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Statement of Glenn Brown

Good morning Mr. Chairman and Joint Board Members. My name is Glenn Brown, and
I am Executive Director - Public Policy for U S WEST. Among my areas of
responsibility are the related subjects ofUrtiversaJ Service and Access Reform.

On behalfofU S WEST and the many higb-cost rural customers we serve, I would like to
thank the FCC for deciding to reeoI1!ider the earlier 25175 split of funding between the
interstate and state jurisdictions. I am here today to describe the Interstate High Cost
Affordability Plan (IHeAP) which has been presented in this proceeding by US WEST.
This plan wu developed in an effort to find a workablc middle-ground solution to an
urgent and critical problem - preserving the availability ofaffordable basic servicc and
access to advanced services in rural high-cost areas of the ''non-rural'' LEes.

As many commcnters h.l.ve st.l.te~ a stronger federal role in supporting universal service
will be necessary in the more rural regioI15 of the nation including many of the Westan,
Southern, New England and Appalachian states. For example, in US WEST's 14 state
service territory, we serve over haIfa million CUltomers who cost in excess ofS50/month,
and of that total, 200,000 cost over SlOO/month. In many of these states then: are no
large urban centers to offset these costs.

It is also vitally important that the Commission meet itJ January, 1999 target for
implementing new explicit funding for non-rural LEes. Currently, U S WEST faces
competition for local customers, particularly in business markets. In August of 1996 the
Commission took action to open local markets. In July of 1997, and again this July, the
Commission will direct significant reductions in access charges. ~ these sources of
implicit support are removed, it is absolutely essential that new explicit support be
provided, particularly when it is required to serve as a "safety net" (or the highest-colt of
our rural customers.

In developing the IHCAP plan, we had four objectives:

1. It must be simple and understandablc.

2. It must leave the states with the primary role for rate rebalancing and the assuring
affordable service to all of their customers.

3. It must appropriately address the needa ofstates that face a disproportionate problem
because of large numbers of high-eost rural customer. and relatively few low-<:ost
urban customers - and it mU5t do so with minimum. additions to the federal fund.

4. It must be capable ofimplcmentation by January 1,1999.
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The workings of thc IHCAP plan are shown on Chart 1. A proxy model it run to
detennine the (orward-lookina cost ofserving customers by small areas of geography. It
is important tbat these areas be as small u possible and practical so that suppon may be
efficiently taraeted to the customers who need. it the molt. Areas whee tbe coat it leu
thin S30/month would receive no explicit tect.nl1UppOrt. Where cotta are between
S30/month and SSO/per month. explicit fundina respoalibilities would be split between
the federal and st. jurisdictiOM consiltel1t with the 25175 mltioalhip -.blished in the
prior FCC Order. Costs over SSO/mon1:h would be funded 100% from the federal fund.

Chart 2 illuttrates the implCt ofthe IHCAP plan on five "randomly" selected states (SD,
MO, GAo. TX, P'L). The solid bar shows the required surehaqe on intrUtate revenues to
meet the high-eolt funding obligatiolll under the 23175 plan. The striped bar shows the
impact ofthe IHeAP plan.

We believe that meAP off'CTI a simple, effective and fair method for the FCC to assurc
that the mandates of the 1996 Act for affbrdable service in rural hiah-cost an:u are
fulfilled. I must point out in eiOliq, however, that, as d.cmonstratecl by BeUSouth and
GTE, there will still be colllid.erabJe implicit support remain;ng in intlrltate access
(ollowinl the implcmc:mation ofIHCAP. The CommiJ.ion must continue to addresa and
carefUlly manage this implicit support u local competition evolves.

Thank you, and I look forwanl to your questions.
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Operation of IHCAP Plan

IExplicit Funding: 100% Federal I
$50/mo I "Super" Benchmark

Explicit Funding: 250/0 Federal, 750/0 State

$301mo • Primary Benchmark

~

~
...... ~
~.t=
e fir

U'l to
:>-'0
.0 4,)

~o

8'0

Explicit Funding (if any): 100% State

", ,.



cc Docket 96-45, YI-!bU, allu UB "Jer: .";

