
•

ESTIMATED 1998 FUNDING REQUIREMENTS

The LEe associations estimate that the 1998 funding requirements for new universal service

support for rural telephone companies would be approximately as shown below. Because there is

no cumulative data on the level of investments currently m~de but not yet reflected In settlements.

as well as investments to be made during the transition. these figures. while reasonable. are

necessarily not precise.

Amount. 1M.

USF

OEM WEIGHTING

LONG TERM SUPPORT

TOTAL

5

465

220

.345

1.030



*

ADVANTAGES OF THE PLAN

The LEC associations plan would address the legitimate concerns of the Joint Board while more

affectivety meeting the objective to "ensure that the goals of affordable service and access to

advanced services are met by means that enhance. rather.than distort. competition.·

*

*

*

Subscribers will benefit from the continued investment of rural telephone companies in the

infrastructure necessary to provide their customers with access to advanced communications

and infonnation services.

lECs will be able to recover their prudently invested costs proper1y assigned to the interstate

jUrisdiction.

Rural business customers will not experience severe rate shock and the resulting incentive to

relocate to urban areas.

6
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UNIVERSAL SERVICE FUND

Present Rules

Separations rules currently assign 25% of LEes' loop costs to in~erstate. LEes whose embedded loop

costs exceed 115% of the nationwide average loop cost can allocate additional costs to interstate, as

follows:

Study Areas of 200,000 loops or less: 65% of costs between 115% and 150% for each loop, and

75% of costs over 150% for each loop

Study Areas of over 200,000 loops: 10% of costs between 115% and 160% for each loop

30% of costs between 160% and 200% for each loop

60% of costs between 200% and 250% for each loop, and

750/0 of costs over 250% for each loop.

8



UNl\lERSALSERVICE FUND (CooL)

These additional interstate allocations are funded entirely by the IXes and paid directly to LEes. This

amount is now capped at the total fund size of the previous year times the prior calendar year's line

growth.

JoinlBoard Recommendation

The Joint Board would replace this by freezing the amount paid to a LEe in 1997 based on its 1995

embedded costs divided by the number of the carrier's loops as of 12/31/95. This frozen per line amount

would then be multiplied by the number of loops for 12/31/96 to detennine the payments for 1998.

9



OEM WEIGHTING

Present Rules

LEC study areas below 50,000 access lines allocate local switching equipment investment to interstate

based on relative dial equipment minutes of use, times a weighting factor based on study area access

lines, as follows:

o- 10.000 access lines - - - - - - - - - - - - - - - - - - - - 3.0

10,001 - 20,000 access lines - - - - - - - - - - - - - - - - 2.5

20,001 - 50,000 access lines - - - - - - - - - - - - - - - - 2.0

Costs which would otherwise be allocated to intrastate are shifted to interstate and recovered as an

implicit subsidy through interstate rates. The allocation factor is capped at 85% of local SWitching costs

which can be assigned to interstate.

10



DEM-.WEIGHTING...{ConL).

JainlBoard Recommendation

The Joint Board would transfer this explicit support from access charges to the USF by determining the

additional revenues to be collected by each LEe in 1996 above what would have been collected without

OEM weighting and dividing that by the year-end 1996 loops to obtain a frozen per-line amount. The

1996 per loop cost would determine 1998 payments. Local switching rates would be correspondingly

reduced.

11



LONG TERM SUPPORT

Present Rules

NECA annually projects the common line revenue requirement for incumbent LECs participating in its

common line pool. The total amount of long term support (l15) needed is then calculated by subtracting

the amount pool participants will receive in 5lCs and CCl charge revenue as well as pay telephone

costs and revenues. Pool members draw from the fund annually based on their reported costs (except for

average schedule participants). lTS is funded by non-pooling incumbent LECs who then reflect the

contributions in their CCl charges

Joint Board Recommendation

The Joint Board would freeze each pool member's percentage of total LTS con~ributions from the non

pooling LEes. Then, L15 payments to pool members in 1996 divided by the year-end loops would .give a

frozen per-line amount. 1996 loops times this value would then serve as a basis for 1998 payments.

1999 payments would be derived from year-end 1997 loops. and so on.

12



SUPPORTING POLICY CONSIDERATIONS

The Joint Board, quoting the Telecommunications Act of 1996, seeks to create an effective universal

service support system which will "ensure that the goals of affordable service and access to advanced

services are met by means that enhance, rather than distort, col11petition.· The Universal Service

Transition Plan for Rural LEes described here will achieve that goal more effectively than the measures

offered for rural companies in the Joint Board's Recommended Decision. Specifically:

o Failure to apply universal service support to all lines would cause rate shock to rural business

customers, bring further pressure to raise residential rates to prevent loss of business customers to

competitors, and thereby stifle essental rural economic development. The rural transition plan

presented here corrects this error and will help prevent these results from occurring.

o Arbitrarily freezing USF. OEM and LTS on a per-line basis is unjustifiable on any grounds and

would serve to discourage rural LEes from investing in their networks at a time when accelerating

these investments is critical to providing expected levels of service. This is because they could not

recover all their costs. The rural transition plan presented here corrects this.

13



Su.eeORTING POLICY CONSIDERATIONS (Cont.)

o If the Joint Board Recommended Decision is adopted in FCC rules. rural LECs will be forced to

approach the Commission on an individual basis if they need to undertake investment to their

networks beyond what they would be able to recover thro~gh the frozen. per line approach

recommended by the Joint Board. The rural transition plan presented here will alleviate this

needless administrative burden to a great extent.

o The Joint Board recommendations for treatment of rural LECs will move this country toward a land

of advanced communications accessibility "have and have-nots" in contravention of the clearly

expressed goals of the Telecommunictions Act of 1996. The rural transition plan presented here

will not do this, but will in fact help achieve the real goals of the Act.

