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nWhat Actions Should the FCC
Undertake?

The FCC should undertake to stay the coune u proposed in the 25175
split. in other words, a smaller fund will best (note: even 25175 fund is
larpr thaD current support levels - Sl.1B to S2.SB based. BCPM model
calculation using the FCC "common inputs")

- incent state action to rebalance rat, structures (rational eost based
rates)

- incent state action to invesul&Ct affordability after rebalancing
focus explicit support to han.cile hiahlY tal'leted neec1s only

These three things will. in tl.II'D. accelerate the development of
facilities based competition for residential customers by providing
the proper economic incentives for investment

Funding should commence 1/1/99 for non-rurals only
Fundinl basis should remain interstate only
FCC t in conjunction with state commissions should monitor the non-rural
fuDd for 12-18 months following introduction to evaluate state actions, the
nMCl tor super benchmark support, and to evaluate the costlbenefit of such
support flows
Duriq the 12-18 month period, the FCC should undertake to
define/develop a modified plan to a.ppropriately and specifically wget
"super" benchmark needs in conjunction with state action
Deal with rurals in liaht of lessons leamed from the nOD-l'W'al introduction
at a later date -- in the interim, current interswe high eost support levels
should be maintained (without offsetting reductions to their access
charges)

HJ31I~3Wt1



Amerltec:h Statement on Federal Him COlt Punel

In rl'Viewirll th8 thoughts o£ the COZNN.t\ton who have II\Ppd in the debate
rlprd.i:\s the size and mechanics of the Feden.l Hip Cost Pund, one is struck with the
diversity of views I%\d proposed solutiON_ Littl., if any, common groW\Q is preMnt
upon which one might begin to build a c:onsensus.

Gtneral1! Abient fum the UvmD....Bu b.,n:

• Any showing of eNwtced Of special need to jU$tiiy the o£ten cinm&tic increases in
support from the federal arena

.. Any showins or rational. as to how increased support advances the goal o£ vibrant
local competition

• A public policy raticmale ancllinkap
- Empirical evidence that even the current level of support is neceucy or warranted
- a .../lJnivmal state cOlI\rNssion C:OrNNtmtl\t to work U\trutate lJSP ~ftON so

II 'to help rec:luce funding demands/ prMIU1'tt, anel to help evaluate cost/ beMfit
effectiveness of ~urrll\t support flows

• VVN.t High Cost Fund size is appropriate?
• How should alternative proposals be evaluated?
· Y'lhat are the implicatiON for statl jurisdictiON?
• What ActiON shCNld the PCC undertake?

Whatma~tt 1!Y!lSip I. AJ!I!Oprittl?

- OM whichbitt alips wtth public policy principles in that it best replica_ existing
levels of support, the existing stat./ federal pvtMnhip while incentinlstate USP
reform

- One which belt pteMl'Vts USP by m1n1m.i.Zing c:urier, end user ana societal support
burc!tN

• One which best incena competition - ec:onorNally rational. ratet, at\d miNm&l
intercompany support flows

- One which :c:wdmias end. user benefits by fostennC market driven rates, minimal
support burdeN and proper economic sipls for p:ociucts a.nd stl"'lic:. as well u
icidit1ol'\&l residential market entry and investment



E

• De.fiNtion grounded in soW\d public pow:y principles such II those offwed by the
Cha.irman,on february 9

• Amount of disruption of the federal/ state partMrShip - ConFess did not intend
S«tion 2S4 to chal\g. the c:unoent ba.Li.N:. of usr obUption

• How well proposal &lip with fund purpose to preserve ancladvance USF
- Amount of regulatory intrusion into the emerging competitive muketpla.ce

ExpaNicn of current federal support levels is prematun abient state action to refonn
intrutate suPJ)ort flows and I demoNtrat1on that such reform will lead to UMfforclable
rates, .subscrlbersNp loss, etc. - states must undertake rata rebalancinS and
affordability studies

What ActiOAl Shquld the FCC Uncillty!!

