
*

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, t.M

USF

OEM WEIGHTING

LONG TERM SUPPORT

TOTAL

5

485

220

345

1,030



*

ADVANTAGES OF THE PLAN

The LEG associations plan would address the legitimate concerns 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.

LEes 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.

6



-
~
~en
wo
wz
~
wen
~

cz
~
oa::
C)
~

~
aJ
a::o
u.
wa::«
en
::I:
Q.

~
C)

~
w
>
C)
z
~
o
~
~

o
u.
W
::I:....



UNIVERSAL SERVICE FUND

Present Rules

Separations rules currently assign 25% of LECs' 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

75% of costs over 250% for each loop.

8



lml\lERSALSERVICE FUND (CooL)

These additional interstate allocations are funded entirely by the IXCs 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.

JainlBoard 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 detennine the payments for 1998.

9



OEM WEIGHTING

ereseDt Rules

LEe study areas below 50,000 access lines allocate local switchjng 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 Jines - - - .......... - - - - - ... - - - - - - - 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.

to



DEM-.WEIGHTING (Cont.)

JoinlBoard 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.

II



LONG TERM SUPPORT

eresent Rules

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

common line pool. The total amount of long term support (LTS) needed ;s then calculated by subtracting

the amount pool participants will receive in SLCs and eCl 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 LEes who then reflect. the

contributions in their eCl charges

Joint Board Recommendation

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



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, colT'petition." 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 Jines 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



SUPPORTING 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 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.

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

8315 SEABROOK ROAD

SEABROOK, MARYLAND 20706

301....5.7590

FAX 301·577·51575

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 concerns 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 Iist 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.

RespectfullyJbm~d,

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

cc R Ilundt
R Chong.
S ~~ss

.1 Ol1~ll()
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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
[n 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 no! 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 (OEM) weig.hting, and Long Term
Support (LTS). Sec Attachment [3 for a more thorough discussion or tht: Joint Board' s
rccommcndatlons applicable to rural telephone companies.

II' our understanding of the Joint Board's recommendations arc correct. we believe that through
these policy measures. it perhaps unwittingly has put in placc a formula that wilL at the outset.
result In a SIgnificant change In revenues received, and guarantec the under-recovery of costs for
many rural LEes. lSI's analySIS indicates that. l1l11l3lly. the potential shortfall of rcvenues may
he J~ much as S27 per access IIOC, per month

Data Analysis and Findings

Eighty (80) of .lSI's rural telephone company cllcnts, from twcnty-Ihree (2.') stales. parlicipatcd
III tillS stlld~ The results mdH.:atc lhal. as J group. on average these compa/lies \\.111 expericnce a
lo~s of 5)2 79 rer Glccess Ilnc, rer month, hcglOnlO~ III 1998 ThIS represents ;.Ill averagc decrease
01 1702% In II1terstatc COSI recovcn for Ihe I.:Omhlllal10n or the currenl usr. the DEM
\\:etghttng and the Long. tcnn suppon Howcvcr Ihc 17.02 % avcrage masks Ihe truc' company
specIfic drop III Interstalc cost rccO\en, which re;lChcs as hIgh as :'9% \)1" Interslate selliemcnls
lor Ihese rfll~ralnS St:e allachmClll .'\ tnr the details hy company. and h~ q<lle

.lSI'" COllCl.:ll1 IS that .1 reductIon 111 thl' 11:\1.:1 or Inlt.:rstalt: e\lst reCl\\erV III 1111 \\';1\ dllllllllshcs the. .
,\etllal C\l"[-.. IlIcUrTt:d I" IhL: IH' I hL"l' eO<;l, \\ ill hI.' shilled 1(1 the lntraslall' ILlrlsdiClIOn~ 1\1\

. hlilll Sl.turlll"kl~. Inl (JSI) 1\ 01 lOIl\ulllll~ (Hili h.lsed In ~~abroo". \1;trylilnd whIch hOI, \\"l1rked "l1h 1I1dependent

tclepholll: lOlllp,lIl1e~ \tlllC 14(1~ 1\ 11 I l1rt' completl' protik nt" JSII\ II1cludec..ltl1 i\ltachmCllI {)

I hl\ I, lcrt,lIl1l, th.: Cil,': lnr thc 1I111l'111 I;'" "llIdl . .t\" rc~uli 01.1 IlIX,l JI\1111 Board Il'UlIllIlll:lllL!t'OII rcvenuc'

,Ill' t1"d 1<. \l!!\l'! Irltr,hC.tI' Inl'lItil' r,~llIr,lrl(':(I{, (('( !lod..er ,-" 7X·7= IT IJock,'1 "",,, .'II·~X(, ;I(jllfllcd

',II\cllhl': ; -. :qs~ ltH\;lhl!', ..,." It ,II". ,111;'\"",lr", til hl,,: ,Ill" ~.l\l· 1o! ilL' /ll. \1 II, .",'111"'" '.IIH l :! • iii Il""'I'"clhh b'..'