Chart 2

Impactof IHCAP
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SUMMARY OF BELLSOUTH'S UNIVERSAL SERVICE PROPOSAL
FCC EN BANe MEETING

emeat L. Bush. Assistant Vice Pre.ident, F.d..... RelUI.tory
June 8,1991

In response to the Public Notice released April 15, 1998 by the Common Carrier Bureau.
BetiSouth submitted its proposal for a methodology for sizing the federal uni".rsal
service fund on April 27, 1998. Since the FCC's adoption of its"25nS
interstate/intrastate- plan in its May 7. 1997 Order, num.rou. commenting parties,
including states. Congress, and industry participants, have expressed concern that the
FCC's methodology will result in a federal support mechanism that IS insU1Ticient to cover
all of the existing support, implicit and explicit, received today. BellSouth believes that its
proposal, set forth below, resolves many of the concerns raised by the FCC's plan.
BeliSouth's methodology would establish the minimum size federal fund necessary to
assure that current implicit and explicit levels of federal support for universal service are
maintained. At the same time. nothing in BellSouth's methodology would preclude the
Commission from identifying circumstances under which the Commission would provide
states with additional federal support.

Similar to the FCC's proposed four-step methodology, BellSouth's methodology begins
with determining the cost of universal service for areas no larger than wire centers ba••d
upon a reasonable economic cost model. In the second step, the current state-specific
impticit support that is included in interstate acca•• chargea ie determined. The loop
refllted access charges whose cost recovery has been assigned to the interexchange
carriers, rather than the .nd ueers-the carrier common line Charges and the
presubscribed interexchange carrier charges-contain the implicit support for universal
service. In step three. these amounts would be deducted from the total universal service
costs derived from the model with the residual being the universal service support
responsibility of the states.

The size of the federal high cost fund would be the implicit support identified in step two
and the amounts assodated with the existing expjicit mechanisms which InclUde the
interstate high cost loop fund, dial equipment weighting, Long-Term SuPPOrt. and Lifeline
and Link-Up programs. BellSouth's proposal is visually depicted in the attached Exhibit
1. Support would be calculated on a per line basis in a given wire center and would be
portable to any eligible carrier.

BetlSouth's methodology provides an efficient means to achieve the Commission's
objective that the .tate. receive from the federal fund 8t least the same level of support
that they are. receiving from current implicit and explicit mechanisms. An integral part of
building a sufficient universal service support program is the states' responsibility for
creating explicit and sustainable state funds to replace any implicit support that remains
after the federal fund is implemented. Eacn state would thus need to compare the
state's view of the economic cost of providing tne supported ..rvice. to the maximum
price that can be charged for the supported services, and provide explicit funding or rate
rebalancing to d.~' witn any implicit support not taken care of by tne federal fund.
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The federal USF should be supported by all providers based on an assessment against
both intrastate and interstate revenues received from end users. Local exchange
carriers could recover their contributions to the USF through a per line cnarge on the
interexchange carrier similar to the PICC. The federal USF would be implemented, as
planned. on January 1, 1ggg, BellSouth'e propose' would apply to non-rural companies;
rural carriers would continue to reeefve the amount of support currently provided.

As previously discussed. BellSouth believes that this proposal is the minimum necessary
to assure that tne federal fund continues to provide an amount equal to the current
implicit and explicit support provided today in the interstate arena. In an effort to eddresa
additional concerns of a number of parties, BellSouth proposed a compromise solution 1M

its May 15 Comments in this proceeding. In addition to the minimum USF outlined
above, BeIlSouth recognizes the valid concern of some states that they will be unable to
support a state USF that places the majority of the funding burden on the intrastate
jurisdiction. Therefore. BellSouth incorporated into its proposa' a "safety netd benchmark
that would Shift the burden of support in thoae states WIth high costs to the interstate
USF above the ·safety net" benchmark.

This benchmark would be compared to an adjusted per line cost tnat accounts for the
support already prOVided by the federal USF. Any amount above the safety net
benchmark would be fully supported by the federal USF. This approach is similar to that
proposed by US West. In the attached Exhibit 1, aellSouth's calculations are based
upon a $eO benehmarit for residential lines and a $70 benehmarit for single line business
lines. As shown in the Exhibit 1, the additional funding requirement would be
approximately $1,5 billion.

