ESTIMATED 1998 FUNDING REQUIREMENTS

The LEC 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 made 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, $ M
USF 465
DEM WEIGHTING 220
LONG TERM SUPPORT 345
TOTAL 1,030

‘.‘l
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ADVANTAGES OF THE PLAN

The LEC associations plan would address the legitimate concems of the Joint Board while more
affectively 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 information services.

* LECs will be able to recover their prudently invested costs properly assigned to the interstate

jurisdiction.

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

relocate to urban areas.
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UNIVERSAL SERVICE FUND

Present Rules

Separations rules currently assign 25% of LECs' loop costs to interstate. LECs 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 ioops: 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
75% of costs over 250% for each loop.




UNIVERSAL SERVICE FUND (Cont.)

These additional interstate allocations are funded entirely by the IXCs and paid directly to LECs. This
amount is now capped at the total fund size of the previous year times the prior calendar year's line

growth.
Joint Board Recommendation

The Joint Board would replace this by freezing the amount paid to a LEC 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 determine the payments for 1998.




DEM 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:

0-10,000 access lines--«---cc-uecceccac--- 3.0
10,001 - 20,000 access lines - - ---c-cccmccna- 2.5
20,001 - 50,000 access lines --=--ccccccenraa- 20

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 (Cont.)
Joint Board Recammendation

The Joint Board would transfer this explicit support from access charges to the USF by determining the
additional revenues to be collected by each LEC in 1996 above what would have been collected without
DEM 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 (LTS) needed is then calculated by subtracting
the amount pool participants will receive in SLCs and CCL charge revenue as well as pay telephone

costs and revenues. Pool members draw from the fund annually based on their reportéd costs (except for
average schedule participants). LTS is funded by non-pooling incumbent LECs who then reflect the

contributions in their CCL charges
loint Board R Jati

The Joint Board would freeze each pool member’s percentage of total LTS contributions from the non-
pooling LECs. Then, LTS 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
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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, competition.” The Universal Service
Transition Plan for Rural LECs 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.

0  Arbitrarily freezing USF, DEM and LTS on a per-line basis is unjustifiable on any grounds and
would serve to discourage rural LECs 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




SUPPORTING POLICY CONSIDERATIONS (Cont.)

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

0
approach the Commission on an individual basis if they need to undertake investment to their
networks beyond what they would be able to recover through 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.

0 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
63135 SEABROOK ROAD
SEABROOK, MARYLAND 20706

301-459-7390
FAX 301-577-357S

March 19, 1997

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 concems JSI has with respect to the Federal-State Joint
Board on Universal Service (Joint Board) November 7, 1996 Recommended Decision to the
Commission. If our understanding of the Joint Board's recommendations are correct, we believe
the Recommended Decision would put in place a formula 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 parte notice are being filed in the Office of the
Secretary.  Further, 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.

Respectfull)Zub/m/u:
S A

Michael S. Fox
Director, Regulatory Affairs

L Jundt
L. Chong
S Ness

P Ouello

cl



An Ex Parte Presentation to the FCC
--submitted by John Staurulakis, Inc.'

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 1o 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
Universal Service Fund (USF). Dial Equipment Minutes (DEM) weighung. and Long Term
Support (LTS). See Attachment B for a more thorough discussion ol the Joint Board's
recommendations applicable to rural telephone companies.

if our understanding ot the Jloint Board's recommendations are correct. we believe that through
these policy measures. it perhaps unwittingly has put in place a formula that wiil. at the outset.
resuft in a significant change in revenues received. and guarantee the under-recovery of costs for
many rural LECs. JSI's analysis indicates that, mitally. the potential shortfall of revenues mayv
be as much as $27 per access line, per month

Data Analysis and Findings

Eighty (80) of JSU's rural telephone company clients, from twentyv-three (23) sates, participated
n thus study - The results indicate that. as a group. on average these companies will experience a
loss of $2 79 per access hine. per month, beginning 1in 1998 This represents an average decrease
of 17 02% n interstate cost recovery for the combinaton of the current USF. the DEM
Weighting and the Long term support However. the 17.02 % average masks the true company-
specific drop inanterstate cost recovery . which reaches as high as 39% of interstate settlements
tor these programs Scee attachment A Lor the detanls by company. and by state

