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mechanism. which conforms to PCC rules, is experieaciDg expected srowth in fimd size aDd it

properly tarpted.

The FCC releuec1 a Sta1fPaper in Augult, 1993 that called for the continued

preservation ofUDivenal aervice. The PedenJlState Joint Board mel the FCC addr-.d the

current size o£the UDivena1 Service Fund (USP) by lItabJiahing a mdexed cap on the Univma1

Semce Punci in 1993.

As a reIU1t oCtile iDterim cap, NBCA filed revised rateI on Jmwy 14, 1994, to be

effective February 1. 1994· JUDe 30, 1994. The Univcnal Scnice FUDd Iize UIiDa the indexed

cap rem1ted in paymentS ofS72S.3M for 1994 verlUllIl amount olS744M IUbmitted to tho FCC

in October 1994.

On May 17, 1994 NECA submitted to the FCC itt report ofpraublcribed..tar !XCI

qualified u USP payers. n.. data ,... Sled ill CODjunctioD with NBCA'. USFILA FiIiDa to

revi. Life1iDe A9;eace ad UDivtnal S.-vice Puacl chIrpI biDed to IXCa. Tbia" leta

tho. chupI at $.0901 ad $.4295 per line. re8peCtiftly, 6ctiw July 1, 1994 tbraush

December 31, 1994. Tbia reprDlelltl a net decreue per IUbIcribIr 1iDe,. QIOI'th all.DOS3 &Om

the combined rata then in eBcct.

On september 30, 1994, NECA submitted NUtI ofiD 1994 USF Data Collection to the

PCC. ThiI report conttined ,....ofexchInp cmiIr loop coItI tar the period enctiu&

~ber 31, 1993 II'Id estIblilhed biIh COlt c:ompmy ex:peaaeldjuttmMt leveIa for CIIadar

year 1995. W1th the i1IteIim cap on powth for the high COlt 1bDd ItiI1 in e5lct for 1995, the total

fi.md size wu increued to $749.2 miDjon (1994 fiJnd .. increued by 3.28 pIr'CIIIt to reSect

growth in liDes). AbIIIlt the cap, filndina would have bem $777.4 miIIi,., aa iDcreue of4.8
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percent over till prior yeu'l uncapped level.

Numerous other interatcd emities inc1udiDa MCI, MF5. Teleport, AT&T, SWBT,

USTA. NAllUC have publilbed papers reprdiDa UDivenal acmce __. IJItemct on tiDe

discuuiODl oftbis iuue are a1Io aoina on at tb8 BeatonPoundatioIl ad the UnMnity of

Pittabursh. In October 1994 the TdepboDe WnRry Ana1ysia Project (TIAP) reported out the

papes: Beypnd Colt ADo••; Bcmbnwk Syhtjdy MGtbgd. The purported purpoIe oftbi.

Project wu to provide information to IUpp01't the developmmt ofaItemative telecomllUlialdQIII

policies to meet the needs ofJtIkehoIdIfl in In cmiroJImIat that indudes COJDFCitM ad DOD

competitive marketa, fed..a ad state RIP"1t'Yy juriIdictiona. ad to produce rell:lf'Ch lad

analysis which will ...policy makcn ill -Irina mtonned dlcilioDl. The nAP iI.fftljatect with

the Public ReIeIrcb ca., Co11ep ofB__~Olliwil., af'FIodda. Prior to

1993, the project wu bown u the AltamtiYe CoItina MedIoda Projecl Priwtc indulby

provided timet"" hal contiJIae to IUPPOft the project tium ,ar to ,-r.

On November 17. 19M, NBCA IUbmitteeilWiled USF ($0.4335 per pnmbIcribed IiDe

per month) adLifeline Alliltlnce ($0.01481*~ liM ... manth) ndeI to the

CommiuioD to be in e&ect for the pciod Jauary 1, 1995 tbrauP JuDe 30,'1995. :nae......

permitted to become dective JIIIUIIY 1, reduced the combiDed chirp to the quaIi6ed

intema;bt,. cmiItI bylO.oo13,..~ line per month

NECA IUhmRted ita .,m.nm" nMaiaft to OSF ad LifeJjM AlliItlnCe cbIrpI OR May

17, 1995, to bedr=tiwlfbrtbeperiodJuly 1,1995 tbrouP Del.wnbw 31,1995. The propoIId

cbanps in ratelI ofSO.4214 forUSP ad $0.0936 forLifeliDe AMi".",. would tbrtI.- reduce the

compolite chatp to the interaclMmp cameo by $0.0033 per IUbICribIr IiDe per month.
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On August 30, 1994 the FCC issued a Notice oflDquiry (NOI) repnliDg High COlt

Asaistance. Comments were submitted on October 28, 1994 ad reply comrnenu on December 2,

1994.

Approximately 150 parties filed in this docbt, with a wide VIriety ofviewpoints

repreacnte:cl. Tbere wu pneral agreement that:

1) A comprehasive review ofall UDMnal terYice i..., indudiDI implicit IUpport, is
needed;

2) The definition ofUDMnal avice should DOt be expanded; ad,

3) AD providers should cxmtribute to UDMnal .w.mpport.

While smaIl local exeJumae cmim (LBC.) believe the cuneat USF worb weD IDCl requirea
no tunclanu:ntll cltmp,~CII'rien (IXCI) felt tbIt the USF wu too large, aDd

Some parties felt that Price c.'Tier 1LBCt IbouId be iDelipM1br hiIh COIllUppoft,
while otben~ that aD providen IhouId be ...ole.

