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Washington, D.C. 20554
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Federal-State Joint Board on
Universal Service

Access Charge Reform

)
)
)
)

)
)

CC Docket No. 96-45

CC Docket No. 96-262

REPLY COMMENTS

BellSouth Corporation, on behalf of itself and its subsidiaries ("BellSouth"), hereby

submits its reply comments on the Further Notice ofProposed Rulemaking ("FNPRM')

regarding the implementation of a new federal universal service fund.'

I. INTRODUCTION AND SUMMARY

As BellSouth and other parties noted in their comments, a two-pronged approach is being

pursued by the Commission in its efforts to establish a federal universal service funding

mechanism. The Commission differentiates between the implicit support contained in interstate

access charges and the additional explicit support that states should be afforded through a new,

federal Universal Service Fund ("USF") that is necessary to ensure reasonably comparable

intrastate rates. While the majority of the Commission's May 28 FNPRM in this docket focused

on the aspects of additional state funding, issues dealing with the implicit subsidies embodied in

current interstate access rates were also raised. In order to implement the federal USF on January

In the Matter ofFederal-State Joint Board on Universal Service, CC Docket No. 96-45,
Further Notice ofProposed Rulemaking, FCC 99-119, released May 28, 1999.
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I, 2000, as currently planned by the Commission, the issues pertaining to implicit subsidies and

additional state funding must be resolved in a timely manner.

With this filing, BellSouth responds to specific points made by the parties commenting

on rate comparability issues and additional federal funding for states. BellSouth strongly

disagrees with parties such as CompTel 2 and the West Virginia Public Service Commission' that

continue to tie the level of competition to the implementation of a federal USF. The

Commission should move forward to establish a federal USF that provides for competitive

neutrality and encourages market entrance. Contrary to West Virginia's assertions, arbitrage

opportunities are not beneficial to the marketplace' and the Commission should target support

solely to high cost areas.

In order to move forward the issue of removing implicit subsidies from access charges

and reforming the access charge structure, members of the interexchange carrier and local

telephone company communities recently filed a comprehensive proposal ("Coalition

Proposal")' This Coalition Proposal represents an historic joint proposal to reform interstate

universal service high cost support and access charge rates and rate structure for price cap local

exchange carriers in a comprehensive, unified, and timely manner. The recommendations

contained in the Coalition Proposal will address MCl's and others' concerns about quantifying

CompTe!, p. 4.

West Virginia Public Service Commission, p. 7.

West Virginia Public Service Commission, p. 8.

5 Letter from Harris, Wiltshire & Grannis on behalf of the Coalition for Affordable Local
and Long Distance Services, to the Honorable Kennard, Ness, Furchtgott-Roth, Powell and
Tristani, regarding Universal Service and Access Reform Proposal, filed July 29, 1999.
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the amount of federal implicit subsidies in access charges and replacing these subsidies by

explicit USF funding.

Both GTE" and the Texas Office of Public Utility Counsel, Consumer Federation of

America, National Association of State Utility Consumer Advocates, and Consumers Union

("Joint Commenters,,)7 urge the Commission to provide more direction for the states. BellSouth

agrees that the Commission must proactively encourage the states to establish procedures that

remove implicit support mechanisms from intrastate rates, especially in light of other pro-

competitive actions it has taken.

II. SPECIFIC ISSUES RAISED BY THE COMMISSION'S FNPRM

A. Level Of Disaggregation

There is substantial support for calculating costs on the basis of no higher a level of

disaggregation than UNE cost zones among all categories of stakeholders. The Iowa Utilities

Commission, Sprint, Western Wireless, GSA, MCI, GTE, as well as BellSouth, support the use

of at most a UNE cost zone as the level of disaggregation. MCI states that if costs and the size of

the subsidy required were calculated at the study area level, the explicit fund created would not

be large enough to fund all universal service needs. This would leave some implicit support

requirements' US West also believes that study-wide rate averaging includes substantial

implicit support that the Telecommunications Act of 1996 (the "Act") sought to eliminate:

Sprint points out that calculating support on a study area basis results in little more than

"
7

8

GTE, p. 9.

Texas Office of Public Utility Counsel, et aI., p. 31.

MCI, p. 16.
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maintaining the status quo. " GSA states that calculating support on a study area level will

usually not be representative of costs in most parts of a statell

Indeed, the Commission recognized in its local competition order that statewide cost

averages will not be beneficial in helping competition to develop when it designated rules for the

geographically deaveraged pricing of UNEs. 12 The Commission should avoid inconsistency

between its interconnection rules and its USF rules. Since the Commission has mandated that

the states deaverage UNEs within six months of a final universal service order, a consistent

approach predicated upon UNE zones is logical. GTE also finds it reasonable to determine USF

support based on the same geographic units that ultimately are used for UNE retail and wholesale

service rates."

The Commission has correctly noted that deaveraged support could encourage efficient

competitive entry in high cost areas. In its comments, Sprint points out that the use of statewide

cost averages poses a barrier to entry and will continue the subsidization of high cost areas within

the study area by low cost areas. Sprint also points out that study area costs are not

competitively neutral since a company serving high cost areas in a state with average costs below

the threshold level will not receive support while another carrier will receive support because it

serves a study area in a state where the overall costs are higher than the national average."

