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both interSW£ mel intrastate revenues. but is in no way regularina the rates and conditions of
intrastate service.

207. Funber, section 254's express directive that universal service mec:hanismsbe
"sufficient" IlDlliorares lIlY section 2(b) ccmcems. M I ruJe of 5IIturDI'Y coDSttUCtion. section
2(b) only is implicated where the competiDa A1Ntory provision is IIDbipous.4. M discussed
above. section 254 UDIIIlbipously establisbes that the services to be supponed have intrastate
as well as intel"lWe chlncteristics and permits the Commission to esublish reaulatioDS
imp1emeDti.Da federal support mecMnisms for the supponed iDtrISIate services.

201. Morecmr. Vlrious J'l'Ovisioas of section 2S4. some of which are discussed
above. have blUlNd !be nditioDll dimDcUon befw_ the iuIet-.e ad iDtrutate
jurildie:tioaal spheres. For aample. althouab lICbon 2S4 esrablilbes. federal-state
pll"tDlrSbip, it .... the Commiuion primary respoasibility for de6niDl the paraDle!erS of
UDivmal service. ad for eaIUI'iD& dill UDivenal .-vice mee:bmi-' are "specific,
pndietable. ad suJliciat" to meet the 5IIturDI'Y 1011 of "jUll, re.Dlllble, ad aft'ordable
rates." Indeed., section 2S4 aMsioas dill the Commiaion would DDt be bouDd by !be prior
syIIeID of universal service meclwnisms, wbich wu baed on tile nditicmal jurisdietioaal
spheres.c

209. For all of die fcnsoiDa rasoas., we CGIIC'Ia' with die Commission's ..ner
coaclusion that IICtioD 2S4 of die 1996 Act ar-ts • Commiaion the authority to .
conlributioDS to univc.l service support !DeC_isms from iDa..... well • iDunwe
revenues IDd to refer carriers to seek state (1DCl DOC federal) authori.zation to recover I ponion
of the conlribution in imrlllale rates, altbou&h the Commiaion bu DOt exercised this
authority. We note that this issue is the subject of peDdina petitions for reconsideration which
we will address in • fortbcomiDa order. Further, we have previously expressed willingness to
work with staleS and we aftirm that commiUDeDL4G

b. Revenue Base For. IIMfllecovery of. ContributiODS to Suppan
Mechanisms for Eliaible Schools, Libnlries and Rural Health
Cas Pmvidm

210. Initially, we note-dJat few parties commented on the issues of the assessment
and recovery of CODtributions to the suppan mechaDism for eliaible scbools. libraries and rural

.., SaU~s..ia 0rttMr. 12 FCC Red at 9196. pIrI. m n.2~ cUiItf 47 U.S.C. § 601.

..~ Sa JOlllt ExpllMlory SwemCftt at 131 (indicatina apinsll'lliance on current mtthodoloain by swine
that suppon mechanisms should be -explicit, rather thin implicit u .....y suppon mtchaftillfts 1ft today'-);
Scnate Report OIl S. 652 (srauna thai "the bill does not presumc that any paniaalar existine mechanism (or
unlvcrsaI service suppon mUll be nWnll.incd or discontinuedW

).

4J See, II. U"rwnAi SvY'ce em." 12 FCC Red at 9191. pan. 109.
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health care providers.... After consideration of these impofW1t issues. we conclude that the
Commiuion's decisions are consistent with the letter aDd spirit of the J996 Act.

211. "''''IIID- With respect to the assessment of conlributions. we conclude it
wu reasoaable for the Commission to adopt the Joint Board's recommendation that "universal
support lDIChmisms for schools and librlries and rural health care providers be flmded' by
comributiom baed on both the intraState and inlmllle revenues of providers of interstate
telecommunications .-vices...as As the CommissiOD concluded in the U"iwnDl Se1"Vjc~

Or_, this approach is reuonable in liaht of the fKt that the schools. libraries, and nnl
health care mecMnisms are "DeW. unique support mechanisms that have DOt hiscorically been
supponecl !broup • UDiveral service fundi"1 mechanism ...