In the AupIt 30, 1994, NOI Oftbe FCC a1Io IOUPt ClOIIID*t Oft the elfectiveaeu IIId

efficiency ofthe USP ad DEM mecJmrillN. aDd the mamw in whichP.-t 36 rules .... ued to.
provide iDtentate IIIiItace to LECa. ComlMQtt wen due October 28, 1994 and nspJiea 011

Dc=nbc:r 2, 1994.

More thin, 144 parties filed COMan.... ill tbiI proceed".. GeDerIIly, the regioDIJ beD

operldDg compIDi_ (RB0Ct) arpecl that the PfO'lC'&'diDI wu too limited and DeedI to addreu

therefore recommended that the Pee initiate a compRhenlive proc-'m, to iaYMipte 111

f\mding mechanimtI. The IXCI arpecl that thII arowth ill biah-coat ,Hi.lace it ex'*live. and
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should be colltl'01lecl throush more tarptecl approaduls. They aDd competitive accea preMden

(CAPs) supported the ccmcept of. voucher tyItan. Mally small LBCa IIIClItIte ,."eton
presented ItlUcces_tl ofthe US" notiDI that policy it workinJ.~ 1110 maintained that

IUpport Ibould be determilled on tM bail of ICtUII co...

On December 1, 1994, the FCC iauecl a JlllDdeto1'Y UIIiwnIl s.vicc FWId data requelt

inDocket 8()"286 to aD teIephoDe compaaieI that proYicIe tIItlpbc8 -r:Iwnp aenice. The

purpOIC oftbe data recru-t it stated to be to -CIIIbIe the CGmmiIlioa, State rcplatory ...,.a

lEC.. IXC.. and other imerIIted partiea to eerinwte the SDmcial etrecta on vuioua ....nee

mee:benillDl-. Dependilll on cert.m qlJ'Jiftcatinns, the completed,. 1 tbroush 4 oftbe data

requeIt Be due to the pee OIl February 1, 1995 1lIIJI0l Mardll, 1995.

0Il1u1y 13, 1995, the FCC .-...d a Notice otPmpoaed JbPaDIIrinI (NPBM) ad NOt

propoliq reviIica to the FCC Put 36 jurlldictioDllllplDtiOM ruIeI reprdiIw biIb COlt

uaiItaDce mecbIDiImI. SptlCi&cdy, tile PCC req.-.a COIIUDClIIt OIl .... aIteImtivee for

revisina DEM 'M'iahtina IIId USP ru1eI, incblCBnalUdl ideal • mocIIcaticm ofcurrent ruIa and

tbreIholdl, COIIIbiniDI the cumat PJ'OIl'IIIII. ......proxy&ctor.,..., IDd _lace of

high COlt credits. The primIry focuI o£tbe alterDatiWI wu to n:duce the "1IDOUDl of'bish COlt

support provided via DEM W"iahdnI aDd USP mechIniImL~UIIiwnIl Service

support to addrw the1Irpr...oftbc IIIIOUIIt attbe c:urIIIIt ilftl'kit support flows embedded

inLEe rateI, wbidlanlUbject to CI'OIion by CfI!II'CtiYe fbrceI, wu not lddR.ad in that

docket.

Approximately 175 parties filed col!ll'Mfttl, wbich were due OCtober 12. 1995, in dU

proceediDa. lleply commcntIare due cmNOYIIDber 12, 1995.
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Approximately SO parties filed reply colDllleDta on November 10. 1995. Subsequent to

that, several parties have filed ex partes contaim"8 data ana1yIeI in IUpport oftbeir positions OD

the NPRM isaues reprdiDg the USP, DEM weighting, prmdes, beachmlrlcs, etc.. It wu ciurina

the~ ofthe8e ex parte presentations that the joint spcmIOtI oftbe first beach marie priciDg

model filed that model with the FCC ad JoiDt Boenl.

On December 8, 1995, the Docket 80-216 loa Board iauecl a RIJco"mtefided Decilion

to extend the interim cap on USP In additional 6 montht uatillu1y 1, 1996 which was accepted by

tbeFCC onJ)ecemberl2, 1995.

Many parties apeed that a reworking oltbe curreat Pm 36 aapport mechuilllll, upon

which the July 1995 NOl was baed, i•• comntendtble uncIauIdDa. :H.owew:r, molt LBC..

service issues. Some other more predominant coma'''' DIldo were:

Stat. commentecl that they WIJIt to pJay • major role in ttdmini.... the aapport AmdI
(other parties were _mto"silltic about State diltributiQll oftbe iUndI). Some States
disagreed, however, on tile Ute IDd~ ofpmxiea IDd bip COlt creditI.

IXea, compedtiYe ICCeII provicIcn, ad cable TV pmvidm ......,. aqpaed for the
elimination ofDEM weishtillllDd Iarp euta in USP support. LBC. pnenJly arsued the
oppoaite.

LEes wen split OIl the UK ofproxiel.

On February', 1996 the PreIiclent IIiIMd iDto law the CO(ll",mieationa A1:t of 1996.

Thia act chIDpd the coune of1Jllivena1 service acaiYitieI. Thepee on March 8, 1996 relellId

and NPRM on uDiverlal ieMco and establisbed a new Joint Board in DockIt 96-45 to review the

universal service issues under tile D8W act.
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Most ofthe papers IDd party poaitiona reprdinl UDivenal.mce, incIuctina those

included in the worb cited here in, have bem polted on the Burgy and ReguIItmY MattaJ

Information Service (ERMIS) Bulletin BOII'd (517-182-0021 or telDet ennia.state.mi.ua) IJIIlDAPC'

by the staff at the Michipn Public Service Commillion.



CHAPTER 1

UNIVERSAL SERVICE CURRENT EVENTS

The EVeDtI Post 1996 Peden! COlDIDuDieatloDl Act

On February 8. 1996 the President Iiped iDto law the CO!l!mnnjC'ricml /v;t or1996.