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 contro1.)

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 rellected 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 sel/lemenls. 4 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. III at least two respects. the Joint Board. unwillingly or not. has violated the
Illtent of Congress embodied III the Act's universal service principles: First. the Joint Board has
unnecessanly restricted recovery of ullIversal serVIce costs solely to primary-residence lines and
slnglc-lllle busll1ess lines, even while It acknowledged (in Paragraph 89 of the Recommended
f)eCl'IOf1; that the Act proVIdes Ill' statutory gUIdance 111 this area, We believe that this
recommendation IS contrar~ to the provIsions of SectIon 254(b)(3). and serves to the
disadvantage 01 those customers thJI receive local service from a rural telephone company, and

.,\\UllIcd lhat It lhe JOll1l Bo.uil rc~ornll\l:ndJlIOn {II lrJnsfemng the DEM Wi'tJ.!hllllg requirements 10 the

recOlIsllluteu lISl ., approved b~ lhc Ilt lherc \\ III he a concurrent change In separallolls procedures ellmlnallng

thc [)FM "clghllng which will Il'dUll' thl' ."\I~nmcnt of local SWitching co IIltcrstate, and, therefore,

,1U1011Iatlcall, resull III .1 IllrlSdlCllondl ,hill 10 1I11r.I\I,lIC It 1\ !t:s, cenaln that the change 10 treatment'of long term

'/ll,/,ort wall re'>ullill a lurlsdlCllOnal ,1111:

I hl' \ .1'>1 1Il,IIOrll\ 01 OUI chelll'>. and 1111.,1 Iclcphlllll' cump,llllC\ III ~(Ilcral. arc rate hase r'\le-ol·return regul'llcd

~lI"ll1.lIlIC\ \\ Ith thc obhgatloll 10 'l'f'l' ,iii 1Il\hUlll'l' \\ IIhan rl ccnlt'lcd gcogrilphlC arc" alld on a timely basIS, III

c'\lli,UI~C IOf ,Ill c1flfHlnunll' III rcco\e'l Ihc'" lo\h .HlU CJm ,I rclurn un their IllveSlment In \uch a sccnarlo. II 1\

t\flll"lIh 11Il,l! WfVICC rale,> O\l'r \\lillli II,,· 1III,Ii lcll'pholll' ll'"lfl,tn\ hJ\ flrlCing cOlltrol \lIICC the,e local scrvllC

,,"', ,IT,· Il·.,.lll,lIl\ Ikll\cd

I I hc JOllll 1\,',Ht! h.1\ proflo'>ed 10 IrcClc' lhl' pc, IlIll' ,1111011111. III CO,>I r(cover\, Irolll thc t<)l)~ llSI. the 199(1 [)EM

II c',~hll/IL: ,11111 Ihc I ()C)t> LOll:: Il'rlll .... 111'1'..'1 III II)I)X. ,ttl',,-"1 llll~ rrl'cle, rural telephone lomrantc, would bc

,111",,<:<1 I" fC'C,lll" lit ... 1')1)(, Inc'l "I I''''t",''h 111I'"I~~h tltc lUrTt:llll l<;F the 191)S lO(cr,I,I\'" k.,-clollocal SWllclilll~'

"",1, Illdllllll1~ Ihl' I II \1 \\t'l!.:hllll'~ ,11101 111'· ,'I'IX k\l'Ioltll'" ,,'l1lOlIll1·III" CO<,l, Illcludct! III loll~'. I crnl \llflrnr!