ISES concer s that a reduction in the level of interstate cost recovery in no wany dimmishes the
actual costs imcurred by the TEC These costs will be shitied o the intrastate junisdhicuon” All

"ol Staurulakis, fne (JSE s a consultime tirm based in Szabrook. Marvland wineh has worked wath independent
telephone companies since 1962 A more complete proftile of 1S s included v Anachment D

his s certanndy the case tar the carrent USE whieh as o result of o 1988 Joumt Bouard recommendation revenues
are sed to utbser antrastate revenue reguorerments (OO Dacker Na 78272 00 Docket Noo S0-286 adopted

Sonvernber o TSRS tootnots Sy T akse appeats to be tie Lase Jar e DAL ionraes e v Cnrcasonabliy be



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.’

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 information 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. Furthermore, 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 reflected on Attachment A are conservative. This i1s primarily due
10 the fact that the Joint Board's recommended per-access-line freeze, of historic cost recovery
levels, results in a lag in seulements.' 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 1o continue to tnvest in
these faciliues to promote and advance universal service, and meet the other obligations imposed
by the FCC (e.g.. dialing parity. number portability. pay phone deregulation. ctc.).

Conclusions/Recommendations :

ISI believes that. in at least two respects. the Joint Board. unwittingly or not. has violated the
intent of Congress embodied in the Act’s universal service principles: First. the Joint Board has
unnecessarily restricted recovery of universal service costs solely to primary-residence lines and
single-line business hnes, even wlule 1t acknowledged (in Paragraph 89 of the Recommended
Deciston) that the Act provides no statutory guirdance (n this area.  We believe that this
recommendation s contrary o the provisions of Secuon 254(b)(3). and serves 1o the
disadvantage of those customers that recerve local service from a rural telephone company. and

assutied  that ot the Jont Board recommendatuon ot transterning the DEA weightng requitements to the
reconstituted UUST s approved by the 1 CC there wall be o concurtent change in separations procedures ehminatung
the DEM werghung which will reduce the assignment of local switching to interstate, and, thereforc.
automatically result i a qunsdictional stult to intrastate s tess certain that the change in treatment’of fong ferm
cuppors will result in a yunsdictional shat

Chie vast magoriy of our chients. and rural telephone compamies in general, are rate base. rate-ot-return regulated
compames with the obhigation to serve all vostomers waithin a certitied geographic arca and on a umely basis,
cxchange tor an opportumity 1o recover ther costs and cam o retuen on their investment In such a scenario. s

tvpically local service rates over winch the tural telephone company has pricing control since these tocal service
conts are residuatiy deoned

" e Somt Board has proposed to treeze the per-line amounts of cost recovery from the 1993 USE the 1996 DEM
werghting, and the 1996 Long Term Support In 1998 absent this freeze, rural telephone companies would bt
alloseed 1o recover the 1996 Teve! ot loop costs throuch the current USE the 1998 ainterstate Tevel of Tocal swatching
costyomctudme the DEM werghime and e 1995 eved ol the common-hine costs included i L one Term Support



ultimately to the disadvantage of rural economic development. 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.’ 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 itself.

Complicating the situation further. JSI believes. is the intensitying 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 1s “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.™ While the
value of such a model for small telephone companies remains problematic. cven for Chairman
Hundt (as he told the Commerce Committee at the same hearing). ISI has a broader concern.
With the Congressionally mandated deadline fast approaching. JSI fears that its clients and all
rural LECs face the prospect of being overlooked as the FCC intensifies its effort 1o 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

FFor the forepoing reasons. JSI, on behalt of 1ts rural telephone company chients, respectfully
recommmends that the FCC reject the Federal-State Joint Board's Recommended Decision as 1
apphies to the reconsututed USTT Rather, JSI urges the FCC to adopt the recovery procedures
proposed n the LEC Associanons Unversal Service Transinon Plan For Rural Telephone
Companies. " or other such measures that will ensure that customers served by rural telephone