212. '=mm. Similarly, \W reaffirm !be CommiIIioD's decision to permit
Clllriers to ncover COII1ributions for the support mecheni-' for elipDle schools. librlries. IDCl
rural health CIre providers solely via rates for iDtI:rstIIe IIrYica.C LimitiDa recovay to the
u.-_ jmisdictioD for die support mecblni- for !be ICbDoIs, h1nries ad nn1 Mal* care
providers will IlDeliont.e the concem tb.Il cmiers would I1ICO\Ier 1bI portion of tbeir mar..ae
cODtributiODS aariburable to imrutaIe services tbroup mcreu. iIll'lllS for basic resicieDliIl
d.ial1oDe service. 'The CommjssiOD's approICh is consisteDt with _ affordlbility priDciple
CODWDee in secDOD 2S4(b)(1).... Additionally, \W ~ pennecled that the Commission's
approICh minimi,. IDY perceived jurisdictional ctifticulties UDder 1leti0ll 2(b) becII_
carriers are DOt requized to seek state authori.Dri~ to recover COII1ributicms auributable to
imrasWe revenws..... Therefore, we find tb.It permittiDa recovery of comn'butions for the
suppan mectwaisms for elilible schools, hlnries, and nnJ health care providers solely via
razes for interstate services is coDSisrent with section 254.-

c. Revenue Base For. and Recovery of. ComributiODS to Suppo"
Mechanisms for Hilb Cost Areas 1114 Low Income Conswnm

213. A'M'8"'Dl As swed· above. the Commission declined to exercise its authority
to assess contributions to the biBb cost and low iDcome support mechanisms on both intruWe

... TOS eOlftln1D1l1t '0 (suppOnina the decision to ..... tocal, unseplltlled intmlll. and intrU&llC end user
revenues u the buis rar suppart camributions desiplecl to benefit schools, Iibnries and rural health c-.
providers).

..~ Viti....s"a DrtJ., 12 FCC R.ed at 9203. para. 137 ci,,"1 R«OIJI",.,.d o.cuiOtl, 12 FCC R.ed I'
499. J*L 111.

... Itt It 9203. PII'L 137.

.., Itt II 9203, J*L 131.

... ld. It 9203. ptn. 131.

'I' Itt It 9204. para. 139.
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and interStAte revenues. Insrad. the Commission elected to base those contributions solely on
interstate revenues.", We find that the Commission's decition was reasonable and appropriate
in lipt of me SIIMOry goals.

214. In its R,corrurwnd,d Decision. the JoiDt Board concluded that the "decision as
to .wbetber innswe revalues should be used to support the hip cost and low income
assistm:e' prosrams should be coord.iDated with the establisbmem of the scope and mapitude
of the proxy-bued f\md, IS well. with ate UDiversal service support mechanisms....: thUS,
the Joint Boud did DOt submit a recommendation as to whetber iDIruIat.e rnmues should be
used to support the hip COIlIDd low income meetwni-s.'" .RIIbIr•• the Commission
noted in the U"",,,stIl s.mc, 0rdtt1'. the Joint BomI's malysis e_DIially concluded that the
derl:rmi.Dation of whetber comribulioDS should be bued on iDIruIIIe as well • interstate
revenues should be coordiDIIed with the implemeDtation of aD ippfopliate fol'Wlll'd-lookina
ecoDOJDic cost mecJpnjwn ad reveDUI beDc:hmark.... Becali. 1be "Mdwnism aDd benchmIrk
were DOt established, aDd tbiaef~ me to1alllDOUDt of support requiJemeDt wu unknown. it
would have bela pl"'"'atUre for the Commission to IIIeSI c:omribulioas OD Ul1I'UIIte IS well as
imersWe revenues.

21S. In IdditioG, sbordy before the UniwIwl Srnc. 0nW \WI issued. the ..
members of the JoiDt BoInlflled • report ill wbicb~ majority recommended that the
Commission .... cODlribulioDs for all support mechmjpns on iDIruIIIe ad intenwe
revenues.'" Tbe IDIjori1y nport alIo supponed the CMI"'iuioa's appiOICb to ...ina oaIy
imcrswe revenues for the hiP cost aDd low iDeoaie support meebaniwns on an interim -.
until a fOl'Wll'd-lookiq ecoaomic cost methodolOl)' is developed.- AccordiDaly. the
Commission' 5 decision to bile com:ributions to the hiP cost IDd 10w-iDcome support
mechanisms solely on inu:rswe revenues was coDSislent with the Majority Swe Members'
repon.

216. Indeed, by decliDiDa to base those cont:ributioas on inuutate revenues. the
Commission promoted comity baween the federal IDd state rqulators. aDd allowed the state
commissions to COIIIiDUI to work toptber to relCb consensus on this issue. Because we _
still in the process of adoptiDa • (o!'Wll'd-lookina economic cost mechanism and a revenue
benchmark. we conclude that assessing contributions on intersWe revenues alone, at least until

... Id.. 9200, para. 131.

« Rec...m H Det:uion. 12 FCC Red at 499. pan. 117.

.., U"MrwJ S6rvin (Jrd" 12 FCC Red It 9191, para DC.