- The PCC should undvtake to stay the COWH as propoMd in the 25/75 spUt • in
other words, a smaller fund will best (not even '1S/7'5 fwlG il1arser than current
support levels - Sl.7B to 52.5B buecl 'BCPM model calculation UJiJ\I the PCC
1#common inJNts")
• incmt state action to rebalance rate structures (rational cost based rates)
• incent state action to investigate affordability afW rebalal\Cins
• focus explicit support to handle hilh!y tarleted need.s aNy

Thue three thinp will, in tum, accelerate the developmant of facilitlel based
competition for residential C:UJtomers by prcMdJnl the proper economic
incentives for investment

• Fundinl should comznerw::e 1/1/99 for l\on-nuall only
• Fundi1\1 bail should remain intestate only

FCC, in COl\jwlction with state coD'\D'\iuioN should monitor the non-ru:ral fund for
12-181NmtN fol1owi:\g introduction to evaluate state actiON, the Med for super
beN:hmark suppon, and. to evaluate the cost/benefit of such support flows

• During the 12·18 month period, the FCC should. u.ncltrt&ke to clefiMldevelop &

mocli5ed plan to approJ)riattly and specifically tupt "'super" benchmark naed5 in
conjunction with state action

• Deal with %Urals in light of lessons learntcl £fom the non-rural introduction at a late
dati - in the ir\temn, current interltatl high cost support level. should. be
maintained (without offsetting reductions to their access charges)
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Suaa M. 1aktwtD, a Vice Presi<1ent for Economics and Technology, I.cc. (ETI), has
workec1 ninc:reen yees in public policy, thirteen of which have been in telecommunications. She
is an expert in divcrie telecommunications areas int1uc1inl universal service, cost proxy models.
numberinl issua, alterDative reJUlation. network modernization. local excbaqe competition,
cost mathodolOty. ,aDd rare desip. (En :)pecializes in telecomDNDicatiODS economics,
regulation, and public policy.) Ms. Baldwin bas panicipared in numerous state aDd federal
telecommunications policy proceedinas. has testified as an expert wiUleSS before state reauwory
commissions, and bas served as an advisor to several stale rqulalory c01DllliJliODS and consumer
advocates. Ms. Baldwin served four yean as the Director of tbe Telecommunications Division
for the MlSSt':buseas Depanm.ent of Public Utilities. wben: she advised and dnfted decisions
for the CommjuioD in numerous proceediDIs aDd directed a staff of niDe. In addition. ~s.

Baldwin has worked with local. swe. aDd federal ofticialJ Oft eDltl)'. CIlviroamenla1. budget,
aDd welfare issues. [Maar of Public Policy. Harvard University's JohaP. Kcrmedy ~hool of
Govemment~ Bacbelor of Arts. Mathematics and EllI1ish. Wellesley Collese, nomiDec, Rhodes
Scholar.]
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~h~rev.~ possible, the FCC should avoid subsidizing rates in
r~ral, lnsular and high cost areas where Cost~based raees are
affordable. This policy approach comports with Section 254(b) (1)
~nd sound policy. Health transfers to consumers with relatively
high inc~mes advance absolutely no identifiable social goal.

In a paper submitted in this proceeding, "Defining the
Universal Service ,Affordability' Requirement: A Proposal for
Considering Community Income As a Factor in Universal Se~~ice

Support" (" ETI Study"), Economics and Technology, Inc. (" ETI")
quantifies the harm in not recognizing that consumers in the top
30 percent income bracket can easily afford COSt-based rates.
The ETI Study analyzes average income by census block group
("eBG") in conjunction with COSt model results to determine
universal service funding requirements in high-cost, high-income
areas. It demonstrates that approximately 20-30' of the high
cost universal service fund could be eliminated if support were
limited to households with incomes below the 70th income
percentile. This could result in up to $4.5 billion in savings
nationally.