This act chanpcl the coune ofuniva'lll~ ICtivitia.

Section 254(a)(l) aftbe C.omm"nieatioDi Ad., u """"Cfed, ra(UireI the Commiuion to

..institute aDd refer to • Federal-State Joint Board UDder IfICdon 410 (c) a proceediDa to

recommend chaDpI to any ofa I'CllJletiODI in ani.. to implClDClllIlCtioal214(e) ad [Section

2S4], indudiDI the definition ofthe IerViceI that Ire IUppOIted by Pederal uaivenallCrVice

support mechanisms ad a specific timetIbJe far completiaD or IUCh ncomuaadl&iOlll.•

The FCC on March 8, 1996 re1eued adNPRM OIl~ .-vice IJICl eltlbtilbed a

new Joint Board mDocket 96-45 to review the uDiwnallCfVice i...UDder the new act.

The Joint Board in CC Docket ~216 IDd DOW iIl96-4S have COIIIPi*la ectensive

reconl ofpartieI CODCInII OIl how uIIivc:nI1 .w:e IbouId be ftm""'. VIriDuI opdoaa have beM

put fOrward for determiaing what Ihould be 1bDded. Some oftbole optiOJll are: IdUI1 colt (% of

cost OVf6 a specified 1IDCNDl), vouehen CUItOmIl'I, models (Bench Mark Coat Modell (BOdl),

Bench Mark Colt Model 2 (BCM2). Hatfield Model (Hatfield) aDd Colt Proxy Model (CPM»,

9
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and customer discouDIa (lif'eIine 1, 1ifelinc 2 ad linkup).

The Mlrch 8, 1996 NPRM states the FCC'. initiatM to 1) define the services that will

be supported by Federal universal service support mechanilma, 2) debe thOle IUpport

mecbaDisms, 3) otherwise recommeDd c:b'''P'to curnat resuJaUona to imp1emIaIt the unMnal

service dilectives in the 1996 Act.

The NPRM _forth IIM:Il priDcipJeI enunciated in Section 254(b) oftbe 1996 Act for

estIb1ilhiDs a mechanilDll for collectiDs and diIuibutiDa fimcHna a-ntial to acbieYe the uaiwnal

service goals. The JOlla identified were:

1. the concept of·quaIity 1S'ViceI. utiIily ofperJbmaIDc::o-b JDII"fW'WItI to
eva1uI1e our 1UC=U in~c... thatCo~ objective to IIIIUI'e that quality ..w:e
be aYIiJIble It "jUlt,~ and idIbrdabIe ratelll;

2. falter ICCeII to Idvaced telecomlft"'icetinna IIId iaformltiaD ..... for ·anreP
oftbe Nation;

3. COIIIUDltIfI ill "1W'Il. iDauIar, ad biIh-COIt ...... ad "1Dw-iDcome~" should
have aca:u to "telecollUliulladoai ad Jafbmlldoa _ficII" tbat _ .~
compuable to tho.1Inica pr'09ided in urban...." I:Illipl ofthe fbnh8r .lIative
m-t to "acceI.- rapidly private leCtOr~ otldvlnced.... to III
AmericaDa;

4. IUppOrt IIIt'dwimw b~ ....ad IbouIcl JUide .abrta to eltlbtiwb1llOle
mecbaniIma thraaJhwhich....... tjel to ...... tileUDiwnal-va....wiD be
collected ad diItributed. ThiI aIDa tbr llequitlble and amHiiCIjminatOJ)' cOiItlibutioftl:
trom .11I providers ofteleQ]+8iI.mj''Iti"",~";

6. 1Ie111M"h1y IDd eecondery ICbooII aIICl~ t.lth CII'C providIn, _ IibnrieI
should have acceu to IdYIncId~..w.; IIId

7. SectioD 2S4 ofthe new 1eIieletion lUthoIizII tbe FCC aDd the Pedenl-State 10int
Board to bile unMnal ~cepoIideI on "[I]uch ott. prillCipltI u [dI8y] dcteauD In

........ry IDd appropriate b the ploteetiaD ofthe public intenIt, coa'*lience, mil

.....shy ad are CODIiIteDt with thia AtL•
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The NPRM also asked which aeMcea should be IUppOrted, bow to imp1emeat c:xpliat

support mechanisms, how to determine affordability, how to calculate the "lUbaidy". the use of

colt proxy models, the appropriiteMU ofDEM weipting rulea, bow to defiDe .-vice IteII, aad

specific recommemd.tions tor low-income CUItOmer aupport • iDcludiDI toll limitation aervices,

Lifeline and LiDk Up .America programa. CommfJllti were mbmitted on April 12, 1996 ad reply

coJDlDlDtl May 7,1996. It wu in reIpOJ1IfJ to this portion ofb NPRM tbat propcments ofthe

BCM and later the Hltfield Model propoNd that tbIIe moddI be UIfJcl u • substitute £or book

colt in order to determine elil'OUity and IIDOUDt of IUIJpOrt provided for \IIIiwnal service UDder

section 254 oftbe 1996 COIDIDImieatioDi Ad..