Thus, BetlSouth's methodology provides for adequate federal universal service support.
The Commission has already acknowledged that the new, eXpficit federa' USF should
assure each state the same level of support that the state receives from existing
Interstate Implicit and explicit mechanisms. At the same time, the state commissions
have made a compelling caee that the federal fund should provide additional support to
the states to assist them in reducing intrastate implicit support. BeQSouth's compromise
solution would meet all of t"... objective•.
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EXHIBIT 1

BELLSOUTH COMPROMISE SOLUTION
FOR FEDERAL USF

PROXY MODEL COST ~

STATE 100o~

FCC 100-10
(OFFSET EXISTING
MECHANISMS AND
INTERSTATE ACCESS)

>FCC 100%
(OFFSET INTRASTATE
RATES)

JERI/ICE RATE

, ADJUSTED COST
$50/$70 BENCHMARK = ($1.58)

SAFETY NET BENCHMARK T -

IMPLICIT SUPPORT (eel & Pice) ($2.58)

EXPLICIT USF ($1.78)--------------------------------------------------

SUPPORTED SERVICE RATE INCLUDING >
INTERSTATE/STATE SU8SCRBER LirE CHARGES END USER

FEDERAL FUND WOULD APPROXIMATE $5.78
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James (Jim) W. Sichter

Vice President. Regulatory Policy, Sprint Local Telecom Division. B.A., University of
Kentucky, M.S. (economics), Wright State University; Masters, Public Administration.
University of Missiouri-Kansa~ City. Responsibilities include both state and federal
regulatory policy for Sprint Local Telecom Division. Previous experience in policy
analysis, access planning, cost analysis, revenue planning and corporate strategic
planning. Member of the faculty, National Association of Regulatory Utility
Commissioners (NARUC) Advanced and Annual Regulatory Studies Programs.
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COMMISSIONER.CHAIRMAN JAMES M. IRVIN

James M. Irvin was sworn into the Office of Commissioner of the Arizona
Corporation Commission on January 6, 1997. On November 6, 1997, he was voted Commission
Chainnan. During his first year at the Arizona Commission, Chairman Irvin established a Universal
Telephone Service Task Force with one of its primary functions being to investigate ways of
bringing service to unserved and underserved areas ofArizona. Prior to beginning his service at the
Commission, Chainnan Irvin served in the private sector as Chief Executive Officer of C.S.G.
Security Services, Inc. from 1983 to 1997 and as Vice-President of a Northern California Trucking
Company from 1979 to 1983. Chainnan Irvin has been named twice to the Who's Who ofBusiness
Executives; 1992-1993, and 1996-1997. He was also a member of the American Management
Association, the President's Association Division. Chairman Irvin is also actively involved in the
Phoenix community working with local schools, serving as a volunteer Deputy Sheriff, servina on
the Board of Directors for Silent Witness, and participating as a member of Rotary International.
He is a graduate of the University of Southern California with a bachelor of science degree in
education. He also has a masters degree in business administration from Loyola Marymount
University. He is married to Carol Fehring Irvin and has three children, Lauren, Ashley and Daniel.
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EXECUTIVE SUMMARY OF THE ARIZONA CORPORATION COMMISSION
PROPOSAL FOR DISTRIBUTION OF FEDERAL USF FUNDS TO ESTABLISH

SERVICE TO LOW-INCOME CUSTOMERS IN UNSERVED AREAS

The Arizona Corporation Commission's ("Arizona Commission") Proposal is unlike the
other Proposals before the FCC in that it covers a very discrete issue whith undermines universal
service in several regions of the country including western states such as Arizona and upon which
the federal fundini mechanism has thus far been silent This problem is the inability oflow-income
customers located in unserved and underserved areas to obtain telephone service because they cannot
afford to pay the~ extension or construction charges necessary to extend f~i1ities to their homes.

The Arizona Commission's Proposal is to set aside a fixed proportion of federal funds to
begin to address the problem of unserved and Wlderserved areas and the inability of low-income
customers to obtain telephone service because they cannot afford to pay the required line extension
or construction charges. The distribution ofthese funds would be accordance with fixed federal and
state guidelines to be established by the Joint Board and FCC.

High Cost FWld ("HCF") support has traditionally and still is, only directed towards keeping
monthly rates low for customers who already have telephone service. There is no vehicle or
mechanism for assistance to help the "unserved" and "underserved" low-income customer to obtain
telephone service. Other existing measures are also inadequate to effectively address this issue:

1. Section 214(e)(3) ofthc Telecommunications Act of 1996 ("Federal Act") relating
specifically to unserved areas does not apply here. Specifically, the carrier is willing
to serve the customer but due to the costs involved. the customer cannot afford to
pay the line extension charges required under state tariff.