14



JOHN STAURULAKIS, INC.
TELECOMMUNICATIONS CONSULTANTS

83' 5 SEABROOK ROAD

SEABROOK. MARYLAND 20706

30' -458-75SK)

FAX 301-577·5575

'.
March 19, }997

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

RE: Ex Parte Notice
CC Docket No. 96-45

Dear Mr. Caton:

Attached is a copy of materials that were presented by Bruce Schoonover, Sr. and
Michael S. Fox, representing John Staurulakis, Inc., during a March 18, 1997 meeting with Tejal
Mehta, Gary Seigal and Richard Smith, of the Federal Communications Commission
(Commission), and Rowland Curry, of the Public Utility Commission of Texas.

This presentation addressed concerns JSI has with respect to the Federal-State Joint
Board on Universal Service (Joint Board) November 7, 1996 Recommended Decision to the
Commission. tfour understanding of the Joint Board's recommendations are correct, we believe
the Recommended Decision would put in place a fonnula that will, at the outset, result in a
significant change in revenues received, and guarantee the under-recovery of costs for many rural
local exchange carriers.

An original and one copy of this ex parle notice are being filed in the Office of the
Secretary. Funher, in accordance with the service list attached as Appendix G to the
Recommended Decision, each member of the Joint Board and the Joint Board staff has been
served a copy of this notice. Please include this notice in the public record of these proceedings.

Respectfully)Ybm~d,

-;. k-:.-~ :;;~
Michael S. Fox
Direclor, Regulatory Affairs

(C ]{ Ilundt
R Chong
S \:ess
.1 O\l~th)
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An Ex Parte Presentation to the FCC
--submitted by John Staurulakis. (nc!

The Joint Board's Recommended Decision as It Applies to the Universal Service Fund and
High Cost Support: An Overview of the Financial Impact on Rural Telephone Companies

Statement of Issue
In its November 7, 1996 Recommended Decision to the Federal Communications Commission
(FCC), the Federal-State Joint Board on Universal Service appeared to recognize the unique
characteristics of rural telephone companies and the importance of ensuring that any regulatory
changes made as a result of its recommendations, at least in the short-run. should not result in
significant alterations to the level of revenues that rural telephone companies currently receive,

At the same time, however. the Joint Board appears to have recommended that cost recovery be
restricted to single-line business lines and primary-residential lines. In addition, the Joint Board
proposed to freeze the per-line amount of compensation that rural telephone companies. as
defined by the Telecommunications Act of 1996, receive from the combination of the current
Umversal ServIce Fund (USF). Dial Equipment Minutes (OEM) weighting. and Long Term
Support (LTS). See Attachment B for a more thorough discussion or the Joint Board's
recommendations applicable to rural telephone companies,

If our understanding of the Joint Board's recommendations arc correct. \\'e believe that through
these policy measures, it perhaps un\l,/ittingly has put in place a formula that will. at the outset.
result In a slgmficant change In revenues received, and guarantee the under-recovery of costs for
many rural LEes lSI's analySIS IndIcates that. Initially, the potential shortfall of revenues may
he ;1S much as }2! per access Ime, per month

Data Analysis and Findings
[Ighty (80) of lSI's rural telephone company cllC:nts, from [\I,'cnty-three (~3) states, participatcd
III tillS stlld~ rhe results Indll:ate thaI. as a group. on ;Jvcrage these companIes \... 111 cxperience ;J
Ill<;S of $2 7lJ pcr access Ime, per month, oegmnmg III 1998 ThIS represents LlIl average decrease
01 1702% In Interstate cost recovery for the comhlnal1on of the currellt usr, the DEM
\Vclghllng and the Long tenn suppon Howevcr. the 17,02 % average masks the true' company
specdic drop In Interstate COsl reco\en, which reaches as hIgh as 59% or Illlerstate settlemcms
lor these prll~r"llns Sec attachment ..\ Illl the details hy company. and h~ state

.lSI' ~ I.: 0 Ill.: e1II IS that .1 reUUl.:(lllll 11\ th~: In cl of Interstate cost rel:l1\'ery III Ill1 \"';I~ dl\11Inishes the
;Ictll:ll (lhh Illcurred In Ihe 1.1-.(' I IIL"l' (Oq, \\ ill he shilled til the Intrastate ItirISdIClI()n~ .'\\\

, Joll1\ St.lllrul,\\"\), Illl llSI) IS ;\ (Oll,ulllll:': l'rllI t1.\scd In ~;:abroo\.., \taryland WlllCh has wOI\"t:<.l \\ Ilh ",dependellt

lclcrhollC Ullllp.1I1IC) ,InLl' 14()~ 1\ 1l10re 1I1ll1rlcIC prof-lie of lSI 1\ Iflcludco III AllClchnwllI I)

I h" "lerl.lIlll\ the l.l~e 101 lill' Ulllelll 1;\\ "llIlh, ,IS.I rc,ult 01 .1 \4X,1 JOll1l BOMd IClllllllllelll1.ltHlIl revenue,

,Ill' lI~..:J II' "thl'l '1\tr.ht.llc Il'\Cl1l1l' l~l1lll(e(lIellt' (C( !)(lc!-.. CI \, .. 7}i.7: ('( Dod,t" "'" :\Il,~XI, adll[ll..:d

"\'\1\ l"llll\.:1 " : ItS~ :tlt'tlltll'~ "' '\ ~ 11.\1 ... 1' ,\I'I'\,:.lf" 1\\ !'\.' Ii,\." .. \\l' 1(1' 11~'~' 1)/. \f 11. j~·Jl'I'," '.Illt ( l~ ~ 1:1 Il"\,,tITltI111\ 1,,--·



things being equal, this shift in cost allocation will exert upward pressure on rates for local
service, the primary service category over which a rural telephone company has pricing controL l

Attachment A is a summary, by company and by state, reflecting the 1998 financial impact of the
Joint Board's recommendations on those JSI clients that participated in the study. At the request
of our clients, we have coded the company-specific infonnation in order to protect the identity of
the individual companies. However, we would be pleased to have FCC staff, or other interested
parties, review the actual, underlying data at our offices in Seabrook Maryland, a Washington,
DC. suburb. Furthennore, in Attachment C we have included a complete line-by-line
explanation of the manner in which these calculations have been made.