" in therr March 3. 1997 letter to Charrman Hundt 25 members of the U'S Senate reterated that Congressional
mtent aruculated i the Felecommumications Act of 1996 was 1o ensure that all Americans have aceess o
attordable teleccommunicanions services revardless o where they live (emphasis added) 7 In the letter, the Senate

cosigners also noted that the Jomnt Board's cecommendanions 1o etunmate universal service support for business and
other non-restdential consumers in rural arcar appears o nusingerpret the At as Lo restnct universal service support
1o siagde-hine residential consumeres alone

" See Charrman Hundt s Sttement on L onersal Service Before the Commtiee on Commerce. Science and
I ransportation. Thnted States Senate. March 12 1997

Ihe LEC svocimy 1 omversed Seosace Dranvaion: Plan For Rwal Leleplicone ©ompaines s anealternative
Universal Service Fund compensation plan recentiv proposed by the Natonat Rural Telcom Association. Natonal

TUiephone L ooperaling Assouaban Creanizaiion oo the Promonion and Advancement ot Small



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.

Felecommunicatsans Companies, and the Unsed States Tetephane Asaciiion  The assoctans fiied thes plan with
the FOC o tansomattal Jated Mareh & 1997
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Calculation of Annual Reconstituted USF Loss Under Joint Board Proposed Rules
State Totals

Loss Yo

COMPANY Per Line Loss
Company A AL 332 19.08%
Alabama Total $3.32 19.08%
Company B AR 0.80 11.70%
Company C AR 225 14.36%
Arkansas Total $1.42 13.38%
Company D FL 6.72 17 6%
Florida Total $6.72 17.06%
Company E GA . 414 2510%
Company F GA 112 19.64%
Company G GA 1.62 5.83%
Company H GA 0.54 4.08%
Company | GA 141 18 72%
Company J GA 199 1427%
Company K GA 238 11 48%
Company L GA 1A 18 44%
Company M GA 227 34 32%
Company N GA 2176 1 06%
Company O GA 076 10 30%
Georpia Total $2.01 14.80%
Company P IN 092 14 58%
Company Q IN 3 16 68%
Compans R N (058 DRIREN
Company S N {164 4 7%
Indiana Total St.14 LAY
Company 1 KN RIRE! 8 371%
Kansas Total $4.34 833%%

Compann | I 02 15 7




Company V
Company W

Maine Total
Company X

Minnesota Total

Company Y
Company Z
Company AA
Company AB

Mississippi Total

Company AC
Company AD

Viontana Total

Company AE
Company AF

North Carolina Total

Company AG
Company AH
Company Al
Company AJ
Company AK

North Dakota Total

Company Al
Company AM

Now Hamgshire Totad

& &

$

5555

MT

A A

ND
ND
ND
ND
ND

NH
NH

18.00 45.70%
0.49 5.37%
8.77 3741%
0.64 10.33%
$0.64 1033%
215 9.66%
'5.62 11.44%
293 8.66%
3.52 15.12%
$2.73 11.42%
495 14.43%
6.16 20.07%
$5.84 18.49%
0.40 4.59%
031 1.78%
$037 3.04%
040 6.5
5.52 12.35%
1.53 427%
4.87 21.06%
592 9.10%
2.8 12.15%
182 21.18%
342 27.86%
8.17 27.08%

Attachment A
Page 2 of 4



Attachment A

Page 3 of 4

Company AN NM 25.61 36.92%
New Mexico Total $25.61 36.92%
Company AQ NY 2724 31.8%%
Company AP NY 468 11.73%
Company AQ NY 249 21.98%
Company AR NY 932 48.00%
Company AS NY 0.62 9.44%
Company AT NY 1.43 23.74%
Company AU NY 5.40 50.57%
Company AV NY 1.05 9.16%
Company AW NY 2.05 32.25%
Company AX NY 3.89 30.21%
Company AY NY 10.24 24.33%
Company AZ NY 0.59 8.70%
Company BA NY 215 30.62%
Company BB NY 763 8.5%%
Company BC NY 0.65 3.12%
Cormpany BD NY 2.00 26.18%
Company BE NY 402 27.33%
Company BF NY 142 12.22%
New York Total $5.15 23.70%
Company BG OK 1.25 3.22%
Okdahonu Total S1.25 3.22%
Company BH PA 0.30 4.11%
Company 8! PA 5.30 58 76%
Cormpany BJ P'A 281 10.12%
Peninsylvania Total $4.10 28.8%,
Company BK N 098 10.61%%
Company 131. X 0.69 6.08%
Cormpany BM SC 191 15.63%

