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April 21, 2015
Ex Parte Notice

Ms. Marlene H. Dortch, Secretary
Federal Communications Commission
445 12th Street, S.W.

Washington, D.C. 20554

RE: Connect America Fund, WC Docket No. 10-90
Dear Ms. Dortch:

This letter is submitted on behalf of NTCA-The Rural Broadband Association (“NTCA”), WTA-
Advocates for Rural Broadband, and the National Exchange Carrier Association, Inc. (the “Rural
Associations”) to provide further materials regarding the Rural Associations’ joint Data
Connection Support (“DCS”) proposal for targeted updates to existing high-cost universal service
fund (“USF”) mechanisms that would facilitate consumer choice in — and the affordability of —
voice and broadband services.

The Rural Associations first filed proposed draft rules in June 2013 to implement a mechanism
that would support consumers’ choices to obtain only broadband data connections in areas served
by small rural rate-of-return-regulated local exchange carriers (“RLECs”). See Comments of the
Rural Associations, WC Docket No. 10-90, et al. (filed June 17, 2013), at 3-10 and Attachment 1.
Since that time, the Rural Associations have met frequently with Federal Communications
Commission (“Commission”) staff to answer questions about and refine the proposal. The
attachments filed with this cover letter provide still further information with respect to the
proposal, including: (1) an updated sheet showing the troubling disparity in what consumers pay
today in the absence of USF support for broadband data connections and what they might pay if
ICLS-like DCS support were available for such connections (even as such ICLS-like DCS support
would need to be reduced to fit within the Commission’s USF budget targets); (2) a description of
the simple DCS mechanism that provides a targeted update to existing rules; (3) a rule summary
and updated proposed draft rules, revised to reflect continuing conversations with Commission
staff over the past nearly two years; (4) a chart and reference to existing cost accounting and
allocation rules to demonstrate how double recovery of costs would be precluded under the DCS
proposal; and (5) a “priceout” comparing, on a study area-specific basis, support available under
the DCS proposal over time as consumers migrate to broadband connections (both with and
without budget controls described in the proposed draft rules) with support that would be available
under legacy USF mechanisms and/or A-CAM Scenario 1.1.
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Marlene H. Dortch
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The Rural Associations look very much forward to continuing their work with all five
commissioners, their staff and other Commission staff, and other stakeholders to consider not only
a voluntary model-based optional “alt-reg” support path for those RLECs who might desire such
an option, but also to redoubling efforts to complete work as soon as possible on much-needed
targeted updates to the “baseline” foundational USF programs that enable sustainable universal
service in areas served by all such carriers.

Thank you for your attention to this correspondence. Pursuant to Section 1.1206 of the
Commission’s rules, a copy of this letter is being filed via ECFS.

Enclosures

CC:

Chairman Tom Wheeler
Commissioner Mignon Clyburn
Commissioner Ajit Pai
Commissioner Jessica Rosenworcel
Commissioner Michael O’Rielly
Ruth Milkman

Daniel Alvarez

Rebekah Goodheart

Nicholas Degani

Travis Litman

Amy Bender

Julie Veach

Carol Mattey

Steve Rosenberg

Ryan Palmer

Ted Burmeister

Katie King

Alex Minard

Gilbert Smith

Joseph Sorresso

Suzanne Yelen

Sincerely,

/s/ Michael R. Romano
Michael R. Romano
Senior Vice President — Policy




EFFECT ON RURAL CONSUMERS OF PROVIDING OR NOT PROVIDING

DATA CONNECTION SUPPORT
Benchmark Benchmark/Retail Rate/Other Amount | Relevant Costs Covered
Component Needed for Cost Recovery From
Individual Consumer
Provide Support Per | Not Providing
Group Proposal Support

Broadband SLC $26.00 NA Regulated Local Loop Costs (developed on Title
Il basis pursuant to Parts 32, 36, 64, and 69)

Wholesale $18.64" plus $103.58° Regulated Facilities-Based Network Costs of

Transmission Tariff $15.327 Loop and Transmission to Enable

Rate Broadband Internet Access (developed on
Title 1l basis pursuant to Parts 32, 36, 64,

Total Benchmark for  |$59.96* $103.58 Regulated Facilities-Based Network Costs of

Supported/Regulated Loop and Transmission to Enable Broadband

Network Elements Internet Access

Middle Mile and $6.75° $6.75 Unsupported regulated and unregulated

Access Service network costs for transmission through the

Connection Point Broadband Access Service Connection Point

Other ISP Costs $x° $x° Unsupported unregulated non-network costs
associated with provision of Broadband
Internet Access to consumers (e.g.,
marketing, help desk)

Total Approximate $66.71 PLUS $110.33 PLUS Finished Broadband Internet Access Service

Consumer Rate for (banded) (banded)

Finished Broadband

Internet Access

1January 16, 2015 Filing (Transmittal No. 1444)— DSL Voice-Data 1/6 Mbps, Rate band 9, 3 Year — Rates for rate bands 1-17 range
from $9.27 to $24.64.

2 This represents the estimated additional charge to customers to recover loop costs resulting from the effects of the DCS budget
constraint. Assuming a $2B annual budget for RLEC High Cost Support and 50% transition to DCS, support is adjusted
approximately 26% below required support level as a result of budgetary constraint.

3 January 16, 2015 Filing — DSL Data-Only 1/6 Mbps, Rate band 8, 3 Year — Rates for rate bands 1-17 range

from $50.54 to $134.44.