Approximately 250 parti_ provided CommeDll to the NPRM in the muowiDg areas: (1)

goala aDd principles ofUDiwnll support mechlDillDl, (2) IUpport tbr rural, inIuJar, and m,h-coIt

area and low-income COnlUlllell, (3) support for ICbooll, IibrarieI, ad health CIn providcn, (4)

enhancina ICCIII to advancccl ....for ICbooJI, 6brarieI, IIDd heIIth care providIn, (5) ott.

uniwnll ..-vice medmnillDl, ancl (6) adminiIarItion ofIUppOIt mechIDi... Althouah molt of

the puties agreed on the ..s far \IIIiwnal .... IUpport theIe wu DO cIeu cut lOlution to'the

W1iver1al .-vice problem. DiIapeemaat aiItI over ICOpe oldie~ iDi:erDte only or both

interstate IDcl intrastate, ad the metbacl UIed to detIrmiDe the Iize of the fimd, with

altemativeI ran...hm aNIly distributed COlt buia to I01DCI form oftotallCl'\'ice loaa-nm

incremcntIJ coati (TSUUC). While molt pIrtieI asree tbIt UDi\cal1avice abouId be fimded on

acompetitivdy neutral bail. altemati'veI for the 1\mcfins bail iDclude total nM:IIUeI, total retIil

revenues, intentate only rewauea, IIId totI1 nMIIIUeI - aet ofpIPIfJIItI to oth8r c:arrifn. Support

ofeducatiOJlIDd health care i. pnenJ1y mpported by the partieI, but \'lit cIiffeaeac:ea exist in the
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On July 3, 1996 the Common Cmier Bureau, It the requeIt of the ltdoftbe Pedal·

State Joint Board, iuued a Public Notice MqUestin& cements Oft a lilt ol72 questions. TheIc

questions related 1)DefiDitioDI Iuues. 2) Schoo1a. L1'brarica, HeUtb CarepnM~ 3) Hiah Colt

Ftmd, 4) Proxy Models. 5) Competitive Biddift&, 6) BmMmarIc Colt Model (BCM), I) Co.

Proxy Model Propoted by Pme TeleIia, 9) SLCICCLC. 10) Low·1ncome~ and 11)

AdmiDiItratioa ofUDi\wul Service Support. COIDIDIIID WIn due on AquIt 2, 1996.

On Juty 10, 1996 the Common cam. Bureau, " the request ofthe ltdoftbe FederIl

State Joint Board, iauecl a Public Notice requeItiDa fiDtber CiCIIDIDmt OIl COlt modeII. COIMIaItI

were due on August 9, 1996. S"'''lftIrieI oltbc commeaca related to pms:ieI are COtll,iMl

later In tJdI 1JIPCr.

The FCC Sd'iaa1ed data request letterl OIl Aupst 2. 1996 to the IpOIIIOI'I oltbe

diffcrc:ot proxy model.. The 1tIttIr calls for repIieI by AupIt 16, 1996 to be filed in the record

and provided to the loiDt Board. ~ oftile wridDa ofthi. paper the coma'" haw DOt..

filed.



CHAPlER2

ANALYSIS OF PROXY.MQI2E,LS

not delipelf for pricma. COlt aD"CIItionIlIId ..... req\IiI dt&iIwiJlIdoIlad 8VeD the

belt ODe oftbe modeII it .-iauIly kwecL Tbe ,.1atmy waddDa with the 0DJIIPIIIieI•.
have identified a"or~praxieI thIt could~wort. n- id..

ICCOWIt for die many....tbrm the beDebmut COlt model) (BCMl) to berdIIMdt COlt

model 2(BCM2). May pII'tieI dtiJl bIIi8Ye tbIt praxieI, while thecnticaIly p«""I"b1e, will raPre

considerable tea... That IdditiaIIII teIdD& IDd IDI1yIia will not be dOIIlI fbt ICJIDe time.

Tbe ....,. and comnw.tI to tbftowwiIllaa ..imIriIY onllCM2 which iI copy

14
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fOT this is that BCMl hu been withdrawn by its spoDIOJ'S from cansidcntion, the CPM model bas

not been provided publicly (the data and pe:rhapa the model Ire ccmfidcnti&1 and proprietary) for

compreheDsive analysis and therefore only perftmctory review CIIl be made. We have not devoted

much discussion to the Hatfield model heel',.., a fairly pnslimiMry -.tyIiI oCthe model iDdicatel

that its resultI (u shown in chart attache!') deviate 10 sreat1y &om aetuaJ eoltl that the model

can't be tUm .mously at thia time without detrimeDtal e&cu on the aurent PIOViden of

tdephou aerviceI.

PlQxw..s
Anumbel' ofpartiea inclucIiDa U.S. Welt, GTE, Pacific Til, MCI, AT-tT and othaI

advocated the ute ofIOIIIC kind of& proxy method, at leut U I tpnwjtjanaJ IpJII'OICh, to

determine the lewl othiah COlt fbftdI that Ibou1d be In",..., to Ill)' pea poanphical ateL

GTE nICOmmeaded thIt the proxy method ahauJd ultimately be repJIced by • biddiDa meclmrism

NuJD.oua othtI' putieI recoJIIIDaIClec njectioD ofthe UIO ofproxicIlIleaina tbIt DO system of

proxi. could ICCW'Ilely pndiet hiah COlt.

The primary,... proxy methods are deIinbIe jncIude the &ct.that they are ..

SUIOCPtible to manipulIDaD tha '1Iook~ bu.t1badl, the &ct tbIt they 118 more compaUble

with &competitive~ becIu. they CD be UIed to beUIr tIIpt CUItOJIWI in lOme

study..UDitI tbIt are IdUaIl)' hiP COlt ad the fact that they IIC IlIOn related to the COlt of

providiDg .-vice in the fUture beca1'. tbIy are DOt tied to ,.. (1IIIIMdMd) COltS.

The fint proxy method propoeccl by U.S. Wilt was baled primarily OIl dIDIity per

square mile IDCI distance oftile subscribers fi'om the wR ceater u incficeton of'hiah COlt. u.s.
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West UIed its proxy method to determine the COlt for IICh CIIIIII. block. It then propolCd~ use

thOle costs to determine eIigibiJity fbr Hish eolt Fundi on a cenIUI blodt by CCIIIaII block buia.