Conservative Estimates
We believe that the estimates retlected on Attachment A are conservative. This is primarily due
to the fact that the Joint Board's recommended per-access-line freeze, of historic cost recovery
levels, results in a lag in !ielllemenIJ.~ To the extent that rural telephone companies have
continued to invest in loop plant and switches to fulfill their obligations to serve all customers on
a timely basis. it is likely that such costs will not be fully recovered beginning in 1998. This
would be further exacerbated in the 1999-2003 period. if companies were to continue to invest in
these facilities to promote and advance universal service, and meet the other obligations imposed
by the FCC (e.g .. dialing parity. number portability. pay phone deregulation. etc.).

Conclusions/Recommendations
.lSI believes that. in at least two respects. the Joint Board. unwittingly or not. has violated the
Intent or Congress embodied 111 the Act's universal service principles: First. the Joint Board has
unnecessarily restricted recovery of ul1Iversal sen'lce costs solely to primary-residence lines and
slllglc-lmc busllless Imes. cyen wilde It acknowledged (in Paragraph 89 of the Recommended
IJecr\lOtlj that the Act prOVides no statutory gUidance in this area. We believe that thiS
recommendation IS contrar~ to the prOVIsions of Section 254(b)(3). and serves to the
Jisadvanlagc oj those customers that receive local service from a rural telephone company. and

,"'UI111:d that .1 the JOll1t [3o;ml rt:(IImllu:ndallCHl ot trJnsferrmg thc D£M w(,lghllll.~ requirements to thc

rCWnS\ltUICU US! IS approved b~ lht: I Cl Ihert: \\ all oc a concurrent change 10 separallons procedures ehmlnallO~

lht: [)[' M \\cIghtlng, which wall r\'l1ml' the ,'S\I~nmt:nt of local SWitch109 to Interstatc. and. lhcrefore.

;Iutomallcall\ result III a Illrlsd'Clloncll <,11111 '" 101r.1<,late It IS It:ss cenall1 thaI Ihe change 10 Ireatment'of long term

\/'I'I'I1r1 wall rewlt 11\ a \UrlsdlCllOnal <'Illl'

I ht: \ .\sl 1ll.1,orll~ 01l111r ChCIlI'>. MId IlIr,.1 h:lcphllllC llHnpalllcs 111 ~cllcrill. art: ralc oasc r;l!c-ol·relurn rc~ulalcd

,IImp.II1IC\ \\ I1h thc IIbll~allon to scrH' ,III ,1I,1'"I1,'r, \\ .thlll a (Cnlfh:d g,cographlc Mca and on a timely baSIS. III

l"\dl.IIl~C tllr ,Ill llpponurllt\ 10 rCCO\"l'r 111,'11 \11'" ,lIld CJm ,I rcturn Oil thclr lIl\'cstmerll In ,"ch il sccnarlO II "
l'I'I(,a11\ IU\,I! -.en-ICC rale,> (1\"t:r ,dllcll Ih .. IIILI! 11'I,'phone c,'lIlpan' ha, prlc.n~ cOlltwl '1Il(t: these local scrvllc

""\,.If" re'lolll.tll, d"ll\cd

, I he JUIIlt lI'l,lrd 11,1\ rrorosed III trco,' Iii<- pCf lillc .lInOlln!' "I co'>t recovcrv from the I ()()~ USI·. thc IlJ9(1 [)EM

\\cp..:hlllll': ,11111 lilc 19<)/1 L(ll\~ 1Crill '\III'Pllrl 111 I')()X ..,b'::tll lhlS fr<:cl.c. rllral tcleJ1ilooc lOnlnan1c<, would bc

,t1I"".:d ttl r'·l\'\,.:r Ih .. IlJl)(, le\c1 "I lOlli' ""h ,hloll~il til.: ltlfT<:lltliSF tile II)l)X 1J11Crst;l\ .. k\'.:1 ollocal SVo.'IICilll1~'

"",1, 11l(llIlt""..: lil .. I)I~l \\1'I~hllll~ .111.1 III'" 1'1'11\ 1e, .. 1 Ullli,-, ,"1Il0wn·hlll: lO<,\\ Illcluded 1111 III"', I crill SUPPllrt



ultimately to the disadvantage of rural economic developmenl. Second, the Joint Board has
proposed a mechanism for rural telephone companies that will ensure, at the outset, a significant
change in the level of revenues received, and will guarantee the under-recovery of costs, an
outcome that specifically violates Section 254(b)(5).

Clearly, those parts of the Federal-State Joint Board's Recommended Decision related to
universal service cost recovery are ill-advised, and will, if adopted by the FCC, establish policy
that penalizes customers of rural telephone companies because of where they live. s In the short
term, the Joint Board's recommendations will lead to significant, adverse effects on rural
telephone companies and the subscribers and communities they serve. Ultimately, such policies
will also have draconian consequences on rural economic development. in general, and on the
future prospects of rural America itsel f.

