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The United States Telephone Association (USTA) respectfully submits its comments in

the above-referenced proceeding. USTA is the principal trade association of the local exchange

carrier (LEC) industry. Its members provide over 95 percent of the incumbent LEC-provided

access lines in the U.S and traditionally have been the sole providers of universal service.

On April 15, the Common Carrier Bureau released a Public Notice seeking additional

comments on proposals to modify the Commission's approach to determining universal service

support for non-rural and rural carriers. USTA's comments focus solely on the proposals

affecting rural carriers.

In August, 1997, USTA President and CEO Roy Neel wrote a letter to then-Chairman

Reed Hundt which explained that the Commission's decision to fund only 25 percent of the

difference between forward-looking economic costs (based on a proxy model which has yet to be

adopted) and a revenue benchmark (which also has not yet been determined) would be disastrous

for rural carriers. The formula represents a significant departure from the current universal

service mechanisms which ensure that customers in rural areas receive affordable, high quality
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servIce. USTA explained that the circumstances typically faced by rural carriers, including

greater dependence upon access revenues, smaller calling scopes, lower number of subscribers

per square mile and a much smaller percentage of business customers, necessitate a greater

reliance on federal universal service support.! Costs in rural areas are typically much higher than

in urban areas and are spread across a small customer base. None of the proxy models currently

under consideration by the Commission accurately reflect the costs incurred by rural carriers to

provide service.2

Given these circumstances, there is no margin for error in determining the appropriate

system of universal service support for rural carriers. Rural carriers are especially vulnerable to

the loss of even one large customer to competition. The loss in access revenues would be

devastating for a rural telephone company trying to continue serving its high cost, low volume

customer particularly if the actual costs of serving those customers are not supported through a

universal service mechanism. Arbitrarily reducing universal service support will threaten the

ability of rural carriers to provide affordable rates to their high cost customers or to provide the

network upgrades necessary to maintain high quality service or to provide access to advanced

services as required by the Telecommunications Act of 1996.

!Chairman Kennard accurately articulated these circumstances in his speech delivered to
the Organization for the Promotion and Advancement of Small Telecommunications Companies
on January 12, 1998 in Fort Lauderdale, Florida.

2In that letter, USTA also noted that a revenue-based benchmark, particularly one that
includes revenues from access and discretionary services, would not be appropriate for rural
carriers.
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In its Order on universal service, the Commission adopted a transition plan for rural

carriers proposed by USTA, the National Telephone Cooperative Association, the National Rural

Telecom Association and the Organization for the Promotion and Advancement of Small

Telecommunications Companies and which was also supported by the state members of the

Federal-State Joint Board. The transition plan transferred the weighted portion of the Dial

Equipment Minute (DEM) allocation, high cost support and long term support to the new

universal service funding mechanism. This ensured that the explicit universal service support for

rural carriers would be portable and would be calculated in a manner consistent with the

Telecommunications Act. The plan properly reflects the fact that a forward-looking cost proxy

model is not suitable for rural carriers. Equally important, the plan preserves incentives to invest

in the network, protects small businesses located in rural areas and avoids unnecessary

administrative burdens. While the transition plan meets the needs of rural carriers and adheres to

the universal service principles articulated in the Act, future treatment of rural carriers remains

uncertain.

In the Order, the Commission states that rural carriers will begin receiving support based

on forward-looking economic costs "only when we have sufficient validation that forward-

looking support mechanisms for rural carriers produce results that are sufficient and

predictable."3 Of course such validation does not exist. USTA was particularly heartened by

Chairman Kennard's recent remarks at the USTA Inside Washington Telecom Luncheon.

3Federal State Joint Board on Universal Service, Report and Order, CC Docket No. 96
45, 12 FCC Rcd 8776 (1997), Errata, FCC 97-157 (reI. June 4, 1997), appeal pending, Texas
Office ofPublic Utility Counsel v. FCC, No. 97-60421 (5th Cir. Filed June 25, 1997), at ~ 252.
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Chairman Kennard stated:

When it comes to our country's smaller, rural telephone companies-
companies that serve one-third of the nation's geography but only about 5%
of the population -- if it ain't broke, don't fix it. That may not be the way
common carrier lawyers are supposed to talk, but that's really the way I
feel. I visited a small rural telco not too long ago and what I saw was a
first-rate telecommunications operation. I didn't see anything that was
broken and I had no desire to offer any fixes. The Commission has already
taken explicit small company support, changed the way that support is
collected to be consistent with the 1996 Act and made that support portable
between competing carriers. That's a lot of change for companies that are
geographically very targeted and undiversified. My bottom line is that
universal service reform is something the Commission should do with
the small rural carriers, not tQ. them. The Joint Board will soon appoint
the Rural Task Force, which I fully support as a means of developing a
greater consensus on what further actions, if any, must be taken for universal
service support to high cost areas served by small companies. But I also
want to be clear on this point -- I see no reason why further small company
reform must begin in 2001. We should make changes only when it is right
to make changes, and not before.4

USTA wholeheartedly supports Chairman Kennard's statements regarding universal

service support for rural carriers. Therefore, USTA recommends that the Commission take the

following actions to provide certainty regarding universal service support for rural carriers. First,

the Commission should maintain the transition plan indefinitely or at least until rural carriers

working with the Rural Task Force agree on revisions which would better serve rural customers.

Rural carriers are committed to the principles of the Act which require that consumers in all

regions of the Nation, including rural areas, have access to telecommunications and information

services as well as advanced telecommunications and information services that are reasonably

comparable to those services provided in urban areas, at rates that are reasonably comparable to

4Remarks by Chairman William Kennard to USTA Inside Washington Telecom on April
27, 1998.
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rates charged for similar services in urban areas. The transition plan furthers those principles.

Second, the Commission should remain vigilant in ensuring that nothing in its upcoming

decisions to adopt a universal service mechanism for the non-rural carriers will arbitrarily apply

to the rural carriers or will impact the current transition plan for the rural carriers unless the

Commission makes a definitive finding supported in the public record that any such action is in

the best interests of rural carriers and their customers. "Do no harm" to rural carriers should be

the Commission's guiding principle.

Third, the Commission should exercise its oversight authority to ensure that the

administration of the Schools and Libraries Corporation is conducted in a neutral and unbiased

manner and does not in any way advantage the competitors of incumbent LECs.5

Fourth, the Commission should consider the concerns of rural carriers in resolving issues

affecting these carriers which are pending on reconsideration. Specifically, USTA urges the

Commission not to permit non common carriers to receive support under the schools and

libraries mechanism in violation of the Act; not to limit universal service support for exchanges

acquired after May 7, 1997; and to eliminate the cap on support.

Finally, USTA strongly supports the proposal ofthe Puerto Rico Telephone Company to

maintain its 1998 level of support and not to force it to utilize a cost proxy model until the

Commission is able to confirm that the model accurately reflects the costs of providing service in

Puerto Rico. As evidenced by Puerto Rico in its proposal submitted April 27, 1998, both the

5See, for example, remarks ofIra Fishman, Chief Executive Officer, Schools and
Libraries Corporations, before the Association of Local Telecommunications Services, May 5,
1998, in Hilton Head, South Carolina.
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Hatfield and BCPM proxy models severely limit the amount of universal service support which

would be available for Puerto Rico.6 Given that subscribership in Puerto Rico is only about 76

percent, compared to the 94 percent penetration in the U.S., it would be impossible for Puerto

Rico to increase subscribership without universal service support.

In conclusion, USTA urges the Commission to maintain the transition plan for rural

carriers, to consider the concerns of rural carriers in addressing the implementation of universal

service mechanisms and to address the unique circumstances facing the Puerto Rico Telephone

Company.

Respectfully submitted,

STATES TELEPHONE ASSOCIATION

Its Attorneys:

May 15, 1998

Lawrence E. Sarjeant
Linda Kent
Keith Townsend

1401 H Street, N.W. Suite 600
Washington, D.C. 20554
(202) 326-7248

6The uncapped BCPM reduces Puerto Rico's universal service support to less than one
tenth of its 1997 amount; the Hatfield model reduces support for Puerto Rico to slightly more
than one-thousandth of its previous amount.
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1330 Connecticut Avenue, NW
Washington, DC 20036

joel B. Shifman
Maine PSC
242 State Street
Augusta, ME 04333

Emily M. Williams
Association for Local Telecommunications
Services
1200 19th Street, NW
Suite 607
Washington, DC 20036

jeffrey Blumenfeld
Glenn B. Manishin
Blumenfeld & Cohen
1615 M Street, NW
Suite 700
Washington, DC 20036