4Note this is a rate banded total, and that the total benchmark would actually range from $35.27 to $50.64

depending on the rate band (i.e., the relative distance and density of the market) in addition to the $15.32 facilities based costs not
covered by support due to budgetary constraints.

5 The middle mile cost of $6.00 per broadband line is calculated using actual middle mile costs (from NECA’s

2014 Company Services Questionnaire), divided by actual broadband lines. Add to this $0.75 per line for the

Broadband Access Service Connection Point. Based on 2014 Annual Filing (Transmittal No. 1423), and using an Ethernet Basic Port
and Channel Termination with representative capacity, the Rate band 11 connection point rate was divided by the average number of
broadband lines per company. Although support should be provided for such costs and apparently is included to some degree in the
price cap model, such costs are currently unsupported for RLECs.

6“X” represents the additional unsupported, unregulated non-network costs that the typical ISP would incur to

deliver a finished Broadband Internet Access Product to a consumer. Such costs may include sales and marketing

functions, help desk operations, etc. While such costs may vary widely based upon company size, size of addressable customer
market, and other factors, a typical business’ sales and marketing budgets, for example, will each often equal approximately 7% to 8%
of revenue.
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Rural Associations’ Proposed Data Connection Service

Background

0 Today, when a company sells DSL with voice service, the loop cost is recovered from
universal service support (HCLS and/or ICLS), the $6.50 SLC, and intrastate mechanisms
including the charge for local voice service

0 DSL rate (e.g., $19) covers DSL circuit equipment, second mile transport, etc.

0 When the customer drops regulated local exchange voice service and only buys data-only
DSL, 100% of loop cost is assigned to Special Access and rate may be over $100 per month
because support is not available (depending on rate band)

Rural Associations’ Proposal

0 Data Connection Service (DCS) Support would be calculated as the difference between the
regulated loop-related cost to provide the service and a regulated cost benchmark
(Broadband SLC) of $26 per month

0 DCS loop cost would be developed based on projected costs with a true-up to actual costs,
similar to ICLS true-ups

0 Does not address recovery of Middle Mile costs or other non-regulated costs

0 DCS Support would require RLECs to recover (or impute) two separate benchmark
components from the end user and/or ISP

= Regulated Cost Benchmark (i.e., $26 per month) to aid in regulated loop cost
recovery
=  Wholesale data-only transmission rate (e.g., NECA tariff DSL rate) to aid in
recovering regulated transmission-related costs
DCS Budget Control Mechanisms
O Capital Budget Mechanism (CBM) limits allowable investment in the DCS Loop Cost
Calculation for individual companies.
=  Forward-looking CBM intended to assure that support is directed more toward
areas that are most in need of funds based upon age of plant
=  Simple and straightforward four-step framework for determining a budget for
high-cost-supported future investment:
1. CBM would adjust booked loop investment to current cost
2. Determine a “future allowable loop investment” for each RoR carrier
based on the replacement of depreciated plant
3. Establish an annual budget for each RoR carrier by dividing each carrier’s
future allowable investment by a period of years to establish a budget
for supported additional investment in each year
4. Use a construction limit per location passed based on RUS $10k adjusted
by study area ratio of gross investment per location to RoR average

0 DCS Support in combination with HCLS and ICLS not to exceed $3,000 per line annually

0 Inyears where the combined High Cost and DCS Support requirement exceeds FCC
support budget, a 2-part control mechanism to reduce DCS support is utilized (Current
adjustment is a support reduction of approximately $15.32 per customer, on average, to
satisfy budgetary constraint)
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1. Temporary increase to the per-line threshold amount used to calculate the
DCS support to account for 50% of budget over-run

2. A percent adjustment to DCS support to account for the balance of the budget
over-run

DCS support calculation uses Part 54 USF Loop Cost Definition as basis for determining projected
DCS costs (subject to true-up when actual costs are known similar to ICLS)

Annual DCS Support before budget constraint is equal to Loop Cost less $312 (i.e., monthly
regulated cost benchmark of $26 annualized) not to exceed $3,000 per connection
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Proposed Rules for RLEC Broadband CAF
Mechanism
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Summary

The Rural Associations have previously submitted proposed amendments to the Commission’s rules designed to
establish a new Connect America Fund (CAF) mechanism for rate-of-return local exchange carriers (RLECs)
providing Data Connection Service (DCS).'

Following submission of the Rural Associations’ initial rule proposal, the Commission issued its June 10, 2014
Report and Order” in this proceeding, which revised certain existing rules governing High-Cost support
mechanisms. The Rural Associations have also met with Commission staff on several occasions to discuss
ways to assure that funding available under the new mechanism stays within budgeted levels and is distributed
among RLECs in an equitable manner.’

The attached revised rules accordingly reflect rule changes adopted by the Commission in its Report and Order,
and propose specific language to govern the limitation mechanisms described in the Rural Associations’ August
8, 2014 Comments in this proceeding.* Specifically, the proposed rules now include language establishing a
mechanism to offset budget overages (i.e., amounts by which demand for funding exceeds a properly set budget
target) by an equally-divided combination of a per-line adjustment and a proportional reduction of DCS high
cost distributions among all companies. The rules also incorporate a forward-looking Capital Budget
Mechanism (CBM) intended to assure that support is distributed to areas that are most in need of funds, based
upon age of plant. As discussed in the Rural Associations’ Comments, the proposed CBM includes a four-step
framework for determining a budget for high-cost-supported future investment, including details of a “Step
Four” mechanism based on funding limitations previously established by the US Department of Agriculture’s
Rural Utilities Service (RUS). °

The attached version of the rules presents the revised rules grouped into four logical sections, rather than strict
numerical order. The first includes rules designed to define and govern the basic RLEC Broadband CAF
mechanism, (i.e., DCS Support). The second section includes rules governing limitations on support flows as
described above, along with related reporting requirements. The third includes provisions relating to Data
Connection Service Line Charges and USF contribution obligations. The fourth section includes miscellaneous
provisions that recognize the impact of the new support mechanism on existing cost allocation rules. This
approach is intended to assist the Commission and interested members of the public in reviewing the draft rules.

