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Before the
FEDERAL COMMUNICATIONS COMMISSION

Washington, D.C. 20554

In the Matter of

Federal-State Joint Board on
lini"ersal Sen'ice

)
)
)
)

CC Docket No. 96-45
DA 98-2410

COMMENTS
OF THE

UNITED STATES TELEPHONKASSOCIATION
, ONTHE

SECOND RECOMMENDED DECISION

Thl.: l :nited States Telephone Association (USTA) herehy submits its comments on the

.... l.:cllnd Rl:wl11l11cnded Decision of the Joint Board in the above-captioned proceeding

I Rl.:CIlI1l111l:l1tkd Dl.:cision).1 USTA is the principal trade association of the local exchange carrier

II 1(' I II1dllstr~. Its ml:l11hers prc1\·idl.: on:r 9~ percent of the exchange l.:arrier-pro\"ided access

illll.:-- 111 till' I l1ill:d Stall:S. Incul11nl:nt l.lTs traditionally haYl: neen the soil: pro\"iders of

I. Intrnductinn

I ill' .1, Illlt Bllard lln llllJ\ ersal sen'ice iSSlll:d the Recommended Decision to address issues

:11:.:11 ~1' ... 1 'lIppllrt Jill.: Jllint Btlard tlrll:r~ a l1l11dl:st proptlsi.ll addressing thesl: issues which. in

, .... I \ ... l"tll1l.lllt Ill. d(le~ IlIll ~ll tar elltlllk!h III ;JJdrl.:ssin~ the important matter of making



USTA has proposed an alternative Universal Sen'ice Plan for non-rural carriers

that complies with the requirements of the Communications Act of I C)34. as amended. (the Act):

10 preserve and advance universal service and replace implicit support mechanisms,'~ This plan

pro\'ides high cost support to eligible telecommunications carriers ,\;th the obligation to sen'e

high-cost arcas. but with the majority of support to higher cost states, The Plan also provides

t:llrrect incentives for new carriers to offer service to local customers. It incorporates shared

rL'sponsihility hetween the Commission and the states for uni,'ersal sen'ice support and

L'lll:0Uragcs states to rebalance rates to reduce the amount of support needed, This plan is

(1lIllprchcIlSi\c and thoroughly addresses the requirements in the Act fix meaningful uni,'ersal

'LT\in: 1"1': form. The Commissioll should adopt the USTA Plan,

II. Thl' Ih.'cnmmcnded Decision is a ~ond first step in addressin~ the issues of
pnsilinning ~tdequatc uninrs~tl sCI"\:icc support for non-runtl c~trricrs in a more
l'nmpctitin m~trkctphtcc.hut l'STA ntiscs concerns onr thc scopc ~md direction of
'l'n'ral ..spccts.

\. Emhcddcd implil'it suppurt nccds In hc nmdc cxplil'it hy ('ummission ~tction.

\ 111,11"1" IL'I1L'11l1 \ 'SI \', PI:IIl I, lil;l! I.:'mhl.:'lllkd implil:il support mus! hL' made explicit.

j, !'c/II. kilL'!' Irlllll .I11hll \\ II1InlL'r. I SI,\ Sl.:'llill!' (·OUIlSL'l. \0 \lagalic Romml Salas.
I ( ( ..... ~'~·l L'I,II\. 111((' I )'ll:h'l \.11 "1>-4:' .....L'pl. ~l). IINX.



serVIce, By \'irtue of the fact that this support is implicit. it cannot be made portable to a new

carrier, Until action is taken to rectify this situation. competitors are etlecti\'ely preempted from

~ntering local markets and providing residential service, In order for competition to fully

develop in the residential market. implicit support must be made explicit. Good public policy

lh:mands such action,

The Act directs the Commission to develop "specific. predictable. and su!licient" tederal

unin:rsal sen'ice support mechanisms.~ In addition. the Act specifies that any such support

~hould hI: c.\: (1 Iicit and sufficient to achieve the universal service'purposes of the Act.';

lunhermore. the Act specifies that all telecommunications service pro\'iders should contribute to

lIl1l\ ersal senicl: on an ~quitahle and nondiscriminatory hasis." This rl:quirement will not be met

,>(1 l(ln~ as most or the support for uni\'ersal sen'ic~ from the interstate jurisdiction is in the form

,'I Implicit surp0rl in rates that onl~ ILEes han: to charge. Therelore. Commission action to

,I,i,ir,,''>'> I1nplicit SUppllrll11echanisms is consistcnt with the Act and should he undertaken

1111I1h:-I\:\!-.' "

I "I \ h:I'> demonstratcd that if-. plan \\\HIIl.! Ilot h~lrl11 an~ group or customers, In tact.