Richard McKenna, HQE03J36
GTE
P.O. Box 152092
Irving, TX 75015

Howard j. Symons
Jennifer A. Purvis
Mintz, Levin, Cohn, Ferris, Glovsky and Popeo, PC
701 Pennsylvania Avenue, NW
Suite 900
Washington, DC 20004

Philip L. Malet
Alfred Mamlet
Steptoe & johnson
1330 Connecticut Avenue, NW
Washington, DC 20036

Kenneth Lein
Winnebago Cooperative Telephone Assn.
704 East Main
Lake Mills, IA 50450

Michael Gallagher
New jersey Board of Public Utilities
Two Gateway Center
Newark, Nj 07120

Gene P. Belardi
Mobilemedia Communications
2101 Wilson Blvd.
Suite 935
Arlington, VA 22201

Christy C. Kunin
Christine A. Mailloux
Blumenfeld & Cohen
1615 M Street, NW
Suite 700
Washington, DC 20036

Lon C. Levin
AMSC Subsidiary Corp.
10802 Park Ridge Boulevard
Reston, VA 22091

Dan Morales
jorge Vega
Thomas P. Perkins
Consumer Protection Division
P.O. Box 12548, Capitol Station
Austin, TX 78711



Alyce H. Hanley
Alaska PUC
1016 West 6th Avenue
Suite 400
Anchorage, AK 99501

Kathy L. Shobert
General Communication, Inc..
901 15th Street, NW
Suite 900
Washington, DC 20005

Ronald Dunn
Information Industry Association
1625 Massachusetts Avenue, NW
Suite 700
Washington, DC 20036

Robert S. Tongren
David C. Bergmann
Office of the Consumers' Counsel - State of Ohio
77 South High Street
15th Floor
Columbus, OH 43266

Kenneth Burchett
GVNW Inc.lManagement
P.O. Box 230399
Portland, OR 97223

Veron ica Ahern
Nixoll, Hargraves, Devans & Doyle
One Thomas Circle, NW
Washington, DC 20036

Leon M. Kestenbaum
Jay c. Keithley
H. Richard Juhnke
Sprint
1850 M Street, NW - Suite 1100
Washington, DC 20036

joel Blau
Ann Kutter
NYS Consumer Protection Board
Five Empire State Plaza
Suite 2101
Albany, NY 12223

joe D. Edge
Richard j. Arsenault
Drinker Biddle & Reath
901 15th Street, NW
Suite 900
Washington, DC 20005

Robert A. Mansbach
COMSAT Corp.
6560 Rock Spring Drive
Bethesda, M D 2081 7

Billy jack Gregg
Terry D. Blackwood
West Virginia PSC
700 Union Building
723 Kanawha Boulevard - East
Charleston, WVA 25301

Philip Verveer
jennifer A. Donaldson
jennifer L. Desmond
Willkie Farr & Gallagher
1155 21 st Street, NW - Suite 600
Washington, DC 20036

Richard A. Askoff
Donna A. DiMartino
NECA
100 South jefferson Road
Whippany, Nj 07981

Brian R. Moir
Moir & Hardman
2000 L Street, NW
Suite 512
Washington, DC 20036



Paul Rodgers
Charles D. Gray
james Bradford Ramsey
NARUC
1102 ICC Building - P.O. Box 684
Washington, DC 20044

Margot Smiley Humphrey
Koteen & Naftalin
1150 Connecticut Avenue, NW
Suite 1000
Washington, DC 20036

Peter Arth, Jr.
Edward W. O'Neill
Mary Mack Adu
State of Cal iforn ia and the PUC of Cal iforn ia
505 Van Ness Avenue
San Francisco, CA 94102

Randolph j. May
Timothy J. Cooney
Sutherland, Asbill & Brennan
1275 Pennsylvania Avenue, NW
Washington, DC 20004

Randy Zach
Tallon, Cheeseman & Associates, Inc..
3617 Betty Drive - Suite I
Colorado Springs, CO 80917

james Gattuso
Wayne A. Leighton
Citizens for a Sound Economy Foundation
1250 H Street, NW
Washington, DC 20005

Eric B. White
Missouri PSC
P.O. Box 360
jefferson City, MO 65102

Ii,

Gail L. Polivy
GTE
1850 M Street, NW
Suite 1200
Washington, DC 20036

Michael j. Karson
Ameritech
2000 West Ameritech Center Drive
Room 4H84
Hoffman Estates, IL 60196

Michael F. Altschul
Randall S. Coleman
Cellular Telecommunications Industry Assn.
1250 Connecticut Avenue, NW
Suite 200
Washington, DC 20036