' See Letters from Michael R. Romano, NTCA, to Marlene H. Dortch, FCC, WC Docket No. 10-90, et al. (filed Sept. 12, 2013, Nov.
26, 2013, Dec. 16, 2013). While characterized as supporting “data-only” services, the Rural Associations’ proposed CAF mechanism
would in fact support all lines providing Data Connection Service as defined in §54.5, infra, from end users to connection points with
Internet Service Providers (ISPs) for Internet access. See Reply Comments of the Rural Associations, et al. WC Docket No.10-90, et
al. n.9 (filed Sept. 8, 2014).

2 Connect America Fund, WC Docket No. 10-90, Universal Service Reform — Mobility Fund, WT Docket No. 10-208, ETC Annual
Reports and Certifications, WC Docket No. 14-58, Establishing Just and Reasonable Rates for Local Exchange Carriers, WC Docket
No. 07-135, Developing an Unified Intercarrier Compensation Regime, CC Docket No. 01-92, Report and Order, Declaratory Ruling,
Order, Memorandum Opinion and Order, Seventh Order on Reconsideration, and Further Notice of Proposed Rulemaking, FCC 14-54
(rel. June 10, 2014).

3 See supra n. 1; Letter from Michael R. Romano, NTCA, to Marlene H. Dortch, FCC, WC Docket No. 10-90, et al. (filed Oct. 31,
2014).

* Comments of the Rural Associations, et al. WC Docket No.10-90, et al. (filed Aug. 8, 2014).
*1d. at 14-15. Previously referred to as “Step Three.”
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Proposed Rules Governing Data Connection Service Support

[New Rule Language Underlined, Lanquage to be Removed indicated by Strikethrough]

§54.5

*k*k

*k*k

§54.322

§54.323

Part One: Rules to Define and Establish Data-Only Broadband Support

Terms and Definitions

Data Connection Service. For the purposes of high-cost support, “Data Connection Service"
1s defined as a transmission service that is provided by a rate-of-return ILEC to a customer,
without regulated local exchange voice service, for use in connection with Fixed Broadband
Internet access service, as defined in §8.2 of this chapter.

High Cost Support for Data Connection Service

For rural rate-of-return ILEC study areas, each Data Connection Service transmission line
meeting the criteria outlined in §54.5 shall receive Data Connection Service Support based
on the difference between the cost of providing loop facilities as determined by § 54.1308
(a)(1) through (a)(4) of the Commission’s rules, including their Category 2 equivalent
costs, and projected revenue from Data Connection Service Line Charges assessed or
imputed pursuant to § 69.132. Preliminary support amounts will be based on projected
costs and revenues and trued-up when actual data becomes available pursuant to the
schedule set forth in § 54.323.

Obligations of rate—of—return carriers and the Administrator for Data
Connection Service Support

(a) To be eligible for Data Connection Service Support, each rate-of-return carrier shall
make the following filings with the Administrator:

(1)  Each rate-of-return carrier shall submit to the Administrator annually on March
31st projected data necessary to calculate the carrier’s prospective Data
Connection Service Support, for each of its study areas in the upcoming funding
year, subject to the limitation contained in § 54.1311 of this Part. The funding
year shall be July 1 of the current year through June 30 of the next year. Each
rate-of-return carrier will be permitted to submit a correction to the projected
data filed on March 31 until June 30 for the upcoming funding year. On June 30,
each rate-of-return carrier will be permitted to submit to the Administrator an
update to the projected data for the funding year ending on that date.

(2)  Each rate-of-return carrier shall submit to the Administrator on December 31st
of each vear the data necessary to calculate a carrier’s Data Connection Service
Support, including cost and revenue data, for the prior calendar year. Such data
shall be used by the Administrator to make adjustments to monthly Data
Connection Service Support amounts in the final two quarters of the following
calendar year to the extent of any differences between the carrier's Data
Connection Service Support received based on projected data and the Data
Connection Service Support for which the carrier is ultimately eligible based
on its actual data during the relevant period.
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Part Two: Rules Establishing Support Limitations

A.  Overall High Cost Budget Control

§54.324 Rural High Cost Budget Control Mechanism

(a) Beginning [insert effective date for High Cost Support for Data Connection Service for
rate-of-return carriers], to the extent the Commission has established an annual High
Cost Support budget target for rate-of-return carriers consistent in all respects with the
sufficiency requirement of 47 U.S.C. § 254 (h), and where payments to all rate-of-return
carriers for Data Connection Service Support, High Cost Loop Support including Safety
Net Additive and Safety Valve Support, Interstate Common Line Support and CAF ICC
(collectively “Total High Cost Support”) are projected to exceed such annual budget
target for the upcoming funding year, as determined by data filed pursuant to § 54.323 of
this part, the Administrator shall reduce Data Connection Service Support payable to each
rate-of-return carrier by first applying a per-line adjustment to each study area’s Data
Connection Service Support equal to one-half the total projected excess divided by total
projected Data Connection Service lines reported pursuant to § 54.323(a)(1). The
Administrator shall next reduce Data Connection Service Support amounts payable to
each study area by a factor equal to remaining Data Connection Service Support less the
remaining excess amount, divided by remaining Data Connection Service Support.