U. S. Welt teIted the ICCUI'IC)' ofiu proxy approach by cornpariaa tile COlt~ UIiDI the

proxy to the COltS derived using • model dcYeloped byRAND. 'I'hcR WIn problema with both

the IUbItIDCC oCtile U.S. Wat model and the IMOIW by wbich it it teItecl by U.S. W.. us

West aareed that tIae were prob1eml ad major modi8eeriaa1 .... required aDd .-alted in

BCMI model beiDa developed.

The primIry deficiency with the firIt U.S. Welt model WM thIt I8VWII &aon other

thin dcnIity and the diItIDCC QIItoIDWIare from tM wire 011IIII', ..,.,.. to ccmtribute more &0

lUIY gMm area -villi hiP COlt. An egminatjQD ofdata proWled by .... compIDieIUIiItI the

U. S. Wilt model for locatiom ill tile midweIt IbowI tbat the fint u. S. w. model whidI wu

solely baed OIl deDIity ad ctittenee from~ bad little Correlation to hi'"COlt. AD

examination ofItudy areu havina limilar book COItI but cIiIiIrad ....ejtiee~ cItmoaItrateI

thi. fict. InitW eamiaat:IoIl by many putia nYIIW tbIt ott.~may be cloIely

related to coati. One &caor that IPIJeIIed to haft aJI'IIt GrICt OD COlt iI the topopaphy oltbe

area bciflllClWCl. Some other!aon tbIt 'Mft idamtled niated to «WI.hiP COlt

include tbe Iize ofIe1'YinI wire ceatcr, rom .,..bDiIy, dNa. die Ira i.1erwd by ID

Rural Utility S...borrower, the..', diItIDCC from I fairly Iqe popu1tDaD CIIIlIr, ad

viDtap orfiCl1itJ•.

The U.S. Wilt tell fbr ICCUI'IC)' ala.. pI'OIt)' metbod WII probJanldical because its

proxy based COItI were 'DOt compand to -.,..- or "embedded" costa but were compand to ott.

proxy derived COltS. BecIUIe the 1lAND costa cleftlopmmIt model COIItIined~ IIID8 primarily
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depeadant variable u the u.s. Ws proxy (denIity) it wu DOt IUr]JriIiDa that the proxy appeared

to correlate with the ·coltS" that are developed Ulinl the RaDd model. Many parties reviewina

the tim study advmced the position that In order to detelliaine whether • proxy &ctor is Ullble it

must be compared to book coati or other "real COltS" developed UlinllIOIDfJ primary depcndut

variable othc::r than the one UDderJinl the proxy itIeI£

The GTE propo_ a model that 1IIId proxies fur sub-study Ira units u a trIDIitioDIJ

high cost ftmd allocation metbocl. Itl method propoted to "cotnJCt" for~ ill the proxy

method by using a fActor to "true up" the IUIIl ofthe pnmy deriwd COlt tor all the cenaJI bloc*s

in a study..to the book COltS for eIdlstudy IRL That &oz. fiIctor would tbal be UI8Cl in

the fiJture to acljult die proxy cI.md COllI fbi' any ....Idy..uait.

The deficiency with thi. method it the act that the awnae I'Ido betweca tbe IUDI oftha

proxy deriwd ceaIUI block COItI aDd die book coItI for the eatire ItUdy..will DOt likely

repreICIlt the ratio of lIlY sMn iDdivkIuI1 ....bIocb to ..book COlt ualell all the .....

blockl in the study Ira are bomopneoua. '!'be more ItomopMaut astudy.. is. the mare

tIuiDg up usiDI the GTE DWthod. wiD .... oventate ar UJIdentate the COlt fbi' IDy giwft ceniua

block.

GeDenl Com••ts OD the AppUeatioD of Modell

The mocIeIa _mate COlt on atotal acrvice UDICpInted buiI. The mocIcII .. prupolld

by moat parties far the pmpoIe ofdetennl"i.., what partioD ofUDMnal -W-1UppOI't fimd

should be supported throuIh die Feden1 pia. The IIIOdeJa UIip aU loop COltS on &1JIIIePII'Ifed

basil to diIJtmae lines for the purpoIe ofchootiDa .. appropriate level ofthe Federal aifordabiIity
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benchmark. While tbia may be appaopriate for the purpoae ofdetamiDiDa the need fbr Pederal

univenal..w:e fimds. this lime methodology IbouJd DDt be used for the purpoIe ofaettiDs·

either PederII or State rateI for Illy ICln'icca iIJdwIiDJ JocaI .... terVicc, eYal if'the moclela

were perfect. The model. aJlocGioD ofall loop COItI to local"'np ..w.may 1110 be

CODtIlJy to admonition iDlICtioD 254(k) ofthe At;t wbich doeI DOt penait the IllipallCllt oraD

joint coltS to aerviceI receivina UIIivcnaJ. ..me. COlt IUpport.