- Jd. It 9200, pen. 132 ci,i", Recommended Decision. 12 FCC Red at SO1, para. 121 .

.., MtlJor,ry Opi"iOll of'M 511ft M.",/Je,., 01 1M Joi'" BOIftl 011 'M Fllltdi"f 01 U"Mf'ItIl S6rv,c., filed
April 23, 1997 ("Majority SWe Members' R~"). .

- Majonty State Members' Report
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a unified federal-state approach is developed for the high Cost and low-income support
mechanisms, is consisteJ1t- with the public interest.

217. We note that some commentm raise related issues on which the Commission
continues to deh"berate. For example, members of the wireless industry are concerned about
the difticu1ty of diJrinauisbin, their interstate revenues from their U11r1St.1te revenues. given
the mobile natUre of wireless teehDoloaies. the inability to detcrmiDe precisel)' the point of
oriaiD of calls, IDd the difticuJ.ty of matehiDa phone numbers with poiDu of orilin·'"
Wireless carriers have also railed issues reprdiDc rev=ue reponiDI requirements.4" iDcludina
issues perceived to be pc1icular to their iDdusuy ccmcemiD& jtcmizjn, roIIDiDa reveDues.,
special resale issues, buDdled offeriDp, aDd fraud-related UIICOllecDbles.... We also note that
wireless providers have chtnqed state decisiODS thai they sbould be subject to swe
universal service mechmisms." These 1ft difficult isles, aDd we In committed to workiDa
with the wireless iDdustry met the state commissions to resolve tbae issues.SOl

218. Bpmry. For sjmile rasoas, we CODClude that it is appaopr_ to allow
emiers to recover COD1ributioDs to tbe suppon.mecbmipns for hiP cost lIaS IDd low
iDcome CODSUIDCS tbrouah mres for iDt.ersraIe services 0Dly. The JOUlt Board ccmcluded that
the "role of complelllilDWy state and federal UDiversl1 service mee:bgisms require[d) fbrdIer
reflection." but did not Iddress the issue of the recoYefY of tbae c:oa1ributioDS. Ac:c:ordiDaJy,
we reaffirm the CODClusion that this approKh to recovcy promo_ comity between the
federal and state 10Wl'DIIleDtS because it allows the ,CommissiOllIDd the stIleS to develop
compatible universal service mechanisms, This approICh also promotes the statutory 1011 of
affordable baic residelrtial service because it avoids a blaDket iDcreae in charps for basic
residential dialtone scrvice. We find that it is reasonable ad in the public interest to IDIintaiD.
for the present time, the historical IJ'PI'C*h to recoveriD& uni~ service suppon
conuibUlions for hiah cost ... and low-income consumers. We DOte, however, that the
Commission concluded in its FOlll1h Or-dIr 0" R~C01U;.,.atiODthat CMRS providers may
recover their universal service COmributiODS through rates cbarled for all services.so: The
Commission concluded that the rea50as that generally warrant permitting contributors to

#f'I s.c. c.,.. CGIftCIII cammaa at 10-11; cnA commCftts It 2-3; PClA comments It '4; VanlUll'd
commats at 6; Natel reply commerats at 5.

... Some wire_ pI'D\'idIn .. CODcerud that the Commisaion's -aood faith- estimation pt'OCas will result
in competit:ive ....itia. s.. •., .. CamCUI canunents It 11-15; CTlA commems at 3; Comcut reply
commeau .7. .s. tlbo Or*t> Oft ReclJlU"'iOtl. S«1Jttd Rqon _ Or*r. and Frurlwr NOl.ec 01 PNIpOHIJ
RllietrtiW"I, CC DocUt ~o. 97-21 IDd No. ~5 It para. 21 (ret. Aupst 15. 1997).

- Sa. '·r.. CTlA commems It 2; Comcast commats at 11-12; PClA commenu It 13-16.

,. SH eel/iii, T,/«om""",ictll,oru INiJutIY Auocitllion \I. FCC. " oJ.. Cue No. 97-160 and consolidated
cases,

". We note that dlesc issues are before the Commiuion on recansideration and we do not wish to pre;...
dlose petitions.
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recover contributions to the federal universal service mecbansisms through rates on interstate
services.·such IS eDSUrin& the the continued affordabilitr of residential dialtone services and
promotiDa comity between'the federal and state governments, do nat apply to CMRS
providers.-

