caLR for set pniod ofttmt (3-5 yttrrs)
When an area is set for auction, the terms of the auction would ~uirecarriers to
commit to serving aU customers within. given maTket for a set period of time. The
.ervice obligation must also be d~i&ned to encour.g~ carriers to invest in given market
areas. Winning bidders in the initial auction for a -rvice area will 'bear COLR
obligations for three years; in subsequent auctions, COLR obligations will eXWnd for
five yeal'$.



4. Minimum service t:pudity standards
To the extent that most states maintain quality requirements for carriers, these
requiremen1s should be spelled out for III clrriers seeking federal univel'Hl terVice
support Encouraainl the eniry of new carriers to provide universal service should not
..u1t in the viiatfoa of regulators' Ml'Vice quality objediva New service tt.lMarda
.,...on (X)I.Jb in~tareas _, jntreaM their COItt ... would~an
.-:ticm to"'w CC>t.Ib. clftmnilw••appt9~_••level

5. ".,..Jw illl«toIUVetion -1tpI4l ««ASS
Curien Melciq to -..eive funding for NWIy." univenal HI'Vice mu.1t provid.e for
ace.- to Ion,dilItaftce carriers of the customer's choice and permit other carriers to
in1mconnect facilities. To the .xtent these requinnnents are not imposed on aU carriers,
propeIiI made to date in Jmplementing these poUdes wlU erode as new carr6ers pm
customert an4 provide a IeSle'l' scope of serviC'n. Any Nclu.ction in intereormection and
ace.. also would hinder the developm.mt of competitiOl\ even from carriers not
Nquirlng support.

6. Ratll smncu
Under<:iTB'5 proposal, .....lIers may enter markets as carrien of last resoI't. However,
CNlCh COLR must be able to provide aervict to an customers in the area, reprdlMs of
how the COLR provisions the service. This responsibWty must rest with tM COLR and
not with the underlying carrier. However, NSellers would only be eJi&ible for .upport
monies if the price they pay for the resold fadlitia is not artificially constrained by
regulatioN, but rather is established using a market-based mechanism. When a COlR is
suppleUWl\t1ng its own facilities by reseDing facilities obtained at • constrained price,
the underlYinI carrier mould receive the uniwrsal Mrvice support for the customer
NlI'Wd" not the reseUet......."

There is an inherent conflict between a functioning competitive market and the need. to
subsidize the costs of carriers which operate in certain high-eost areas. For there to be
competition, more than one carrier needs to prOvide service. For these competitors to
compete on equal footing, support provided to my carrier must be avai1abto to othen on
equal terms and conditions. Finally, the support must be provided in a manner which
limits the amount of funding to a sufficient level.

."

Regardless of the method. chosen to determine which carriers may receive universal service
support funding, the ground rules lor all carriers must be identical. One carrier should not
receive more support lor eervinlfa customer than another ifboth are subject to the same
service requirements. Similarly, one carrier should not be subject to more or kwer service
obligations than another, given the same level of support. It would be extremely difficult to
provide varying levels of support to carriers depending on different levels of obligations.

While the imposition o( symmetrical COLR obligations shCNld be applieQw-der any type
01 univerNl Ml'Vice plan, it would be an f:SSer\tial component when using competitive
bidding to determine support levels.
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• Fil'St, carriers seeking universal service support must have something tangible upon
which to bid. Just as vendors who bid on contracts from governments and businesses
expect payment (in accordance with the bid) for services rendered, receipt of universal
terVice support must also be tied to a clear obligation to perform. .. spedfic service.

• s.eonct, ifON..... inthe·M&dIoft it_uly Mod...with cerWI\~
............1hatare......to.o-'~kttMauctiWt,.
COO\,.~...trIl_ult'Wi1l_ lte.....-cl, ....l...af~n
..1RiMd weuW not induce .....It market entty.

• Finally, ......a bask set of COLR t't!lqUiJwments Oft an sue:ee.ful bidders provides
..-_aHUrlll\Clt to regulators that basic telephone servbt wilt be providecl to aU
customers, at an .cceptable price -ad quality, over time.