2. The FCC's Lifeline Program subsidizes the monthly rates oflow-income customers.
Unfortunately, because some low-income customers in Arizona are unable to pay
to have facilities connected to them, they are unable to take advantage of this
important program and the lower monthly rates.

3. The FCC's Link Up Program is limited to providing a reduction in the carrier's
customary charge for commencing telecommunications service for a single
telecommunications connection at a customer's place ofresidence. No assistance
is provided to offset line extension or con.sttuetion charges, which act to prevent the
establishment of service in many cases.

1
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4. Measures contained in existing state line extension or construction charge tariffs
which pass through a reduced, pro-rated cost to the customer have not solved the
problem since customers cannot afford to pay even the pro-rated cost.

5. While the Rural Utilities Service ('"RUS") provides low interest loans to companies
for the purpose ofbringing facilities into remote areas, these loans are not available
in all cases and some companies have chosen not to utilize this option.

6. Cellular or wireless technologies are not a viable option at this time since the
networks do not yet exist in remote areas or in some instances wireless cannot be
provided due to geographical constraints.

The Arizona Conunission is recommending in its Proposal that the Joint Board and FCC
take the following steps:

1. Defme and recopize the problem at the federal level for purposes of the federal
funding mechanism.

2. Detennine the extent of the problem on a nationwide basis.

3. Focus upon low-income customers who meet the federal lifeline default eligibility
criteria.

4. Allocate a fixed amount of federal USF funds to be used to partially offset line
extension charges and/or line construction charges associated with establishing
service to low-income customers.

5. Establishment of federal and state guidelines setting criteria and standards for
distribution.

6. States to examine cases on an individual basis.

2
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Statement of the Ad Hoc Working Group

Mr. Chairman, members of the Commission, members of the Joint Board. I am Peter

Bluhm, Policy Director for the Vermont Public Service Board. I appreciate being invited here

to discuss with you how to satisfy the Telecommunications Act's requirement that rates for

customers in rural areas be affordable and reasonably comparable to rates in urban areas.

With me today is Joel Shifman of the Maine Public Utilities Commission, the other lead staff

author of the Ad Hoc Plan who will be available to answer questions this afternoon.

I will focus on the two key tests of a successful universal service plan: The universal

service plan must be sufficient and it must be efficient.

Sufficiency means that the system of support for high cost areas must allow affordable

local telephone rates to be available to subscribers everywhere in the country. Rates do not

have to be equal between downtown Los Angeles or Houston and rural Vermont, but they

must be reasonably comparable. A sufficient universal service plan is essential for the

benefits of competition to be realized by all Americans.

Efficiency is also necessary. Financial resources are limited, and regulators cannot

federalize all high cost support objectives including all implicit subsidies existing in state rate

structures. It is neither economically desirable nor politically possible to raise $10 or $15

billion dollars through a surcharge on interstate services. Universal service at the federal level

must make do with a smaller budget, and should be limited to supporting the areas that are

most closely connected with the comparability objectives of the Telecommunications Act.

The current system fails first because it is insufficient. It does not even pretend to

1
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support all rural and high cost areas equally, in that it discriminates against rural areas served

by large companies. Vermont is by one definition the most rural state in the country, yet its

major carrier serve 85% of our customers. Customers who live in the area served by this

carrier receive substantially less support for high-cost loops and switching than do customers

in other, equally rural areas. Furthermore, the current program totally ignores the high

interoffice costs in many rural states. Thus the rate comparability requirements of the Act

cannot be achieved unless the current system is substantially modified.

The current system also fails to comply with the Act because, by basing support in

part on the size of the incumbent, the current system is incompatible with competition.

Competition requires that subsidies be explicit and portable. A support system that links the

amount of support available in an area to the identity of the incumbent clearly would destroy

any effort to achieve meaningful portability.

The Commission's order of May 1997 establishing a 25/75 federal/state split likewise

fails the test of sufficiency. The rule itself actually moves away from sufficiency by in effect

repealing current high cost support.

Even if current support levels were maintained, however, the 25-75 plan is insufficient.

Indeed, even if the Commission were to apply the full 25 percent support entirely to the state

jurisdiction, the results still would not be sufficient to ensure that customers everywhere in the

country have reasonably comparable rates.

Simply put, some states have low-cost urban areas from which they can draw support.