(b) The Administrator shall publish the results of calculations made pursuant to subsection
(a) above in its 3™ Quarter projections, reported pursuant to § 54.702(h) of this Part.

(c) Subiject to sections (a) and (b) above, to the extent any variances exist between projected
data submitted pursuant to § 54.323(a)(1) and final data submitted pursuant to §
54.323(a)(2), the Administrator shall apply adjustments to support amounts payable in
the next year to each study area to correct for such variances.

B.  Monthly Per-line Support Limitation

§54.302 Monthly per-line limit on universal service support.

*x*

(b) For purposes of this section, universal service support is defined as the sum of the
amounts calculated pursuant to §§ 54.1304 and 54.1310, of this chapter and §§ 54.305,
54.322, and 54.901 through .904. Line counts for purposes of this section shall be as of
the most recent line counts reported pursuant to § 54.1306(i) of this chapter plus Data
Connection Service lines pursuant to §54.323 of this Chapter.

(c) The Administrator, in order to limit support to $250 for affected carriers, shall reduce
safety net additive support, high-cost loop support, safety valve support, and interstate
common line support, and data connection service support in proportion to the relative
amounts of each support the study area would receive absent such limitation.
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C. Capital Expenditure Limitations

§54.1311 Limitations on Loop Plant Capital Expenditures Eligible for Support

(a)

(b)

(c)

Definitions: For purposes of determining support limitations pursuant to this section,
the following definitions apply:

(1) Loop Plant Capital Expenditures include amounts booked to the following
accounts during the Data Year:

(i)  Unseparated, i.e., state and interstate, gross plant investment in Exchange
Line Cable and Wire Facilities (C&WF) Subcategories 1.2 and 1.3 and their
Category 2 equivalent and Exchange Line Central Office (CO) Circuit
Equipment Categories 4.11, 4.12 and 4.13;

(i1)  Unseparated accumulated depreciation and noncurrent deferred federal
income taxes, attributable to Exchange Line C& WF Subcategories 1.2 and
1.3 investment and their Category 2 equivalent, and Exchange Line CO
Circuit Equipment Categories 4.11, 4.12 and 4.13: and

(iil) Materials & Supplies assigned to Cable & Wire Facilities Categories 1 and 2
and Material & Supplies assigned to Central Office Equipment Category 4.13

(iv) Amounts, if any, charged to Account 2681, Capital Leases associated with
accounts 2230 or 2410.

(2) Total Loop Investment equals amounts booked to the accounts described in
subsection (1)(i)-(iv) above as of December 31 of the Data Year, adjusted for
inflation using the Department of Commerce Gross Domestic Product Chain-type
Price Index (GDP-CPI). Inflation adjustments shall be based on vintages where
possible or otherwise calculated based on the year the plant was put in service.

(3) Total Allowed Loop Expenditure equals Total Loop Investment multiplied by the
Loop Depreciation Factor.

(4) Loop Depreciation Factor equals the ratio of total loop accumulated depreciation
to gross loop plant during the Data Year.

(5) Data Year is the year prior to the year the Annual Allowed Loop Expenditure is
determined.

Limitation on Data Submitted for Support Calculations: Beginning [insert effective
date of High Cost Support for Data Connection Service for rate-of-return carriers], data
submitted by rate-of-return carriers for purposes of obtaining high-cost support under
this Part may include any Loop Plant Capital Expenditures as described in subsection
(a)(1) above and any Excess Loop Expenditures as described in subsection (e) below,
but may not include amounts in excess of the Annual Allowed Loop Expenditure as
described in subsection (¢) below. This limitation shall apply only with respect to Loop
Plant Capital Expenditures incurred after [insert effective date of High-Cost Support
for Data Connection Service.]

Determination of Annual Allowed Loop Expenditure: A carrier subject to this section
shall determine its Annual Allowed Loop Expenditure by multiplying its Total Loop
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(d)

(e)

¢

Investment for each study area by an Annual Allowed Loop Expenditure Factor equal
to (0.15 * Loop Depreciation Factor + 0.05).

Construction Limitation Adjustment: Effective [insert effective date of High cost
Support for Data Connection Service for rate-of-return carriers], notwithstanding any
other provision of this section, a rate-of-return carrier may not include in data
submitted for purposes of obtaining high-cost support under this Part any Loop Plant
Capital Expenditures associated with new construction projects where the average cost
of such project per location passed exceeds a Maximum Average Per-Location
Construction Project Limitation as determined according to the following formula:

Maximum Average Per-Location Construction Project Capital Investment
Limitation equals $10,000 times annual GDP-CPI, as determined by
§54.1308 of this Subpart, times (Loop Cap Adjustment Factor times
Construction Limit Factor).

Where:

-Loop Cap Adjustment Factor equals $3000 divided by the unadjusted per
line support amount (pre-cap ICLS, HCLS and DCS Annual Support divided
by 1.3 working loops and DCS loops);

and

-Construction Limitation Factor equals study area Total Loop Investment per
location divided by the overall Total Investment per location for all rate-of-
return study areas.

(1) This limitation shall apply only with respect to Loop Plant Capital Expenditures
incurred after [insert effective date of High-Cost Support for Data Connection

Service.

(2) A carrier subject to this section will maintain documentation necessary to
demonstrate compliance with the above limitation.