GTE has ptopOHd that recipierd:l of USf £un4ing be Nquired to fulliU their COlR
obligation. for a period of 3-5 years. A period in excess of one y.r is n«eaary to provide
service .tability and pnedic:tability to local subscribers and to give bidders some reasonable
expec:tation of Nvenue to support necessuy investments. On the other hand, the service
obJiption period should not be exceuive so as to deter efficient entry of new com}»titors
wilUnS to ..ume COLR responsibilities and receive US, support.

A COLR that fulfills its o1>Uaation and does not become ~ COLR in a sublequent period. is
not forced to cease 1el'Vin& customers in an aieL A carrier that does not Jetain COLR status
hu a reduced service obligation (e.g., is not requited to otfer service ubiquitously in an
uea), can choose the C\l5tomert it prefers to serve, and will not be subject to my price
regulation, but no longer is eligible for USf monies.

,......
State commissions desipate eligible telecommunications carriers under Section 214(e). To
be an eligible telecommunications carrier, a carrier must offer the services that are
supported by the federal universal service mechanism. ~ Section 214(e)(1)(A). Eligible .
telecommunications carriers may only receive universal service funding, "'in accordance
with Section2~" !IISection 214(e)(1), which provides the FCC authority to create a
minimum COlR obligation as part of the federal universal service plan. SIsSections
254(b)(5), (b)(7). .

In addition, Section 254(b)(5) specifies that the federal universal service plan be sufficient to
preserve and advance universal service. A plan with asymmetrical requirements for the
Nme support would not result in it "sufficient" pLm to meet the requirements of this
MCticm. •

..
1lw loint Board and FCC should establIsh a monthly ra. threshold for the bu~ service
JMCbp above which cosl$ to proVide such service, on a per cu.t011\ft buis, would be
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..

considered high cost and funded by federal and state funds. This Affordability Threshold
also will define a m.ximum rate which customers should be expected to pay fOT receiving
the buic package of universal service.

GFlIUppm. the \UIe ofhouHhold _orne to~ddt Affordabtiity~hold.
P'1utMr, G'TI"PfOI'It tM1cIUl exehan..at..~..... to NfNthf
........~.......,~.UWOUW_."....... •
..........Af!IorUWlity nv-hoW atl' of houMMld U.1iM calada'-d eft. county
..., with. a Jrnwr bound .tOM standaad deviatiGl'l hm the nationwide tnHian income
and 11\ upper bound at ont standard deviation.

The FCC, with advice from the Joint Baud, should establish a monthly Support Threshold
(area- tNn the AffordabiJity Threshold) above which the C08ts of providinl the basic
Mrvice pacb.. wou1c:1 be covered entirely by the tederaI jurisdiction. A combination of the
state md federal funds could cover the difference between the federal Support Threshold
and the AlfordabilityThreshold.

St._ should b'uwition local Mrvice rates for the basic service package to the Affordability
nu.ho1cI or cost, whichever is less, or CNate independent sta. mechanisms under Section
254(1) if the state wants to hold prices below that threshold.

The Joint Board and FCC should determine the popaphk aNa upon which the cosb of
univenal MtYic:e support will 'be determined (ilany) and within which carriers receiving
such support will be required to provide Mrvice to an customers. The Joint Board mUlt
balaftce the need for plan simplicity with competition issues. Smaller geographic lreas ­
such as Census Block Groups (CBGs) - not only would elSe the start-up burden on new
entrants, but would maximize the homogeneity of costs faced by incumbents already .
operating in these areas. Otherwise stated, smaller areas would limit the variation of costs
faced by carriers; larger areu, such as wire centers, would mix lower-eost town centers
with significantly higher-eost outlying areas.