ultimately to the disadvantage of rural economic development. Second, lhe 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-Stale 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
tenn, the Joint Board's recommendations will lead to significanl, 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. 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 determme the cost of providing universal service."(' While the
value of such a model for small telephone companies remains prohlematic. 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 compal1lcs 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 forcgolllg reasons. lSI. on hehal! nf lIS rural telephont: company clients. respectfully
recommends that the FCC releCl the h:deral-St3tc JOint Board·<.; Hecil/II/llended DeciSion as It
appltes to the reconstituted t lSI Ibther. JSI urges the FCC tll Jdt1pt the recovery procedure~

proposed In the /.[(' /h.\(ICW(ICJ/l\ {'I/"l"r\lI! ",er\'lce TUII1.\I11011 /'/li/1 FII,. Rura/ Telepl/(JIlL'

Compol1le.\ - or other such measure.:, tll:lt \\ 111 cn~urc that CU<.;lOIlH:rs served hy rural tclcphont:

, In Ihelr March," I C)<n lellt:r to Ch<llrm.lfl Ilufl<jl ~ ~ Illl'mbers ot thl.' lJ ~ "l'fl,IlC rl'llt:ratt:d Ihal Con~rc\~lon<l1

Illlt:nl anlCUl<llt:d In the I eleCOnllllllnll.III1lI1' '\ll "t \ 'Nt, "as "10 el1,url' Ih;\I all ,\1I1t:f1l,mS havl' <IllC" tIl

.lftord"olt: It:lc«lIl1I1lUnlc.J\lon~ ..cr\ ICC\ rC~.HJlc" III \\ht:rl.' Ihe\" live (ell1ph<l'" <ldded)" III the ktll:r. thc Sellall'

t.:osl~nt:r\ also noted Ih<ll the Joml Board' .. rl.'lOl1lfllcnd.IIHln, 10 ellllltnate uiliversal ,erVlce ,uppon for hUSllless ,uld

lIlhcr rWII·rc"Jentl.d consulller .. In rur<ll Ml',,·· ,lppl',If' III 1111<'lnlcrprl'llhe (\ll " .. III Il'strlcl IInlvcr..al \nVICl' <,1I["lIHln

III ,,":.:11:,1111\: 1l"h1l'lIllalll11l\III1ICf<. ,dlllll'

" SCl' l"h;\Irlll<l1l Hundl , Statemcnl \\11 I 111\ l'r"l1 ~Crvl(l' Bdon: Ihe COll1lllillee Oil ("OIlIlIlCrCl'. SCICI1Ce ,ll1d

I r<lll ..pOnJIIOn I )l1ltcd SI<111.''' ~t:fl.IIC \ Llrcll I ~ I ')4 ~

1Ill' IJ.l· ·1 ""Llcllt"t:' (IIIL'("\(/: \,"'/,. /'cI'I\(It,,,, (':':1'1 F"r N,I'U( Id,'/'/""'" I 1I11I/'cllI/('\ I' ,III ,i1ll'lIl;\II\"l'

l oIl1\'l',,;1I Sn\ I,e 11111<1 •• 1I1lpl'I1',1l1l11l pl.lli Il'll'llIh pI0I10'<''; h\ thl' ';1l1l1Il,i1 1(111.11 Il'!l'lIl1 1\ ',\IlCidl 11111 r-.;dllllll,1I

ll·i ...·p~l\nll· \ ,'t.lI'It,:r.I(I\:.. ·\'''\O ... I,tll''li 1 1°':.1'11/.1111111 !t l ' lilt.' PrPI1101l11l1 .lIld ,\d"';'l1lCIl'~'1I1 III "'11l.III



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.

Iclt:~\lIIlfIlUIlI(,lllllll\ COmpdl1lC~, ;\l1d till' l ""led "1<1lc, Ickplll)l1C 1\,""(1,,11111\ I ill' ""'Cll ",11(11" t",lt:d rill" pl"l1 \\'llh

I!lc' 1\'( 111,111,,"\111111;11 ,Llled M"rcll ~ I'll)'



Attachment A
Page I of 4

Calculation of Annual Reconstituted USF loss Under Joint Board Proposed Rules
State Totals

loss "~O

COMPANY Per Line 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 SI.42 13.38%

Company D FL 672 1706%

Florida Tolal $6.72 17.()(l '1..