David Cosson
L. Marie Guillory
NTCA
2626 Pennsylvania Avenue, NW
Washington, DC 20036

Michael T. Skrivan
Harris, Skrivan & Associates, LLC
8801 S. Yale - Suite 220
Tulsa, OK 74137

Gina Harrison
Pacific Telesis Group
1275 Pennsylvania Avenue, NW
Fourth Floor
Washington, DC 20004

Delbert D. Smith
Stefan M. Lopatkiewicz
Reed, Smith, Shaw & McClay
1301 K Street, NW
Suit 1100 - East Tower
Washington, DC 20036



Delbert D. Smith
Brigitte L. Adams
Reed, Smith, Shaw & McClay
1301 K Street, NW
Suit 1100 - East Tower
Washington, DC 20036

Craig T. Smith
United Telecommunications, Inc..
P.O. Box 11315
Kansas City, MO 64112

M. Robert Sutherland
Richard M. Sbaratta
Rebecca M. Lough
BellSouth
1155 Peachtree Street, NE - Suite 1700
Atlanta, GA 30375

Gary M. Epstein
Teresa D. Baer
Michael S. Wroblewski
Latham & Watkins
1001 Pennsylvania Avenue, NW - Suite 1300
Washington, DC 20004

Michael j. Shortley, III
Rochester Telephone Corp.
180 South Clinton Avenue
Rochester, NY 14646

David Beckett
Colorado PUC
1580 Logan Street - OL -2
Denver, CO 80203

Commissioner Rod johnson
Nebraska PSC
300 The Atrium
1200 N Street
P.O. Box 94927
Lincoln, NE 68509

jan F. Reimer
ICORE, Inc..
326 S. Second Street
Emmaus, PA 18049

B.B. Knowles
Georgia PSC
244 Washington Street, SW
Atlanta, GA 30334

Henry Geller
Samuel A. Simon
Alliance for Public Technology
901 15th Street, NW
Suite 230
Washington, DC 20005

Michael S. Fox
john Staurulakis, Inc ..
631 5 Seabrook Road
Seabrook, MD 20706

Kenneth T. Burchette
GVNW Inc.
2270 La Monta Way
Colorado Springs, CO 80918

William H. Smith
Iowa Utilities Board
Lucas State Office Building
Des Moines, IA 50319

Iliona A. jeffcoat-Sacco
North Dakota PSC
600 E. Boulevard
Bismarck, NO 58505



William j. Janklow
South Dakota PUC
500 East Capitol Avenue
Pierre, SD 57501

Pat Wood, III
Robert W. Gee
judy Walsh
Steve Davis
Texas PUC
1701 North Congress Avenue - P.O. Box 13326
Austin, TX 78701

Mary E. Newmeyer
Alabama PSC
P.O. Box 991
Montgomery. AL 36101

R. Glenn Rhyne
South Carolina PSC
P.O. Drawer 11649
Columbia SC 29211

Andrew D. Lipman
Mark Sievers
Swidler & Berlin, Chtd.
3000 K Street, NW
Suite 300
Washington, DC 20007

Thomas E. Taylor
jack B. Harrison
Frost & jacobs
201 East Fifth Street
Cincinnati, OH 45202

David A. Gross
Kathleen D. Abernathy
AirTouch Communications
1818 N Street, NW
Washington, DC 20036

Kenneth Stofferahn
James A. Burg
South Dakota PUC
500 East Capitol Avenue
Pierre, SD 57501

Marc A. Stone
Fred Williamson & Associates, Inc..
2921 E. 91st Street
Suite 200
Tulsa, OK 74137

Mark Cooper
Gene Kimmelman
Consumer Federation of America
1424 16th Street, NW - Suite 604
Washington, DC 20036

David R. Poe
Yvonne M. Coviello
LeBoeuf, Lamb, Greene and MacRae
1875 Connecticut Avenue, NW
Suite 1200
Washington, DC 20009

Donn T. Wonnell
Pacific Telecom, Inc ..
805 Broadway
Vancouver, WA 98668

Robert M. Lynch
Durward D. Dupre
Michael j. Zpevak
Southwestern Bell Telephone Co.
One Bell Center - Room 3524
St. Louis, MO 63101

Maureen O. Helmer
Penny B. Rubin
john Starrs
PSC of NY
Three Empire State Plaza
Albany, NY 12223