Thus, the FCC should work toward eliminating federal
universal service funding for CaGe with average median incomes
above an appropriate threshold, for example the 70th percentile.
The elimination of these subsidies will of course result in lower
compensation for the carrier serving these high-cost areas. In
~any states, incumbent LICs do not have the flexibility to raise
rates to account for the elimination of the federal subsidy. A
state could respond to this problem either by gradually phasing
in cost~based rates to avoid rate shock (the preferred outcome)
or by increasing the state subsidy to make up for the loss of
federal funds. In any event, the decision to subsidize high
income areas should b. made by and paid for by the states. In
addition, as the BTl Study acknowledges, certain consumers in a
particular high income CBG may not have the ability to pay cost
based local telephone rates without serious di!ficulty.
~ccordingly, where a state has transitioned to cost-based rates,
it may be nec•••ary to establish a "safety net" for those
=onsumers. Pinally, the FCC should consider establishing a cost~

based local ••rvic. "cap" beyond which all costs would be
suLsidiz.t at the federal level, so as to avoid any consumer
shouldering an extraordinarily burdensome monthly local telephone
bill.
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Joe' B. Shtfman

SenIor AdviIor • Maine Public: Utilities Commission

• Staff of 8~2ee (Separations) Joint Board

Lead Comment.,. for the "Rural Stiltes Group" in the § 2S6 UniVeru' Service
Joint Soard Docket

• Leader of the Regulatory Methodologiea 'Aue Group of the NARUC Staff
SubcommittM on Communication.

• Formally Gen.." Counset of Maine Public Advocate

• Wori(ed for 10 y••" as a Telecommunication. Attorney wrth
'Nat Virginia PubUc Service Commiuion .

• BKheIoI"l Degree from Carnegie M.llon University. 1970
Ptttlburgh, Pennlylvania

• Law e.g.... from W..t Virginia Unive~ity • 1975
Morganstown, West Virginia

HobbiM: relecomm Hi.tolY
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Bioluphlca.1 Information on Peter Bluhm
May 28. 1998 .

Pew-Bluhm holc1s i law c1egree trom Albuy Law School IDCl a Master of Plmlic
Administration trom S.U.N. Y. at Albany, For twenty years Peter has lived in Vermom
anc1 has worked fOT Vermont state government. For ten years be served as leliSlative
Draftsman and Committee Counsel to the Vermont LelislaNre. He also bas worked. as
Vermom AssisWlt Attorney General for the OepanIneut of Menta! Health. General
Counsel to the Vennout State Board of Education, and as Ven:nom Deputy SecretarY of
Ac1minisuatioQ.

Currently Peter is employed as Director of Rep1acory Polley at the Vermont
Public Service Board where he ditKts the Board' s lelislauve prosnm aad is the head of
the Board's Telecommunications Team. He also serves u a beviD.a offtcer OD cases
tram a variety of inctusuies a.ncl is responsible for oveneeinl Vermom's Universal
Service Fund for telecommunicatious.

Peter is also the Immecliate Past-President of the Vennoat School Boards
Association.



\'lTA of
WARR.E~ L. WENDLL'iG

~r. Wendlmg has been a member of the Staff of the Colorado Public Utilities

Commission for 16 years and now serves in the capacity of the Supervising Professional

Engineer. Mr. Wendling received his Bachelor of Science Degree in Electrical Engineering.

~asters of Electrical Engineering, and Master of Business Administration from the University

of Colorado. Boulder. He is a registered Professional Engineer in the State of Colorado.

~r. Wendling has testified on numerous occasions before the Colorado Commission and

Colorado State Courts as an expert witness. His testimony has addressed utility operating

practices. and engineering issues. including outside plant constrUction. Since 1983, he has been

involved primarily in telecommunications ma~n brought before the Colorado Commission.

His work includes perfonning and advocating cost-of-service studies for telecommunications

services.

Since 1990•. Mr. Wendlinl has served as the lead Staff member in designing, advising

and administering the Colorado Hiah Cost Fund.

E:\ WWVITA. wpfl
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Glenn Brown

Washington, D.C. OfficI!

U S WEST, Inc.

Glenn Brown is presently Executive Director - Public Policy for U S WEST, Inc.
in Washington, D.C. He began his career with. Mountain Bell in 1971 in the
Engineering Department, and in 19'(3 moved to the Rates and Tariffs
organizations where he held a varietY of assignments related to the pricing,
costing and regulation of telecommU1'\ications services. Mr. Brown has
presented testimony in over fifty state and federal commission proceedings on
the pricing of a wide variety of telecommunication services. In 1985 Mr. Brown
founded the first marketing organization within Mountain Bell focused on
Interexchange Carrier CUltgmer.. In 1990 he returned. to the Public Policy
organization where he wu responsible for managing the Federal Regulatory
staff. In 1993 he relocated. to Washington, D.C. where he is responsible for
managing a variety of public policy issue, related to the introduction of local
exchange competition and the preservation of urUvena.l service. Mr. Brown is
active within the United. States Telephone Association where he has served as
Vice.- Chairman of the Regulatory Policy Committee.