Company E GA 4.14 ~:,IO%

Company F GA 1.12 1964%

CompanyG GA 1.6~ :'83%

Company H GA 0.54 408%

Company I GA 141 1872%

Company J GA 199 14~7%

Company K G!\ 238 114!l%

Company L (iA _~ 45 1844%

CompaJl~ M (JA ~ ~7 34 l~%

Company N (iA ~ 76 1106%

Company 0 CiA 079 10,0%

Georgia TOlal S2.01 14.80%

Company I' 1:--" 092 14 :'X%

Compan~ 0 11' ,44 1(1 (IX%

Compan~ R I' o :i8 l) (I~nn

COl1lpan~ S I' () 6..l 4 ~-'o·
• I :to

Indiana Tot;ll SI.14 I 1.5 "Y.,

Compan~ 1 K\ .1 :;-"l X ... "01
, l \ 10

K.tn~:t' 1'0(;11 S·U~ ~.JJ%

("(lI11P;Ul\ I 1 .\ - 02 I ~ '(y'"

.,., ...... ,.... 1 ... ·.1 ("- ", ,= -"n
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Attachment A
Page 2 of4

~YV ME 18.00 45.70%

~YW ME 0.49 5.37%

Maine Total $8.77 37.41%

~YX tv1N 0.64 10.33%

Minnesota Total $0.64 10.33%

CoI1lEJ1Y Y MS 2.15 9.66%

CoI1lEJ1Y Z MS 5.62 11.44%

~yAA MS 2.93 8.66%

~yAB MS 3.52 15.12%

Mississippi TotaI $2.73 11.42°1.,

Cornpmy AC Mf 4.93 14.43%
Cornpmy AD Mf 6.16 20.07'%

MontanaTotaI $5.84 18.49%

Coll1jl1l1y AE NC 0.40 4.59%
Company Ar f\J(' 031 IJ8%

North Carolina TOL..I $0.37 3.()4%

Corrq:xmy A( j ~\) 040 6S7%

COlnrxmy AH NI> S":;~ 12.35%
Coll1jl1l1y Al ND L5~ 4.27%
Company AI N[) 4.87 21.06%
Company AK NI> 392 9"'0%

North Ibkot:t Tnt;,1 S253 12.15%

( 'olnrony AI. '\:1 I 182 211 !I'<ll.,

( "omrnny AM '\lll :; 42 2786%

Ncw Hal1~r;hil"l' Total $3.17 27.08ul.,



Corni:enY AN NM 25.61 36.92%

New Mexico Total $25.61 36.92%

CotnJxmy AO NY 27.24 31.89%
CompmyAP NY 4.68 11.73%
CompmyAQ NY 249 21.98%
CompmyAR NY 9.32 48.00%
CompmyAS NY 0.62 9.44%
Corrqmty AT NY 1.43 23.74%

~AU NY 5.40 50.57%
Cornpmy AV NY 1.05 9.16%
CompmyAW NY 2.05 32.25%
CompmyAX NY 3.89 30.21%
CornranY AY NY 10.24 24.33%