B. Percelltap of Federal FuadiDl

219. M noted above, the Commission is rllpODlible for CDSUrin& that there are
specific, predictable, aDd su1ftciem federal aDd state mechanipns to preserve IDd advance
universal service. Upoa funber review, we CODdude thIIa -net. IaOSI-tbe·boud rule that
provides 25 per~ of UIIII.,.ated hip cost support to die 1qIr LECs may have the result
of witbdrawiDI some tidml explicit UDivcral service -wart from lOme 1r'IIS. The
Commission will work to emure thIt states cia DOt naiw.. fuadinllS we implement the
hiP cost support ""'Cham•• UDder tile 1996 N:t. We fiIId tblllIO .. Ibould receive less
federal hip COlt ....... tbIIl it cummtJy recei\'& We n"""_ ... that the followiDa
ctiIcussioD concems ODly DOD-rural local GeN.,. calierL Hip COIl support for nn1
carriers will coDtiDue to be provided in accordIDce widl1be p)ID ..... ill the U~$Q}
s.mc, 0rdIr, which CODtemplates DO chanps ...nil' tbIIl Jammy 1, 2001.

1. Becqroud

220. SecIioD 254<bXS) atabliabes tbe priDciple dill "[t]bae sbould be specific,
predictable and sutficieDt Federal aDd Stile mec...•• to ....ve ad IdvIDce UDiverlll
service.dIM AdctitioDally, section 254(i) provides dIat "tile Cc-ni" and the Saas sbouJd
ensure that UDivmal service is availlble at rates that 8ft jUll, reIIODIble IDd affordable.dtS

The ComiDission his aated that section 254 COII1iJgs the bisrorica1 pIJ1DIrSbip between the
federal IDd swe jurisdic:tioas in advaDcq aDd pi" viDa maivcral service mecbaDisms."
Similarly, the Joint Board stated in its R,co",,,,.,.d lAeiliOtt that tile 1996 Act "reflects the
continued partnership IDIODI the states and the Commission ill preserviDa and Idvancina
universal service. '"

221. The Commission, in its U"iwl'Wl SD'vic, Or_, decided initially to fund 25
percent of the difference between a carrier's forward.lookiq economic cost of providilla

IOJ Fawrlt 0rtW Oft k .......iOft al pua. 309 (...... IeCliGD 332(cX3) of the Act allen the
'a'lditionaJ'~ ..lIIionIbip with respect to eMRS by pnabibitina ... ti'om rep1llinl rates for
intrllGle c......-cia) mobile .-vices. aUowina recovery l:bnNP .... Oft inIrIItafe u wen u inllr'llale CMRS
services would aM -=raedI Oft DIe pmoptives. Further. allow.. I'ICovery of universal service conaibulions
throuah rues aD all CMRS services will Ivoid confemnl I competilive adVU1ll' on CMRS providers thai offer
more intmlall thin iaauwe services.·).

tIM .7 U.S.C. § 2S4(bX5).

105 47 U.S.C. § 2s.&(i).

,. U"t'IUUI/ SBvic. 0,.... 12 FCC Red It 9194. pan. 111.

101 Id. at 9119. para. 106 C'''''I R.co",,,,.NitIIi DttcisiOll. 12 FCC Jlcd It 500. para. 119.
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USAC
UNIVERSAL SERVICE
ADMINISTRATIVE CO.

100 South Jefferson Road
Whippany, NJ 07981

May 8,1998

Chairman William E. Kennard
Federal Communications Commission
1919 M Street, N.W. - Room 802
Washington, D.C. 20554

Dear Chairman Kennard:

Ed English, S.cretary & Tr.asurer
(973) 884-8074 FIx: (973) 884-8262
E·mail: Hnglisgn.CI.org

At the request of Commission staff, USAC is providing an accounting1 as of April 21, 1998, of
the total contributions to the universal service fund that are a.vailable for use to support the
schools and libraries program for the second quarter of 1998, and an accounting of the amount of
the contribution that USAC expects to receive from (i) inc:;umbent local exchange carriers; (ii)
interexchange carriers; (iii) information service providers; (iv) commercial mobile radio service
providers; and (v) other providers.

Please contact me if you have any questions or if you require any additional information.

~ttl:r
Ed English

Attachment



ATTACHMENT A

FUNDS AVAILABLE FOR SECOND OUARTER 1998
FOR SCHOOLS A LIBRARIES SUPPORT MECHANISM

(amounts stated in thousands)

FUNDS AVAILABLE FROM lQ98 SAL MECHANISM

PROJECTED FUNDS AVAILABLE FOR 2Q98 SAL MECHANISM

CONTRIBUTIONS TO SCHOOLS AND LIBRARIES BY CARRIER TYPE: 2

$ 298,773 I

$ 619,076 I

CXR Type 3 Jan Feb Mar Apr May JUDe
1998 1998 1998 1998 1998 1998

LEC Collections 29,151 29,094 29,134
Projected Collections 146 30,469 30,469 30.469

IXC Collections 43,179 43,057 40,899
Projected Collections 2.781 45,454 45,454 45.454

CMRS Collections 14,120 14,120 14,066
Projected Collections 118 14.759 14.759 14,759

All Others Collections 14.679 14.283 12,839
Projected Collections 2.574 16.052 16.052 16.052

Total Collections: 101,129 100.554 96,938
Projected Collections: 5.619 106.734 106.734 106.734

NOTES:
I - Adjusted for bankrupts. late payers. late charges. projected administrative expenses. and interest.