The proxy models do Dot ClIpture UDiqae~ 1IIGb..: aJaei-. perma&aIt and

ice cdfecas; the lick ofroad syst8D; limitatiolll pIIcIcl OIl ...... traDlpwblUcm ancl 00IIItIUCCi0ll

due to Arctic ccmditioas; ad hiP labor COItL IfaprO&y IIIDdIIl is used. then Iel.amodel tt.t is

souDd fiom ClDliDelriftS_d eoonomic perspectivea. ID this nIIIfd. bodl tile BCM2111cl aM

modeJl are .uperior to die~ BCM mocIeI ordieHatfield mocIol BCM2 JDGCIelIDd the a9d

model miPt be merpcl into aliDale model tbIIt may haw ,.atll that man c1aMIy 1IIp1icat11

aetuI1-am....aDd. built COItL

The Ute oflCtUll ........or tub wiN....__reftecti!w ICtuIlICI"YiDI

topo1opI is piefinb1e to CBGI. The proxy lIIIthodalOlYIbou1d IDJdy • ieoJrapbic ana which

matdwI the ICtuII network deIip fbr wbich COItI_ iDcurred. SUa die Megderd upon which

the pnmy modeIJ _ beiDljudpd it tbeir abDi&y to nphI:e ICtUa1 costa. limplyute IICUIIl book

costa may ItiD be prdtilble IIIlIIIImId Ilwaya be UIed u • tilt by which to eYIIuIae model

reasoaableD8& Uai\wul ..va IUpport IbouId be __ OIl boot COItI1JIdi11UCh tilDe u •

workable model am be dfiIIopId.

Rmal oompai.1bould be allowed to obtaiD UIlMaa1 Mnice IUpport bIucl GIl acDal

book COllI iDItead ofproxy COlts for 1M time beiliS. .... IIl'CD ill the .....models could
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endaqer the continued ateDce ofUDiversal service in rural_ aDd coulci impIrably impact

the public health md wel&re ofpersons reeidina in those areas. Purther more the At:t requiremem

ofcomparable service at comparable z.- could be seriouIIy 1DIdermined ifunproven proxi. are

employed for small companies in Nral &l'1li. Rural compaDi. should tlUSitiClft 011'afbook costs

ifand only if it can be demODltnlted that the models Nftect the COlt ofsmall mmpui. ad if

there are su-mljned waiver procodunl to UI8 alternatiw metboda.

Until the vmoua iDputa to the mod. can be demoNtiated to haw a direct oorndation to

cost ClugJity and its mllnitnde. proxy models are not approprils:e far detIrmiDiDs priceI. All tile

models are replete with unprown auumptiona and ficton wbs'e the NIB" of'tboIe &ctcn to

cost Iwve not been dcmoDItrated.

n.e is a cmam with the f£ct tbat all the modeII CODItIuet III opdmII networkwhich

is wneliltic and impouible to create in the r-.I wurlcl. Por nemple aD dlllIIO&Wa "JIM that

all portions ofthe network: will be built ailllllJtanmully ad winllOt DeC .11Irily meet actual .-vice

demands. PurtbIr men 111 the mode1a 1DIb 110 pnMIioD for leu tbIn opdmaI....ntiea which

are experienced by 111 opantinJ telephone c:omplIIIia. PIihn to mcoaaize theM _ externIIities

and network delip c:ofIiItIainti wiIlllerioully UDder MtDnate COlt ad pouibly IDIb it ;iiq»anIe

for companies to be able render dbrdabl. reliable ttlepbaDe .w=e.

The VIriauJ proxy COlt models that have been IUbmitted IN paaJly quite cnmpler..

bavinS variable inputa, __ ad calca'mc,., adlMithlr -JfI1c:jent time nor IUt1icieDt

information !hoot the modelI hal been provided to pedbmla clltliJed review ofIlly ofthem. Tbe

wide disparitiea in the modcJst co. outputIlUpport pertieI poIition that UI1iwnIIICn'ice support

calculations Ihou1d be buecl OIl. eJilible CII'rien aetuaI COltS for the time..UD1i1 better
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models can be deYelopecL Furtha'more ifmakinl a workable proxy tumI out to be more

complex than reviewinJ or designing facilities and priciDg tbfm out, theD the e:tbt to do this

should be reconsiclered.

Proxies Ibould be judpd on the fbllowiDs criteria:

<a> euy to ICIminjlterad IimpJa to implement

(b) reamwbJy re8ect IdUaI COItI in order to eDUe that IUPJ'OIt iI -.dlicicnta

(c) appropriately relate COltS and mpport 1eYals

(d) reflect COlt difFer..that .mnaUy ealtpopapbiceIly by LBC

(e) compliance with the llUbltentive requiremc:nta oIthe 1996 CommuDicatioaI Act

Proxy COlt mocIeIllhouId~ tile fbDowiDI c:riIIria:

1. ModellhoWd be publicly available ad euy to wada....ad opa_.

2. Inputs ad outputslbDWd be ........

3. The D8twadt d_ped by ...madellbDuld be capIhIe orevoIviDI iato a _wortwhich
in th etbture can pnMde liPquality wi=, data ad video .me. to die extent • required
by the 1996 Act.

4. The moclcllbould ICCUI1IteIy !diet the eI wbidl it purpana to nrIIct.

S. The model and itI..,piraticm to tile tal atlqlH=olt MippoJt to IpICiIc
aeoaraPbic Il'IIIIhouId.... the cond1IJed proviIkm ofdbnIIbIe buic telephone
scW:e IJId oncoanac the etItMJnt ewludOll af'1ocaI c:ompaiticm. .

BeDcIa Mark COlt Model

The SawI mtheBCM include:

(a) the auumption that an houteholdl ae IVIIIIy diItributed throuabDut tbe CCIIIUI

block group in which they are coataitwd wu partially i-neW by IbriDkiaa the cenu block
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group sqUlnld size but is still a problem heanlO it ItiU dae. not reflect the actual pJaat

conatrueticm to meet demmds for customerI who'I locations are UIUIIly IOmewbat c1uItered

around certain serving areas ;

(b) UIeI cenIUJ block JI"OUpt which in IDIDY CUCI do DOt repreICDt the way POFaphica1

areas are MIWd. LEe networks are constructed and, hau:e COltS iDcumd, on I wire center or

servina area bais;

(e) many ccmul block FOUpllre auipeclto the wrona win center or to a 'Wire center

phylically Dot capable ofreaderiD& ...nee (ie. Aaou a hip JDOUDtIin or on tile wrona aide ora

body atwater).