Excess Loop Expenditures: Loop Plant Capital Expenditures in a Data Year in excess
of the Annual Allowed Loop Expenditure may be carried forward to future years and
included in Annual Allowed Loop Expenditure for such years, but may not cause the
Annual Allowed Loop Expenditure to exceed the Total Allowed Loop Expenditure.

(1) A carrier subject to this section will maintain subsidiary records of accumulated
Excess Loop Expenditure for accounts referenced in subsection (a)(1) above in
addition to the corresponding depreciation accounts. In the event a carrier makes
Capital Expenditures for an account at a level below Annual Allowed Loop
Expenditure for the account, the carrier may reduce accumulated Excess Loop
Expenditure effective for the Data Year by an amount up to, but not in excess of;
the amount by which Annual Allowed Loop Expenditure for the Data Year exceeds
Loop Plant Capital Expenditures for the account during the same year.

Treatment of unused Annual Allowed Loop Expenditure: In the event a carrier’s Loop
Plant Capital Expenditures are below the Annual Allowed Loop Expenditure in a given
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(2

(h)

Data Year, there will be no carry forward to future years of unused Annual Allowed
Loop Expenditure. The recalculation of Annual Allowed Loop Expenditure for each
Data Year will reflect the revised Annual Allowed Loop Expenditure, Loop
Depreciation Factor, Total Loop Investment, and Total Allowed Loop Expenditure for
the Data Year.

Special Circumstances: A carrier subject to this section may adjust its Annual Allowed
Loop Expenditure for Loop Plant Capital Expenditures associated with any of the
following: 1) areas where there are currently no existing wireline local loop facilities in
the study area; 2) areas where grant funds are used for Loop Plant Capital
Expenditures; 3) areas covered by a loan that was in place as of [insert effective date of
High Cost Support for Data Connection Service for rate-of-return carriers]; and 4)
projects where the carrier, prior to [insert effective date of High Cost Support for Data
Connection Service for rate-of-return carriers] had awarded a contract to vendor for
construction. A carrier will add the applicable adjustment to the amount of Annual
Allowed Loop Expenditure for the year in which the additions to plant are booked to
the accounts specified in subsection (a)(1) above.

Minimum Annual Allowed Loop Expenditure: If a carrier has an Annual Allowed Loop
Expenditure that is less than $4 million in any given year, the carrier shall be allowed
to increase its Annual Allowed Loop Expenditure for that year to the lesser of $4
million or its Total Allowed Loop Expenditure.

D. Related Reporting Requirements

8§ 54.903 Obligations of rate-of-return carriers and the Administrator.

*kk

*k*k

(3) Each rate-of-return carrier shall submit to the Administrator annually on March
31st projected data necessary to calculate the carrier's prospective Interstate
Common Line Support, including common line cost and revenue data, for each of
its study areas in the upcoming funding year, subject to the limitation contained
in 54.1311 of this Part. The funding year shall be July 1st of the current year
through June 30th of the next year. Each rate-of-return carrier will be permitted
to submit a correction to the projected data filed on March 31st until June 30th
for the upcoming funding year. On June 30th each rate-of-return carrier will be
permitted to submit to the Administrator an update to the projected data for the
funding year ending on that date.

854.1305 Submission of information to the National Exchange Carrier Association
(NECA)

*k*k

(b)

Unseparated, i.e., state and interstate, gross plant investment in Exchange Line Cable
and Wire Facilities (C&WF) Subcategory 1.3 and Exchange Line Central Office (CO)
Circuit Equipment Category 4.13. This amount shall be calculated as of December 31st
of the calendar year preceding each July 31st filing.

(1) Beginning [insert effective date of High Cost Support for Data Connection
Service for rate-of-return carriers], reports submitted pursuant to this subsection
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shall not include amounts in excess of the limits established under §54.1311 of
this Part.

*k*k
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Part Three: Rules Relating to DCS Customer Charges

8 69.132 Data Connection Service Line Charges for non-price cap incumbent local

§54.706

*k*k

exchange carriers.

(a) This section is applicable only to incumbent local exchange carriers that are not subject
to price cap regulation as that term is defined in § 61.3(ee) of this chapter.

(b) A charge that is expressed in dollars and cents per line per month may be assessed upon
customers (including, but not limited to, affiliated ISPs) that subscribe to Data
Connection Service. A non-price cap incumbent local exchange carrier who elects to
forego charging some or all of the Data Connection Service Line Charge must impute
the maximum charges it could have assessed under this paragraph for purposes of
determining its Data Connection Service Support pursuant to § 54.322 of this chapter.

(¢) The maximum monthly charge for each Data Connection Service line shall be the lesser
of one-twelfth of the projected annual revenue requirement for the Data Connection
Service in § 69.501(g)(i1) divided by the projected average number of Data Connection
Service lines in use during such annual period or $26.00.

Contributions

(d) Entities providing open video systems (OVS), cable leased access, or direct broadcast
satellite (DBS) services are not required to contribute on the basis of revenues derived
from those services. All interstate charges recovering Data Connection Service Title 11
transmission service costs (i.e., Data Connection Service Line Charges in § 69.132 and
related charges for Internet access transmission services provided on a common carrier
basis) are exempt from USF contribution base reporting to USAC. The following
entities will not be required to contribute to universal service: non-profit health care
providers; broadcasters; systems integrators that derive less than five percent of their
systems integration revenues from the resale of telecommunications. Prepaid calling
card providers are not required to contribute on the basis of revenues derived from
prepaid calling cards sold by, to, or pursuant to contract with the Department of
Defense (DoD) or a DoD entity.
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Part Four: Miscellaneous Provisions

8 69.306 Central office equipment. (COE)

**k*k

(d)

COE Category 3 (Local Switching Equipment) shall be assigned to the Local
Switching element except as provided in paragraph (a) of this section; and that,

“4)

*k*k

Beginning [insert effective date of Data Connection Service Support], a non-

price cap local exchange carrier shall adjust the line-side port costs assigned

to the Common Line rate element to reflect the number of access lines converted

to Data Connection Service.