Other states, however, have only small urban areas, and very limited ability to finance high
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costs. For these states, average costs are so high that it is impossible for them to obtain

comparable rates, no matter what they do. In states with many high cost customers and few

low-cost customers, the surcharges needed to achieve comparable rates would be so large that,

when added to existing rates, the total cannot be comparable with low-average-cost states.

These high average cost states would face the Hobson8s choice of either imposing very high

end user surcharges, thus destroying comparability, or imposing very high interexchange

carrier access charges, thus impeding competition and economic development.

A universal service support system can be both sufficient and efficient. The

Commission should set up an overall framework for support, but that framework can

anticipate that the states will fill in some of the pieces. While the Act does not require any

state to enact a high cost support program, the Commission can appropriately make some

assumptions about state effort. The only alternative is raising $8 to $10 billion dollars,

something that is politically unacceptable to the Congress, and frankly, something that is not

necessary.

A sufficient fund of more modest size, however, requires regulators to be selective

about how federal support will be distributed. If support is given to areas that can raise that

support another way, such as from low-cost areas inside their own states, there will not be

enough funds left over to finance affordable and comparable rates in other states.

The Ad Hoc Plan limits federal support to states to the amount by which that state's

cost exceeds a national average. The plan assumes that if a state has average costs that are at

or below the national average, the state can support its high cost areas from within its own
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borders by surcharging its own low-cost areas to support its own high-cost areas. This

decision is appropriate since much of the anticipated support is implicit today in rates that are

set by state commissions. There is no immediate need to replace these instate transfers with

federal support.

The Ad Hoc mechanism also uses both forward-looking and embedded costs in

calculating support. This feature has been controversial, but it serves important purposes

beyond constraining the size of the interstate fund. First, there is much uncertainty about the

accuracy of forward-looking models. I recommend that the Commission find a way to limit

their applicability until there is more confidence that they predict costs accurately. The use of

embedded costs also creates incentives for network upgrades in areas that have suffered from

under-investment, and encourages competition by not overcompensating incumbents in areas

where they have old and highly depreciated plant.

The AD Hoc Plan provides a sound framework to meet the requirements of the

Telecommunications Act. Working together, the Commission and the states can ensure that

all of their resources are used, fairly and evenly, to guarantee to customers everywhere in the

country rates that are affordable and reasonably comparable.

I appreciate the opportunity to speak to you today. Mr. Shifman and I will be pleased

to answer your questions at the appropriate time.



T Docket 96-45, 97-J60, and DA 98-7:5

Talking Points: USF
Warren Wendling, Staff
Public Utilities Commission of the State of Colorado

Variable Benchmark Option

Under the variable benchmark option, the federal high cost

program would supply 100% funding support to areas served by non

rural LECs whose costs to serve an area exceed a benchmark that

varies from state to state. The cost would be determined by using

a forward-looking economic cost proxy model. Conceptually, the

benchmark would vary based on a measure that reflects a state's

ability to internally support and fund universal service

requirements. States that have a relatively low ability to

internally support universal service would have a relatively low

benchmark, while states that have a relatively high ability to

internally support universal service would have a relatively high

benchmark.

The variable benchmark would be based on two principal

components: (1) the state's forward-looking economic cost as

determined by the cost proxy model; and (2) the state's ability to

internally fund its universal service requirements. This option

contemplates that the first component would require the use of a

forward-looking cost model for determining costs on a relatively

small geographic basis. Creation of a state high cost fund is

neither required nor precluded under this option. Non-rural

Eligible Telecommunications Carriers would be reimbursed directly

by the federal high cost fund administrator for customers served

within the high cost area. This approach would ensure that all of

the very highest cost areas throughout the nation are supported

through the federal program.

Incorporating the second component - a state's ability to

fund its universal service requirements internally into a

variable benchmark would be a two-step process. First, a factor

must be selected that serves to differentiate among states that

will get more versus less support. Second, that factor must be

Page 1
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Talking Points: USF
Warren Wendling, Staff
Public Utilities Commission of the State of Colorado

used to vary the benchmark over the range of benchmarks to be

considered. As an example, "State A" might have a large revenue

base that would require less support, and its benchmark for the

federal fund might be $75, while "State B" might require more

support, and would have a federal funding benchmark of $40. The

factor used to differentiate among the states must be based on

independent, publicly available data. Such a factor might

recognize the ratio of intrastate revenues to total revenues; the

ratio of intrastate traffic volumes to total traffic volumes; the

degree of variability of cost throughout the state; the ratio of

lines located in urban and rural areas of the state; the state's

ability to keep local rates within a reasonable range, a measure of

local competition in the state, or some combination of these or

other measures. Other parties may provide different logical and

relevant choices for the factor to be used in this option, and the

FCC should consider all reasonable alternatives.