~t:r. Brown has a. Bachelor of Science degree in Industrial Engineering from
Lehigh University and a Master of Business Admi.nistration degree for the
t"niversity of Colorado.

~ev. Maya, 1998



"INTERSTATE IDGH COST .UFORDABILITY PLA.~"
A Propo.." by U S WEST

,~prill', 1998

The tntmtl&e Hip Cost Aft'ordability Plan (!HeAP) is bema proposed by li S WEST to
Ulure the availability of atYordablc buie telepno118 service and network a.c~s to aU
.Wer1C.atlJ, particularly tho.. liviD, in rural and other hip cost araa. We believe that
this plan can form a worbblc alternative to the plan previously~Md by the
CommilSion which usipeci 25% olme explicit hilh-eoat t.\mdinl responsibility to the
federal jurildiction. and the remaining 75% to the ttatel. We apprKiace the FCC's
llltcntion. expressed in their April 10. 1998 Report to Conareu. to reconsider this issue.

In their May 8. 199'1 order, tM FCC we! out a plan for acccmplisbina the directi.vII o(
the Act. They de1iud a "beachmark" levll (roulblY 530 for retid.lmial CUltlDm....) above
which explicit. uzUversal service support would be requirec1 to UIUrC aflbrdabl. MfYice.
They also direc:ted that a "pt'Oxy cOlt model" be dcvelOl*l to determine the colt of
scrvtng cUltOmen by "small areas of leography" such as CeaJUJ Block GrouP', Wire
Centers or Grieil. Cost. (or cuttomcn above the be:hmltk level "'oulel b. agrepted
mel recovered from an explicit Wlivenal service mechlniJrD. Recovery of thIIe coati
woulel be 'Plit into lWo pica, with 25% of these eoltl racovend from an Interstate tund.
and the remajnin. 7S% of the c:oltJ recovered from sep'" State fu.DdJ developed lIDd
admiaistend by IICb stICC. The problem i. tbI&, for some atIta, remov;al all of the
prUCJt implicit support JDd makiq it explicit would rault in sure_la which could,
thcmseJves, threatm tbe basic concept of affonbbility. GeDen1ly, the sta1eI which will
have the molt dif!culty have silQificant numben ofhilb-eott euatomen, but do flOt havo
Jatltlow-cost urban areu over whic.h to spread. tbese costs

The lHeAP pllll sol"ea thiJ problem by detiniq a secoad "SUI*-ber1c:bm.adt" to idcDtify
the ''very-hilhtt colt customcn. CON betWeen the buic-becbmark (S30/molltb) and the
super-benchmark (uy, SSOImODtb) would be hlDdled the same II ita the FCC's proposed
plm, with 25-;0 oftb,e fundi". J1IIPOft'ibility wiped to the iDt«statc jurisdiction, and
the mnainiol7S% lllipled to the It.... Coltl above tIM sup«-beachmark would be
aSligncd l0001t to the iDtantaIe jurUcliction.. Sued. l.qM)n our analysiJ to date, remov;n.
these "sup«-hip" COltS from tho inJruwe equation would appear to level the play;nl
field., and leave c-=h state widt • mare solvable problem.

One aGvmtAa- of" IHeAI pllll i. that it leav.. tK pri.JDlly role for reballllCiq rlUS,
dcfininl the..tor aplieit support, and ulUrinl the continued aVailability of
affordable .me. wid1 tIM: JMOItle who know tha local customen Uld the local markets
best -the Swa~n. The size of the iDtentate fi.md il k••maller by UI1 l min• full
support raponJibility O11ly for thOM coltl in exc.ea ofSSO/mOllfh (__ would sUll be
responsible for 75% of the coltS betWCCl 530 anel 550). Sud aaodter way. the interstate
fund would cover 25% orCOlts bltWeeD $30 UI4 5S0, and.l00% ofCUItOmc c.oltS in
exces. of $SO. Molt oCtbAa cUltomcrs who would. be elilible for f'undi.QI under the sUI,J.
benchmark proposal. and a sipificanc portion ofth. fUndinl Deed. is due to c:u.ttomcrs
sli Ihtly above the 530 betlcbmarlc but shy of the 550 sup«-beDchmarK. By lea~

