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Ameritech submits these reply comments on the Second Recommended Decision of the

Federal-State Joint Board on universal service.}

In its comments, Ameritech pointed out that the Second Recommended Decision would

result in a substantial increase in the amount of federal high cost support for non-rural carriers;

that the "hold harmless" provision would ensure that result and that, therefore, it should be

phased out; that there has been no showing that such a dramatic increase in the amount of federal

high cost support is necessary; and that a combined (interstate/intrastate) fund should be avoided

because it would necessitate Commission intrusion into state matters.

While there is some support for the Second Recommended Decision -- especially from the

states and carriers that would benefit from a dramatic increase in federal high cost support,2 a

number of other regulatory commissions have expressed concerns similar to Ameritech's. Several

} In the Matter ofFederal-State Joint Board on Universal Service, CC Docket No. 96-45, Second Recommended
Decision, FCC 98J-7 (released November 25, 1998) ("Second Recommended Decision").

2 See comments of U.S. West, BeUSouth, GTE, Puerto Rico Telephone Co., Virgin Island Telephone Corp., Rural
State Commissions (Arkansas, Kansas, Maine, Montana, New Hampshire, New Mexico, Vermont,an~.s ~
Virginia). 1 : '0 ~ (
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such commenters have expressed concern that the Second Recommended Decision would result

in a substantial increase in the size of the federal fund. 3 In that regard, these parties also agree that

a permanent "hold harmless" provision would necessarily contribute to that increase (even the

Rural State Commissions (at 4) admit that the provision would cost "tens, perhaps hundreds, of

millions ofdollars") and is unjustified because it could potentially reward carriers' inefficiency. 4

Commenters also agree that there has been no showing that such a dramatic increase in

support for non-rural carriers is necessary since current rates are generally affordable.S In fact,

the Commission's latest (December 30, 1998) telephone subscribership report shows telephone

penetration levels at an all time high (94.1% nationally as opposed to 91.4% in November,

1983).

As to the Joint Board's view that the high cost fund should serve to assure the "reasonable

comparability" of rates, California shows that the Joint Board's "nationwide standard"6 expands

the scope of Section 254 (b)(3) ofthe Act in a manner inconsistent with the Commission's own

interpretation of that provision as reflected in the Commission's briefbefore the Fifth Circuit

Court ofAppeals:

The FCC, however, made clear that reasonable comparability in Section 254 (b)(3)
of the 1996 Act did not mean that rates between rural and urban areas had to be
identical. The FCC further made clear that rates between rural and urban areas
should be reasonably comparable "within a State" and "Section 245 (b)(3) does

3 Joint States (Maryland, Connecticut, Delaware, lllinois, Massachusetts) at 1, District of Columbia PSC
("DCPSC") at 2, California at 3.

4 Joint States at 7-8; DCPSC at 5; California at 3,6; New York State Department of Public Service ("NYDPS") at
4; Public Utilities Commission ofOhio. ("PUCO") at 5. See also Iowa Utilities Board ("IUB") at 9-10.

S See Joint States at 5.

6 Second Recommended Decision at ml15, 18.
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not require the [FCC] to ensure that rural and urban rates in one State are no
higher or lower than rural and urban rates in another State."7

Moreover, DCPSC points out that it makes no sense, from a policy prospective, to

provide additional support to high cost areas that also have high average incomes, since some of

that support will come from low cost areas that have a large percentage oflow income

subscribers. 8 In that regard, the Joint States suggest that the FCC should specifically restrict

high cost funding to only those households with incomes below the 70th income percentile.9 As

they note:

While in some cases the social basis of subsidies justifY the inefficiencies they
cause, this is clearly not the case with regard to high cost funding for the wealthy.
Wealth transfers to consumers with relatively high incomes advance absolutely no
identifiable social goals. 10

Thus it may be appropriate to consider household income levels in determining at what level, if

any, to provide high cost support.

Finally, as to the issue of whether intrastate revenues should be included in the base for

contributions to the federal high cost fund, the Illinois Commerce Commission ("ICC") shows

that that would be contrary to the language of the Act which provides separately for federal

programs funded by carriers that provide interstate telecommunication services and state

programs funded by carriers that provide intrastate telecommunication services. 11 In addition,

7 California at 3-4.

8 ncpcs at 9.

9 Joint States at 11-13.

10 ld.

11 ICC at 5.
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contribution assessments based on combined revenues could negatively impact state programs by

reducing the funding base for those programs. 12 Moreover, such a mechanism would not be

competitively neutral since it could affect carriers differently depending on their proportion of

interstate and intrastate revenues. 13

In light of the foregoing, Commission should be reluctant to adopt those aspects of the

Second Recommended Decision that would result in a substantial increase in the size of the

federal high cost support fund for non-rural carriers and which would inevitably and

121d. at 6.

13 ld. at 5-6.
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unnecessarily intrude upon states' responsibility and ability to address their universal service

needs. In addition, as several parties have noted,14 the ultimate size of the fund will be unknown

until questions about the Commission's cost model are resolved. The Commission should not

hesitate to continue to use the current support mechanism beyond its revised July I deadline as

necessary to permit an adequate resolution of those issues. IS

Respectfully submitted,

Dated: January 13, 1998
[MSPOI93.doc)

14 See, e.g., Joint States at 14-15.

IS See also Second Recommended Decision at ~29.
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