:2 - Not adjusted for bankrupts. late payers. late charges. projected administrative expenses. and interest.
3· lnfonnation Service Providers (ISPs) currently are not required to contribute directly to the Universal Service. The amount

of ISPs indirect contribution is not specifically represented here.
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SLC
SCroo.S AND lIBAARES
CORPORATION

1023 15" StreIit, NW.
Surte200
Washington. DC 2OD05
Pnone: 202-288-2883
Fax: 202·289-7838

May 1, 1998

Honorable Magalie Roman Salu
Secretary
Federal Communications Commission
1919 M Street, NW
Washington, DC 20054

RE: Schools and Ubnries Corporation
Fund Size Requirements for Third Quarter 1998
CC Docket Nos. 96-45,97-21

Dear Secretary Salu:

I,. FishlTlln
Cntef ExeeutlVe Officer

In accordance with 47 C.F.R. § 54.709(a)(3), enclosed are the original and four
(4) copies of the Third Quarter 1998 Fund Size Requirements for the Schools and
Libraries Universal Service Program.

Acknowledgment and date of receipt of this letter is requested. A duplicate copy
has been provided for that purpose.

RHrr-lttN.
Ira Fishman
Chief Executive Officer

Enclosure

Board of Dfrecton
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Before the
FEDERAL COMMUNICATIONS COMMISSION

. Washington, D.C. 20554 .

Schools and Libraries Fund
Fund Size Requirements for Third Quarter 1998

CC Docket Nos. 96-45,97-21

I. Introduction

The Schools and Libraries Corporation (SLC or Corporation) hereby submits

this filing in accordance with section 54.709(a)(3) of the Federal Communications

Commission's (FCC or Commission) rules.· This filing details fund size requirements for

Third Quarter 1998 for the Schools and Libraries Fund.

II. Schools and Libraries Fund

The Commission's May 7, 1997, Universal Service Order2 outlined a plan to

ensure that all eligible schools, libraries3 and rural health care providers have affordable

connections to the global telecommunications network. The plan created a fund to

provide telecommunications services and to wire schools and libraries for access to the

Internet. Pursuant to the Commfssion's rules,4 this fund is capped at $2.25 billion per

147 C.F.R. § 54.709 (a)(3).

2 Federal-State Joiht Board on Universal Service, CC Docket No. 96-45, Report and
Order, 12 FCC Red 8776 (1997) (Universal Service Order).

1 The tenn "school" includes individual'schools, school districts. and consortia of schools
and/or school districts. The tenn "library" includes individual library branches, library
facilities, library systems, and library consortia.

'See 47 C.F.R. § 54.507(a).



funding year. The Commission appointed the National Exchange Carrier Association

(NECA) to temporarily administer, through an independent, non-profit subsidiary, billing

and collection for support mechanisms which will fund the universal service programs.

The Commission ordered NECA to incorporate an independent, non-profit subsidiary to

perform these duties, Universal Service Administrative Company (USAC), and two.

non-profit, unaffiliated corporations, the Schools and Libraries Corporation and the Rural

Health Care Corporation (RHCC).

USAC will administer, temporarily, the universal service support mechanisms

for high cost areas and low-income consumers, as well as billing, collection and

disbursement functions for schools, libraries and nual health care providers. The SLC

will provide all other functions for the schools and libraries program. such as

administering the application process, creating and maintaining a Web Site to post

services requested applications, and performing outreach and public education.

III. Projected Demaad

The SLC has undertaken a statistically valid sampling of applications filed for

the 1998 Funding Year in order t~ project the total amount of discounts requested in those

applications. There is a 9S percent confidence level that the projection of total requests is

within 5 percent of the actual total requests in the more than 30,000 applications that have

been received. Based upon the analysis of this sample, we project that $2.02 billion in

discounts have been requested by applicants who have filed through April 28th
•

2



IV. Estimates of SLC Expenses

A. Third Quarter 1~98

In the Third Quarter of 1998, the SLC will begin processing the second round

of applications -- for Funding Year 1999. Expenses for the SLC staff itself will be lower

than the Second Quarter estimate because staffing remains below earlier budget

projections. Start-up costs also will be lower as the largest initial phase of Web Site

development and formulation of operating procedures will be completed in the Second

Quarter. On the other hand, other contractor costs will be higher than the January Second

Quarter estimate because the SLC will be processing both 1998 vendor invoices and 1999

funding applications.