1



respoD!ibility for molt of these cosu W\UJ swe rel\1lator1, they will be able to devise rate
rebalmciq mdlor explicit fund.in.l plana which are nsht £'or their mllk.l. This plan also
reduca the burden on customll"S in lower COlt states, since it onJy r:equircs them to

con1ributllGfPOft to those customers who unquestionably will requite some sort of
a.ssi~ to retain affordable service.

The need for-a plan 1iU JHCAP i. not limited to the ",atem SWes serv~by U S WEST.
Southem states, such as MiDissippi, K.eDtucky md Alabama., New !nIland states sw:h II

Vmnoat, Sew Hamp.bire and Maine, and App.IJaclUan stat. Hlea Welt VirJima have
similar problem. with many hiatt cost ,wtoIDen and relatively few low eDIt customers.
The IHeAP 1'1an hu been Qctigned to beDefit all AmericlDS.

Lower cost statal alto benetit ftam IHeAP for two rOllOllI. FirSt, all stateI have some
euatomen wl10 are costly to 5Cn'e. The !HCAP~ will suppon vetY hip cost
cUitomers in all states, ACiucinl the size of fbe probla tba1 each state mUle dal with.
Second, customers in all areal of the country btDe4t from ubiquitoUi ICC•• to aU people
and buiDeaes nationwid.. Hip cost and runl area po......cultural. eD-a>- IZld
rccreaticmal resoute81 OIl which utblD areas depend. Rural areu contain many eustomcn
for gooclJ and servica produ~ In urblll areal. meAP usura affordable Mr'Yict for all
American.. consistent with the diretUVII of the 1996 Act

2
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JOEL e. LUBIN

2•• N. Mlpfl AVlnue
Room 541213

•••klnt "Idll, NJ 01••
Tel: (101) 221·7311 lIu: (101) 221 ....2.

JOII e. l.ub'n il Regulatory Vice Prelldant in thl Law and
Public Policy Organization at AT'T. HI il respcnlibfe for
developing public pcUcy It tne Fed....' and StIte levell. In
particular, MI formulat•• regulatory polici.. aMeciatld wfth
Ieee.. i.au.., universal S'N~, local exchange
competition and LEe regulation.

F'rior to nil pruent allfgnment, Joet netd varioul posttionl
in Fedlral AlQulatory. MarketinG, 5eNtce COlt and Rat.,
Long Lin•• and BeU Telephone Labor.tori...

JOII received a SA detr.. in Mlthern,tiCi from Wilk..
College in 1988, an MS in Operationa A_arch from
Columbil Univll'l&ty in 1972, Ind an MBA from Fordham
Univlrsi1y in 1a11.



~ Jacket 95-45, 97-150, ~d JA 98-7:5

EXECUTIVE SUMMARY Or .-\ 1& 1'5 U~I" f't<V~t'\L

1. Local service revenues a/one cover all universal service costs in the vast majority of the

major non-rural LECs' (the RBOCs, GTE, and SNET) study areas. And this holds true

without even counting the numerous other sources of support they have available such as

intrastate toll services, yellow pages, and wireless services. These large LECs do not require

any federal universal service support under present conditions. Therefore, regardless of what

fund distribution methodology the Commission ultimately adopts. it should immediately

cancel all federal payments to the major non-rural LECs until these LECs can show that the

contribution they receive from the revenue sources that they enjoy due to their position as

incumbent local monopolists has fallen below the- fOl'\Vard-looking economic cost of

universal service.

2. Under such circumstances it would be especially ironic if federal USF support to nonrural

carriers would increase on January 1, 1999. Yet this appears likely to occur if support is

calculated on a wire center or below basis. Not only will such a mechanism needlessly

increase the size of the USF by allowing these large carriers to receive substantial payments

for their minimal numbers of high-cost wire centers, but it also will allow these LECs to bank

as pure pro8t all of the above-cost revenues that they receive from their lower-cost wire

centers.