Complicating the situation further. lSI believes. is the intensifying pressure on the FCC to
complete its work on forward-looking economic cost proxy models for the large, price-cap
LECs. Chairman Hundt. himself. told the Senate Commerce Committee just last Wednesday that
he is "increasingly concerned whether a workable, reliable model will emerge in time for our
decision on May 8. or whether we will need an interim step in our implementation timetable to

permit us to further refine how to determine the cost of providing universal service. H

(' While the
value of such a model for small telephone companies remains problematic. even for Chairman
Hundt (as he told the Commerce Committee at the same hearing). .lSI has a broader concern.
With the Congressionally mandated deadline fast approaching. .lSI fears that its clients and all
rural LECs face the prospect of being overlooked as the FCC intensifies its effort to come to
closure on appropriate, cost proxy models for the price-cap companies that serve the "90 percent"·
of the U.S. populatIOn that Chairman Hundt has frequently said should be the primary concern of
the FCC in these proceedings

For the foregolllg reasons, lSI. on nehall of lIS rural Ie Ie phone company clients, respectfully
recommends Ihat the FCC rl.:lcct the h.:deraJ-St3tc 10lnt Board's Recommended Decision as II

applies to the reconstituted l :SJ RJthcr. lSI urges the fCC to adopl the recovery procedures
rrorosed 111_ the I.n· /l.\.\(I('/uflOIlI (-IIII'enol .",'en'let.: h"l1.\llwl/ fl/all For Rural Telephollc

('0mpollle.\ or other such lllCJSun:' Ih;l! \\ ill cnsure that customers served by rural tclcrhone

In IheH March; _ JCN7 ICller 10 Cha,rm,\ll lIulllh ~"l1Iembers 01 rhe tJ:-O .... ell.lle rellcr;l\cd lh<lt ('()n~rcs~lonal

"lIelll ;,nlcul,l1ed In Ihe I clccOmnlllnll:.IIIlI11' '\~l "I 144(, \\<1\10 ellsure Ih;1I <III ,\II1Crll:,ms h<1"c <lleeSS I,l

,l11md'lhlc telcl\lllllllUnlCJtlOII~scrvlces re!!.trdlc" ,11 II here Ihe" )II'C (Cl1lflh:s'" .Iodcd 1'- III rhc ICllcr _ thc SCII,lIe

l()~I~nCrs also lIoted Ih<ll Ihe JOInt Board's reeol1lmen(!.lll\ln, to ehmlll<lre IItll\'cr\;1I scrvlte \llpflon lor buslIlcss <lml

othcI l1oll,rcsllknl"t1 conS\ll1Icrs III rlH,11 MI'''', ,II'PC.II\ III t1l1<,llltcrprCllhl' I\ll as il'le<,lrtCl1I1llvcrsal scrvlcc <'Uflpon

III ,tll~k ·!tne IC\I.lcllllal 1l1l1\lllllCI' .tllIlle

'. See Ch'lIrm'llI HUlldt , "l,lIcmcnl Oil I III\CIs.1I :-Ocr"I(" Beforc Ihe (0Il1I11ll1l'C Oil (·Ollllllcrce. "CICIll(: .tIll!

I r,I\lSflOnJIIOn 1 IUlteO \Ialcs Sen,lIe 'brell I ~ I ')ll~

I ill' I./~( - ·1 \\IJII,IIIIJ" , 1'1/"('1\,/; \,'''''' /''''''111'''' /"'1'1 FlJr RlfllIl 1('/<,/'/IIJI/" I IfllI/'IIIIII'\ '\ ;111 ,I1ICIII:lII\\'
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companies will be afforded the opportunity to have access to services and rates comparable with
those offered in urban areas. In addition, JSI recommends that there be sufficient federal
mechanisms to preserve and advance universal service, as envisioned by Congress, and as
specifically established in Section 254(b) of the Telecommunications Act of 1996.

I deUII1HIlUllIC.l!llll" COf1lpJllIC~. ;lfId fh~' 11111".:-1 "I.ile, ll'krhl1f1l' /\<""('0111<111 1hl' ,,"(J( '0111011' riled lit,,, plall \\'Illi

til,' ! l'( Il\.r 11.1l1'1I111Ld ,l.lleLl MilIch - \<)(1"



Attachment A
Page 1 of 4

Calculation of Annual Reconstituted USF loss Under Joint Board Proposed RuJes

State Totals

loss 'Yo

COMPANY PerUne Loss

Company A AL 3.32 19.08%

Alabama Total $3.32 19.08%

Company B AR 0.80 1170%
CompanyC AR 2.25 14.36%

Arkansas Total $1.42 13.38%

Company D FL 6.72 1706%

Florida Total $6.72 17.06"1..

Company E GA 4.14 2510%
Company F GA 1.12 1964%

CompanyG GA 1.62 583%
Company H GA 054 4.08%

Company I GA 141 18.72%

Company J G-\ 199 14 ~7"10

Company K (jA ~ 38 114R%

Company L (iA ~ -4:\ IR44%
Company M tjA ~ ~7 34,2%

Company N (jA ~ 76 1106%

Company 0 (;,\ 079 10 ,()%

{;ro~aTotal S2.01 14.80%

Company P I' 092 145X%

Comran~ () 1:\ ,-14 I () (,x%
Comran~ R I'\. II :is I) (,2" "
Comran~ S I'\. () (>4 <\ '"10', /n

Indiana Tout! SI.14 115I'Y..

C()mraJ1~ I K\ .J ;4 S ..... 0/
t t \ 10

Kan<;:l~ TO(;II 5·U4 'U3%

COIllP;Ul\ I I .\ - (I~ I ~ c()""
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CorrqEny V ME 18.00 45.70'10
CompanyW ME 0.49 537%

Maine Total $8.77 37.41%

CompmyX tv1N 0.64 10.33%

Minnesota Total $0.64 10.33%

Company y M5 2.15 9.66%

CompanyZ MS 5.62 11.44%
CompanyAA MS 2.93 8.66%
Company AB M5 3.52 15.12%

Mississippi TotaJ $2.73 11.42%

CorTl(XlCly AC Mf 4.93 14.43%
CorTl(XlCly AD Mr 6.16 20.07%

Montana Total $5.84 18.49%

CorTl(XlCly AE !'J(' GAD 4.59%
Company Ar !'J(' 031 1.78%

North Carolina ToL'l1 $OJ7 3'()4%

COf1lXll1Y A(j ~() 040 6.5"7%
Company AH N[) . ~") 12.35%) ..'-
Co~yAl Nt> 1.5~ 4.27%