There are some significant assumptions underlying our expense estimates.

They include the following:

• a total of about 50,000 FCC Forms 470 for 1999 funding filed in the Third Quarter,
with 10 percent filed on paper,

• no significant volume of FCC Forms 471 processed in the Third Quarter,
• about 75,000 FCC Forms 486 and 500,000 invoices filed for Funding Year 1998, and
• the volume ofcalls to the Client Service Bureau is down from the Second Quarter due

to a better informed client base and the availability of more detailed filing guidance.

With these assumptions, expenses and interest income for the Third Quarter

. -
1998 are estimated as follows (amounts in millions):

3Q 1998 Expenses
Expenses from USAC
Interest Income
Total

$4.2
.2

--=.Q'
$4.4

S Interest earned in the Third Quarter will depend on the size of collections and on the
amount and rate of disbursements in July. Therefore, this represents a very conservative
assumption.

3



As noted above, the SLC will be supponing two complete application cycles in

1998 - for Funding Years 1998 and 1999. The Web Site opened for applications for

1998 funding on January 30, 1998, and the 75-day window closed on April 15.

Applications can continue to be filed after the close of the window, but we are seeing a

significant decline in the volume of applications for 1998 funding since the close of the

window. On July 1, 1998, we will begin receiving applications for funding for 1999. We

expect to have funding commitments made before December 31, 1998 for 1999 funding

requests for those who file within the fl!'St three to four months after July I. Therefore,

our Client Service Bureau will handle a new round ofquestions for 1999 later this year,

as well as data entry for 1999 applications. Our Program Integrity Assurance unit is

beginning pre-commitment review now of applications for 1998 funding and will begin

review of applications for 1999 funding in the fall of 1998.

We have analyzed how our estimated Third Quarter expenses split out between

support for the 1998 Funding Year and the 1999 Funding Year. We estimate that 35

percent of the $4.2 million we project to need for expenses in the Third Quarter will be

for 1998 Funding Year-related activities and 6S percent for 1999 Funding Year. That

proponion will be even more heavily weighted to Funding Year 1999 in the Fourth.-
Quarter, and, of course, there will be additional costs for funding 1999 next year.

Exhibit 1 shows more detail behind the Third Quarter estimate.

B. Prior Period Adjustment

In the First Quarter 1998 tiling that NECA did on SLC's behalf, there was an

estimate of $564,000 for stan-up expenses for 1997 to be paid to NECA in that quarter.

The actual payment was $1.86 million. That filing also estimated SLC's First Quarter

4



1998 expenses at S1.942 million. As we explained in our Second Quarter filing, NECA

produced the First Quarter estimate (and the 1991 expenses as well) without a good sense

of the likely demand for the program and without a detailed plan for program

implementation. We are reviewing invoices submitted to the SLC by NECA and will

provide final First Quarter expenses in a supplementary filing.

V. Next FiliDg

Pursuant to the Commission's rules,6 the next filing will be on or before

August 1, 1998.

Ira Fi hman
Chief Executive Officer
Schools and Libraries Corporation
1023 15th Street, N.W., Suite 200
Washington, DC 20005

May 1, 1998

6See 47 C.F.R. § 69.620(b).
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Exbibh 1

Schools" Libraries Corporation
Third Quarter 1998 Budget Estimate

(Amounts in tbousands)

SLC Operating
Labor Costs
Travel, Supplies, Other
Contingency
Total

Non-Recurring Stan-Up

NECA Operating

Total

Expenses SLC
Expenses from USAC
Interest Income SLC

Total

$450
100

--J.Q
$600

$600

$3,000

54.200.

$4,200
200

(0)7

$4.400

, Interest earned in the Third Quarter will depend on the size of collections and on the
amount and rate of disbursements in July. Therefore, this represents a very conservative
assumption.
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Washington, D.C. 20554
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Federal Communications Commission
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Washington, D.C. 20554
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FederaJ Communications Commission
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SLC
SCHOOLS "NO liBRARIES
CORPOR"TION

102315'" Street, NW.
Suite 200
W.shlngton. OC 20005
Phone: 202·2S-2M3
Fu 202·289-7836

CbairmaD William E. KeDDard
Federal CommuDicatioDs CommissioD
1919 M Street, N.W., Room 814
WasbiDpoD, DC 20554

Dear CbairmaD KeDDard:

May 7, 1998

Ir, Fish"",,,
:: ~Ie' ~ .e:J..:~t\'! :)~f::t'

Pursuant to your request. attached are the estimates requested by the Conference
Report on H. R. 3579. regarding the requests for funding from schools and libraries. The
estimates are based on the applications received as of April 28. 1998 in order to give as
complete a projection as possible. The estimates are disaggregated by the eligible
services and facilities and by discount level.

