
both interState IDd intt'aStlte revenues. but is in DO way regulatin, the rates and conditions of
intraState servtce.

207. Funber. section 254'5 express directive that universal service mechanisms be
"suflicient" IlDeliOl'ltlS lIlY section 2(b) conc:ems. As I rule of SlIIUtMY coDSU'UCtion. section
2(b) only is impliCiled where the competiDa statUtory provision is lIDbiauous-..1 As discussed
above, section 254 UDIIDbipously establishes thai the services to be supponed have inU'lSWe
as weU IS inu:rsw.e cblnct.erisUcs aDd permits the Commipion to establish regulations
implementing federal support mechanisms for the supponed in1l"lSWe services.

208. Moreover. VIrious provisioas of section 254, some of which are discussed
above, haw blumd me 1raditioDa1 distiDCliOll belMeD tbe iIai_ ad iD1ruwe
jurisd.ie:tiODll spba-. for a"'lJ'le~ a1thouIb 1ICti0ll 254 eII:IbIiIbes I federal-scate
pIZ1Dmbip, it p1IIII tbe CommimOl1 primII'y respoasibility for dlIfini"l the pll'llDeta'S of
UDi~ servi~ IDd for IIIIUriDa that UIIivmal .-vice "'«"'"ins are "specific.
pred.ic:table, IDd su1IicieDt" to meet tbe ..amy pal of"j. "DUbie. IDd affordable
raIlS. " Indeed. section 254 e.aviJiODS that 1be CommissjOl1 wauld DOt be boUDd by tbe prior
S)'SUml of UDiveral .-vice mecbuisrns. which was baed 011 tile ndiUoaal jurisdic:tioaal
spbaes.c

209. for 111 of tile foreaoiDa I'IUODS, we coacur with tile CommissiOll's ..tier
conclusion that 1ICti0ll 254 of tIM: 1996 Act JI'IIlIS • Cornmjeim the IUdlority to _
conU'ibutiODS to UDivatal .-rice support mechanisms from iDa_ • well • iDterseate
revenues aDd to refer carriers to seek .. (1Dd DOt federal) autborizatiOll to recover I portion
of the contribution in iD1ruwe rates, altbouab the Commiaicm bIs DOt exercised Ibis
authority. We note that this issue is the subject of peDding petitions for feCOmid.era1ion which
we will address in a fonhcomin& order. Further, we have previously expressed willinpess to
work with staleS and we af!irm t1W commianent.413

b. Rev_ue Base For. IDCfRecovery of. COD1ributiODS to Support
Mechanisms for Eligible Schools. Libraries aDd R.ural Haith
Care Proyjdm

210. Initially, we note- that few parties commented on !be issues of the assessment
and recovery of COIl1ributicms to the suppon mechaDism for eligible schools. libraries and rural

.., SH UItlWnlll s.r.a 0PdIr. 12 FCC Red at 9196. pmo&. m n.2094 cUiIrI47 U.S.C. § 601.

..: SH Joint Ex,1anIIory Staeemlftt at I31 (indieatina lpinsl ,.lilnct on c:urrnt mlthodo1osies by l1atina
that support mecblllisms should be "explicit. raeher' than implicit IS runy su,pan mechanisms~ today. to);
Senate R.cpon Oft S. 6.52 (Slllifta that "'the bill does not pnsume that any plftic:ullr exiSlina mechlnism for
unlvet"SI.I service support muse be maincainedor discontinued-).
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health care providers..... A.frzr consideration of these important issues. we conclude that the
Commiuion'5 decisions are consistent with the letter and spirit of the 1996 Act.

211. A'IDent. With respect to the assessment of contributions. we conclude it
wu reaIODIbIe for the Commission to adopt the Joint Board's recommendation that "universal
suppon mecMnisms for schools and libraries and rural health care providers be funded by
contributions based on both the intrastate and interstate revenues of providers of intersUte
telecommunicatioas 1eJ"Yices.....as ~ the Commission CODCludecl in the Uniwrsll1 S6rv;ct
Or_, this apprOKh is reuonable in lipt of the fact that the schools, libraries. and rural
heI1th care mecbtnisms are "new, unique suppon IDeebtnisms that have DOt historically been
supponed tbroup a universal service fundina mechanism ......