3. Because significant increases in the federal fund are not needed for universal seCVlce

purposes. And because such increases would retard the development of local competition,

and would damage both political support for the fund and its ability to be competitively



neutraL the Commission should calculate universal service support on no riner :han a -study

area basis.

~. In addition. the Commission should consider deferring implementation of the new system.

The assumed predicate for the new system was the widespread development of local

competition, but such local competition has not yet arrived. Cnder these conditions,

implementation of a new plan is not immediately necessary and. indeed, would be

counterproductive if federal funding increases as a result.



SPRINT'S FEDERAL UNIVERSAL SERVICE FUND PROPOSAL

I. Existing, implicit subsidies must be elimJJ'\ated. To the extent that
subsidies are required, they should be funded through an explicit,
competitively neutral U5F.

•.. The elimination of explicit subsidies is required by the
Telecommunications Act of 1996

• Existing, unpliclt access subsidies:
• are not competitively neutral (only IXes/toll users fund

subsidies);
• thwart facilities-based local competition; and
• uneconomically and inequitably burden long distance users.

II. Principles upon which the federal USF plan should be bued:

• Su",orl should &~ &alld 0" !o"-IJartlloolcifl' co,t,
• Using a forward-looking cost methodology as the starting point in

calculating the support amount is appropriate since it enables the
Commission to arrive at a rate that emulates competitive market
conditions. Facilities-based competition will not develop unless the
sum of revenues and subsidies is predictable and accurate. Using
forward-looking costs is the .only way the marketplace will send the
correct signals to potential entrants.
• If costs are under-estimated, that will artificially attract

inefficient entry that should not occur.
• If costs are over-estimated, that will discourage efficient entry

. that should occur.

• F~dlral USF sho.,ld &, a ,uationalftnuJ, &ClMd 0,. &oth state arad interstat,
retllil ,,,,,,..,,.
• The Commission has stated, both in its May 8* Order and in its recent

Report to Congress, that Sect;on 2.54 grants it the authority to create a
natioftal funcl made up of contributions from intrastate as well as
interItate revenues.

• In order to ensure competitive neutrality, as well as sufficient support
flow between states, a national fund is not only reasonable, but
esiential

• To aSIeSS USF contributions on only interstate revenues would
effectively exempt ItECs from contributing to universal service
support.



• WJI.,. ,. cost-baud ratt might be c01lsidned prohibitiT1e, the ftdnal
b"'~.,1cshould be based 011 the maximum affordable local servlcI rate
• SiN:e the benchmark 1S mtended to be a measure of II affordability 11 the

appropriate standard is the basic local service rate, not average
revenues.

• Income considerations should be excluded, since low income
households are addressed directly through the Lifeline/ Link-up
programs.

• The federal benchmark rate should be set at a level representing the
maximum affordable local service rate - a rate which is considerably
higher than the below-cost local service rates that exist today

• r"."I,,,.,,.t4tioN of th, plaN should b, rtT1'NU, 1I,utralat it. i,.cqtio,.
• Any new USF funding (Le., funding in excess of current levels of high

cost support> to a company should be offset, dollar-far-dollar, with
reductiON in access charges

• US, furul. obligatio,., should b, recover,d tllreu'" • sureh.", 0.. mil
runs'- retllil clIlI",,_
• The end user surcharge is the key to any workable USF plan. Without

it, competitive neutrality, both in terms of contribution levels and
recovery, is a virtual impossibility.

• Because implicit subsidies exist today, end users are already
supporting the universal service fund. Consequently, the removal of
these implicit subsidies, replaced with the explicit surcharge, will not
result in an overall increase in consumer charges.

• In its recent order regarding Local Number Portability-cost recovery,
the Commission found that it wu appropriate to allow LEes to
recover their LNP costs through a monthly end user surcharge. The
Commission should apply the same reasoning to USF cost recovery.

• Stllta ...fit. to "Opt i..trll,tat, USF"'""' if tlwy u,ire
• Employing a lower benchmark affordable rate, the state plan would act

M. safety net for those areas where the federal benchmark rate may,
in the state's opinion, prove burdensome.

• Funding for state plans must come solely from intrastate retail
revenues.