(i)

(i)

A non-price cap local exchange carrier shall make such adjustment by
dividing line-side port costs assigned to the Common Line Category
pursuant to § 69.306(d)(3) by projected access lines, and then subtracting
from the line-side port costs assigned to Common Line in § 69.306(d)(3) an
amount equal to the per line line-side port cost amount multiplied by the
year-over-year change in Data Connection Service lines as of December 31
of the preceding year.

In each subsequent year, a non-price cap local exchange carrier shall
determine the per-line line-side port costs assigned to the Common Line
Category by dividing the prior year amount by projected access lines. The
line-side port costs from the prior vear shall be reduced by subtracting an
amount equal to the per-line amount multiplied by the year-over-year change
in Data Connection Service lines as of December 31 of the preceding year.

§ 69.415 Reallocation of certain transport expenses

*k*k

(d)

Beginning July 1, 2012, the amount of the Transport Interconnection Charges to
be reallocated to each category shall be equal to the amount of Transport
Interconnection Charge costs the non-price cap local exchange carrier was
projected to shift to each category in projecting its 2011 Interstate Switched
Access Revenue Requirement.

(M

Beginning [insert effective date of Data Connection Service Support for rate-

of-return carriers], a non-price cap local exchange carrier shall annually

determine the per line Transport Interconnection Charge costs assigned to the

Common Line Category by dividing the amount assigned pursuant to

§ 69.415(c) by projected access lines. The residual Transport Interconnection

Charge costs shall be reduced annually by subtracting an amount equal to the

product of the per-line amount multiplied by the change in Data Connection

Service lines between January 1 and December 31 of the preceding vyear.

4/21/2015



8§ 69.501 General

*kk

(f) BeginningJanuary1;2002-Until [insert date immediately prior to date Data

Connection Service Support for rate-of-return carriers becomes effective], the
Common Line element revenue requirement shall be apportioned between End User
Common Line and Carrier Common Line pursuant to § 69.502. The Common Line
element annual revenue requirement shall be described as the base factor portion for
purposes of this subpart.

(g) Beginning [insert date immediately prior to date Data Connection Service Support for
rate-of-return carriers becomes effective], the Common Line element revenue
requirement shall be apportioned to End User Common Line, Data Connection Service,
and Carrier Common Line.

(i) The Common Line element annual revenue requirement less Data Connection
Service revenue requirement determined pursuant to §69.501(g)(ii) shall be
described as the base factor portion for purposes of this subpart and
apportioned between End User Common Line and Carrier Common Line
pursuant to § 69.502.

(i1)) The Data Connection Service revenue requirement shall consist of a shift
from the Special Access Element, §69.114, to the Common Line Element
equal to the loop cost of providing the service as determined pursuant to §
54.322 to the extent Data Connection Service Support is provided after
application of the budget control described in § 54.324.
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Rule Language Cited in Data Connection Service Chart

836.152 Categories of Cable and Wire Facilities (C&WF).

(a) C&WF are basically divided between exchange and interexchange. Exchange C&WF consists of
the following categories:

(1) Exchange Line C&WF Excluding Wideband—Category 1—This category includes C&W facilities
between local central offices and subscriber premises used for message telephone, private line, local
channels, and for circuits between control terminals and radio stations providing very high frequency
maritime service or urban or highway mobile service.

(2) Wideband and Exchange Trunk C&WF—Category 2—This category includes all wideband,
including Exchange Line Wideband and C&WF between local central offices and Wideband facilities. It
also includes C&WF between central offices or other switching points used by any common carrier for
interlocal trunks wholly within an exchange or metropolitan service area, interlocal trunks with one or both
terminals outside a metropolitan service area carrying some exchange traffic, toll connecting trunks,
tandem trunks principally carrying exchange traffic, the exchange trunk portion of WATS access lines, the
exchange trunk portion of private line local channels, and the exchange trunk portion of circuits between
control terminals and radio stations providing very high frequency maritime service or urban or highway
mobile service.

(3) The procedures for apportioning the cost of exchange cable and wire facilities among the
operations are set forth in §836.154 and 36.155.

(b) Interexchange C&WF—Category 3—This category includes the C&WF used for message toll
and toll private line services. It includes cable and wire facilities carrying intertoll circuits, tributary circuits,
the interexchange channel portion of special service circuits, circuits between control terminals and radio
stations used for overseas or coastal harbor service, interlocal trunks between offices in the different
exchange or metropolitan service areas carrying only message toll traffic and certain tandem trunks which
carry principally message toll traffic.

(1) The procedures for apportioning the cost of interexchange cable and wire facilities among the
operations are set forth in §36.156.

(c) Host/Remote Message C&WF—Category 4—This category includes the cost of message
host/remote location C&WF for which a message circuit switching function is performed at the host central
office. It applies to C&WF between host offices and all remote locations. The procedures for apportioning
the cost of these facilities among the operations are set forth in §36.157.

(d) Effective July 1, 2001, through June 30, 2017, study areas subject to price cap regulation,
pursuant to 861.41 of this chapter, shall assign the average balance of Account 2410 to the
categories/subcategories, as specified in paragraph (a) through (c) of this section based on the relative
percentage assignment of the average balance of Account 2410 to these categories/subcategories during
the twelve month period ending December 31, 2000.