Co~Al NY 0.59 8700Ic,

Cornpmy BA NY 2.15 30.62%

CornranY BB NY 7.63 8.59%

CornpmY Be NY 0.65 3.12%

Co~yBD NY 2.00 26.18%

Co~BE NY 4.02 27.53%

CoffiiD11y BF )\;ry 1.42 12.""%

New York Total SS.l5 23.70%

CoffiiD11Y BCi OK 125 3.22%

Oklahon~l Total $1.25 3.22%

Comj:nny BH PA 0.30 411%

Cornrnny 81 PA 530 58.76%

Cornrnny ill ",\ ~.81 1012%

Pcnru.)'I\';mi:l Tot;L! S4.10 285·t%

l'omrony Bh \( 09S 10(11%

COlnp.lJlY Bl. \( 0.69 6.0X%

Cornrnny BM sc 19\ 15(1~%

SelUlh Camlill:l TOlal $1.13 12.J.t'Y.,

Attachment A
Page 3 of4



CompanyBN SD 4.11 15.49'10
CompanyBO SD 0.68 10.05%

South Dakota Total $1.27 12.51%

CompanyBP TX 5.25 12.24%
CompanyBQ TX 5.00 23.14%
CompanyBR TX 2.84 10.24%

CompanyBS TX 8.99 19.78%

Col11JlUly BT TX 12.42 16.89'/0

CoI11JlUlY BU TX 13.12 3.26%

CornJ:xmyBV TX 7.47 28.82%

CompanyBW TX 2.02 15.74%

CompmyBX TX 1.90 13.21%

Col11JlUly BY TX 12.74 22.05%

Texas Total $5.15 18.04°;',

Cornpll1y BZ 2.67 34.57%

Wisconsin Total $2.67 34.57%

COlT1fDl1Y CA \'.,' 1.34 10.04%

ColT1fDl1Y CB \'.,\' 0.80 12.52%

\Vest Virginia Tol:t1 S1.13 10.63%

Attachment A
Page 4 of 4

Total 2J Slal~ $1.79 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
283, 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 ove( a six-year transition.
the Joint Board also chose to freeze for three years, starting on January I. 1998. high-cost
assistance, DEM weighting and LTS benefits for rural carriers. based on historical, per-line
amounts.

In addressing universal support mechanisms. howe\er. the Joint Board tell that only the primary
residential line (connection) and single-line business lines should qualify f()r support. In that
regard. the Joint Board reasoned that "supporting one connection per residence is consistent with
section 254(b)(3). which states that access to sen Ices for low income consumers and those in
rural. IIlsular and high cost areas should bc reasonably comparable to thaI available in urban
areas Concluding that suppon for a single reSIdential connection \\\)uld give a household
"complete" access to telecommunications and IIlformation services. the JOlnl Board declined It)
proVide suppon for other residential connections beyond the primary residential connection.
hcll(:ving that "(sjuppon for a second connection IS nOI necessary for a household to have the
n:qulred 'access' to telecommunicatIOns and infomlation services" Justifying this decision. the
JOint Board declared that it found that "provldtng. suppon for designated servIces earned to
slIlgle-connection businesses III high cost areas at a reduced level is not inconsistent with the
1996 Act" Funhermore. the Joint Board went on (Cl speculate that "as competitIOn develops. It

I11J~ he unnecessary tn rro\'lde even tillS reduced surrClrt ror scrvices camed l~n the initial
Clll1llectlon or bUSinesses In 11Igh cost arcas ..

:\:-, cswhllshed In the .101111 Board's tranSition r1al1 he~ll1nll1g January I" Il)l)X. rural telcphone
l'lllllp;\l1leS would hasc [heir unl\'ersal sen"ICC Cl"-t reco\t:n on J comhlll:11101l of current I JSF
Clll11rCllsatlon. the IIlterstatc DFi\1 \\l'tghtlll~ sellklllcnls rdated 10 10c;)1 S\' Ilciling. and the LTS
ClIl11 pllnenl 0 I' the I nterstatc CllllHll< Hl·11 nl.: pool h,,'cd lJl1 lhe 11IslOrlcai pcr -11I1C cost rec()\'er\
;\I110unt. multiplied hy e1lglok allCS'- IlIlt.:s Jill' I(llnt Board prorosed that for '1998. the
cI1lllponents will he defined as follm\'-

• ('urn-Ill llS ... : Ihl' Ill\)" \ iSI 1"111' Uhl dl\ l,k,l h\ I \)l}'; tlllal l SI 1111l·'. ;IIld 111l11tlrlled \1\

I \)l)!ll'll~lhk !tiles.
• 1>1·::\1 \\'cighling: I he DI-:i\l \\CI!!hllll;': POrtl\\l~ 01 1Ill' 19l)(1 1111l'rst<lll' I'lcd ..,\\ltchlng ell"!

,iI\ Idcd h\ !I)')/) (olal I Illes ..llld 111lJlllplll'd tn I')l)() cll~lhll' !tIlC" :lIlll

• I.I/n~ Tl'rm SUPPOf'l: "Ill.: I ql)11 uller..,I.ltc C()llll111lll·IIIlC revelllll' requlrcllll.:llt 11111111pll<.:d In
,\ 1:ICIl)( thaI rcprest:l\h tllc I Ol\~ Ierlll SUrp,\rl COl1lpllnCl\t ,11 thc II)l)() Intcrstate NF:C ',\
.... 1l1111\1011·IIllC pllO!' dl\'ldcJ 1"'1\ I Ill' !l}l)(\ ~I ( \ Cll11l1l10n-IIIlC rc\ CIIUl' rCYlIlrcment :1I111
IllliltlpllCd In Il)l)/t c11~lhlc 1111 ..··
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According to the Joint Board's formula, beginning in the year 2001 and cOlllinuing through the
year 2003, support will be gradually shifted to a proxy-based methodology, In 2001, support
would be based on 75 percent frozen levels and 25 percent proxy; in 2002. SO 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 fortn. among other things. the
universal service principles it intended the Joint Board and the FCC to follow in setting policy
To guide the FCC and Joint Board, Section 254(b) of the Act establlshcd universal servicc
principles which include the following:

( I ) Quality serviccs should be available at IUS\' reasonable. and affordable rates:
(:2) Access to advam:cd tclecommunicatlons and information serVIces should be provided in ~II

regIons of thc llatlOIl:
(:;) Consumers III all rcglons of the natlOIl. IIlcludll1g low-income consumcrs and those in rural.