U S West, p. 10.

Sprint, p. 10.

GSA, p. 4.

12 In The Matter ofImplementation ofthe Local Competition Provisions in the
Telecommunications Act of1996. CC Docket No. 96-98, Order, 11 FCC Rcd 15499 (1996).

13 GTE, p. 23.

" Sprint, p. 13.
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Many of the commenting parties that urge the Commission to adopt a study area

approach do so because it will limit the size of the fund. For example, Cincinnati Bell states that

averaging costs over a study area produces a smaller fund size" and AT&T believes that the use

of a level of disaggregation below the study area would contravene the Commission's intent to

limit federal support. I' Even parties such as the New York Public Service Commission" and the

California PUC I8 which support a calculation at study area level believe that support must be

distributed at a more deaveraged level. It should be noted that Bell Atlantic argues in favor of

using a study area level simply as a means of reducing the cost model's shortcomings. While

BeliSouth cannot deny that the model contains major flaws (as discussed in the companion

Comments and Reply Comments in CC Docket 97-160), it is nonsensical to attempt to correct

one mistake by adopting another.

As BeliSouth pointed out in its Comments in this proceeding filed on July 23, 1999, it is

inappropriate to use the level of cost aggregation as a mechanism to limit the size of the federal

universal service fund." The appropriate level of disaggregation is unrelated to the size of the

fund. The Commission's preliminary determination that the amount of the fund should not

exceed current support levels is a public policy determination, not a cost consideration." GTE

agrees that the Commission cannot permit its goal of limiting the size of the fund to dictate the

15

16

"
18

19

2.

Cincinnati Bell, p. 4.

AT&T, p. 12.

New York Public Service Commission, p. 9.

California Public Utilities Commission, p. 10.

BeliSouth, p. 7.

BeliSouth, p. 8.
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calculation of support on a highly averaged basis. GTE suggests that if the use of a more

targeted support produces a fund size that the Commission considers unacceptable, then the

Commission should adopt some other, more neutral constraint on the size of the fund. 21 Indeed,

GSA suggests that if the total program cost using a finer level of aggregation yields an

unacceptable result, the requirements can be reduced by increasing the support threshold." MCI

also suggests setting the threshold cost differential percentage fairly high as a means of limiting

any increase in fund size due to increased disaggregation.23 Western Wireless states that a

system of geographic averaging that would thwart competitive entry cannot be the means for

imposing limits on the overall size of the fund, particularly given that competitively neutral

measures are available to accomplish the same objective." Thus, there are other means available

to the Commission to limit the size of the fund.

B. Benchmark and Sizing the Fund

While various parties suggest numeric benchmarks and/or formulas in their comments,

BeliSouth has shown in its Comments that the benchmark can be adjusted to size the fund to

meet public policy considerations. Indeed, as MCI points out, there are no analytically or

objectively correct values." Whatever benchmark is selected, however, is secondary to two other

decisions the Commission must make. First, as discussed above, the appropriate geographical

level must be selected. More importantly, however, the cost model must be carefully constructed

21

"
23

24

25

GTE,p.27.

GSA, p. 4.

MCI, p. 19.

Western Wireless, p. 6.

MCI, p. 5.
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to produce accurate and sufficient results. Arbitrarily adjusting the cost inputs or methodology to

achieve an ever smaller support requirement is a disservice to the very consumers that Congress

wants to protect.

MCI, one of the companies most involved in assisting in the development of the

Commission model, points out that simulations show the model as a "blunt, inflexible instrument

incapable of achieving its stated goals in a rational manner."'· US West points to the misguided

effort to reduce the size of the fund by reducing the level of cost generated by the model.27

BeliSouth believes that the Commission could use the model to determine cost

relationships between states. The Commission should be very clear about the limited use and

application of the model. As US West notes, there may be temptations to use the model and its

understated costs inappropriately in upcoming access reform and UNE price proceedings.

Certainly AT&T's suggestion that the Commission use the proxy model to determine the level of

implicit support inherent in interstate access is rendered moot by the Coalition Proposal.

C. Distribution And Application Of Support

It is not necessary for the Commission to direct the manner in which the states

incorporate any additional federal USF into intrastate ratemaking. There is no single approach

that states have used in the past to maintain reasonable affordable universal service and

approaches will continue to vary. The Commission should, however, require that any new

explicit funding targeted towards intrastate rate comparability be used to remove implicit

,.
27

MCI, p. 18.

US West, p.12.
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subsidies in the intrastate jurisdiction. Since many intrastate services provide implicit support

for basic local services, Sprint's requirement that any increase in federal USF be used to decrease

intrastate access charges should be denied.'"