Because the FCC has not yet chosen the most appropriate

forward-looking cost model or its inputs, this option is presented

on a conceptual basis at this time. It is meaningless to calculate

a total fund size or a state-by-state distribution of support

resulting from use of this option without resolving the cost model

platform issues, choice of inputs, geographical support area and

the factor(s) for varying the benchmark. Because of the wide range

of options, however, it is clear that this option could be designed

to provide a wide range of support amounts while reasonably

controlling the size of the federal fund.

Variable Support Option

Under this option, the

Eligible Telecommunications

support

Carrier

Page 2

amount for each non-rural

would be computed as the
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Talking Points: USF
Warren Wendling, Staff
Public Utilities Commission of the State of Colorado

difference between the cost of serving an area and a nation-wide

benchmark; however, the federal percentage of high cost funding

would vary from state to state. In contrast to the plan adopted in

the FCC's May 8, 1997 order in which the payment of federal support

remains a constant 25% in all states, under this option the

percentage of federal support provided will vary depending on the

state's ability to internally support universal service. States

that have a relatively low ability to internally support and fund

universal service will have a relatively high percentage of support

provided through the federal program, while states that have a

greater ability to internally support universal service will

receive a lower percentage of federal support.

Like the variable benchmark option, this option would reflect

the state's ability to fund its universal service requirements

internally. This option contemplates the use of a forward-looking

cost model for determining the amount of support on a relatively

small geographic basis. However, contrasted with the variable

benchmark option, the variable support option would utilize a

single benchmark for all states. Variability would occur in the

percentage of the federal contribution to the support of the high

cost areas for each state. This variability would be based on a

factor that would yield a range of funding percentages. As with

the variable benchmark option, any factor used for this purpose

should be based on independent, publicly available data. The

factor for varying the federal support percentage might include the

ratio of intrastate revenues to total revenues; the ratio of

intrastate traffic volumes to total traffic volumes; the degree of

variabili ty of cost throughout the state; the ratio of lines

located in urban and rural areas of the state; the state's ability

to keep local rates within a reasonable range, a measure of local

competition in the state, or some combination of these or other

Page 3
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Talking Points: USF
Warren Wendling, Staff
Public Utilities Commission of the State of Colorado

measures. Other parties may provide different logical and relevant

choices for the factor to be used in this option, and the FCC

should consider all reasonable alternatives.

Because the FCC has not yet chosen the most appropriate

forward-looking cost model or its inputs, this option is presented

on a conceptual basis at this time. It is meaningless to calculate

a total fund size or a state-by-state distribution of support

resulting from use of this option without resolving many issues,

including the choice of the cost model platform, choice of inputs,

geographical support area and the factor(s) to be used for varying

the federal support amount. Because of the wide range of options,

however, it is clear that this option could be designed to provide

a wide range of support amounts while reasonably controlling the

size of the federal fund.

g:\fxd\universa.doc
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FEDERAL COMMUNICATIONS COMMISSION
Washington, DC 20554

EN SANe HEARING ON
PROPOSALS TO A!VISE THI METHODOLOGY FOR

DETERMINING UNIVERSAL SERVICE SUPPORT

CC Docket Nos. 96.-45 and 87-1&0

STATEMENT OF SUSAN M. BALDWIN

Senior Vice President
EconomiCs and Technology. Inc.

Boston, Massachusetts 02108

on behalf of

Time Warner Communications Holdings Inc.
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STATEMENT OF SUSAN M. BALDWIN

I am SUMn M. Baldwin, Senior Vice President of Economics and Technology. Inc.

ETI is a consulting firm specializing in telecommunications economic8, regulation,

management and public poliey. I was a principal author of the paper, Defining the

Universal Service "Affordabiliry'Requir8menr, that forms the b••is for Time Wamer

Communications' proposal to the FCC for consideration of community income as a

factor in universal seNice support.