GTE proposes CBGs as the best (hoice of geographic unit. The selection of the area and
auction structure will affect the degree to which targeting of support can be achieved..
CBCs can be subdivided when necessary to accommodate existing service areas and to
improve targeting of support. •

Individualt eUgible for income-based support can request local service from any carrier
operatinslocaUy. Customer eliaibility w.ould be determined by a customer's participation
in • federal or state income assistance program. Self certification should not be employed.

Carriers need not be .1i81'ble telecommunicatioN c6rri.rs or e4rriers of 1Mt resort for this
purpose. Carriers will credit customers' accounts with the income-baled support amnunt
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for each eligible customer served. This program can accommodate existing federal'4Link·
Up" and ·Lifeline" mechanisms. The FCC and states can review periodically the amount of
support provided under this program to determine the need for adjustments. This
prop.m should not be tied to the existing irlterstate SLC, linee only incumbent LECs
..... tud\. dtItp.

A ,.. "u.et,.... TMplMlhouW...
at to a price 101' uniWl'lalMrVice, whit~ to hold Gown that price
in hich<- aMM. nu. would provide carriers wit), sufficient support to offft a market rate
for their ....... Currently, high cost assistance propams .... not directly lInbd to toeal
MJ'VM:e priceL Suppon provided to caniers is baled on • formula which conajders average
cona, with the NI'Mfncler of any support needed comma from prices for other services or to
ota.CUflomef8 c:hupd, which aJ.o reftect averap cos... Ptop«ly _tab1ishecl thresholds
would ...,d market price signals to both customers and carrier. entering the market.

,.......
The FCC must ensure thatquality universal services are available at affordable nates.
section 254(&)(1). States may destsnate service areal u they choose for an areas except those
serwcl by rural telephone comp~ies. The 1996 Act ciesip'a. these as study areas until the
FCC and _tate. chanp them in cmjundion with a NCOJNn-ation from the Jomt Board. The
1996 Ad limits the availability ofuniversal~e fundinJ, however, to eligible
tctl«ommunicatlons carriers that oHer universal service Min accordance with Section 254.."
Section 214(e)(1). Thus, the FCC could adopt sman bidding areas as part of its authority to
devtM a comprehensive universal service support m«hanism. II!Sections 2SC(IlrKS), (\)(1).

Initial universal service support should be determined by comparing the actual costs of
providing a basic universal service package with the AffordabfUty Threshold selected by the
Joint Board. Carriers, lor which the per customer cost of providing universal service is pater
than the Affordabillty 'Th.reshold, would receive support for the amount over the AftC)rdability
Threshold for each customer served in'a given area. Once the initial cost-hued level is
established, the level of supporl should be subject to competitive bidding. Carriers would bid
0l'I the level of support they needed to prOvide universal service in a given market when
constrained by an Affordability Threshold and other carrier obligations outlined above.

In the contltxt of competitive biddint, it is useful to distinguish between the calculation of
support provided to'incumbent carriers prior to any requests for competitive bidding and the
determination 01 support under a competitive bidding process. The following, therefore,
distinSUishes between "Day 1" when the new universal service explicit lundina mechanism is
established and "O.y ~. when carriers determine suppo~.•rough the competitive bidding
process.
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1. The actual costs experienced by an Incumbent LEe are either calcul.1ted for each

posraphic area (Census Block Group) or aM assigned to CBGs from a higher level of
aClNlalion (e... study .ru) throup the use of ...lative eost ettimati.on models. 11 a
carrier aft determine actuI'costt on. CBG bu~ ..., C'&tl dnctly.... thole cOSb
w of ......

~ ,ot t..weuld ' ......._ ....~,
the~ty~ Inci the,. ~ft\ft, l!idU1'cottwithin..CBG.

3. WheN the ratechu" to customer. exceeds the Afforda1rility Threshold or COlt the
rate tthould transition down to the thr.hold orcos" whichever is lesl.

.. ar.••,.'7 7.,..,
1. Emnntl notify a state conuntlston of their tnteftt to bid for the opport\ll'dty to provide

univenalle'l'Vice IS a carrier of last retort and to receive funding at a level determined
by the competitive bidding process.