,lhll 'l1k'l'> III ,,'\ ,,'I': c:ltegor: "I t"',,' \\\luld l',periI.'IK'" ;\ slight n:duction in rates. See Attachment

.r I " l ~~:'4lh\(:'1

~- t " ( ~ 2:'41 e I.

,- I " ( ~~:'4d"ll(41.~
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Economist with GTE. See Attachment B. herein, The study shows that the elimination of the

implicit subsidies in the carrier common line (CCl) charge results in a reduction of 1.1 cents per

minute in interstate usage charges. The study also demonstrates that the elimination of the

presuhscrihed interexchange carrier charges (PICC) results in elimination of the, pass through

charg~s from the IXCs. The combined effect of the removal ofCCL and Pice is an a\'erage

n.:duction ofS,42 per month in a customer's average combined local and long distance hill.

This n:sult to customers is significant and clearly demonstrates that the impact of the

! -.; I \ Plan Oil ,lcustomer's hill is positi\'l:. It does not result in an increased suhsidy for

lll1l\ crsal sen'ice hecause customers are alrt~ady paying these amounts through charges for Imig

.1"laI1CI.: al1d other ser\'ices. This analysis d~monstrates that it is critical for reductions in access

~'il,lI~I..·' III hI..' passed on to the customer l1y the interexchange carriers (IXCs). The Recommended

I ),'~'I'I\111 ;11.1\ l'cales that any reductions in access I..'harg~s he realized by the I..'OnSl1l11er.- The

I ''1:11111''11\11 ,hllllid imrkml..'lll 1l1I..';hlll\:" III assure that the I:'\Cs I..'(\Operah: ill this plan fl.}r the

, ,." :1· 11\11 ... ,11.:111'11 ",1\/ ;,(/\/, 1111'" , ... ,I 1.."1'1111..,;11 1'1IIil..·~ dccislllll Ihat must he addressed. The

it:



Commission needs to adopt a universal service plan that embodies the implicit suhsidies

currently in access charges in order to foster a competitive environment. To do otherwise would

he imprudent and inappropriate. The USTA Plan provides a workable. practical means of

making incentives available to potential competitors and should be adopted hy the Commission.

B. A number of problems exist with the use of a for\\'ard-Iookin~ economic cost
model to distribute high cost support.

The lISTA Plan accepts that a properly designed cost model may he lIsed for non-rural

l:~lrriers to implement the distribution of high cost funds. hut not to size the fund itself"

'\lll1ethekss. despite the fact that surrogates may he employed to eHcctuate distrihution. there are

lltlll.:r reasonahh: methodologies that could he employed to distribute high cost support funds.

lih.. Cllmmisslon has focused on the adoption of a forward-looking economic cost proxy model

11 11 "L'\ LTal purPllSI..'S. and llST:\ has consistently pointed out problems with the implementation

I "I \ h.I' l:llllsistl..'lltl~ "ppl"l..'d Ih.., W'I..' 111;1 Illn\ard-"HI"ill~ 1..'l:llnllmil: l:llst model to
,: .·IL'mIIllL' I ill.: ;1I111l1l1lt Ill' 1I1l1\ I..'rsal SI..'T\ Il: ..· SlIPP"rt. .\"1' I Sl:\ CIll1lments ill ('C I>Ill:ket No. 9h

..;~ tik.j \11~ ". ll)'}h. Cllml1ll..'llls likd Ikl:. 1'1. 1'}t}(l. and Rl..'pl~ Cllmmellts tiled .Jan. !O. 1997.

I. i



use of proprietary geocoded customer location data. l
; and potential alternative data sources. I~

In addition. individual Joint Board members in their separate statements acknowledge the

shoncomings. For instance. Commissioner Ness states the need for continued work on the

selection of inputs to develop an accurate model and that "we will not use this tool unless it is has

Isic I ~Ichie\'ed a level of accuracy. predictability. and openness that earns it broad acceptance."

Chairman Johnson and Commissioner Baker jointly acknowled!.!e that the model,is not now.. -
\\orkahlc. PuhlicCounsel Hogerty recognizes the need for development of a reliable model and

l:alls for inputs that are not proprietary. Commissioner Tristani acknowledges that there is not

1111\\ a \\orking model. Commissioner Funchgon-Roth expresses numerous o~iections to the use

,II d li1r\\ard-lollking cost model 10 determinc uniycrsal sen'ice suhsidy and questions how the

.1'linl Bllard can make: decisions regarding the cut-offtor what costs are significantly above the

Il~llillnal an:ragc and the leyel of federal uniyersal scn'ice support. Commissioner Funch~ott-

1,'llh -;p~l.:ilil.:all: questions ho\\ the Joint Board can endorse the usc ofa model without a

'1'~·Lilil.: plal1 1111' rccommending inputs or recyaluating the framework after thl: inputs have heen

:'.lrll;t1I: 1111\h~' .hlin\ Board's n:li~IIKC ofa pnlxy mot!l:I ..md qlll:stions thl: lack of realistic results.