The overall projection of $:2.0:2 billion filed last week was based upon a statistical
sampling that has a confidence level of 95% with a +/- 5% margin of error, The
enclosed estimates of course are less precise because each item on the matrix is based on
a subset of the overall sampling. If you have any questions. please do not hesitate to
contact me.

a Fishman
Chief Executive Officer
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FEOERAL COMMUNICATIONS COMMISSION

WASHINGTON

May 7, 1998

The Honorable Thomas 1. Bliley, Jr.
Chairman
Committee on Commerce
U.S. House of Representatives
2125 Rayburn House Office Building
Washington, D.C. 20515

Dear Mr. Chairman:

I am writing to respond to your request for a review of the impact on telephone
ratepayers of the Commission's implementation of the universal service support mechanisms
contained in the Telecommunications Act of 1996 ("the 1996 Act"), as to the changes that
took effect January 1, 1998 through the first six months of the year.

As the following analysis by the Common Carrier Bureau and the Wireless
Telecommunications Bureau shows, we have found that the changes in universal service
support that were implemented January 1, 1998, did not increase the overall costs of long
distance carriers or the costs that local telephone companies need to collect in local rates. We
are continuing our analysis of interstate long-distance rates to determine whether long-distance
carner rates have fully reflected the access charge reductions this Commission ordered to take
effect on that date. For CMRS customers, we are finding that consumers have been seeing,
and are continuing to see, reductions in prices even though the 1996 Act required for the first
time that wireless carriers contribute to the support of universal service.

Long Distance Carriers:

Detailed analysis of the changes that took effect January I, 1998 -- the charges that the
interstate long-distance industry p~s to local telephone companies and to support universal
service -- shows no increase in long-distance carrier costs. Even taking the broadest view of
UnIversal service contributions by long-distance carriers, we find that increases in
contnbutions for universal service support were offset by reductions in interstate access
charges. As set out in the attached table, using projected 1998 demand and first quarter 1998
contribution factors, we conclude that IXC annual contributions to the new universal service
mechanisms for 1998 should total approximately 52.406 billion. At the same time, we find
that. using projected 1998 demand, access charge costs to IXCs decreased by approximately
S1.46 billion annually as of January I, 1998. In addition, starting January I, 1998, IXCs no
longer had to contribute SO.53 per line to the former universal service fund that provided low
income and high-cost support, saving them an additional 5980 million in 1998. The total IXC
cost reductions from these two sources total 52.44 billion. Thus, while there were significant
changes to the structure of the interstate access charges and universal service costs on
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January 1, 1998, the overall coSt of these two items to lXCs did not increase on January I,
1998. Therefore, we see no need for overall long·distance carrier rate increases as the result
of these universal service changes.

As you may know, we are currently analyzing whether longoodistance carriers have
reflected these changes in their rates to end users~ A number of long·distance carriers have
decided to levy new line items on customer bills over the past few months. These decisions
were made by the carriers themselves. As explained above, there was no overall cost increase
on January 1 to long·distance carriers and therefore no regulatory justification for any rate
increases. IXCs have assened that new billing line items have been offset by reductions in
per-minute toll calling rates. Because the long-distance market is competitive and the
Commission, therefore, does not regulate longoodistance ra~ the Commission currently does
not have sufficiently detailed data to verify these claims. On February 26 , 1998, I sent
letters to the three major long-distance carriers seeking a response to claims that they have not
flowed through access charge reductions to their consumers but have increased their overall
rates. We have received responses from those carriers, and we are in the process of
evaluating the extent to which they have in fact flowed through access charge reductions.

In addition, as shown on the attached chart, the Commission's access refono decisions
reduced IXC common line access charges as of January 1, 1998, by $815 million annually.
These decisions have reduced implicit subsidies and facilitated the development of
competition by aligning certain common line rates with the manner in which LECs incur the
costs of providing service. Specifically, the Commission has reduced the subsidy for non
pnmary residential and multi-line business lines by identifying additional costs that should be
recovered through flat-rate charges instead of through per-minute charges, and by raising the
ceiling on flat-rate charges that end users pay for these lines. These changes eliminate some
of the implicit subsidies that were present in the old access charge regime and have reduced
long-distance carrier access bills substantially.