2. States would conduct auctions at regular intervals, initially twice each year on • fixed
da•• Bach scheduled auction would include thOle market areu d...,.tact lor auction
by new entrants. Once auctioned, a CBG would not be subject to auction apin until the
expiration of the term commitment for winning carriers of last resort.

3. Upon determination of auction winners, lundin, is provided to aU "winner's" for each
c:ustoDwr served belied on the winning bid.

~.n••
BIpecial1, with the WJtt of a '-"(Jrnpetitive bidd.fng mechilniam, it is entirely appropriate to initiate
a new explicit universal MtVke fu.ncling mechanism at todays actual coat of providing service.
The only letual cost experience in providing such services is captuzed in the reported costs of
existinl incumbent local exchanse carriers. Thus, it is • reasonable starting point, with the
auction mechanism to adjust support requirements to competitive market levels. Relying
instead on cost proxy estimates couId deter competitive entry (not enough support for new
entrants) while under-eompensaUng existing carriers.

,Once completect auctions could then be scheduled for (tach market upon completion of the
COLR term of service. These subsequent auctions would permit adjustments to the support
required for universal service, taking into account the addition of advanced semces to the
basic universal service definition, changes in technology, and cost structures. Without
competitive bidding, regulators would be forced into an endless cyde of re-estimating costs to
account for these changes. •

,..••g.'
The FCC has the authority to adopt a universal service support mechanism as long as it is
"spedfk, predictable, and sufficient.'" Section 2S4(b)S). GTE's auction propo..' is predictable
because it sets speciftc parameters for the auction process, and it sets a defined period for the
COLR obliption. In addition, the GTE universal service support piAn is spedfk and sulficient
because it i$ comprehensive, it accounts for universal sprvk. support both before and after the



emergence of competition, and it can be applied to all areas in which universal service support
is necessary. An auction also would result in presumptively sufficient funding because the
service pmvider would be specifying what they believe to be a sufficient amount in their bid.

..d.......... 01 ............wilfbstbe ............, y, WftI\each CBCbeiRa""" functtnl for the aMOunt that the COlIt of servmS su.btcriber ....... tn..
afforUWlity ttueshokt totaled across an subscribers in tI\e area. Followinl an auction for a
sfven popaphk: area, the support would be based 01\ the wiMinl bid. Arty carrier operating
u a carrier of Jut resort (and am.ong the winning bidders when auctions are held) receives
fund .upport for each customer servec1.

"."II....
Fundtnl of universal eervice should be efficient, s,dficient, and simple. GTE's proposed
auction mechanism and support mechanism would accomplish these goals. Funding provided
01\ a percuatomer basis to each carrier will ensure competitive neutrality and an eqwtable
c:Ustrlntttan of funding support COupled Wfth symmetrical carrier obUcat1ons, this funding
method wm 8I\Courap competition, not on the basis of different obligations or funding
eligibility, but on price, HrVice quality, and other service attnbutes.

,....•
Uncler the 1996 Act, universal service support "should be explicit and sufficient to achieve the
purpo'l5 of (Section 254]." Section 254(e). This distribution of funding ensures this result

A national pIan with shared lederal and state responsibility should be strongly considered. In:
such a plm, federal funding would:

• Cover those costs above a federal Support Threshold that is set higher than the
Affordabflity Threshold.

• Share funding support for income-based assistance programs.

• Fund the difference between current local monthly rates and the Affordability Threshold, in
diminishing amounts; this would encourage states to eliminate disparities between current
rates and the Affordability Threshold.

Meanwhile, the s!alle fund would:

• Cover the difference between the federal Support Threshold and the Affordability
Thl'fthold.

• Cover the difference dUring a transition between the Affordabi1ity Threshold and initial
price (priCe on Oay 1), if it is lower. This t1ansition.l $Upport would diminish .$ the initial
price moved to the AffordabUity Threshold or cost, whichever is less.
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State, are free to fund any additiOttal universal service requirements they deem appropriate
within their jurisdictions.