Ib"~'d 11Il thl..' niticisms l:\pn:ssl.:d 0: l SJ..\ and thc Joint Board mcmhcrs. thc

( "1111111"-11 111 ,Iltluld IlO\ I'd: Oil a fOT\\ard.ltlllking I.:conomic cost modd tn distrihute high cost

11111\ ~'r",d "~'n IL~' SUPPorltocarricrs. Thl.' Commission should not procced with the usc of

--_._-----'-----------------------------



forward-looking cost models as a basis for distributing universal service support.

C. The framework for r~cover:y of high cost support is generall:,' sound. but a
number of specific aspects should be addressed.

The Recommended Decision sets forth specific aspects of its proposed method of

n:w\'ery for high cost support for non-rural carriers. USTA comments on a number of those

issues helcn\.

1. Size of the area

The Recommended Decision proposes that federal support initially he dctermined by

Ilh:asuring costs at the study area le\'e1. I
< hut that the Commission consider the impacts of

':llmpl.'litiOll on univcrsal sen'ice support once competition develops within a study urea.'" This

1\,Xllll1mcndalioll addresses the gl:ogruphic basis tor determining costs. hut does not consider how

11111\ l.'rsal support sllould he distrihutl:d within an area. The Recommended Decision only goes as

1.11 ,I' ,ulln~ Ihal support should nOI gil din..:ctl: 10 the states. but rather to the carriers. 1-

I ....; I \ bl.,ltl.'\ I..'S thaI dislrihlllilln III explicil SUppllrt throughoul a study are~l may he

::1. ,1I'JiII\ ,'I 111.'\\ l.'nlranh III largl.'! In\\1..'1' cost. higher \Illume CUSIIl11ll:rs \\ithin a particular study



adopts for non-rural carriers.

2. Distribution mechanism

The Recommended Decision proposes a general distribution mechanism for high cost

support that embodies the identification of areas with high costs and the selection of a national

hl.'nchmark to determine eligibility for support. IK USTA agrees with the Recommended Decision

insol~\r as thl: necessity of identification ora national benchmark is concerned. _The component

I,r till.' l 'STA Plan that pro\'ides high cost funding to the states calls jt)r thl: dC\'e!opment of an

~:ljLlitahlc mechanism based on a cost benchmark to identit~, those states which will need

;Iddit illnal support due to significant numhers of high cost customers and rdatin~ly few low c'ost

(llstl1lll~:rs on:r whom to spread these costs. The le\'el of the henchmark. together with the cost

,:-..1 imat~. \\ l1ulJ "kterm illl: the amoulll llr support needed in an area. :\ percentage len:l ahon:

lk b..·lll:llll1;lrk is necessary in order 10 ;\ssurc that the c1igibk.earrier n:c..:ei\ing support has

\ 111 ,t Il ..T cl1mponelll \,t til ..' l SI .\ Plan ;lddressl.'s kderal support and pnn'ides Itlr the

:,·:'I.h. ..·I11 ..·IllI1'·lI1t..Tstat-.· a(c ..·~:-. l 111.1-.-1' tll;1l part \,rth..· plan. ~.'ach II.FC stud~ area would recd\·l.'

-'\I'ikll 1,..'1-1111 ..' ~upport l.'ljll;11 11'111 ..' ;lIlh'lInt \'I;\cc~~:-. reductlolllllade hy the II.FC in th.tt stud~

.1:,'.1 dl\ Id ..'d b~ Ill ..' I1Ilmh~'r 111 "~·-"ld ..·nll.I1.I((C~-" 11I1~'-" II1tllat stud:- ;lr~;1. 11K' amount 01" per-line

:11'1"'11111.1 -"llld~ ;Il'~;l \\\lllid 1' ..'111;1111 '·\'Il'-I.lllllll1tiltll~· Commission acts til adopt an .\ltcrnati\'c

x

._---_._----_.._-------------------------------------



3. Hold harmless

The Recommended Decision advocates that the Commission retain its commitment to

hold states harmless so that no non-rural carrier receives less federal high cost assistance than the

amount it currently receives from explicit suppon.· l

' USTA agrees with this recommendation and

ur~~s the Commission to retain its current hold harmless policy with regard to non-rural carriers'

ul1i\"~rsal sen' ice suppon.