Insular. and high-cost areas. should havc access to telecommulllcatlOlls and information
services, including 1I11erexchange and advanced services, that are reasonably comparable to

those services pnwlded III urban areas and that are available at rates reasonably comparahle
\(1 rates charged for Sllllllar servIces III urhan areas:

(41 All providers \)1 tclecommunlcatlons services should mak~ an equitable and
nondiscrimillator~ c(l(llrlbution to the presen'allon and advancement \)1' ulliversal service.

I:' I There should hc spcl.:dic. predictahk ano suffiCIent federal and state mechanisms tll
prcservc and alh"lIl1.:L' IIlllversal scn'lcc. allo

(l) Ucmentary allo "cI.:Il(\(Jary schools and cl;\ssrooms. health care provIders. and librarlcs
... hould havc acccs\ hi ;Ilh'ancco tckCOlllll1l1lllCallOIlS services as descrlhcd In subsection (h)

(7\ Such other principle.... 1'" Ihc JOlll1 B,I;lrd .I Ill! Commission dClerl1llllC <Ire necessary and
approprlatc lor lhe prlllcctHlIl 01 thL' pllhll": IIlIl'reSI. COn\'enlence, <lnd necessity and <lrl'
ClInslstent With Ihl."\I.:{

.lSI helleves thaI. III at lea ... t t\\O respcl.:h ,Ill.' IOlllt Board has \'Iolated lhc Illtent or Congrc ......
1.'lllhodlCO In thc "\\,'1',, 1I1l1\crs.1I '>en Ill' l'lllhlplc ... hrsl. the ,Iolnl f~ll;lrlt has unnecess;lrIh
Il· lrlCICd rcc(lver~ pI 11111\1.'1".11 ,>cr\lll' ~,""I ... 'Ilkl~ til primar~ -resldcnll' IIIlCS Jm! single-lll1l'
hll lIlC ...... Iincs, CVCIl \\hlk II .1l':\.;lllll\lcd~cd 1111 I'.lragraph g9 of Ihe Hecu/IIII/t'/li/ed /)eClsioll) th,l!
Ihl' '\1.:1 pnl\ldc ... Ill! "\;ltutOl\ plldJncl" III 1111'" .lrca We bellc\ L' that Illl'" ICC0ll1111enda\lOIl I'"
\.,llllr;\I\ til thl' prIll 1"11111'" \'1 SC(1H111 ~"4Ihll ~ I ,Illd ser\'cs to thc dISad\<I'lta~l' 01 I.:USIOrllerS that
rL'I.:I.'I\ I.: 10l.:al scn II.:I.: Irlllll .1 I ULII tL'1cphPlll' I.:III11pany. and UlllrllalCI~ 10 lhl dl ...;ldvantagc 01 rllr<ll
l·Cllllllll1l1.: dc\'clopIlH:nt SC(\lnd. thL' JOlllt BO;lId has proposed a Incdlalllslll lor rllral lclephlllll'
1.:0tl\palliCS thal ,,1111.:1l"'1I1L' .. It IhL' lIU\'\1.:1. .1 "ll.!llIlicalll change III tilL' Ic\el III rL'Vcnucs rcccl\L'd
.Int! \\i11 ~u;lr.lI11i.:l· IIll' \\111.1:.:; '11.:(1 1\1.:1\ ,II \.II ... !, ;111 llulCOrllC 111;1\ "[1CCII·II:.I11\ \ 1,1I<lIC" SCCII,)(\
\ -'.11 hll';; I
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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 r~quirement. It is
determined by dividing the 1995 interstate central office equipment-local switching equipment
revenue requirement. calculated in accordance with Pan 36 and 69 of the FCC's rules. by the
local switching equipment weighted OEM factor. detennined 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 ([) rules. For those LECs that settle
Interstate access on an Average Schedule basis. the OEM Weighting portion of the interstate
local switching requirement was detennined by multiplying $.0203 per minute by the
applIcable interstate access minutes This rate per minute was provided hy NECA, as its
estImate of the value of the OEM \Veighting 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 calculation is as follows