One major advantap of fedftal and state regulators .hanna responsibility for the plan is the
aWlity fer each to link the pie imphlmfmtation to t.ht.....-,ment of rational rate structures in

...,." jurltdidiont.

~' hM ,..,_".., '-.•• \t'ftiforM,
tureharp OR tt. tlt1ec:om. retail of aU.t\l\iN provident. The PCX: may knpote a
1II\iIoa'II\ IUrcharp on aU tQIcoll\ fttail revenuet ofcarrie,. whkh provide interstate service, to
any extent. States may impoee a uniform surcha.rp on the intrastate tle1ecom Ntailrevenues of
carrien providing Intrastate service. Because it is difficult to determine intrastate revenue for
~ carrier" it may be desirable for." to allo place a surcharge on aU te1ecom
.NtaiI NWI\.... billecUn the .... If states Wefta.thoriud to do to .. part of • WeraUy­
orderedp~ potentiallepJ and jurisdictional issues lIlay be resolved.

".,.....,
AwUform sun:harp applied to retail revenues will result in an expUdt IN! competitively
neutrallw1dml mechanism. Custcnners, faced with uniform SUl'dtups on telflcom rebltl
servicee of all carriers, will not have the incentive to switch hom one carrier or lelVice to
another merely because of surcharge amounts. A uniform surcharge also is the simplest
JMd1aniam.

The Ule of groH revenues will skew the burd«a of funding to carriers which receive a
sipilicant amoWlt ot carrier revenu.e, such as access charles. 1ne use of II'OH revenues net of
carrier payments. mON complicated and could ..-ult in uneven burdens dependinC on tM
d..- to which. certain services are subject to a lurcharge includinl wholesale .....le charges,
access charges, and unbundled elements. Predictable and efficient support necessary to meet
the objectives of universal service js best met by a unifonn surcharge on the telecom retail
revenues of aU carriers.

'-/......
The 1996 Ad requires lIeV«ry telec:ommunications carrN!r that provides interstate
telecommunications service" to contnoute, "on an equitable and nondiscriminatory basis," to
the support mechanism that the FCC establishes to preserve universal service. Section 254(d).
REvery telecommunications carrier that provides intrastate telecommunications services" shaIt
contribute, "on an eqUitable and nondiscriminatory basis" to state mechanisms to support
universal service. Section 254(f).

5mc. universal service will be funded by an expUdt progam, any inCl'e4lse fn_ the expUdt
.upporl received by incumbent carriers at the outset of the pr0l"am. .hould be oftMt by price
reductions of other setvic:ee, which currently provida implicit support, on • NVenue-neutrat
buis. Revenue offsets should be applied to thOM incumbent LEC services which beat the
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patest amount of implicit support, both interstate and state, not to any single rate element
Interstate reductions should be applied to the carrier common line, the residual interconnection
charge, and the subscnDer line charge. Funds from the federal fund also should be used to
of&et tho.. state rates which c:urrently provide implicit support.

OIf __~' teJ.j tLlCa__....
.., with.,tid n... Dy
~t pv. tNt FCCsl'4Cl8nt intet'ConMction Md.... "",e I1\Ofe f«uMd the olfIet Oft

implcit IUpport-betarinller'Vica such a. access, thecloser the ra. can be set tao the prices of
\1ftbuncRed elements which comprise access servic.. One of the 1op:a1 outcomes of the
mtional pro-competitive poUcy is that prices would more closely I'eMIl\ble costs.

,....
The Ad NqUites funding for universal service through explici~ rlther than implicit, supporl
..H. R. ConI. Rep. No. 458, 10'.Cong., 2d SeI•. 131 (1996). In addition, the FCC in its
InfI'IDm'*tion 0rsJer made cleat that it would not permit the recovery of universal service
support throup rates chup:l for services and elnwnts available under Section 251.
I....tatjqn 2f the LMlQlDRdtigrl PtpyjrigDf it the Tllecomnmn1c.uom Act of1m
Firat B.eon mel 0rMr, CC Decket No. 96-91, PCC No. 96-325 at para. 712 (teleaMd August 8,
1996) C'lntlrconnectign Orft(). However, the Commi..ion maintained that fLEes should
conttn_ to recover certain nort<ost-Nsed interstate IICcess charge revenues for a limited time
to avoiGl hamung universal service. Id at para. 715.