Local Exchange Carriers:

The various universal service changes implemented January 1, 1998, should have had
no effect on local exchange rates, which are regulated by state public service commissions.
Those changes did not reduce the amount of federal high-cost support that local telephone
companies have been receiving for their customers. The major changes instead affected the
manner in which such support has been collected, expanding the pool of contributors from
just interstate long-distance carriers to all interstate telecommunications carriers.

CMRS Carriers:

CMRS carriers' costs have declined in recent years. And, as competition increases, we
have seen the rates that CMRS customers decline as well. As a result, CMRS customers pay
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less for service today than they did even one year ago, notwithstanding wireless carriers' new
universal service obligations.

Since passage of the 1996 Act, cellular carriers have taken advantage of its provisions
to renegotiate their existing interconnection agreements with incumbent LECs, and new
broadband PCS entrants have been able to reach interconnection agreements for the first time.
Most of these interconnection agreements have been negotiated on a voluntary basis, but in
many cases the parties have had to reson to arbitration. Many of the agreements, whether
voluntary or arbitrated, are in effect pending final State cost decisions.

The charges in these new agreements that CMRS providers pay to local telephone
carriers to tenninate calls to customers on the wireline netWork. known as Transpon and
Termination (T&T) rates, are much lower and more cost-bued than pre-Act rates. T&T rates
now average about .8 cents per minute for the most common type of LEC-CMRS
interconnection. Prior to passage of the 1996 Act, wireless carriers paid an average rate of
approximately 3 cents per minute to LECs for the completion of mobile-to-wireline calls.
Moreover, T&T arrangements at that time also typically p.rovided for no payments from LECs
to wireless carriers for the costs of tenninating wireline-to-mobile calls.

The Wireless Telecommunications Bureau estimates that the reduction in LEC-CMRS
T&T rates has thus far generated from 5660 million to 5900 million in annual savings for
broadband CMRS carriers. The annual savings will grow in the future as total wireless
minutes of use grow. Moreover, given the increasing competitiveness of the CMRS sector,
the bulk of these savings should be passed on to CMRS customers.

The 1996 Act, for the first time, did impose federal universal service suppon
obligations on all "providers of interstate telecommunications services," including wireless
carriers. As a result, as of January 1, 1998, the Commission now requires wireless carriers to
contribute to federal universal service suppon. Based on their contributions during the first
half of 1998. the annual contribution of CMRS carriers should be less than 5300 million. As
with interstate long-distance carriers, the Commission does not regulate wireless carrier rates
to consumers, including how they choose to recover their universal service contributions from
their customers. Some have chosen to include those costs on customer bills, while others
have not.

Our analysis of'available information demonstrates, however, that CMRS customers
have been seeing significant overall reductions in their rates. While we are not aware of any
sources of information that track mobile telephone prices in a comprehensive and systematic
manner, there are a number of repons available indicating that prices are falling substantially.

Analysts generally agree that mobile telephone prices, defined as dollars per minute of
use, have declined significantly over the past few years, though they differ a bit on the
reponed magnitude. For example, The Robinson-Humphrey Company estimates that from
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April 1997 to December 1997, the average available price of cellular service and PCS
dropped 12.3% for low-end users, 28.8% for mid-level users, and 31.1% for high-end users.
The Yankee Group estimates that the average price has dropped 25% in markets where at
least one PCS fmn has begun service. The Yankee Group also finds that the most expensive
price plans in some cities are now approximately SO.50 per minute for the average customer.
and that cheapest price plans in the least expensive cities are in the mid SO.20 per minute
range.

New PCS entrants are typically pricing their services below the incumbent cellular
operators. For example, The Robinson-Humphrey Company finds that, at the end of the
December 1997, PCS prices were between 16.50/0 and 20.3% below their cellular competitors.
The Yankee Group reports that, as of September 1997, PeS prices were averaging 20% below
analog cellular in major cities where at least one PCS competitor is operating.

Finally, the Cellular Telephone Industry Association reports that the average monthly
bill (as opposed to average price per minute of use) for cellular, broadband pes, and
Enhanced SMR. subscribers fell 14% -- from S51.oo to S43.86 -- between December 1995 and
June 1997.

Conclusion

In conclusion, Mr. Chairman, our analysis shows a continuation in the historic
downward trend of overall telecommunication rates. As the Commission implements
UnIversal service under the 1996 Act. I look forward to the opportunity to talk with you
personally about this issue and to assist you in any way. Thank you again for the opportunity
to address your questions and concerns.

Sincerely,

W~~
William E. Kennard
Chairman