Company AI ND 4.87 21.06%

COl'npany AK NI> 3.9~ 9.10%

North l)akot~l Tllt~ll $253 12.15°1.,

( 'oll1fW1Y AI. '\:11 182 21. Ih'OIt,

l ·oll1f'U1Y AM ~II 34~ 27.86%

New Ibnlll'ihirr TlllaJ $3.17 27.08%



CompmyAN NM 25.61 36.92%

New Mexico Total $25.61 36.92%

~AO NY 27.24 31.89%
~AP NY 4.68 11.73%
CoollU1Y AQ NY 249 21.98%
Corrpmy AR NY 9.32 48.00%
Com{Eny AS NY 0.62 9.44%
CompmyAT NY 1.43 23.74%
Com{Eny AU NY S.40 50.57%
CompmyAV NY 1.05 9.16%
~AW NY 2.05 32.25%
Co111JE1Y AX. NY 3.89 30.2\%
Co111JE1Y AY NY 10.24 2433%
Co~AZ NY 0.59 8.7CYJIt,
Cornpmy BA NY 2.\5 30.62%
Corrq:nny BB NY 7.63 8.59''10
O:>mj:xmy Be NY 0.65 3.12%
Compmy BO NY 2.00 26.18%
Compmy BE NY 4.02 27.53%
Corrq:nny BF NY 1.42 12."%

Ncw York Total $5.15 23.70%

CorntXUlY BCi OK 1.25 3.22%

Oklahoml Total Sl.l."i 3.22%

CorTlfXlny BH PA 0.30 411%

Comrnny BI PA 5.30 587(,0/0

Cornpmyf1J 1',\ 281 10.12%

PClln.,)·lv:mia Total $04.10 285-l%

COrnrrul~ BI\. s< 098 10()1"/~,

Ct.llllfX.U1Y HI. S( 069 60~'%

C:0r11fXl11Y 11M SC 191 15 () ,o/"

South CanJlina Tntal SlJ3 12~";',

Attachment A
Page 3 of 4



Con1JmyBN SO 4.11 15.49%
Con1JmyBO SD 0.68 10.05%

South Dakota Total S1.27 12.51%

CornpmyBP TX 5.25 12.24%
Con1JmyBQ TX 5.00 23.14%
Con1JmyBR TX 284 10.24%
CornpmyBS TX 8.99 19.78%
CompmyBT TX 12.42 16.89%
CompmyBU TX 13.12 3.26%
CornpmyBV TX 7.47 28.82%
CornpmyBW TX 2.02 15.74%
Cotnj:Wly BX TX 1.90 13.21%

CoffilElY BY rx 12.74 22.05%

Texas Total $5.15 18.04%

CoffilElY BZ \Vl 2.67 34.57%

Wisconsin Total $2.67 34.57%

C0rnrmty CA W\· 134 10J)4%

C0rTl{DJ1Y CB V.,V 080 12.52%

Wcst Vi~nia Tot:\1 S1.13 10.63%

Attachment A
Page 4 of 4

Total 23 Slate- $2.79 17.02%
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Attachment B
Page 1 of 2

Conflicting Objectives

In its Recommended Decision, it appears that the Joint Board has put in playa conflicting set of
short-tenn objectives in its universal service policy for rural telephone companies. In Paragraph
28.3, the Joint Board recognized that "moving small, rural carriers to a proxy model too quickly
may result in large changes in the support that they receive." While recommending that rural
carriers not move immediately to proxy models. but move gradually ovel a six-year transition,
the Joint Board also chose to freeze for three years, starting on January I, 1998, high-cost
assistance, OEM weighting and LTS benefits for rural carriers. based on historical, per-line
amounts.

In addressing universal suppor[ mechanisms, howe\er. the Joint Board fell Ihal only the primary
residential line (connection) and single-line busmess lines should qualify for support. In that
regard. the Joint Board reasoned that "supporting one connection per residence is consistent with
seclion 254(b)(3), which states that access to sen Ices for low income consumers and those in
rura!. IOsular and high cost areas should be reasonably comparable 10 Ihat available in urban
areas Concluding that support for a single residential connection \\t)uld give a household
"complete" access to telecommunications and Information services. the Jomt Board declined to
provide support for other residential connections beyond the primary residential connection.
belieVing that "(s)upport for a second connection IS not necessary for a household to have the
n:qulred .access' to telecommunications and infom1ation services" .Iusti fying this decision, the
.I0\l1l l30ard declared thaI II found that "provldmg support for designated services carried to
single-conneclion businesses III hIgh Cosl areas at J reduced level is nOl inconsistent with the
I tN6 Act" Furthermore. the Joint Board went on to speculate that "as competition develops. II
111~~ he unnecessary In pro\'idc even Ihls reduced support for servIces carned on the initIal
C\lllneClllll1 of huslnessl:s In hIgh cost areas ..

