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Dear Federal-State Joint Board Members:

As Chairman of the Arizona Corporation Commission ("Arizona
Commission" or "ACC"), I am pleased to submit these coaunents on the ACe's behalf. In
JWle of this year, I spoke to you about the issue ofunserved and underserved consumers - a
problem' which exists not only in Arizona, but in many other States as well. These
consumers are unable to obtain telephone service in many instances because they cannot
afford to pay the up front line extension or construction charges associated with extending
facilities to their homes. The Arizona Commission respectfully requests that you keep
these consumers in mind and Chairman Kennard's eighth universal service objective! when
you formulate your reconunended decision in this Docket. The Arizona Commission
submits the following additional comments for your consideration on the refenal issues.

I5sue 1. AD appropriate methodology for determininl support amounts,
including a method for distributing support among the States and, if
applicable, the share of total support to be provided by federal
mechanisms. If the Commission were to maintain the current 2SnS
division as a baseline, the Commission alIo requests the Joint Board's
recommendation o~ the circumstances under whieh a State or carrier
would qualify to receive more than 25 percent from the federal support
mechanisms.

IOn February 9.1998 Chairman Kennard gave a speech before the National Association ofState Consumer
AdvocaJ:es in which he identified eight univenal service principltS. Principle eight provides that Federal and
State universal service support mechlUlisms should promorc service to historically underserved areas - Native
American nations, for example.
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Of the proposals sUbmitted, only the Arizona Commission's proposal
adequately addresses the issue ofunserved and underserved customers.2 While the Arizona
Comrnission~s proposal is not a comprehensive alternative to the current 25175 percent
plan, it is designed to supplement the plan ultimately selected by the Joint Board and FCC.
since none ofthe proposals currently under consideration, including the 25/75 percent split,
adequately address this issue.J The costs to serve known unserved and underserved
consumers have not been considered or included in any of the federal universal service
costing models or proposals.4 We believe that it is important to recognize and include
these costs as part of any federal high cost funding mechanism. Moreover, because the
traditional funding mechanism has not been effective in bringing service to·. these
consumers, the ACe's proposal also requests that the existing incentive or distrioution
mechanism be reexamined and that the Ioint Board and FCC consider providing up front
incentives to carriers in the future to put the necessary facilities in place to serve these
consumers.5

Wbile the Arizona Commission is currently addressing this issue as part of
its own State universal service funding mechanism, it believes that this issue is
fundamental to the whole Dotion and concept ofuniversal service and must be addressed at
the Federal level as well. Together, State and Federal efforts could make considerable
inroads into solving this problem. The result of these State and Federal efforts will have a
concrete and immediate impact on the lives of individual conswners. Furthenn.ore, with
appropriate guidelines in place, a program of this nature would not result in unduly
burdening the overall Federal funding mechanism. It is important to note that und~ the
Arizona Commission's proposal, many of the costs would be one-time charges to assist in
getting the necessary facilities in place. Finally, we are also not suggesting that this
problem be solved all at once. A gradual plan which assists the States in their efforts to
address this problem would be of considerable benefit. We view this issue as going to the
core of Section 254's mandate to ensure the availability of basic telephone service in both
high cost and low cost areas alike. The dual objectives of Sections 254(b)(l) and (c) are to

: The Ari20na Commission recommended in its proposal that the Federal fund conU'ibute toward line
extension or CON1l'Ue:tion charges in the case of low.income consumers. State fundin, mechanisms
could contribute toward these charges also.
J We beJieve this matter is appropriate for consideration in the reftIl31 phase since the deeree ofthe FCC's
responsibility to ensure universal service is at issue. Brin;iDg basic: telephone service to consumers is one of
the primary purposes ofr.be Federal universal service fund as contemplated WIder Section 254 ofthe Federal
Act.
~ For example, both the BCPM 3.1 and the HAl 5.0 models base their cost calculations solely on the number
and estimated locations of current local phone service customers. Neither model makes an attempt to account
for residents who are not currently local service customers.
, The Arizona Commission recognizes that guidelines would have to be established {or the pro,gram it
proposes and suggests that the Joint Board undertake this in a companion proceeding.

--"",---,,-------------------
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ensure comparability of rates between high and low cost areas6 and service availability to
the greatest extent possible.

The Arizona Commission has not had time to review in any detail all of the
other proposals filed with the Joint Board. However, we urge you to consider the following
factors when deciding upon a comprehensive high cost program, and the FCC's role under
Section 254.

First, the support mechanism must strike an appropriate balance between the
interests ofhigh cost and low cost States without sacrificing any ofthe objectives set out in
Section 254(b) of the Federal Act. The interests oflow cost States must give way to the
extent necessary to accomplish the universal service objectives of the Federal Act. The
interests of high cost States must be balanced against· the objectives of cost minimization
and accountability.

Second, the alternative adopted should be sufficient, along with State funds,
to ensure that the Section 254 objectives are being met in each State.' Ifa Federal baseline
amount is used, then the Arizona Commission believes that a procedure must be available
for States to obtain additional funding if necessary. One approach might be to use the
concept of "affordability" as the basis for determining additional need.8 Other panies-have
suggested usc of the "hold harmless" approach, where carriers or States adversely affected
by the 25175 percent split would be kept at the same funding levels as they are now at
under the existing Federal high cost fund. The difficulty with this approach is determining
when a camer or State is adversely affected and should receive more than the Federal
baseline amount. An approach which makes it too difficult for a State to establish need,
will end up thwarting the important objectives oithe Federal Act.