South Carvlina Total $1.33 12.34%,




Company BN
Company BO

South Dakota Total

Company BP

Company BQ
Company BR
Company BS

Company BT

Company BU
Company BV
Company BW
Company BX
Company BY

Texas Total

Company BZ

Wisconsin Total

Company CA
Company CB

West Virginia Total

Total 23 States

FRFAIIIAAA

WA
WA

411 15.4%%
0.68 10.05%
$127 12.51%
525 12.24%
5.00 23.14%
2.84 10.24%
899 19.78%
12.42 16.8%%
13.12 3.26%
747 28.82%
202 15.74%
1.90 13.21%
12.74 22.05%
$5.15 18.04%
267 34.57%
$2.67 34.57%
1.34 10.04%
0.80 12.52%
SLL13 10.63%
S2.79 17.02%

Attachment A
Page 4 of 4
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Page 1 of 2

Conflicting Objectives

In its Recommended Decision, it appears that the Joint Board has put in play a conflicting set of
short-term objectives in its universal service policy for rural telephone companies. [n Paragraph
283, the Joint Board recognized that “moving small, rural carriers 10 a proxy mode! 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 over a six-year transition,
the Joint Board also chose to freeze for three years, starting on January 1. 1998, high-cost

assistance, DEM weighting and LTS benefits for rural carriers. based on historical, per-line
amounts.

In addressing universal support mechanisms, however. the Joint Board felt that only the primary-
residential line (connection) and single-line business lines should quality for support. In that
regard. the Joint Board reasoned that " supporting one connection per residence s consistent with
section 254(b)(3). which states that access to services for [ow income consumers and those in
rural. insular and high cost areas should be reasonably comparable to that available in urban
arcas.”  Concluding that suppont for a single residenual connection would give a household
“complete” access to telecommunications and information services. the Jomnt Board declined to
provide support for other residential connections bevond the primary residential connection.
believing that “(s)upport for a second connection is not necessaryv for a houschold to have the
required "access’ to telecommunications and information services.” Justifving this decision, the
Joint Board declared that 1t found that “providing support for designated services carried to
single-connection businesses in high cost areas at a reduced level 1s not inconsistent with the
1996 Act 7 Furthermore. the Joint Board went on to speculate that ~as competition develops. it
may be unnecessary to provide even this reduced support for services carnied on the mial
connection of businesses in lugh cost areas ™

As established i the Jomt Board's transition plan. beginming January 1. 1998, rural telephone
companies would base therr universal service cost recovery on a combinauon ot current USF
compensation. the interstate DEM weighting settfements related to focal switching. and the LTS
component ol the mterstate common-hine pool based on the historical per-hine cost recovern
amount. muluphied by chuible access hnes  The Joint Board proposed that tor <1998, the
camponents will be detined as follows

o Current USE: The 1995 IS foop cost diaded by 1993 ot USE hines, and muattuphed
1996 chigible hines.

o DEM Weighting: The DENM waighting portion af the 1996 interstate tocal sawitching cost
Jivided by 1996 total hines. and muluphied by 1996 choible hines. and.

e Long Term Support: The 1996 interstate common-hne revenue requirement. mutuplied by
4 tactor that represents the Long Term Support compuonent ot the 1996 interstate NECA
common-hne pool. divided by the 1996 NEC A common-hine revenue requirement. and

multiplicd by 1996 chiaible hines
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According to the Joint Board's formula, beginning in the year 2001 and continuing through the
year 2003, support will be gradually shifted 10 a proxy-based methodology. In 2001, 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 Decision with the Intent of the Act