.\" (stahl Ished In Ihe .101111 l3oard' s transitIOn plal1 hq! 1nnl ng January I. 1l)9X. rural telephone
(llIllP;\l11I':S would hasl.: their universal SCf\lce C(,q reC(l\ en on a comhlllall(ln of currenl 1'SF
(\1111 pensat llln. I he Il1tcrstatc [) F i\1 \\ clghl tr1~ SI.:!t klllcrHS relaled \l1 lnclll S\\ 1(C hlng. and thc t. TS
lllmpOnel11 or the mlcrslate ClHm1l\ln·llIle 1'00\ h,l,cd 011 the hl<;\ofll.:al per-ll11e cost reCO\'er\
;lfllllunl. multIplied hy ellglole acccs'" hncs Ih ..· !(lInl Board proposed Ihal for '19Q8. the
l'\\l11pOIH:nts will he dcrmcd as 10110\\\

• ('urn'lIt US ... : Ihl: Il)l)~ I iSI 1,,,\1' (11,1 iiI' Ilk.: h\ I qq.; llllal l SI 1111('. ,till! l11ultlrlted In

Il)l)tl t:l1~lhk lines.
• \)1-:\1 \\"ci~ltting: 1he DFi\l \\CI~IlI'II~ rortlll!~ lit Ih..' 199(, 1111t:rSlall' !lIC;1! "'\\ltcl1In~ Cll"t

,il\ Idl',l h\ }l)\)/1 (111;11 lIIH':S. ,lIlt.J IllUlllfll'L'd I" Ill')() cl/!:!Ibk Ill1l" ;lIld.

• I.lln~ Tl'rm SUppol't: rhe Il)l)h Intcr..,tale CIIllll1l\1I1-III1C re\Tnlll' reqlllrcmcill. ll1ultlplled h\
,\ LI( lor Ihal rcprcscllh Ihe 1011~ I I.:rm SlIPP_ In Clll1lpllllenl I\ I t hI.: 1\)9(\ I nlerstale NF.e 1\

l..\\ll1IlHHI-llnc 1'11111. dl\·I(.kJ h thl' l(jl)h \."1 ( \ Cl11111110n,111I~' rt:\CllIll' rCl1\lIrcment. i\lld
Illlllllpilcd 1)\ )<j1)1l cll~lhk IIIll'"
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According to the Joint Board's formula, beginning in the year 200 I and continuing through the
year 2003, support will be gradually shifted to a proxy-based methodology. In 200 I, support
would be based on 75 percent frozen levels and 25 percent proxy; in 2002. 50 percent frozen and
50 percent proxy; and in 2003, 25 percent frozen and 75 percent proxy. Beginning in 2004. the
basis of support would be 100 percent proxy. The Joint Board contended that freezing high-cost
support levels will prepare rural LECs for both their move to a proxy model. and the advent of a
more competitive marketplace.

Reconciliation of the Recommended Decisioll with the Intent of the Act
In Section 254 of the Telecommunications Act. Congress set fortn, among other things, the
universal service principles it intended the Joint Board and the FCC 10 follow in setting policy
To guide the FCC and Joint Board. Seclion 254(b) of the ACI estahlished universal service
principles which include the following:

( I ) Quality servic~s should be available at just. reasonable. and affordabk rales:
(2) Access to advanccd tdecommunicallons and Information services should be provided in :..Ill

regions oCthe nation:
(:-) Consumers 111 all regIons of the natIon, Including low-income consumers and those in rurJI.

Insular. and high-cost areas. should have access to telecommUnicatIOns and information
services, including lIlterexchange and advanced services. that are re:lsonably comparable to

those services prOVIded In urban areas and that are available at rates reasonably comparahle
tn rates charged for Similar services 111 urh;m areas:

(-4) All providers \)( telecommUnlCallOnS serVices should mak~ an equitable and
nondlscriminator~ lllntribution to the preSef\'atlon and advancement \)1' universal service:

I:') There should he sp~\:dic, predlctahle and sufliclent federal and stale mechanisms t\l
presenT and ad\;111\:~ 11I11\'ersal sen'ICC, allJ

(h 1 Uementary and e\:\llldary schools and el;\ssroorns, health care pnwlders, and librart~<"

should have ;JCCI:S t\l advallced telecnll1mlllllc;Il10llS services as dc.:scrth~d III subsection (Ill

( 7 \ Such other prtnclple ... .I ... thc Jnllll !\\I,lrd ,tnd Commission detcr1l1111l' arc necessary and
;lppropnate tor th~ prlll\.'ctlllll 01 lh~ pubillo IIll1'rcst. COn\'CIlICncc dlld necessity and arc
consistent Wllh 11K' :\et

.lSI heltevc:s that. III al lea"! 1\\0 rCSp~(h lillo' II111lt Board has \Iolated Ih~ Intent or Cong.rcs<.,
\:lllhl1dlCd 111 thc :\Cl· ... 11111\('rs.1I ...~nh\.' !'lllhll'k ... hrst. the Inll11 Bnard has unneccssanh
IC I1IClcd rc:cover~ \II UIlI\ l.'l ...al ...~n IU' " .... \-.. .... ,kh 1\1 primar\ -rcsllkl1l.'\.' lilIes and single-Illl\.'
hU lIles ... 11Ilc.... C\'CI1 \\ IIII..' It .Id.no\\ kdL.!cd 1111 \'.lr;lI;raph H9 or thc /(CCI1I1II1/t'lltied f)ecl,\u)/1J lhat
th\.' '\el IH\1\ltk ... Ill' ... \;l1l1hH\ ~IIlJanl\.' III 1111 ... drca We beltc\ ~ thaI till ... I ccoll1mendatlOI1 I ...

e\'lllr,lf\ 1\1 the I'rn\l ... lllll'" ,\\ ,",cetlOI1 ~",..llhll ; I .l1ld SCf\'CS to the dlsa(hJllla~C 01 customers Ih.ll
r~el.·I\\.' local SCr\I\:C trUll\.1 lur;l! Iclerhlllll.· COlllp;lny, and ultllllJ{l'l~ 10 Ihe disadvantage ot rur;t1
\.'C('IHlll1IC den:lllpll1l:1l1 S(cIll)d. the ]01111 l~o;lId has proposed J 111(ch<1111"'111 1m rllral tclcplH1l1L'
(\\1l1P,IlIII.:~ that \\11\ CIl<"lIIC, .It llll: (Illts~t. .1 "'1~llil'IC;lll{ chang.l: III lhc k\c\ III rcvellues rl.:c\.' I \ cd
,\11(\ \\11\ ~lIM,II1l\:\.· Ih\.· 111l,k:'ICCl\\CI\ ,,1 LII ... I. ;111 \,ulcUllle II\;II o.;rCl:1!'11.t1h \lId,IIC'; SCC(lllll
, .; ,11 h)( " )
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Basis of Calculation of Loss

Please refer to page 2 for the sample company data and algorithm used in the calculation of
annual reconstituted USF loss under the Joint Board proposed rules.