Finally. the FCC should give the States more input or oversight into
ensuring that Federal funds are being used for their intended purpose. One way to
accomplish this would be through the use of block grants to the individual States, as

Ii The Arizona Commission supports the Ad Hoc Plan to the extent it provides for the elimination of
distinctions based upon size or ,lassificatioD (roral or non-rural) ofc:anien. These distinctions serve no
legitimate purpo$e and operate to the disadvantage of StaleS such as Arizona. which have one large carrier
servinl many oftbe high cost areas ofme Stale.
'1 Section 2S4(e) of the Federal Act establishes a Fedem-State pannenhip: [tJhere should be specific,
p~ictable and sufficient Federal and State mechanisms 10 preserve and advance universal service."
Chairman Kennard also recognized the importance of this partnenhip in his eight principles on universal
service.
• Several Stale Commissions have adopted universal service plans which aet to "buy down" local service rates
to "af'fordablc"levels when necessOllY. This approaCh appears to be working fairly well and may be a concept
worthy ofsome examination at the Federal level.
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proposed in the Ad Hoc Plan. Another means would be to provide for the submission of
carrier plans to the State Commission which would establish a continuing need for the
funds and outline a program detailing how the funds obtained are to be used to further the
universal service objectives ofthe Federal Act.

Fourth, the Joint Board and FCC should not adopt any methodology without
concrete and empirical data on the plan's ultimate impact upon States and camers. The
Joint Board and FCC should take whatever time is necessary to examine the issues raised
and to devise an appropriate methodology which meets the objectives ofthe Federal Act.

Issue 2(a) To the extent that Federal universal service reform removes subsidies
that are currently implicit in interstate access charges, whether
interstate access charges should be reduced concomitantly to reflect this
trauition from implicit to explicit support, and Whether other
approaches would be consistent with the statutory goal of makiDg
federal nniversal service support explicit. The Commission also
requests a recommendation on how it can avoid "Windfalls" to·carriers
jf federal funds are appUed to the intrastate jurisdietion beron States
reform intrastate rate structures and support mechanisms.

The Commission should handle the realignment of Federal access charges
independent and outside ofthe conte'Ct of its Federal universal service proceeding. Federal
universal service distributions should be based upon above average costs andlor
affordability determinations as provided in Section 254 of the Federal Act and should be
used to reduce local service rates rather than implicit subsidies in Federal access charges.

The issue of implicit subsidies in both Federal and State rates is an
extremely complicated one, which could in and of itself take considerable time to address.
The FCC should not further complicate this proceeding, which is difficult eneugh. with
issues which themselves are deserving of a separate proceeding. If the FCC attempts to
address all of these issues in this proceeding, the result will most certainly be gridlock.

Issae 2(b) Whether and to what extent federal uuivenal service policy should
support State efforts to make intrastate support mediaDisms explicit.
The Commission recognizes that seetioD 254(k) envisions separate State
and Federal measures related to the recovery of joiot and common
costs, but nevertheless welcomes the JoiDt Board's input on how sedion
254(k) may relate to the Commission's role in making intrastate
support systems explicit.
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The Arizona Commission believes that it is the State's responsibility to
make intrastate support systems explicit. The FCC should not make Federal universal
service funding dependent upon a State's actions in this regard. The Federal Act does not
support such aresult or the FCC's involvement in such issues.

Nonetheless, to the extent local rates are "not affordable", the ACC believes
that this would implicate the provisions of Section 254 and States should be able to petition
the FCC for additional suppon, using an "affordability" or "hold-harmless" standard
discussed in Issue 1 ofthese remarks.

Issue 2(c) The relationship betweeD the jurisdiction to which funds are applied
and the appropriate revenue base upon which the Commission should
assess aud recover providen' univenal senice contributions and, if
support for federal mechanisms continues to be collected solely iD the
intentate jurisdiction, whether the appUcation of federal support to
costs incurred ill the intrastate jurisdiction would create or (...-ther
implicit subsidies, barrien to entry, a lack of competitive neutrality, or
other undesirable economic consequences.

The Federal Act authorizes the FCC to assess interstate revenues only for
purposes of the Federal funding mechanism. The FCC should not base its assessments for
the Federal funding mechanism on intrastate revenues or a combined revenue base. Ibis
action would discoUJ'a&e States from establishing their own universal seIVice funds.
Moreover, this would unduly burden carriers, which operate in States such as Arizona, that
have established State funds and already draw upon intrastate revenues.

The only instance in which the assessment of intrastate revenues may be
appropriate is if a State elected not to establish its own funding mechanism.. desiring mstead
that the FCC administer a combined program on both its and the FCC's behalf.

Issue 3. To what extent, and in what manner, is it reasonable for providers to
recover universal senrice contributions through rates, surcharges, or
other means.

For purposes of the Federal funding mechanism, the Joint Board and FCC
may provide that carrier contributions can be recovered through either end-user rates or
end-user surcharges. To the extent contributions are recovered through rates, carriers have
more discretion as to how and if they are recovered. The Arizona Cormnission's funding
mechanism provides for the use of a surcharge.
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On behalf of the Arizona Corporation Commission, I appreciate the
opportunity to address these important issues and to provide comment for your
consideration. Please do not hesitate to call me at 602-542-4143 or my Assistant, Mark A.
DiNunzio at 602-542-3622 ifyou have any questions regarding these conunents.

JMAlMAS/ms

ery nuly yours

~~
r Irvin

ommissioner-Chairman
Arizona Corporation Commission

cc: The Honorable John McCain
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