... Portabili~' and use of support

Th~ R~L:OmmendedDecision proposes that the policy of making high cost suppon

,i\ ;li bhk Ip all d i~ihle telecommunications carriers in order to t()ster competitiw neutrality he

~1\I1II11U~d, I'~T:\ agn:es thatllnin:rsal s~n'ic~ suppon must he portahl~, In j~l(:t.the USTA

1'1,111" 1\:I11P\;1I lll'implicit charg~s from acc~ss tOll1ake them explicit is hased on the need to

Ilh: 1{~'l:llllllll~lllkd Ikl:i:-.illl1 ;llhlll:;ll~S Ihatl:arriers should comply with the requirements

". ",'-:111'11 >4 pI Ilk' .\l:1 fpr kd~'ralunJ\~r:-.;1I :-.~nil:~· support di~ibilil~." I'~T:\ agn:es with

'111' I ~'lllllr,'l1h:111

I h~' 1~\.·l:1 \11l1ll~lllkJ Ikl'J :-.11111 ;11 ," PI'IIPP"~:-' th;11 support hl' targ~t~d to customers Ii\'ing in

11!:..:I1~·'I'I""1 ;J1~';l"" I·~·I.\ ;Igr~'~" \\llh Ih~' r~:-'llil ot'this proposal. hut points out that ifits

l)



plan is followed and support is disaggregated. the desired result would be accomplished.

The Recommended Decision addresses the issue of whether distribution of universal

s~rvice funding should be made to the states or directly to eligible carriers. The Joint Board

concludes that it cannot recommend a mechanism that distributes support to sta~es in block

grants,:: llSTA agrees with this conclusion and advocates distribution of suppon directly to

5. Assessment and recovel1' of contributions

Thl.: Recommended Decision addresses various altemnti\'cs for assessing c4.1rrier

L,,'lllrihutions to the federal universal scn'ice fund. 24 The Joint Board recognizes th4.1t. ifthc Fifth

( IIClIit luks that thc Commission has authority to assess universal scn'ice contrihutions on

1111\.·1"1:ltl.: alld intrastatl.: rc\'enues.:' thL' use of total retail carrier rc\'enucs could he utilizcd. The

I, '1111 I~, \;11.1 abll rl.:cogllizcs that tIlL' C'lI11missioll could considcr a flat. pcr-line rcco\'cry of cach

Ilk' I\L·L'lIIlHlll.:llded I>l.:CI"1\11l "laIL· ... Ihat a carril.:r SllllUld ha\\.' the option ot'reco\'cring its

.";1::1'11111'11' 111\111 L·l1d-u"L·I .... lhIIlU::h.1 IIIlL'-IIL'1ll char::L'\11l it" hilk Thi" i"SllL' is of , ita I

I, \,/' ('lilt" tll/'l/hit< I /11111 ( III/JI\el,' Fl'( '. :\0, 'n·(lll..C 1 (:'th Cir. 1()()7).

10



reduction in rates by paying a charge that reflects current implicit and explicit contributions.:'

Since customers are now paying most of the implicit access charges that fund non-rural federal

universal service support. the recovered contribution paid by end-users should not increase.

The Commission should allow carriers to base recovery on interstate and intrastate

re\'cnues for several reasons. First. recovery based solely on interstate revenues could understate

interstate rC\'enues in general. and result in more favorable treatment tp a limited class of

illtcrstate carriers. such as those providing local services. This is so because thcre ure interstate

llSI.·S that an: reflected in intrastate end user revenues such as pn\-ate line uses. leaky PBX traHic

and connections to Internet providers. These segments of intrastate revenues are bound to

incn.:ase. thcreby causing the undesirable results stated above.

SI.'cllnd. rceo,",.:ry bascd on intcrSWh.: ren.:nucs only could cn:atl.' distortcd I.'conomic

Incl.'nll\ cs 1'llr customers to plln:hasc serviccs from intrastatc,tariffs and It,r carricrs to misreport

ll1 ..· Iurisd Ict illnul c1assi lication of tra nic to :1\ oid thc interstate-on Iy sun:hargc.

I hird. a rccmcr: mechanism hased on comhincd intcrstatc and intrastatc rcvcnucs docs

111'1 1111.';111 th;ll Illtrastutc rc\enucs \\ill hI.' uscd tIl P:I: li,r thc ti.:deraluni\crsal servicl.' fund. An:

II

._----_.._------_._--



reserved to it under the Act.

Fourth, the use of combined revenues allows the largest possible funding base, which

means that the rate would be much smaller, This situation would create the least market

distortions.