Any certification program that is adopted should be technologically and competitively

neutral. Western Wireless believes that competitive entrants should not be required to comply

with regulatory measures since market forces will constrain their rates. It urges the Commission,

however, to adopt regulatory measures to prevent ILECs from misusing universal service support

or pocketing such support while charging "excessive rates" for the supported services and using

such support to cross-subsidize other offerings.29 Western Wireless' argument is nonsensical-if

ILECs were able to charge cost-based rates for the supported services (much less "excessive"

ones), there would be little need for a universal service funding mechanism.

D. Hold-Harmless

Most of the commenting parties do not address the underlying reason why the

Commission should implement a transitional "hold harmless" funding mechanism. Under the

current High Cost Fund, federal support is provided to companies with higher than average costs.

The existing USF amounts were determined on a carrier-by-carrier basis on a study area basis.

These carriers have adjusted specific intrastate rates to reflect such support. As BeliSouth points

out in its Comments, if this approach is abandoned, the disruption that the Commission seeks to

28

'9
Sprint, p. 8.

Western Wireless, p. 14.
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avoid can still occur.30 Since this funding has been applied to carrier specific rates, any hold-

harmless amounts should be distributed on a carrier specific basis.

While several parties argue that any hold-harmless support is unnecessary (see, e.g.,

Iowa, NYPSC), some parties believe that such support will artificially favor incumbents. MCI

believes that if a carrier is held harmless, it will continue to receive the same level of universal

service funding even if it is no longer serving all the high-cost customers whose rates the

universal service fund was designed to keep affordable.3l MCI does not seem to understand that

high cost support will be portable. BeliSouth supports applying the hold-harmless provision in a

competitively neutral manner. Certainly no carrier should receive hold-harmless support for a

customer it no longer serves. New entrants must be eligible to receive the same level of support

as an incumbent receives for serving a customer. This tenet is also supported by AT&T and the

California Public Service Commission.

Indeed, the original "hold harmless" amount should be directed to study areas and should

be converted to per line amounts. As the incumbent carrier loses a line, it loses the associated

support.

With respect to making hold-harmless support transitional, most commenting parties

suggest a one-to three-year transition period. As this period nears expiration, the Commission

should determine whether the hold-harmless mechanism is no longer necessary.

30

31

BeliSouth, p. 10.

MCI, p. 14.
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E. Adjusting Interstate Access Charges To Account For Explicit Support

As MCI asserts in its Comments, access charges are a major source of current implicit

subsidy flows." BeliSouth believes that most of the switched access issues raised by the

Commission in its FNPRM are addressed and resolved by the Coalition Proposal. Adoption of

the Proposal would negate the need for more time-consuming exercises and endless debate about

the size of this aspect of the federal USF. By targeting the Common Line basket for reductions,

states that require mirroring of federal switched access rates will not suffer the type of rate

instability that Wisconsin fears." The Coalition Proposal provides dollar-for-dollar reductions in

switched access charges and detailed guidelines for adjusting rates under price cap formulas.

Through a combination of end user surcharges and universal service funding, the proposal also

provides a responsible way to remove a substantial amount of implicit support from interstate

access rates.

The State Members of the Joint Board ("State Members") argue that the primary

residence and single-line business subscriber line charge should be reduced and reference Section

254(k) of the Act as the rationale for doing so. The State Members have apparently

misconstrued the meaning of Section 254(k) of the Act. This Section of the Act forbids the

subsidization of services that are subject to competition by those services that are not

competitive. Furthermore, the primary residence and single line business subscriber line charges

recover costs associated with the loop and would be higher, rather than lower, if not constrained

32

33

MCI, p. 3.

Wisconsin, pp. 4-5.

10
BcllSouth Reply Comments
CC Doc. Nos. 96~45 & 96-262

August 6, 1999



by Commission rules. Given that subscriber line charges are generally below cost rather than

above it, they cannot be subsidizing other services. However, even if the subscriber line charges

were above cost, there would only be a subsidy flow if some competitive service were priced

below cost.

In addition, the State Members are incorrect in their assertion that the costs associated

with the local loop are joint and common costs. Proponents of this assertion fail, or refuse, to

recognize that the loop represents a standalone service, independent of any capability to make

long distance calls or to provide call waiting. Therefore, under the principle of cost-causation, a

cost can be uniquely identified with the loop. Cost causation, not usage pattern or benefits

received, should drive cost allocation and cost recovery. As long as a residential loop (or access

to the public switched network) is an independent service, the cost of which cannot be avoided

by consuming none of the usage-based services, its cost should not be allocated.

II
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m. CONCLUSION

BellSouth believes that no interim approach to the federal USF is required. The

Commission should move forward with implementing its federal USF and put a stop to the

endless rounds ofdebate. The Commission cannot expect that the new federal High Cost Fund

will remain intact for perpetuity, nor should the Commission be frozen into inaction. The

Coalition Proposal sets forth a method for moving forward with the removal ofimplicit subsidies

from interstate switched access rates, and it should be implemented in its entirety.

Respectfully submitted,

BELLSOUTH CORPORAnON

By:
M. Robert Sutherland
Richard M. Sbaratta

Its Attorneys

Suite 1700
1155 Peachtree Street, N. E.
Atlanta, Georgia 30309-3610
(404) 249-3386

Dated: August 6, 1999
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