212. Be;yywv. Similarly, we reafIirm the Commiaioa's decision to permit
cmiers to recover COD1ribuUons for tbe suppon nw:hanisms for elilJ"bIe schools, libraries, and
rural bealtb care providers solely via rates for iDterstIte services.417 Limi1:ina recovery to the
icat-.e jurildieticJD for tile support mechanism for the ICbooIs, h1:m'ies and rural baltb care
providers wiD IlDlliOl'lle the coocem tbIl carriers would recover die porDon of dIIir iDInItate
cOllUibutions auributable to imrutate .mea tbroulb iDc:reues in mteS for basic I'IIideIltial
dia1toDe service. Tbe Comrniaion's IppI'OICb is consistellt with die Ift'ordability priDciple
contaiDed in lICIiaa 2S4(bXl).- Additionally, we~ pennedert tbIl the Commission's
apprOKh minimizes III)' perceived jurisdictional difticulties UDder lICIion 2(b) brIuIr
carriers are DOt required to seek state autborizatio~ to recover COD1ribulioas auribulable to
imrasute revenues." Therefore, we fiDd that permittiq recovery of COftuibutioas for the
support mechanisms for eliaible schools, hlnries, and nnl beal1h care providers solely via
raleS for interstate services is coDSiSlent with section 254.-

c. Revenue Base For. aDd Recovery of, COftUibutiODS to Support
Mechanisms for High Cost Areas and Low Income Consumm

213. A.....L ~ swed above, the Commission decliDed to exercise its authority
to assess contributions to the hip cost and low income support mechlnisms 00 both innswe

- TDS cOIIlmllllS It 10 (suppOnin, the decision 10 use local. unsepII'ated inlmllte and inD'Ulale end user
revenues U !be buis for support coarribulions desicned 10 benefil schools, libraries and rural health care
providers).

.., u,."...s..aOrdtIr, 12 FCC Red It 9203. PIn. 837 ci"rrr R«"",,,,.NitIt/ D.cuion. 12 FCC Red It
499, para. 117.

- It/. It 9203,~ '37.

..~ It/. II 9203. PII'L n8.

til Id. It 9203, pua. '38.

... It/. at 9204. para. 139.

- It/. II 9203-9204, para. 13....-0.
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and interState revenues. Insrad. the Commission ejected to base those contributions solely on
intersWe revenues.4t1 We find that the Commission's decition was reasonable and appropriate
in lisht of me SIIlUtOry goals.

214. In its Recorrurwnd,d lAcision. the Joint Board concluded that the "decision as
to.wbctber mU'lSrale revenues sbould be used to suppon the bilh cost mellow income
'ssistmee' propams should be coordinated with the establisbmem of the scope mel mapitudc
of the proxy-based fuDd, • well • with are universal service suppon mechanisms....~ Thus.
the Joint BOIId did DOt submit • recommendation u to whether iDa'astaIe revenues should be
used to suppon the hip COIl act low iDcome mechmiPDs.4t'JRadIer. IS the CommissiOft
noted in the U"iNrMJl SDW:e 0rv:iD'. the JoiDt Boad's lDIlysis .-mia1ly concluded that the
dellrmiDation of whether COIIIribuDoDS sllould be baed OIl iD1rMWe u well U int.ersWe
revenues sbould be coord.iaaIed with the imple:meDtaOll of 111 +JiII.- fOlWlrd-lookina
ecoaomic COlt mec:hMiPD ad reveDUe heIIduMrk.'" Bean'." meclumism ad benchmark
were DOt eslablished., aDd tbaefore, the total IIDOUIIt of support requiJemeDt was UDknown. it
would bave~ prematUre for the Cornmiaion to _ CODtribulioas on innswe u well IS

iDtersWe revalues.

215. In Idditioa. Ibartly before the UIIiwnlIl s.rva 0rtM' was issued, the ..
members of the JoiDt Board filed • report in wbic:h ~ majority *O"'wMed tbat the
CommissiOll'" COIIInluioas for all suppon mee:beniPDS on iDIr__ 1Dd iD1enIate
revenues.4tS The lDIjori1y report also supported the (Ammiaioa's appaoach to ••,sinl ODIy
inters&ate revenues for the hiP co. aDd low income support medwnisms on III interim buis
until a forward-lookiDa IlCOIIOIIIic COIl metbodolOl)' is developed.'" AccordiDaly, the
Commission' 5 decision to bile COmributiODS to the bilh cost ad low-iDc:ome support
mechanisms solely OD interstate revenues was consistent with the Majority State Members'
repon.

216. Indeed., by decliDiDa to base those coDtributioas on intrastate revenues. the
Commission promoted comity between the federal ad state replators. and allowed the state
commissions to CODtiDue to wort topdler to reICh consensus on tbis issue. 8ecaUIC we are
still in the process of IdoptiDa a forward-1ookina ecoDomic cost mechanism and • revenuc
benchmark. we cooclude that assessina contributioDS on interstate revenues alone. at least until

... Id.. 9200. PIlL 831.