The Recommended Decision also proposes a series of requirements concerning the

id~ntity of universal service contribution recovery on a customer's bill.~7 USTA takes strong

l::\l:l:ption to the recommendations that call on the Commission to prescribe how carriers describe

spl:l:ilil: charges on their customers' bills. Such unnecessary constraints would have both .

practil:al and 1l:gal ramitications.~~ Prescripti\'e billing content and format rules would inhibit a

Larrin" s ahility to respond quickly to changing customer needs. They would also preclude

,:;IITil:rs !"rllm Illl:l:ting thl: differing residence and business service class needs. Such rules as

,:PI)\\.'lllplah:d h: Ihl: .Ioint Board call into question the Commission's legal i.luthority ewer the

,pI111l1l:rcial l"l:latillnship hetween l:arril:rs and their customers.~" The Commission itself has

I \.'\.(I~IlIA'd lhat il Illust consitk'r First :\ml:ndmcnt considerations "'hen dealing with such

\\ hik' 1',,'1.\ hdic\\,.'s that it Illa: hI.' appropriatl: for Ill\.' Commission to adopt general

'\" I "1\ Clll1ll1lCnts in lmlh-fl/-Hillil/,'.! ilnd lJil/ing Formlfl. <''C Oocket No. 9R-170.
Ii I~',I '\.,.\ I~, 11)1)~.

\, l ( Illlllnissillnl:f hlrtl:hglltl-Rllth' s Dissenting Statellll:nt at 1:'-1 (l,

!1'/lfll.IlI-UiI/II1,'.!. WId IWIII1.'.!. J-lIrmlfl. \,otil:l: or !'ropoSl:d Rukmaking. CC Docket No.
'IS-I -:Or I, I (( . l)loi-:~2 Irdeas~J Sl:PI. 17. 199X) at • 15,

12



prescribe how carriers carry out general billing principles. Carriers must be atlorded the

flexibility to conduct themselves responsibly in their billing contacts with customers without

unnecessary regulatory burdens. Therefore. USTA urges the Commission not to adoplthe

specific constraints on billing practices advocated in the Recommended Decisioil,

1>. Determinations for the non-rural universal sen'ice fund should not crc~ltc n
precedent for rural carrier support mechanisms.

Thl: Recommended Decision specifically states that the'Commission should not create

al1\ pn:cl:dent for any potential revisions to support mechanisms for rural carriers.' I The .Joint

Hll;Il'd also acknowledges the Commission action in delaying any changes to the support

Il1L'chanisms for rural carriers until at kast January I. 20()1.~~ Commissiom:r Ness uncquivocally

... I;IIC~ Ihal "i~slll:s involving rural carriers are 'otl'the table.'" llSTA strongly urges the

( I \1l11l11~silln !I) affirm its earlier detl:rmination and the Joint Board recommendation that

'1;1.11 ".IITI,,'!'" \lth')lI~h thL' RCClllllllll..'ndcd Ikcislon I~ a ~llod lirst stcp in addrcssinl,! the need hl

,"' , ... __ \111\ \ ,,·1 .... 11 ',,'1"\ ICL' "'UPPI)r1 11)1 Illlll-rural C;IITler~ in a Illorl' c\\lllpl'titi\l' en\"ironmcnl. it does

I :;



this proceeding and make those charges explicit.

USTA also urges the Commission to recognize the shortcomings of the forward-looking

~conomic cost model and delay any reliance on such a model for detern1ining distrihution of

uni\'ersal service support amounts.

Respectfully submitted.

UNITED STATES TELE H . IE ASSOCIATIOl\:

B\' ----,~~~{;j~\.. :LJ.,~~~
11\ ./II()/"/7(,\,\· Lawrence E. Sm:ieant

Linda L. Kent
Keith Townsend
.John W. Hunter

I·HlI H Stre~t. N\\"
Suit\: 6()()

Washington. DC ~()()():'

(::!()::!l ~:!()-'7~7:,

I~
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ATTACHMENT A



Net Custonler Bill Savings By Household Income

$0.56

On Average, $0.70

Customers In All
Income Segments $0.60

Would Benefit From
The USTA Proposal $0.50

Which Would
$0.40

Eliminate Interstate
CCl and PICC (A $0.30
$4.38 Reduction In
Access Charges) $0.20 I'

I"
$0.10

$0.00 1'-'"--...,----,-------r-----,.----r
__________________________________ • ~~~~fO.... 'f!'.~.:~.- __~.!N.~~ ...~. A""Ii!P!~__

Av.....,. Local & Lon, DlSfllnc. 8118.,.,,. Acc ReducfJon And Sun:harge $43.86 $50.24 $57.01 $65.86 $55.78
Av.....,. Local & Lon, D,.,."c. 811 Aftw Acc Reduction And Sun:h.,.,. $43.56 $49.88 $56.61 $65.30 $55.37

____________________ . N..!'_~~'!_~ __$0_.3_1_ $0.36 $0.40 $0.56 $0.42

• Analysis based on 1998 PNR Bill Harvest data. Customer benefits reflect elimination of the PICC and a Cel reduction of 1.1 cents
per interstate toll minute. This portion of USTA's plan would be funded by a 2.15% surcharge on total retail revenue. Any increase in
high-cost funding to states would produce additional reductions in state rates.