I. Current USF This is the 1997 level of compensation from the existing federal Universal
Service Fund, as provided for in Part 36.601-36.641 of the Federal Communications
Commission (FCC) rules. As such, compensation is based on cost and loop data for 1995.
For the sample company, the 1997 USF is $1.567,653.

2. Current DEM weighting This is the OEM Weighting portion of the 1995 interstate central
office equipment-local switching equipment (Category 3) revenue requirement. It is
determined by dividing the 1995 interstate central office equipment-local switching equipment
revenue requirement. calculated in accordance with Part 36 and 69 of the FCC's rules. by the
local switching equipment weighted OEM factor. determined in accordance with FCC Part
36.125(0 rules, and multiplied by the difference between the Weighted and unweighted OEM.
calculated in accordance with FCC Part 36 (b)and (0 rules. For those LECs that settle
Interstate access on an Average Schedule basis. the OEM Weighting portion of the interstate
local switching requirement was determined by multiplying $.0203 per minute by the
applicable interstate access mlllutes This rate per minute was provided hy NECA. as its
estImate of the value of the OEM WClghtlllg wlthlll the traffic sensitive pool. The 1995 rather
than the 1996 data has been used simply because of liS availability. In the samplc company.
the calculatIon is as follows

$555.3RI X (4356:;Q· 145~13) =$370.254
43563tl

) Long 'rcrm Supporl rtll~ IS tht: portion of tht: IqQS Interstate Conul1on Line revenue

requlremcnt that is supportcd h~ lOll,!!. fcrm\"jJlwrf provided by non common line pooling
I.H~~. III accordancc FCC P"n ()I) Cll2 rules This IS determined hy multiplYlllg the interstate
common lmc rcvenue rcqulremellt. Illl vc.:'H endlnt: JUlle :;0.1996. by a factor 01"41 11%. ThIs
lac1m wa~ dett:rmlllt:d by the l\atlol\<l1 l-.xchan~e Carner ASSOCIation (NEC1\). and was used
III a January 13. I <'>97 NEe t\ comllHlll (Ille rate filing According 10 this filing'. the total
common linc pool rcvenue rc.:qulrement Il'r the "car ending JUllC 30. 1996 was
~ I.07(IJ104.1)50. the ('lid '1\1'/ 1"110"1:1' Tl'\c.:nuc \\3S S;4-lX.499.l)n. the ("mT'!.!,. common l/Il!.!

1I..·\CIlUC \\as $IX7.:;12.6;7 ,lIld lhe /''''t: 1(',.1/1 '/lIII'M' \\as S)-l-l:;.792.:;,1). thus yIelding the
I,lctnr nl 411 I lhc I IN:' rathcl th.11l thc I q9(1 datJ· has hCl.:n used Simply hecausc 01" Its

,1\ '1II.lhill'\ III the samrlc CPI11P,1I1\ llll' c.dcul,ltH11l IS ,l~ fpllo\\ S
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Access Line Information (Nos. 5, 7, and 12) This information was provided by the company,
and represents total access lines, multiline business lines and residential second lines/second
home lines, respecti vely.

All Other Lines These are calculated lines in accordance with the formulas specified for each
line. It should be noted that for calculation purposes, line 6 results have not been rounded to
the nearest penny.

XYZ Telephone Company

CALCULATION OF ANNUAL RECONSTITUTED USF LOSS UNDER JOINT BOARIl PROPOSED RULES

Current USF (1995 Cost for 19C171

Current OEM Weighting (I Cl95 CostS)'

Long Term Support (I ClCl5 Costs I'

~. Total Cost Recovery Subject to Reconstituted USF - Current Payment l.el'e/

(Line 1 + Line 2 + Line 3)

.tI ccess L. mes (December ICl(5)

(, Frozen RClmbursement Per Access L.lnc. Per ~1onth (Line ~ l.lne 5 ' 12 nwnths)

\·lultlline Busmess Lmes (December 1(1)<' I

S '>uhlotal E11g.lble Access l.mes (Line S I1IU1U\ Lme 7\

'I. Subtotal Reconstituted tlSF (Lanc (, \ Llne!l \ 12 monthq

Ill. Suhlolai 1.0\5 (Line 9 mlOU\ I.lOe ~I

'11. .... uhtolal Loss orsupporl 1'('[ I.lOe.l'er \lonlh (Line Ill, I.llIe:' 112 monlhs)

I; 1 \llJI l "~Ihlc I.lne~ (l.lne 8 nllnu\ l.1I1l· I ~ I

l-l HC",scd Reconstllutcd usr (I.,nc(., I inC I;, 121110111h'l

I'; IlIlal .\lInuall.(lss(Lilll' I~ OIlnu' Lilli' ~I

I c, I. rrerll \ e 1.(1\' II f .... ul' I'" rl 1'(' r I.J" r. I' (' r \ 1.. " I h (1.111<' I :' .. 1,IIIl' :' I 12 III on Ih q

S1.567.653

$370.254

S408.71~ ,

52.346.61 q ,

5.154

$3794

~52

4.Cl02

5~,~31.883

(5114.736)

($186)

350

4.552

S2.0n528

(~274.0911

($4 4; I

I h. 1.11I~· l~ 1m \Ul'lloHI CtluJI\ Ih-; Inl\'"I.lh,: (. ,linn"", I in,- ,\., n,,, '~-J"'11\1I'~'11' n'"Il'I'II\:J th .\ 1,)(10' fl.:rH~\\.·nl1ng It,,,,, rL'l.lllllll,lltj1 nl hlfl~~ It.:fl1' \UI"'rx'11