In Section 254 of the Telecommunications Act. Congress set forth. among other things. the
universal service principles it intended the Joint Board and the FCC to tollow in setting policy.
To guide the FCC and Joint Board. Section 254(b) of the Act established universal service
principles which include the following:

(1) Quality services should be available at just. reasonable. and affordable rates:

(2) Access to advanced telecommunications and information services should be provided tn all
regions of the nation:

(3) Consumers in all regions of the nation. including low-income consumers and those in rural.

isular, and high-cost areas. should have access to telecommunications and information

services, including interexchange and advanced services, that are reasonably comparable 10

those services provided in urban arcas and that are available at rates rcasonably comparable

to rates charged for similar services in urban areas:

All  providers ol telecommumcanons services should make an  equitable and

nondiscriminatory contribution to the preservation and advancement of universal service:.

{3 There should be speaific. predictable and sufficient federal and state mechanisms 1o
preserve and advance universal service. and.

(4

(o) Elementary and sccondary schools and classrooms. health care providers. and libranes
should have aceess to advanced telecommunications services as described in subsection (h)
(7v Such other principles as the Jomt Board and Comnussion determne are necessary  and

appropniate for the protection ot the public mierest. convemence. and necessity and arc
consistent with the Act

JSE beheves that, o at least mao respects the Tomt Board has violated the intent of Congress
embodied o the Acts wmversal service promaples Foest. the Jomt Board has unnecessans
restnicted recovery ob universal service costs safely o pnimary sresidence hines and single-hine
busimess hnes. even while it acknowledueed an Paragraph 89 ol the Recommended Decision) than
the Act provides no statutory gudance i tas area We believe that thas recommendation s
contrary to the provisions of Section 234thyc v and serves to the disadvantiage o customers that
recene focal service trom g rural telephone company . and ulumately o the disadvantage of rural
ceonomic development Sceond. the Jomnt Board has proposed a mechanism for rural telephone
companies that will ensure. at the outset, a sigmticant change m the lTevel of revenues received
and will guarantee the undesaecovers ot costean outcome that speciticallv viofates Section
ey
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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.

l.

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 DEM Weighting portion of the 1995 interstate central

‘s

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 I'CC’s rules, by the
local switching equipment weighted DEM factor, determined in accordance with FCC Part
36.125(f) rules, and multiplied by the difference between the Weighted and unweighted DEM,
calculated in accordance with FCC Part 36.(b)and () rules. For those¢ LECs that settle
interstate access on an Average Schedule basis. the DEM Weighting portion of the interstate
local switching requirement was determined by multiplying $.0203 per minute by the
apphicable interstate access minutes. This rate per minute was provided by NECA, as its
estimate of the value of the DEM Weighting within the traffic sensitive pool. The 1995 rather

than the 1996 data has been used simply because of its availability. In the sample company.
the calculanon is as follows

Long Term Support  ['hus s the portion of the 1995 anterstate Common Line revenue
requirement that 1s supported by fong term support provided by non common line pooling
LECs. v accordance FCC Pan 69 612 rules. This s determined by muluiplying the interstate
common fine revenue requirement. lor vear ending June 30, 1996, by a factor ol 41 11%. This
lactor was determuned by the National Exchange Camer Association (NECA), and was used
m a January 13, 1997 NECA commoen hine rate filing  According to this filing. the total
common line pool revenue requirement  tor the vear ending June 30, 1996 was
S1.079.603.950. the end 1er charee tevenue was $448.499.973 the carrier common line
revenue was $187.312.037 and the done term apport was $443.792 339 thus vielding the
tactor ot 4111 The 1993 rather than the 1996 data has been used simply because of s
avanlabihiny Inthe sample company the caleulaton s as follows

SOud 190 N JHHE SJ08TI1C
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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, respectively.