ATTACHMENT B



AFFADAVIT OF DENNIS WELLER

23 December 1998

My name is Dennis Weller. I am Chief Economist for GTE. On behalf of

USTA, I have worked with Paul Brandon of National Economic Research

Associates ("NERA") to prepare estimates of how residential telephone

customers would be affected if the USTA universal service proposal for non-rural

companies were implemented by the FCC. In the course of the debate over

universal service policy, many parties have speculated as to how different

groups of subscribers might gain or lose if the current implicit support from

Interstate access charges were replaced by a system of explicit funding. such as

the one USTA has proposed. We have sought to provide more concrete

answers to this question. based on an analysis of a nationwide sample of actual

customer bills.

The USTA Proposal

USTA has proposed a federal universal service plan for nomural areas

whIch Includes two components.

The fIrst component seeks to replace the implicit support for universal

service generated by interstate access charges. Specifically. the USTA



plan would eliminate th~ current SlC and Pice charges. I This flow of

funding would be replaced by deaveraged. portable per-line support

payments.

The second component of the USTA plan would provide funding from the

federal universal service mechanism to the states, in order to assist states

with high funding needs and limited resources to maintain affordable local

rates that are comparable to those in other states. USTA has not made a

recommendation as to the dollar amount of this component. except that it

should be at least as large as the current federal support mechanisms.

Our analysis estimates the effect on residence customers of implementing

the first component of the USTA proposal. Because USTA does not specify the

dollar amount of the second component. we have not evaluated any change in

the fundmg provided to the states. but have simply assumed that it remains at

today s levels The first component of the USTA plan would involve $4.3 Billion

In funding annually. the revenue currently generated by the CCl and PICC

Charges assessed by nomural compantes

USTA proposes that the federal untversal service mechanisms should all

De funded through a surcharge based on the total retail revenues. both state and

U~ae' me FCC s current access reform plan certain costs which are now being
''='::.e'e::: !.,rougn otner elements Suc" as the non-service speCifiC component of the TIC charge.
,'':' :;e~: :'anSI!IOned to me PICC For tne purposes of the USTA plan. the PICC IS calculated as
• :"'5- ~'ansl:IOr'1 nad oeen completeo

T."s IS no! meant to suggest tnat tnls component of the funding should remain the same;
• smCl, means mat we did not study the effects of any Change to It



interstate. of all telecommunications carriers. To provide the funding necessary

for the first component of the USTA plan, $4.3 Billion, a surcharge of 2.15%

would be required. 3

Data for the study

The study analyzes data from a nationwide sample of customer bills for

residence wireline customers.~ Our study does not examine etlects on husiness

customers. or customers of wireless of CLEC services. Customers participating

In the sample send their actual bills for both local and long distance service to

PNR. We examined bills for 4.175 residence customers for the months of March

and April 1998.' The data include call detail for each customer. and any charges

the customer's long distance carner may have assessed to pass through the

PICC charge.

Effects of the USTA Proposal

There are three ways In which a residence customer might be affected by

Implementation of the USTA plan

First the USTA plan would eliminate the PICC charge. To measure the

Tooay me nonrural ILEes recover melr own contributions to the eXisting federal
""'e:'1anlsms - high cost long term SUDDOrt (ool TS-I schools and Iibranes. rural health care.
_ ':?,lIn~ a'1::J linKUP - mrough melr Interstate access Charges Of the $4 3 BIllion In revenue
l-:-"e~a!e: 0: tne CCl and PICC toea. aoou: S800 million represents thiS recovery of the ILEes'
::--::r:Ou::OrlS Uneer USTA S proposal :ne IlEes contributions would be recovered through the
~.;·:"'a·::J~ on retail revenues· Tne:: ~ 5'tc surcnarge thus Includes the amount needed to fund
1,-::: :::::-::f1Dutlons to all of the feaeral universal service mechanisms

r.~a,,(e:Share MonIlor colle::tea oy Market Facts Inc and PNR and ASSOCiates. Inc
Tne aata set Includes customer weights which we used to make the sample

reoresentalive of U S householas

--------------. -------------------------------



effect of this change, we deducted from each customer's bill any PICC pass-

through charge assessed by that customer's long distance carrier."

Second, the USTA plan would eliminate the CCl charge. To estimate the

effect of this change. we identified each interstate long distance call in the

customer's call detail. We multiplied the number of minutes of these calls times

the current nationwide average CCl rate, which is 1.1 cents' per minute (for both

ends of the call), and deducted the result from the customer's bill. 7 This

calculation assumes that the IXC will pass through the reduction in the CCl to its

end users.