.., U,,~s",a Ord6r, 12 FCC Red at 9191, pea 124.

- Id at 9200, pera. 132 ci'i", Recommended Decision.. 12 FCC Red It SO I, pea. 121.

.., MtI)""ry 0,;";011 of'. SufI. M.",be", of ,Iw Joi,,' BOI'd 011 ,. Ftlltdi", 01 U"iYenGl s",1C., filed
April 23, 1997 ("Majority SCa1e Members' Rcpon").

... Majority Swe Members' Rcpan.
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a unified federal-state approach is developed for the high Cost and low-income support
mechanisms, is consisteJ;1t' with the public interest.

217. We Dote that some commenters raise related issues OD which the Conuniuion
continues to dehDerate. For example, members of the wireless industty are concerned -.bout
the difficulty of diJrinpisbinl their interstate revenues fiom their inU'Ut.lte revenues. given
the mobile nature of wireless leChDoloaic:s, the inability to deIermisIe precisely the point of
oriaiD of calls, aDd the difticuhy of mazebina phoDe Dumbers with points of ori,m.'"
Wireless cmiers have also raised issues reprdiDa revalue reponiDa requirements.... iDcludina
issues perceived to be panicular to their industry COIICCrDiD& jtemjzinl roaminl revalues.
special resale issues, buDdled offcriDp, and fraud-related uaconecables.... We also DOte that
wireless providm have cballeqed state decisiODS that tbey sbould be subject to· state
UDiverll1 service mechanisms" These are difficult --. IDd we are committed to workina
with the wireless iDdusa"y ad the ate commjssiODS to resolve theIe issues.'"

218. BR"'D'. For sjmill!' reucms, we coac1ude tbIl it is ippioprWe to allow
emilI'S to recover COII1ribulioas to tbe support mecbanins for hiP cost lIaS ad low­
income consumers throuP rIleS for iDterswe services 0D1y. The JoiDt 80Ird ccmcluded tbIl
the "role of complemeDUlry stale and federal universal service mee:twnisms require(d] fun.bIr
reflection." but did not address the issue of the recovay of tbeIe coaaibutiODS. AccordiIIIIY.
we ra.ftirm the conclusion that this approICh to recovery promoteS comity between the
federal aDd state JOVCfDIDGlts beclnse it allows tbe .Commission aDd the srar.es to dewlap
compatible universal service mechanisms, This apprOlCb also promotes the SIatUtOry 10&1 of
affordable basic resiciemial service because it avoids • b1aDket iDcrease in characs for baic
residential dialtone service. We find that it is reuonable aDd in tbe public interest to maintain.
for the present time, the historical Ippi000h to recoverina univerul service suppon
conU'ibutions for hip cost areas and low-income CODSUIDer5. We DOte. however, that the
Commission concluded in its Founh Or_ em ReconsiuratiDD that CMRS providers may
recover their universal service contributioDS throqh rues cbarpd for .111 services. JCr. 'The
Commission concluded that the reasons that generally warrant permitting contributors to

W'I s.•. •.,., CoIncast comrnna II 10-11; CTlA comments 112·); PCIA ,omments II I"; VUluard
commlDts It 6; Nextel reply ,ammlDulz 5.

.. Some wire_ providers 11'I 'ODCemed that the CDmmiuion's -load faith w estimation procas will rauh
in ,ompetiliw iDlquilia. s.. •., .. COIDcua canunenu 11 JJ·I5; CT1A comments It 3; Comcua reply
commems It 7. S. lIbo~ tM R«t1ftJldmltiorr. S«0fId fWpon tlIttJ Or*r. tIIId Fun. NOIIC. ofPrtJpOIMi
RIIJ.1PtiW"I. CC Docket ~o. 97·2J ad No. 96-0eS 11 para. 2J (ret. Aupsl IS, 1997).

- s..•.,., CT1A comments at 2; Comeasr commasts It I I·J2; PC1A comments at 13·16.

,., Sft C.lluJar Te/«OWtlPtlllticlltiOlU JI'tIiIurr'y A.uociGtiOft v. FCC.•,01., Cue No. 97·160 and 'onsolidated
cases.