WNIe Conpa created diltinct obligations for ILEO to unbundle network elements and resell
local MrYice in its entirety, ..Section 251(c)(3),(c)(4), the Commissione~nd_ these
obUS_1ions to pennit new entrants without any facilities to take advantage of either methoct
permitting the combination of all unbundled elements to offer complete telecommunications
services, including exch4anse access services. Interconnection Order at para. 329-333.

At the same time, the Commission has also determined that when lLECs resell local service
pursuant to Section 251(c)(4), the 1996 Act requires that lLECs continue to receive access charF
reverlUtN. !!L. At para. 980. HoweveT, with respect to unbundled network elements, the

.Commission determined. that telecommunications carriers purchasing unbuncUecl network
elements to provid.e local and exchange access services are not required to pay federal 01 state
exchange access charges, except for the carrier common line charge and a charge equal to 75%
of the transport intmconnection charge until the earliest of 1) June 30, 1997; 2) final FCC
decision on universal servi~And access reform; or 3) if the fLEe is a BOC authorized under
Section 271 to prOvide in-region inbirLATA service. Id.•t para. 720.

Thus, because the Commission has aeated the opportunity for new entrants to bypass some
level of access charps in the interim, and aU access chlrgt's within less than II. year, throuah the
purchase of unbuncUed. elements, lLECs need to be able to implement offsetting reductions in
ra.... for services thid be.r implicit support to rem4fn competitive.
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. """,.....
Competitive bidding can be used to introdu.ce a competitive market mechanism into a
traditionally cbed. Iy.tern of universal service Nndinl. AuctiON can determine the amount
of ..,,-rtJ'«eiwd by a carrier wtIliRg te meete«t-. oW.ationl. A~ an far likeUer to
........oub1eand. co..-ttvely-neutr8l wovl*WI.II""'''' .....
I",••, wilJ\Otwerk c ., nJI\ a'" in
w it CWy wtcw.n woWctbt,.,... to MCIltiw Ufti MI9Ice~. kt, ,U
qaabtiecf carriers, includinl incumbent LEO, would have the opportunity to 10M or withdrMV.

~
State commissions should conduct auctions twice each year infti4lly. Carriers may nottly
.... 90 clays in advance of MCh auctioa ... u to the CeN\II Block Croup(') on which
they intend to bid. This notification will place those identified I1UIrkets into the next auction
round. Once a market has been subject to a completed auction, it will not be re-bid until the
carrier of last resort's obliption and a minimum auction interval have been achieved.

a

I

~ . ,
~" ........ ...........~ L............ ~ ..............

t. The wfJIninS number of carriers must be balanced against the amount of support
Nquired to fund those carriers in a given market.

2. AU winners should receive the same level of support.

3. Complicated auction designs should be ruled out given the use of sma..1J Census Block
Group IflOgraphic areas.

4. CoRuioft should he guarded against, especially ir\ the event of only two irlterested
bidders.

S. Bidder quaUfkltions are important to consider in advance of an auction, given that
bidders are assuming an obligation in exchange for support payments.

1. Encoura. competition both "in the market" and NEor the J1'W'ke~ to encourage earners
to provide innovative and quality services to consumers.

2. Have the "winners" be the carriers for whom the actual cost of providing service is
lowest or who are willing to provide service for the lowest level of support.

3. Constrain the amount of support payments required.

.. ....---,..•".""
1. Incorporate notification mechanism (above.)

2. State cOJlUl'rissions establish a maximum support rate baed on some multiple above
.c:tuaJ, estimated cost in order to accommodate situations where the initial COifs are
under-est:imated. Excessively low limits would discour•• others from considering
entry.