(d) In the BCM, alpin i. ued to dewIop loop Jqtha IDd CIbIe'" thc:Ie iIIputIaro

not apJained or verifiable at thiI time.

(e) BCM2 \Uiy underwtitilltel the impIct ofloop lqdl C"leecI by 1Iape. The

mapitude oftbe I10pe IlUltipk is DOt IIIJe enoup, it IhouklJarae enouP to coavert tile poUlt

to poiDt diltlnCe calodated in the model to route mileI ofp1uIt.

(f) The modeIa ploporu:Dta need to provide more cIoamwAtion about tbIir modcII..

inc1udina data IOUtceIIIICl speciSc aJaorithmI Ix' arriviDa at IICb ofthe ....-de&ned iDput YIlues.

(a) The JWitchina coItI UIed in BCM2 are DOt appropriate far run! areu when

customerl must be __ by very ..u IWitchea or remote. Recommend tbIt per line switching

costa be modeled for nvitcbeI bavina..thin 100 lines, 100 to 500 JiDeI, SOO to 1000 lineI,

1000 to 5000 IiDIlIIDd SOOO to 10000 liBeL

(Il) Tbe higher COllI ofoperation ad JnIintc:DaDce ill remote... are not Nftected in



BCM2.

(I) Ute of. R*llystem to det«miDe where houlCholda are .IIID. that if'there arc DO

T'OD the are DO people. That il incorTec:t.

(i) BCM2 caps loop COltS at $10,000, ..uning that wirelMI would be UHcl for ....

with costa above that. ~,it may be impouib1e to .-wi thole people with wirelea .-vice

due to teelmical, eavironmentaJ or lopacal problem&, iDcIudins the IIcIc ofelectricity.

(Ie) BCM2 alto ..... the ... trafBc factora cxiIt IIIdcmwide, 8Y8D tboup the

DIture oftrdic is lipiIamdy di1rennt between IClViDlmulrOUlld die c:ountry.

(I) BCM2 doll DOt att-npt to model ipOQi& iD&Irot8ce IIItWOrk COItI.

(m) BCM2 pilat spriflc ."'1.1 COlt &aon..1cnNr tbIIl the ADdIS &cton in. SCM.

1'hlft is 110 dommentatjon b' these lower fictarI.

(8) BCM2 incIucIeI raDDte~ wIIich is an uiipUn....owrBCM. howeYar,

BCM2 merely p1lcea remote accordiDa to CLII'l1IJt practices ratbcr tbIIl "«njn;... where a

nmote ahouId rep1lce a ImIIlItIDd I10De UDit.

(0) Tbe model ••UDM IqUIN C8GI which UDd.- _i"... the loop COItI to tbe~

the CBGa arellGtlqUll'8.

DeIpke the filet that BCM2.. to be madHIed IIIdjuldild • ........, to make it

UIIbJe for even biIh COIlImd detern.b••purpo-. it iI, in~ .,.,.,.,.., tile only mocIeJ tIIIt

hu any hope ofbciDI UIII1l. The ada..... are 10 ..DIlly flawed _w.do Da1~ lIlY

amount orwork or mocti&eatioIl CIIl remedy their ICrioua cIeflciM'C:jM

Califoraia PridDI Model (CPM)



Parties claim that ePM is little more than a aprcctsbeet on which are co11ected input

values baed on proprietary data, undocumented judpmenta or UIIUJIPtiou ad the outputI of

ott.' models. CPM retlects embedded rather tbul forwIrd-looJcina COItI. CPM'I inccmtivear

\lie oCterrain~ factors artifidaDy iJd1ateIloop inY...."WIIt co... CPM baa CCIItra1

oJBce switch and feeder coItIlOlely on averap popdttion deDIity oftile pieS, iporiDg the

number oflinellCrViced by the switch, ad employs umeaIiItiCIIIy Ibort depnIc:iation Jive&.

PartieI comments state that the switcbiJII coD ill tile CPM do DDt fiJJ1y capture the

cWereace in UDit COltS between larp and ImIJl swBct.1Dd the level orCOltS UICld by PICi&c are

DOt representati'le ofthole experiaced by otber camp'" becau., ofunique COIIlI'ICtI PaciSc

bu nesotiIt.ed with itllWitch mpp1ien. '11U it • conallOft compIaiDt Ibout aU tbI modeII.

aMhu drawbacb which limit ita tppIicaticm em .1IIIdonI1 bail. OIl ottbe molt

obvioul drawbacb is the fa that CPM employs propdeeary data 011 the locmOll of111 NIidentia1

mel buIineu QJItomen

Hatfield Model

One major ccmcem ofthe BCM 1is the UIe ofmultiplicative factorI to cIrM molt ofits

COItI u • JUDctiaD t4JIIIleriaJI COllI, the.iDcornct lpICiSeation ofIb'UCbn eoItI u • fbactioD or

cable six. ad tile diluibuuon pia alpithm. The model p11C11400 pir cable in placel tbIt arc

actually likely to be .-ved by 25 pair cable. While DIlDY COIaIDI have be.1ddreucd in BOd 2,

theIe COIICClIDI are worth ftOtiDa becau.by are ItiIl containecl ill the Badie1d Model, wbic:h iI

bued on the BCMl.



This model den &om numerous clefjdeaaes:

(a) Itwould appear that the revilliou to the Hatfield model are result driven lind the

model can be adjusted to produce whatever COlt IDIW'Ilr ita tpOnIOJ'I clilire.

(b) FiB fJctan are too hiah. COItI ofCIPitIl.-e too low ad depnc:iatioD rates that arc

too slow.