Ell's analysis of the relationship between income and high-eost support was an

outgrowth of our detailed analyses of various coat proxy models that were first

pre..,ted to the Commi8Sion in 1996. in the early stages of CO Docket 96-45. One

thing that struck ua was the fact that the models that purported to 'arget" support on

the basis of high-eost also directed support to many wen-to-do communities where

customers clearty could afford to pay for the·entire c08t of their local telephone service.

without any 8ubsidy whatsoever. Further research demonstrated that this was not an

isolated condition; it was a nationwide pattem. ETl's anarysis demonstrated that a

decision not to fund support to high-income CBGe would result In a significant reduction

in the overall size of the interstate high-cost fund.

The Teleccmmunications Act of 1996 explicitty requires that -affordability" be

included as a consideration in the development of a comprehensive universal service

support mechanism: IlQuaiity and rat.. - Quality services should be available at just,

reasonable. and affordable rates." The extent to which Mrviee;8 Uaffordable' to an

individual con~.r i5 inextricably tied to that consumer's income level and ab~ity to

pay, and in fact the Joint Board, in its Recommended Decision, and the CommiSlion, in

its Report and Order. have acknowledged that income 'eveI direclly affects the

determination of what is an -affordable" price. The CommiAion has also agrHd that

community income. as repnaaented by the percentage of students eligible tor school

lunches, is a vaJid basis for establishing the variable discounts necessary to make

telecommunications affordable to schools and libraries.
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The universal service goal is not advanced by subsidizing consumers Who can

Iafford to pay the entire cost of their telephone service - and whose decision to take

service is unaffected by the presence of such a sU~dy. Indeed, some of the specific

attribut•• of exclusive high-income communities - large Iota, low population density,

remoteness from primary population centers - ani the very same conditions that tend

to rai.. the cost of providing local tefephone service. Ironicalty, many low-income

area., sueh as densely populated inner-eity communities, are because of such

attributes also Iow-coSf areas, and could well be forced to subsidize the "high rent"

high-ooat-to-serve suburbs.

Polioin that would flow universal service suppon to such communitiM serve only to

impose significant costs and economic burdens upon other segments of the economy

while doing nothing to adVance the cause of universalMNice or produce any other

offsetting economic or social benefit. Among other things, a funding obligation that is

larger than on. that is minimally necessary to achieve the universal service goal will

undermine other Commi88ion and Congressional Objectives, perhaps even including

universal service itself! By forcing new entrants to make Iarger-than-necellalY

payments to the universal service funding mechanism, such polieies will increase the

costs of and barriers to competitive entry, and thereby diminish the prospects for

effective competition overall. They will alao work to suppress demand for price-elastic

services, thereby limiting the potentia' benefits that all sectors of the economy can

derive from increased aceess to and use of the nation'. tetecommunications resource6.

The ETI 8IUdy and Time Wamer's proposal are not offered as providing definitive or

prescriptive gUidance aa to how to structure an income-based funding mechanism.

Aather, it is offered to demonstrate

• that many -high-eo&r communities are also high..income communities;

~ that public data i8 available from the CenlU8 Bureau to support 1tte administration

of a community Ineome-based funding machanism; and
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• that there is an opportunity to achieve a significant decrease in the overall size of

the universal service support fund, fully consistent with the statutory requirement

tt1at service be -affordable," without any consequential impact upon the overall

universal service goal.

'The structure of a community income-based funding mechanism should ba built upon

three specific policy initiatives:

• First, the FCC and the states should conclude that the highest income high-eo8t

areas are to be excluded from universal service support. For example, if all CBGs

with median income level. in the top 3<W. of their state were placed in this

category, the funding requirement could be reduced by as much .. 20% to 30%.

The specific policy can be highlV flexible, and can· involve state-tpeeific or national

income standards) or 80me combination, a8 well as abeolute anellor flexible

affordabilny thre6holds.

• Set:ond, there should be a safety net for low-income consum.,. ....iding within

high-income high-cost areas who cannot afford to pay full cost·based rates.

• Thirr:l, to avoid rate shock. nnsition plans should be eatabllst1ed that would aHow

cam.,. to move rates in h;gh-cost high-income areas toward their fud forward

looking costs.

If done correctly - and it can be done correctly - the result will be -win-win" for all

concemed: Universal service at affordable rates can be aMured, while minimizing the

potential adverse impact upon nucent competition. innovation. and the economy

:generalty.

Thank you very much for the opportunity to present th_ comments here today.