MI We nCKe that these issues are befon the Commission on recansidemion and we do not wish to pnjudce
those petitions.
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recover contributions to the federal uniVersal service mecbansisms through rates on interstate
services. such IS msurin& the the continued affordabilit)' of residential dialtone services and
promoq comity between'the federal and state governments., do not apply to CMRS
providers.-

B. Perceatqe of Federal FUDdiDC

219. As DOted above, the Commission is respoasible for CDSUriDI that there are
specifi~ predie:tlble, aDd sufficient federal aDd ..met'hanisms to pa..-ve IDd advance
universal service. UpoD further review, we CODC1ude tbIl a .net. IC'OSI-the-board ruJe that
provides 2S perceIlt of lIIIIIpII"ateC hip cost support to tbe larpr LECs may have the result
of wi1bdrawiDI some federal explicit lmiversal service tuppCII'l from IOIDC IZ'eIS. The
Commissioa will work to easure tbI! srates do DOt receiw .. fundiDI • we implement the
hiP cost support mec:hanin, UDder die 1996 Act. We fiDd ..DO" should receive less
federal hip COlt 'aiwnee than it currently receiws. We '"'1"-. apiD that the follo'NiDa
diJcuaioD ccmcems ODly JXm.nnl local excbanp ,*Iien. HiP COIl support for rural
carriers will CODIiaue to be provided in -=cordIDce wi'Ib tbe pia ...,..s ill the U1IiH,.sa/
s.mc. ONMr, which CODtemplates DO chaps CIIr1ic dim 1..,. 1, 2001.

1......ud

220. StcQGIl254(b)(5) ..lisba the priDcipIe dIIt W[t]ben should be specific,
prediCllble and sufticiat Federal ad S,* ,."...,... to pr..ve aDd IdvaDce UDivenal
service...,.. AdditioDally. secticm 254(i) provides 1bIt "die Cc-ni1llioD and the Stales should
ensure that UDiversaJ service is available It rares thllme jUll, r_aaable ad affordable."­
The Commission bas staled that secticm 254 com:in.. the hisIoricaJ pII1IIIfsbip bclwea the
federal md state jurisdictiOl2S in advaDciD& aDd praerviDa _VIIS service mecbaDisms."
Similuly, the JoiDt Board stated in iu R,com",.".d Deeuio" that the 1996 Act ..ret1ects the
continued pannersbiP &mODI the staleS aDd the Commissicm in praerviDa and advancina
universal service."

221. The Commission. in iu U"iwntll Sn'Vic. Or.,.. decided initially to fund 2S
percent of the differmce betWeen a carrier's fol'Wll"d-lookiDI ecoDOJDic cost of providiDa

lOJ FotII'flt Or*' ClfI k,.__iOlt at pIlL 309 (........ 1ICtioD 332(cX3) of me Act liten the
'D'lditional' r.r.raa-... relllioalhip wi1h respect 'to CMU by prahibitinl ... from replatinl rates for
inQ'UQle~ mobile .-vices. allowinl recOYII'Y dU'auP ,.. GIl imrIIIa1e u well u intenaate CMIlS
services would Dat I8CI'OICh on IDle pmoplives. Further. allow" rICCMrY of univerul service comributions
lhroup rues _ all CMIlS services will avoid confemn, a competitive Idvantap on CMRS providers thll offer
more intenllte 1bIn iaauIIIe services.-).

,.. 47 U.S.C. § 254(bX').

lOS 47 U.S.C. § 2S4(i).

,.. U"ft1C1'S41 s.rv'ce 0rtMr. 12 FCC Red at 9194. pin. 111.

lO1 let at 9119. J)II'I. 106 CUI", RecommcN:/cd Decision, 12 FCC Reel. '00, pIrl. 119.
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USAC
UNIVERSAL SERVICE
ADMINISTRATIVE CO.

100 South Jefferson Road
Whippany, NJ 07981

May 8,1998

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

Dear Chainnan Kennard:

Ed English, Secretary & Trealurer
(973) 884-8074 FIx: (973) 884·8262
E-mail: eenglis9neca.org

At the request of Commission staff, USAC is providing an accounting, as of April 21, 1998, of
the total contributions to the universal service fund that are available 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) in~umbent local exchange carriers; (ii)
interexchange carriers; (iii) infonnation 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 infonnation.