}555.3Rl X (A356JQ· 145~13) = $370.254
43563<)

.1 LOllI!. Term Supflort 1"111 .... IS the r0rtlon PI" the 1995 interstate Common Line revenue
requirement that is supported h\ lling term \/lIJ!)(Irt provided by non common line pooling
IT.C~. 111 accordance FCC Pan (1l) (112 rules ThIS is dctcrmll1cd hy multiplylllg. the interstate
common line rcvenue n:qum.:mellt. tnr veJr endll1~ June 30. 1996. by a factor of 41 11 %. ThIS
Lll.:tor wa .... determll1ed by the I\atloll;ll 1·.xchan~e Carner Association (NEC /\), and was used
111 a January 13, 1997 NITA COllll1Wn IlIle r;lte filll1g According to this filing'. the total
(01111110n Ime pool revenue reqlJtrl:nH.:nt I()! the ~'car ending .Iune 30. 1996 was
~ 1.()7q.h()~.\)50. the cnd /(\(" (},orl:l" rnel1ue \\as S4 ..HC499.t)7). the corl'/('r common 1111('

ll·\l.:rllll· \\as $IX7.~12.()~7 ;IIlJ till' iUIll: {('/III '''!'!lIm \\"as S~~3.792.~'(). 1I1LlS Yielding. the
l;IC!(lr (II 41\1 lile II)\):" ratller tl1.111 till.: I()l}(l dat;] has hl'l.:ll used Sllllp'" hecause or Its

;1\.lIl.lhtll!\ 111 tht: samrk CllI11P;lIl\ . lht.' GI!l:Ul.ltllllllS ;I~ follo\\.;
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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 fonnulas specified for each
line. It should be noted that for calculation purposes. line 6 results have nOl been rounded to
lhe nearest penny.

XYZ Telephone Company

CALCULATION OF ANNUAL RECONSTITUTED USF LOSS UNDER JOINT BOARD PROPOSED RULES

Current USF (1995 Cost for \QQ7j

Current DEM Weighting (1995 COsls)'

Long Term Support (1995 Costs)'

~. Total Cost Recovery Subjecl 1o ReconslIluled USF • Current Payment /.cl'd

(Line I + Line 2 + Line J)

"ccess l.lnes (December 19951

(, Frozen ReImbursement Per Access Line. Per Month \ line ~ Line 5 ' 1:2 months \

\·!ulllilne BUSiness Lines (December 199~ I

S \uhtolal EIIg.lble Access Lines (Line 5 IllInUS Line 71

'I. Sublolall{econslituled IISF (LlOe It \ Line Il \ 12 monlh\1

ilL Suhlotal Lo\s (Line 9 mlOu~ LlOe 41

11. Suhlolal Loss oJSupporll'rr I.lne.I't'r "onlh (Lint' III, l.1I1t':' /12 monlhs)

1_' f(c,,,1enllal ~nd I.lnes and 2nd III'mc I ,n,',

14 Hn'lsed ReconsIlIuted lJsr (I.lne b \ I me ,'" I~ 1l1l1llth\1

I'; I olal ·\lInu"ll.nss (Lillr 14 Ol.nU\ 1..11(' ~I

II, I.rr('ctf\r 1.0\\ ofSuppllrtl'er 1.llIr.I'(,1 \I"nlh 11.1111' I:': I.lnl·:' 111 rncJlllhq

S1.567.653

$170.254

$408.712 '

S~.346.61 q ,

5.154

$17.94

252

4.902

S~.2 31.883

(SI14.736)

($\86)

350

4.552

S~_072.528

(~~74.0911

(S4411

\\. I. l \> " It '" J • ," ! "'J ~ l' .,." h(·",.Il,..\ III Ih~" I "I ... I .• tl.',' \ l't. 1,1 •• ,,\ '""""'"',1"''': "II I ,III 1,,:"11 "url ... ·,l ",II h~' , r,· .. ~ ,. l' ....nl j'lI I ·"N. l 0\1 ..