836.154 Exchange Line Cable and Wire Facilities (C&WF)—Category 1—apportionment
procedures.

(a) Exchange Line C&WF—Category 1. The first step in apportioning the cost of exchange line
cable and wire facilities among the operations is the determination of an average cost per working loop.
This average cost per working loop is determined by dividing the total cost of exchange line cable and
wire Category 1 in the study area by the sum of the working loops described in subcategories listed
below. The subcategories are:
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Subcategory 1.1—State Private Lines and State WATS Lines. This subcategory shall include all
private lines and WATS lines carrying exclusively state traffic as well as private lines and WATS lines
carrying both state and interstate traffic if the interstate traffic on the line involved constitutes ten percent
or less of the total traffic on the line.

Subcategory 1.2—Interstate private lines and interstate WATS lines. This subcategory shall include
all private lines and WATS lines that carry exclusively interstate traffic as well as private lines and WATS
lines carrying both state and interstate traffic if the interstate traffic on the line involved constitutes more
than ten percent of the total traffic on the line.

Subcategory 1.3—Subscriber or common lines that are jointly used for local exchange service and
exchange access for state and interstate interexchange services.

(b) The costs assigned to subcategories 1.1 and 1.2 shall be directly assigned to the appropriate
jurisdication.

(c) Effective January 1, 1986, 25 percent of the costs assigned to subcategory 1.3 shall be allocated
to the interstate jurisdiction.

(d)-(f) [Reserved]

(g9) Effective July 1, 2001, through June 30, 2017, all study areas shall apportion Subcategory 1.3
Exchange Line C&WF among the jurisdictions as specified in paragraph (c) of this section. Direct
assignment of subcategory Categories 1.1 and 1.2 Exchange Line C&WF to the jurisdictions shall be
updated annually as specified in paragraph (b) of this section.

§36.155 Wideband and exchange trunk (C& WF)—Category 2—apportionment procedures.

(a) The cost of C&WF applicable to this category shall be directly assigned where feasible. If direct
assignment is not feasible, cost shall be apportioned between the state and interstate jurisdictions on the
basis of the relative number of minutes of use.

(b) Effective July 1, 2001, through June 30, 2017, all study areas shall apportion Category 2
Wideband and exchange trunk C&WF among the jurisdictions using the relative number of minutes of
use, as specified in paragraph (a) of this section, for the twelve-month period ending December 31, 2000.
Direct assignment of any Category 2 equipment to the jurisdictions shall be updated annually.

8§54.901 Calculation of Interstate Common Line Support.

(a) Interstate Common Line Support available to a rate-of-return carrier shall equal the Common
Line Revenue Requirement per Study Area as calculated in accordance with part 69 of this chapter
minus:

(1) The study area revenues obtained from end user common line charges at their allowable
maximum as determined by §869.104(n) and 69.104(0) of this chapter;

(2) The carrier common line charge revenues to be phased out pursuant to §69.105 of this chapter;
(3) The special access surcharge pursuant to §69.114 of this chapter;

(4) The line port costs in excess of basic analog service pursuant to §69.130 of this chapter; and
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(5) Any Long Term Support for which the carrier is eligible or, if the carrier ceased participation in
the NECA common line pool after October 11, 2001, any Long Term Support for which the carrier would
have been eligible if it had not ceased its participation in the pool.

(b) The per-line Interstate Common Line Support available to a competitive eligible
telecommunications carrier serving lines in a study area served by a rate-of-return carrier shall be
calculated by the Administrator as follows:

(2) If the rate-of-return carrier has disaggregated the support it receives in the study area pursuant
to §54.315, the Administrator shall calculate the amount of Interstate Common Line Support targeted to
each disaggregation zone by the rate-of-return carrier (targeted Interstate Common Line Support). If the
rate-of-return carrier has chosen not to disaggregate its support for a study area pursuant to §54.315,
then the entirety of its Interstate Common Line Support for the study area shall be considered targeted
Interstate Common Line Support for purposes of performing the calculations in this section.

(2) In each disaggregation zone or undisaggregated study area, the Administrator shall calculate the
Average Interstate Common Line Support by dividing the rate-of-return carrier's targeted Interstate
Common Line Support by its total lines served.

(3) The Administrator shall then calculate the Interstate Common Line Support available to the
competitive eligible telecommunications carrier for each line it serves for each customer class in a
disaggregation zone or undisaggregated study area by the following formula:

(i) If the Average Interstate Common Line Support is greater than $2.70 multiplied by the number of
residential and single-line business lines served by the rate-of-return carrier in the disaggregation zone or
undisaggregated study area, then:

(A) Interstate Common Line Support per Multi-Line Business Line = (Average Interstate Common
Line Support — $2.70 x residential and single-line business lines served by the rate-of-return carrier) +
(total lines served by the rate-of-return carrier); and

(B) Interstate Common Line Support per Residential and Single-Line Business Line = Interstate
Common Line Support per Multi-Line Business Line + $2.70.

(i) If the Average Interstate Common Line Support is less than or equal to $2.70 multiplied by
residential and single-line business lines served by the rate-of-return carrier in the disaggregation zone or
undisaggregated study area, but greater than $0, then:

(A) Interstate Common Line Support per Multi-Line Business Line = $0; and

(B) Interstate Common Line Support per Residential and Single-Line Business Line = Average
Interstate Common Line Support + residential and single line business lines served by the rate-of-return
carrier.