(c) The model does DOt ... to have bem NIl tbrouIh the .. oftbeoiaiCllIDd

e:mpjrica1 tests thIt are routiDely usecl to fImIt out modeIina mora.

(d) The model Db SCMI &om which it wu deriwd contIiDa a IDCIIIIIy; doub1iDa tbe

price ofcable remItI in a MIll' doubliDa oIthe COlt ofiDmQetion TJaas. uadIr IICimateI for

.....needI or COIUII'e ampliIed by the mocIeI.

(e) The model doli provide tII'i",.....ciently ICCUlIIe for UIe by IftIIIl c:ompeniM

beaalle of the wide YIriation from ICtUI1 aperienoed IDItIrial COllI.

(f) The modei .... to 1JIe~ nritdl pricellIId iDIIaDatioD COllI.

(J) The modc1 employa UlnllildGlDy low cable &dBtieI COItI.

(h) Hatfield omitted CII1IiD coD IUCh u~ IDd cable apIidna COltS.

(i) Httfiekt does DOt mocW the cumlIIt IDrlCboda ofdepIoyiDJ diltribudoD ....

0> 'The Hat&e1d model..copper far WlY laDs loops but does DOt provide for

CODdidoniD& arnpJiac.ioa. or JoecIina 00ItI.

(t) 1'hImodIl-. • matJIrmedcel CODItnICt to dctcnIIiM CUltomer Ioc=IdoaI witbout

clemonItratiDI tbIt the ",1oc=IdoaI in III)' way IIIItdl NIIity.

MOlt importIIItly the Tau1tI ofHwtfteid do ROt CVCIl PIlI a""'"iIQc~.

Ah:houP we would Dever aped the~of.,proxy to match_ book COItI. tile raulta of
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the Hatfield model do not even come close to comlasina to the order ofmapitudes ofnet book

colts. As can be 18m from the compariIon oftbe model. revenue requirement per month with

actual revenue requirement data: the ratio between the high. of126.46 for Miuiuippi aDd the

lowest California which is 513."9 is lea than two to OM. While the ratio of'tbe bigheat train the

actual loop costa ftom the monitoring report wbidl $32.13 for WyomiDg to the lowest ofthe

District orColombia which is $6.42 wbich iIO~8w to one. Punb8r more, the lowest and

highest cost jurisdictionUDder the Hadie1d model, wbich are California aDd Milliuippi

reapectM:Iy. are fir hm the 10WWIt and m'" eDIt jurildictioDbuac1 on ICtUalIoop colt data

tbIt is avaiJIble publicly.



CHAPTER 3

SUMMARY OF PARTIES COMMENTS

BriefSummary oflllael

AJukaPUC

Rmal compai.1hould be allowed 10 obeIiD UDivena1 service support bMed aD aua1

book COI1I iDlteld ofpraxy COItI.

Rural compani.lhould tDDsiticm offofboak coatiif_GIlly itit CIft be~

that the models ret1ee::t the COlt ofsmall c:cmpaiClllld iftt....strMJnlined war-pr«ed1lJll

to use al1:emative methodL

The praxy models do Bot CII*D lIDique charIctIriItiCllucb.lI: ..... ptrmIfrost

and ice efl'ects; til. lack of fOld S)StIID; limiUdiOlll placed 011 sudiIcc 1IUIpOrtaCicm ad

constI'UCtion due to Arctic COftCliuou; ad hiP Jabar COItI.

AaMriteda

Supponsthe \lie ofICtDI1 wn __ COlt&, DOt the..ofIDY pfox.y model.

A wire ceater shoulcl be \Mel hecau.. it it the bIIis upcm which DItwork costs are

incutJ'ed.

Since the standii'd upoIl which the proxy mocIeIs an beiDajudpl it their ability to .

31
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replicate actual costs. simply use actual book cos1I.

When proxy models are improved. but should not be used to size the US fund.

AT&T

0Dly a model that keeps subaidi. to the minimum levels DtlC8Il.ZY to provide affordable

.-vice in hiah cost uea.

The Hatfield model is a flexible. publicly available model1bat _tintel the eccmomic

com ofprovidina basic DIn'OWbaDd seMOII. It is bMed Oft a moclular IJld opeD architecture in

which the vut majority ofcritical da1a iIlputilre 1IMI' Idjuafable. The mocIel UlllIIIIIl)' ddwlt

valUli out ofDecellity becau..n Pes have refused to provide more accurate data Ccm1IaJy to

criticisms ofthe model. ill simuladna the CODItIUCtion of. e&icicat network tbIIt would be built

in a competitive environment. Hatfieklmco~ rea1iatic uaumptiODl 00IICIrDiDa praent

abiliti. to adopt and implemeat offici_ cost-mmimiziDg produetiOll teehDiquel. It UIII actual

minutes ofuse and acceuliDe numbers repartecl by the ILBCs and modelI1he Detwork tom

aistiDS nEe wire CIGter md STP 10C*i0Dl. The loca1senice coat "mateI produced by •

Hadield reflect all otthe forward-l00kiDa coati ofialtallilla. mUntaiJriD&. and opeqaqall

&cilities necessary to supply buic reaideDtia1..m.ce. inollJdiDa sbarecl COllI.

BCMl aD1y lltimatelloop and IWitchiaa ClPn.! 00ItI, aDd doll DOt inc:lucle aJpritbma

to calculate the cost ofother &cilitias nlClllIIY to provide baic te1epheme. "J., iDtero8loe

facilities). The most baic flaw in BCM! is i1I UIlClocumIated aaumptioD. that aiItiDa uetworIc:I

are sized efficiently to provide basic telephony S8'Vices. BCM111SCl16Jl factors u low u 2S%,