1 h. 10111," L fin \UPI"'" CqU.lh Ih~ Inh:I'I.Ilt.: (_"nn"." I In" h ... , n"H ··.....h'If~IIl\.·rH r'!I\l!l'I'II\"J n\ .IIJClO' ,,,,'pr!."",,,'n,,"!; Ith' , ..'1.11 .. \11 ..11111 01 11l1l!: h:fln \UrfHl,l

I,' 1,'1.." .",.tHoP 1.,,\ '\"\>':'ftUI r..:qulI".. nH:111 ,n Ih, '\.1, .\ I...... j'o '.1,1." ,,, f"I ... ,.: .... , 1,11111.11' I';' 1',t,l7lJ1CuIJl('d h"I.'lu." .. lltl' .lIllJ , ... ,'qu.d III 41 \ l
D

..

I "l'o, l>.... l.l.1I1d.'" .. , "" •.\, •.. ,,1.,. '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 JSI 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. Arkansas. Georgia.
Maine, Mississippi, New Hampshire. South Carolina. Vermont. and Virginia.

With headquarters in Seabrook. Maryland. and regional offices in Minnesota. Texas. and
Georgia. .lSI employs a total of 70 staff professionals. and serves some 200 telephone company
clients in 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 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 federal jurisdictional
monitoring. including participation in generic and access charge heanngs: capital recovery
(depreciation) studies: NECA reponing and forecasting: computerized continuing propeny
records: full traffic services: CABs billIng and review: \'aluationJacquisition assistance: rate
design: equal access presubscription. strategic business planning. Selllll1ars: software
development: and other specialized management. finanCial. competitive. and n.:gulatory services.

The fiml actively panlclpates III state al:cess charge proceedings where 11 has tiled comments and
presented expert testimony on hehal! ollts clients and other statewide companies Those states
mclude Alabama. Arizona. F1onda. (ieorgla. Indiana. Kentucky. Maine. Michigan. Missoun.
Montana. New Hamrshire. Ne\\ Jer...e~. ~e\\ Me\lcCI. Ne\\ ,'ark. \'onh Carolllla. North Dakota.
South CarolIna. Texas, West Virginia and \\Isconsln [n addllion. the rlml has heen employed h:
stale telephone associations or sm~J1I-l:Ol1lpJny grl)UpS In (jeorgIJ. Indiana. Maine. Michigan.
MISSISSippi. Missoun. New York. l\,;orth l.lrolmJ. 'onh Dakota. Sl)uth Carolllla. Tennessee, and
Wlsconslll to represent them III EAS plan Illlplcme.:Jl\ation. inlra-I.:\ TA competItion. ONA issues.
cqual access rrcsuhscnption. and olhe.:r "'lh.. h ' ...... Ul·' Sen Iles include partillpation III state\\llk
l:Ollllllltlee al:tl\llles. the preparatl\lIl III 'o1.ltl'\\llk pl~lns. and the prl'SCl1latlllll (llleSlll11on~ Thl'
lirm has tiled numerous traffil:-Sl.:n"'lll\l· 'UhSlrlbl'r-lllle.:. ;lI1d carner-COlllnHlll-llnc tanfls \\ith
IllJlllerous slale commiSSions Alsll, the.: I·Hlll h;l~ likd nUlllcrous SCI~ l)l" CllllllllClllS \\ Ilh Ihe FC<·
1111 hehall 01 It ... l:!tellts III rcl3!10nsillp (p ... ,'p.lr;IlI01l' ISSUC"

.lSI has gradually expanded Its stall l'\pl'rll ... l' and t.:\periencl· III respollse to till' l'volvlIlg needs 01
Its l:!tellt companlcs Tllc firm· '- l\larkl'llll~ .Irhi bUSiness devcil1rmenl C\PCrtISC has been
l'\p;lllded. as c!tenls deploy nc\\ tt.:lIIlWlll!,!ICS and t.:\r,md 11110 nc\'. IlI1es 01 hliSlllI.;SS. IIlCludll1g
!"1I)er Ilcl\\orks. IUllg-dlslance rcsak UH111'l'tlll\l' .!"':less. till' Internl'!. and \\lll·IeS,,> ,cr\ ICCS 111
!qq~ 111\: Llllllp,ln\ 1<lll11nl .lSI 111l.lIll!.! "l'r\I,:. ;\', .1 'l'par:lk ,il\'I'-1l11l III Plll\ Ilk' CIIl'IlI'
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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.