Third. in order to fund this component of the USTA plan. customers would

pay a surcharge of 2.15% on their retail purchases. To estimate the effect of
,

thiS. we added an amount to each customer's bill equal to 2.15% of the total of

the customer's local and long distance bills. We included state. interstate and

international charges for telecommUnications services. but excluded non-

telecommUnications Items on the bill. such as taxes. equipment. and inside wire

maintenance

,.., Mar::n and Apnl 199B wnen tnese data were collected. AT&T was In the process of
'o;:~;ementlnga PICC pass-through cnarge However the ImplementatIOn took place over several
""1:~:..,s some of me customers In our sample had not yet been affected Later thiS year. AT&T
a:l.,Jste::J Its cnarge to 85 cents Fer me purpose of this stUdy. we have deducted 85 cents from
:'lE- D'" ot every AT&T long distance customer In tne sample

FO' an InternatIOnal call we deducted naif thiS amount (065 cents) per minute. to
reoresen: me savings on the comestlc enC of the call



IV. Results of the Analysis

The results of our calculations are shown in Table 1. The first section of

Table 1 shows the effect for an average customer; the calculations described

above are performed for a customer whose local and toll bills are at the mean for

the sample. The net effect of the USTA proposal on this customer. after taxes.

IS a reduction in the customer's bill of 41 cents per month (line I'in Section I of

the table).

One might ask how all customers can be made better off by a plan which

IS revenue neutral. The answer is simple. This analysis considers the universe

of wlrellne residence customers nationwide. When an explicit funding

mechanism. like the USTA plan. IS implemented. other groups of customers.

such as Wireless and CLEC customers. will. for the first time. begin to contribute

::l the funding of universal service Today. the burden of the universal service

SUbSidy generated by Interstate access falls entirely on wireline ILEC customers;

under the USTA plan all customers would contribute through the 2.15%

c;ur:::harge on their bills

In order to show the distributional effects of the USTA plan. we

<.,eamented the customers In the sample according to the size of their bills. and

,1::::ordlng to their household Incomes The second sectton of Table I shows the

'-2suIlS o~ the calculation when customers are segmented by their expenditures.

;~ :W. I H~ Section II of the table shows the net savings. after taxes. by expenditure

:c>ve: Note that even customers In the lowest expenditure group. (SO - 25 per



month) save an average of 34 cents per month as a result of the USTA plan.

The third section of Table 1 shows the results of the calculation when

customers are segmented by their reported household incomes. These results

are also displayed graphically in Appendix A. Note that while higher income

customers save somewhat more, the effects of the USTA plan are quite

consistent across income groups. Even customers with incomes below $10.000,

for example. have their bills reduced, on average, by 31 cents per month. The

same result is shown by the leftmost bar in Appendix A. ~

Finally. we studied the subset of customers in the sample who made no

toll calls. and thus could not realize any savings from the reductions in the per-

minute rate Even for this group. the net effect of the USTA plan is that they just

about break even. The results for customers with no toll are shown on the right-

hand side of Section I in Table I The average net change in these customer's

bills after taxes. IS a reduction of five cents per month

V. Analysis of the Results

These results show that the adoption of the USTA proposal would not

harm any group of wlrellne residence customers. In fact. It would generate small

reductions In the bills paid by customers at every Income level. and every usage

level The USTA plan has these benign dlstnbutlonal effects for several reasons.

First customers at every Income level make long distance calls. Years

7aOle I snows the cnange In customers bills A reduction In the bill IS therefore shown as
a "'ega!lve number In Table' Appendix A shows customer savings so that a reduction In the bill
aopears as a positive bar In tne cnan



ago, it was widely perceived that long distance service was a luxury purchased

only by the wealthy. Today, the use of long distance has become much more

widespread. For example, toll calling represents about 40% of the total bill. on

average, for our entire sample of customers. If we examine the lowest income

category, those with incomes below $5.000, we find that toll charges make up

40% of the bill for that group as well. While it is true that, in general, higher

Income customers make more long distance calls, the differences are not

dramatic. Of course within each income group, there are some customers who

make toll calls and others who do not.

Second. the elimination of the PICC charge removes a flat amount from

the customer's bill. so that customers benefit from this change regardless of their

long distance usage. Even for customers in the zero usage group. this reduction

IS enough to offset the amount those customers pay as a result of the 2.15%

surcharge

Finally. because the funding for the USTA plan IS recovered through a

charge based on a percentage of revenue. each customer's contribution is

proportional to that customer's usage A customer who uses more long distance.

and who therefore benefits more from the reduction in usage charges. will also

pay more through the percentage surcharge. This ensures that the net benefits

of the USTA plan are distributed In a relatively even fashion among wireline

residence customers.