~tt~
Ed English

Attachment



ATTACHMENT A

FUNDS AVAILABLE FOR SECOND QUARTER 1998
FOR SCHOOLS & LIBRARIES SUPPORT MECHANISM

(amounts stated in thousands)

FUNDS AVAlLABLE FROM lQ98 S&L MECHANISM

PROJECTED FUNDS AVAILABLE FOR 2Q98 S&L MECHANISM

CONTRIBUTIONS TO SCHOOLS AND LIBRARIES BY CARRIER TYPE: 2

$ 298,773 1

$ 619,076 \

CXR Type 3 Jan Feb Mar Apr May J8De
1998 1998 1998 1998 1998 1991

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 - Infonnation 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
I,. FiShman

Chtef ExecutIVe Officer

May 1, 1998

Honorable Malalie Roman Salas
Secretary
Federal Communications Commission
1919 M Street, NW
Washington, DC 20054

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

Dear Secretary Salas:

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.

Raf7:itt~,

Ira Fisbman
Chief Executive Officer

Enclosure

Board 01 Directors
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Before the
FEDERAL COMMUNICATIONS COMMISSION

. Washington, D.C. 20554

Schools and Libnries 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. I This filing details fund size requirements for

Third Quarter 1998 for the Schools and Libraries Fund.

II. Schools and Libnries 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 COmnUssion's rules; this fund is capped at $2.25 billion per

147 C.F.R. § 54.709 (a)(3).

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

J 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 rural 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 Spercent 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 S2.02 billion in

discounts have been requested by applicants who have filed through April 28d1
•

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 of calls to the Client Service Bureau is down from the Second Quarter due

to a bener 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 In~ome
Total

$4.2
.2

~s

$4.4

~ 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 supporting 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 first three to foW' months after July 1. Therefore,

our Client Service BW'eau will handle a new round of questions 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 65 percent for 1999 Funding Year. That

proportion 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 Adjustmeut

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

estimate of $564,000 for start-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 $1.942 million. As we explained in our Second Quaner filing. NECA

produced the First Quarter estimate (and the 1997 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 Filing

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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Exhibit 1

Schools & Libraries Corporation
Third Quarter 1998 Budget Estimate

(Amounts in thousands)

SLC Operating
Labor Costs
Travel, Supplies, Other
Contingency
Total

Non-Recurring Start-Up

NECA Operating

Total

Expenses SLC
Expenses from USAC
Interest Income SLC

Total

$450
100

---iQ
$600

$600

$3,000

$4,200·

$4,200
200

(0)7

$4,400

7 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.



CERTIFICATE OF SERVICE
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'023 ,5'" Street. NW
Suite 200
Washington. DC 20005
Phone: 202·289-2883
Fax.202·28~7836

ChairmaD William E. KeDDard
Federal CommuDieatioDs CommissioD
1919 M Street, N.W., Room 814
Wa.biDgtoD, DC 20554

Dear ChairmaD KeDDard:

May 7, 1998

Ir,·FIShm.."
::'''He l ='(e:l.;~I\'! O~~:=f·

Pursuant to your request. attached are the estimates requested by the Conference
Repon 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. 19Q8 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 $2.02 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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FEOE~AL. COMMUNICATIONS COMMISSION

WASHINGTON

May 7, 1998

The Honorable Thomas 1. Bliley, Jr.
Chainnan
Comminee 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 (lithe 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
camer 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 continumg to see, reductions in prices even though the 1996 Act required for the first
lime 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 pays 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
contnbutlons 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 1, 1998. In addition, starting January 1, 1998, IXCs no
longer had to contribute SO.S3 per line to the fonner universal service fund that provided low­
income and high-cost support, saving them an additional $980 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 IXCs 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 long-distance 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. !XCs have asserted 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 long-distance rat~ 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 reform decisions
reduced IXC common line access charges as of January 1, 1998, by 5815 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 implici~ 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 suppon has been collected, expanding the pool of contributors from
just interstate long-distance carriers to all interstate telecommunications carriers.

(MRS 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 pes 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 resort 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 Transport and
Tennination (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 ~vided 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
mmutes 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 support
obligations on all "providers of interstate telecommunications services," including wireless
carriers. As a result, as of January I, 1998, the Commission now requires wireless carriers to
contribute to federal universal service support. 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 ofavailable 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 reports 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
reported 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 fum has begun service. The Yankee Group also finds that the most expensive
price plans in some cities are now approximately 50.50 per minute for the average customer,
and that cheapest price plans in the least expensive cities are in the mid 50.20 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 16.5% and 20.3% below their cellular competitors.
The Yankee Group reports that, as of September 1997, PCS 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 PCS, and
Enhanced SMR subscribers fell 14% -- from 551.00 to 543.86 -- between December 1995 and
June 1997.

Conclusion

In conclusion, Mr. Chainnan, 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~44
William E. Kennard
Chainnan