(iii) If the Average Interstate Common Line Support is equal to $0, then the competitive eligible
telecommunications carrier shall receive no Interstate Common Line Support for lines served in that
disaggregation zone or undisaggregated study area.

(4) Beginning January 1, 2012, competitive eligible telecommunications carriers shall not receive
Interstate Common Line Support pursuant to this subpart and will instead receive support consistent with
§54.307(e).
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(c) Beginning January 1, 2012, for purposes of calculating the amount of Interstate Common Line
Support determined pursuant to paragraph (a) of this section that a non-price cap carrier may receive,
the corporate operations expense allocated to the Common Line Revenue Requirement, pursuant to
869.409 of this chapter, shall be limited to the lesser of:

(1) The actual average monthly per-loop corporate operations expense; or

(2) The portion of the monthly per-loop amount computed pursuant to §36.621(a)(4)(iii) of this
chapter that would be allocated to the interstate Common Line Revenue Requirement pursuant to
§69.409 of this chapter.

(d) Support After December 31, 2011. Notwithstanding paragraph (a) of this section, beginning
January 1, 2012, no carrier that is a rate-of-return carrier, as that term is defined in 854.5 affiliated with a
price cap local exchange carrier, as that term is defined in 861.3(aa) of this chapter, shall receive support
under this subpart.

854.1305 Submission of information to the National Exchange Carrier Association (NECA)

0] The number of working loops for each study area. For universal service support purposes,
working loops are defined as the number of working Exchange Line C&WF loops used
jointly for exchange and message telecommunications service, including C&WF subscriber
lines associated with pay telephones in C&WF Category 1, but excluding WATS closed end
access and TWX service. These figures shall be calculated as of December 31st of the
calendar year preceding each July 31st filing.

854.1308 Study Area Total Unseparated Loop Cost.

(a) For the purpose of calculating the expense adjustment, the study area total unseparated loop
cost equals the sum of the following:

(1) Return component for net unseparated Exchange Line C&WF subcategory 1.3 investment and
Exchange Line CO Circuit Equipment Category 4.13 investment. This amount is calculated by deducting
the accumulated depreciation and noncurrent deferred Federal income taxes attributable to C&WF
Subcategory 1.3 investment and Exchange Line Category 4.13 circuit investment reported pursuant to
§54.1305(b) from the gross investment in Exchange Line C&WF Subcategory 1.3 and CO Category 4.13
reported pursuant to 8§54.1305(a) to obtain the net unseparated C&WF Subcategory 1.3 investment, and
CO Category 4.13 investment. The net unseparated C&WF Subcategory 1.3 investment and CO
Category 4.13 investment is multiplied by the study area's authorized interstate rate of return.

(2) Depreciation expense attributable to C&WF Subcategory 1.3 investment, and CO Category 4.13
investment as reported in §54.1305(c).

(3) Maintenance expense attributable to C&WF Subcategory 1.3 investment, and CO Category 4.13
investment as reported in §54.1305(d).

(4) Corporate Operations Expenses, Operating Taxes and the benefits and rent portions of
operating expenses, as reported in §54.1305(e) attributable to investment in C&WF Category 1.3 and
COE Category 4.13. This amount is calculated by multiplying the total amount of these expenses and
taxes by the ratio of the unseparated gross exchange plant investment in C&WF Category 1.3 and COE
Category 4.13, as reported in 854.1305(a), to the unseparated gross telecommunications plant
investment, as reported in 854.1305(f). Total Corporate Operations Expense for purposes of calculating
high-cost loop support payments beginning January 1, 2012 shall be limited to the lesser of
854.1308(a)(4)(i) or (ii).
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(i) The actual average monthly per-loop Corporate Operations Expense; or

(ii) A monthly per-loop amount computed according to paragraphs (a)(4)(ii)(A), (a)(4)(i))(B),
(@)(@)(i))(C), and (a)(4)(ii)(D) of this section. To the extent that some carriers' corporate operations
expenses are disallowed pursuant to these limitations, the national average unseparated cost per loop
shall be adjusted accordingly.

(A) For study areas with 6,000 or fewer total working loops the amount monthly per working loop
shall be $42.337 — (.00328 x the number of total working loops), or, $63,000/the number of total working
loops, whichever is greater;

(B) For study areas with more than 6,000 but fewer than 17,887 total working loops, the monthly
amount per working loop shall be $3.007 + (117,990/the number of total working loops); and

(C) For study areas with 17,887 or more total working loops, the monthly amount per working loop
shall be $9.562.

(D) Beginning January 1, 2013, the monthly per-loop amount computed according to paragraphs
@)@ (i(A), (@)4)(ii)(B), and (a)(4)(ii)(C) of this section shall be adjusted each year to reflect the annual
percentage change in the United States Department of Commerce's Gross Domestic Product-Chained
Price Index (GDP-CPI).

Proposed Rules Governing Data Connection Service Support

8§ 54.322 High Cost Support for Data Connections

For rural rate-of-return ILEC study areas, each Data Connection Service (DCS) transmission line
meeting the criteria outlined in 854.5 shall receive Data Connection Support based on the difference
between the cost of providing loop facilities as determined by 8 54.1308 (a)(1) through (a)(4) of the
Commission’s rules, or their Category 2 equivalent costs, and projected revenue from Data
Connection Service Charges assessed pursuant to § 69.132(a). Preliminary support amounts will be
based on projected costs and revenues and trued-up when actual data becomes available pursuant to
the schedule set forth in § 54.323.
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