Conclusion



There are several important policy reasons for replacing the current

implicit support from interstate access with an explicit funding mechanism. An

explicit fund would make universal service more sustainable as competition

develops. it would remove the current distortions caused by implicit support from

the prices of access and long distance services. and it would provide better price

signals for local entry by making the support portable to new carriers. thus

encouraging the development of efficient local competition.

However, there has always been a concern that these advantages could

be obtained only at the cost of some near-term harm that would be imposed on

local subscribers. especially those with low incomes, or those who do not make

many long distance calls. The analysis presented here demonstrates that such

fears are groundless. In fact. the explicit federal funding mechanism USTA

proposes would not harm any group of wireleline residence subscribers.

regardless of theIr income or usage levels. Even those who make no long

dIstance calls Will not be harmed For most customers. the Immediate effect of

lne USTA plan will be a small reduction In their monthly bills. The broader policy

oeneflts listed above - especially the Increased prospects for meaningful

competitIOn for local residence service - are more difficult to quantify. but are

llkelv to be more significant over the long term
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SUMMARy

The Joint Board's Second Recommended Decision is a modest proposal that addresses

some of the issues related to high cost universal service support tor non-rural carriers. However,

il dol.:s not propose that the Commission make the implicit subsidies in access charges cxplicit.

This is ahsolutely essential tor comprehensive. v...orkable and viable univcrsal ser\'iccrcltlrlll to

h,' \ I;lhk in a competitive market. As long as the current implicit suhsidies remain in accl.:ss

~'ILlr~L·s. lIni\crsal service support cannot he made portahle'and. thus. cannot hc madc availahk

ISl,\ has proposcd a l ;nin:rsal Sen'ice Plan for non-rural carriers that calls l()r implicit

'11J'1'llrl II' hL' made cxplicit. :\Joptilln or this critical deml.:nt is not only ncccssary !()r a

.. ' '1111' ..:1111\ ,: \,:11\ inlnment. it is abtl Ctll1:--iSII:1lt \\ ith thl.: rl.:Ljuirl.:Jnl.:l1Is llrthL' ('tHllmunicatitlllS :\ct

",' :! I.' l \ '1111111 :--"Ion dL'\c1op "spl.:ci lic. prcdH.:tahk. and Sli nicient" lin in'rsal Sl.:n·icL· support

... ':,1111 ... 111... I il~' \CI also rL'qlllrL':-- til;1l kderal lInin'rsal sL'r\ice support must hL' I.:xplicit and

:. 1I11,,'1"':,lk' 1"III111IHIk ch.u:..:,,·... III,,' Clllllbllh:d t'( 'I. and pn:slIhscrihl.:d il1ll.:rexchange

.. 1:,11:.:" . \\. '1I1.{ I ~'''1I1i 111 ;111 ;1\ ~'r,I~~' rl.:dllcIIllll tIl' .......C pl.:r month in thl.: a\'cmgc comhi ned



deal with implicit access charges in universal service. it does recognize that the Commission has

jurisdiction to determine the amount of high cost support in access rates and to take appropriate

action to make that support explicit. USTA advocates that the Commission exercise its

jurisdiction and immediately address this important policy question. The liSTA Plan is a ,"ianle

solution and should be adopted by the Commission.

The Commission should not use forward-looking economic cost proxy models to

dislrihutl.: high cost support for non-rural carriers. While USTA acknowledges that a properly

lksignl.:d cost model may be used for such distribution. there are other reasonanle methodologies

thai I:ould hI.' l.:mployed. The Joint Board states that it cannot makc any recommendations

IL'~;lrding IllL' usc of forward-looking cost models hecause the curn:nt models heing I:onsi<kred

:tlL' II1Cllmpk'le, SpeciliGllly. the RecOlllmended Decision idcntilil.:s sdt:ction of inpul "alues. lise

I \ I prllpnelar: gL'IIClltkd customer location data. and pOlential. alternat i\e data sources as

•• ::111.1"1-.' 111L·L·h;lIl1 .... m ha .... L·d 1I1l ;1 n;l\llIn;1I CII,l hL'nl,:hmark I .... a"'lI nL'L'tkd III itkntih high cosl

.:.::" ..... '11'1"'11 10'1 all ~trL'~1 should hI.' h; .....ed 1I1l thL' henchmark and a cosI eSlimatL·.

( "I1III"'I1I1'lb III thL' IL'der;lIlllll\ er....al ....1..1"\ il:L' lund should be based on a carrier's lIltul

II



,.

retail revenues. The Commission should not adopt the Recommended Decision·s suggested

requirements for identity of contribution recovery on a customer"s bill.

As emphasized by the Recommended Decision. the determinations made hy the

Commission tor the universal service support mechanisms for non-rural carriers should not sen'e

as precedent tor universal service support mechanisms for rural carriers.
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