1,'1.1\."" ,olllf'I,'" I If'''' '\'\,:"IHH l~qUIIL'n"""UI.n Ih, .... I· .\ I .... ' Ir. ~.I.1," , ... F".)'\'~ ,,~ 11,11111.11\ 1" I'J47 l JICul.lICd r,:I.IIII'Il,hql.1I1J" \"qu.,llfl 4111
11

"

. ,'" , .... \I.\dd""", ",.1.1· •.. ,,10.\ 'I' '
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JSI PROFILE

John Staurulakis, Inc. (lSI) is a full-service telecommunications consulting lirm established in
1962 by John Staurulakis, who still serves as president, for the primary purpose of providing
independent telephone companies with expert assistance in toll separations and settlements. a
field in which it now enjoys a national reputation. In that respect, since its inception lSI has
assisted more than 300 companies, including holding companies such as Allied Telephone Corp..
Mid-Continent Telephone Corp., Rochester Telephone Corp. of New York. and Telephone and
Data Systems in successfully implementing cost-based settlements with the Bell operating
companies. JSI pioneered settlements on an individual cost-study basis in a number of states
where it prepared the first separations studies ever. including Alabama. I\rkansas. Georgia.
Maine, Mississippi, New Hampshire. South Carolina. Vermont. and Virginia,

With headquarters in Seabrook. Maryland. and regional offices in Minncsota. Texas. and
Georgia . .lSI employs a total of 70 staff professionals. and serves some 200 tclephone company
clients in 35 states. JSI provides a range or services that includes toll seraratlOns cost studies:
incremental studies: general rate cases; cost-or-servlce studies: rates and tariff filings: accounting
reviews for compliance with regulatory requirements; FCC monitoring and responses to dockets:
extended area service (EAS) and other feasibility studies: state and ICderal jurisdictional
monitoring. including participation in generic and access charge hearings: capital recovery
(depreciation) studies: NECA reportmg and forecasting: computerized continuing property
records; full traffic services; CABs bllllng and review: valuation/acquisition assistance; rate
design: equal access presubscnption. strategIc business planning. seminars: software
development; and othcr spccialized management. financial. compeltltve. and n:gulatory services,

Thc fiml actlvely partiCipates III state acccss charge proceedmgs where It has likd comments and
presentcd expen testimony on hehalf of Its clients and other statewide companies, Those states
trlclude Alabama. Arizona. r1orlda. (iclHgla. Indiana. Kentucky. Maine. Michigan. MiSSOUri.
Montana. Nt:\V Hampslure. Nc\\ Jcr ...t:\ _;'I.C\\ fvle\lco. Ne\\ 'y'ark. \orth Carolina. North Dakota.
South Carolllla. Texas. West Vlrgml.1 ~ll1d \'lsconsln In addlllOn. th~ timl has ht:en employed h~

statc tclerhone associations or small-CllmpJny gfl'UpS 111 (ieorgI3, Indiana. Mame. Michigan.
MISSISSippi. MiSSOUri. New York. ~orth LHolma. 'orth Dakota. S,)uth Carolllla. Tennessee. and
Wisconsin to represent them in [AS plan 111lpkmcntation. intra-LAl:\ compctltlOn. ONA Issues.
equal access pre5ubscn rt ion. and 01 her ,tldl I ...... UL·' Sen Ices inc ludc panic Ipallon In stalc\\ldl'
C(llllllllllcc ;ICtl\ltlt:S. the prcparatlllil "I ...1.1ll'\\ Idl' rl;lIls. and Ihe rr~Selllal'(I11 Ill' lesttmon~ lhl..·
("trill has I"lkJ numt:rous traffic-sell'tll\ I.." ... uhsUlbl'r-ltnc, ;lI\d carr1~r-Cllllln\\111-1111l': tartlls "'Ith
IHIIllCroU, stale conunlSSlons Alsl'. the lirl1l h;, ... likJ numcrous Sl'b of CllnllllclllS \\ IIIl lhe FCC'
nil hchall oj 1«, c"cl11s In fl'lallonstll[1 I" ""·I'.IUllon, 'SSue"

.lSI has g.radually cxpanded Its stall l'\[1erlt\1.." allli c\perienc\.· In rCsrl)nse to Ihe evol\'lng needs oj

Its client cOlllpantes The firm', lIlarl...\.'tlng an,1 busme5S devcil1pmclH ~\Pl'rtIS<': has het:C1

e\p;ultleJ. £1\ c11l:nts der10y nc\\ 1I..'L!IIlIlIIlt!II.:S and ~\rand Into ne\', lines 01 bUSiness. Includlll~

t"d1l.:r 1lt:1\\\Hks. long-dlstalKe rC";lk LIlIlll'dlll\\.' .~...:cess_ thl..· lntern~l. LInd \\'llek,,\ "en ICt:" III
II)I)~ till' ,·1'111r.111\ !Ullll"d ,1\1 11Il.1I1"':!.!' \(r'.I __' ;\, .1 'l.."par;\L' ,11\'1<"11 11\ tIl p111\l,k' chel1t·
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specialized business and financial intermediation. valuation. and syndication services. In 1997,
the company established lSI Solutions. a division that will offer software and educational
products to telecommunications providers. lSI is committed to maintaining the highest level of
expertise and proficiency in those areas of value to the communications provider of tomorrow.

The philosophy of the firm is to provide the highest quality service to our clients at the most
reasonable cost. Since we are a family-owned/operated company. there is a high degree of pride
instilled in our staff. which we believe is reflected in our service and our staffs caring attitude.
Our professionals display the highest levels of integrity and desire to go out of their way to be
responsive to our clients' needs.