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 BOARD PROPOSED RULES

1 Current USF (1995 Cost for 1997) $1.567.653
2 Current DEM Weighting (1995 Costs)' $370.254 -
3 Long Term Support (1995 Costs)' §408.712 '

4. Total Cost Recovery Subject to Reconstituted USF - Current Payment Level $2.346.619 *
(Line 1 + Line 2 + Linc 3)

3 Access Lanes (December 1995) 3,154
6 Frozen Reimbursement Per Access Line. Per Month (Line 4 Line 3 ' 12 months) $3764
T Muluhine Business Lines {December 1995) 252
S Subtotal Ehgible Access Lines (Line § nunus Line 7) 4,902
9. Subtotal Reconstituted USF (L.ine 6 x Lane 8 x 12 months) $2.231.883
10, Subtotal Loss {(Line 9 minus Lince 4) {$114.730)
‘11, Subtotal Loss of Support Per Lanc, Per Month (Line 10 Line 3/ 12 months) ($1.86)
12 Resdential 2nd Lanes and 2nd Home |ines 350
[+ Towst Lheble Lanes (Line 8 nunus Line 12 4.552
—
14 Rewvised Reconstituted USE (Line ¢« Lane 13+ 12 mantha $2.072.528
13 Total Annual Loss (Line 14 nunus Lane ) (S274.091)
Lo Effectine Loss of Support Per Lane, Per SManth (Lane 132 Lane 3712 months) N (84 45
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JSI PROFILE

John Staurulakis, Inc. (JSI) is a full-service telecommunications consulting {irm 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 JS! 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-studv basis in a number of states
where 1t prepared the first separations studies ever, including Alabama. Arkansas, Georgia.
Maine, Mississippi, New Hampshire. South Carolina, Vermont. and Virginia.

With headquarters in Seabrook, Maryland. and regional offices in Minnesota. Texas. and
Georgia, JSI employs a total of 70 staff professionals, and serves some 200 tclephone company
clients 1n 35 states. JSI provides a range of services that includes toll separations cost studies:
incremental studies: general rate cases; cost-of-service studies; rates and tanitl filings: accounting
reviews for compliance with regulatory requirements; FCC monitoring and responses to dockets:
extended area service (EAS) and other feasibility studies; state and federal jurisdictional
monitoring, including participation in generic and access charge hearings: capital recovery
(depreciation) studies; NECA reporting and forecasting: computerized continuing property
records; full traffic services: CABs billing and review: valuation/acquisition assistance; rate
design: equal access presubscription. strategic  business planning. semunars; software
development; and other specialized management. financial. compeuuve. and regulatory services.

The firm acuively participates in state access charge proceedings where 1t has filed comments and
presented expert tesiimony on behalt of its chents and other statewide companies. Those states
include Alabama. Anzona. Flonda., Georgra. Indiana, Kentucky. Maine. Michigan, Missourt.
Montana. New Hampshire, New Jerses . New Mexico. New York. North Carolina, North Dakota.
South Carolina, Texas, West Virginma and Wisconsin In addition. the fimy has been emploved by
state telephone associations or small-company groups in Georgia. Indiana. Maine. Michigan.
Mississippt. Missourt, New York, North Carohna. North Dakota. South Carohina. Tennessee. and
Wisconsin to represent them tn EAS plan implementation. intra-LATA compettion. ONA 1ssues.
cqual access presubscription. and other such ssues Services include participation i statewide
committee activities. the preparation of statewide plans, and the presentation of tesumony - The
(irm has {iled numerous tratfic-sensitine subseniber-hine, and carner-common-hne tanfls with
numerous state commusstons. Also. the tirm has tiled numerous sets of comments with the FCC
on hehall of s cheats in relanonship o separations issues

IS1 has gradually expanded 1ts stafl expertise and experience in response 1o the cvolving needs ot
its chent compantes. The firm’s marketing and business deveiopment expertise has been
expanded. as chents deploy new technologies and expand into new lines ol business, including
tfiber networks, tong-distance resale competitive access. the Internet. and wireless services in

YOO the company lormed IS Dmance’ Servce s as oo separate division o0 provade chients
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specialized business and financial intermediation, valuation. and syndication services. In 1997,
the company established JSI Solutions, a division that will offer software and educational
products to telecommunications providers. JSI 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 staff’s 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.



