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/
Re: Notification of Written Ex Parte in CC Dkt. Nos. 94-1; 96-45,99-249; 96-262

Dear Ms. Salas:

Pursuant to section 1.1206 of the Commission's rules, the Coalition for Affordable and
Local and Long Distance Service ("CALLS") files two copies of the attached letter and
attachments with your office.

Please contact me with any questions.

Evan R. Grayer
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ATTORNEYS AT LAW

RECEIVe:O
SEP 13 1999

Re: CC Docket 94-1; CC Docket 96-45; CC Docket 99-249;
CC Docket 96-262 - Proposal by the Coalition for Affordable
Local and Long Distance Service

Dear Jane:

Upon further review, we discovered a mathematical error in the method for
calculating the universal service support in certain study areas served by price cap
incumbent local exchange carriers. The following corrections should be made to
Appendix A and the draft Part 54 rules contained in Appendix B to the August 20, 1999
filing by the Coalition for Affordable Local and Long Distance Service:

• In Appendix A, Paragraph 2.2.3.2 (Step 3), the formula should read

"Study Area Universal Service Support =

[
$650million - TNMSR J

PSAUSS x
NationwideSumojPSA USSjorStudyAreaswhereMSRis$O

• In Appendix B, Draft Part 54 Rules, Proposed Rule 54.813(6)(i), the
formula should read:
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"Preliminary Study Area Universal Service Support x ($650 million 
TNMSR) .;. Nationwide Sum ofPSAUSS for all study areas in which
MSR is $0."

Attached are clean, corrected versions of Appendix A and Appendix B, Part 54
Rules.

Pursuant to FCC rules, two copies of this letter and attachments are being filed in
each of the above-captioned dockets.

Sincerely,

JTNlkrs
Enclosures
cc: Mr. Larry Strickling, Chief, Common Carrier Bureau

Mr. Yog Varma, Deputy Chief, Common Carrier Bureau
Mr. Richard Lerner, Deputy Chief, Competitive Pricing Division
Ms. Dorothy Attwood, Legal Advisor to the Chairman
Ms. Linda Kinney, Legal Advisor to Commissioner Ness
Mr. Bill Bailey, Legal Advisor to Commissioner Furchtgott-Roth
Ms. Sarah Whitesell, Legal Advisor to Commissioner Tristani
Mr. Kyle Dixon, Legal Advisor to Commissioner Powell
Mr. Howard Shelanski, Chief Economist
Mr. Bill Rogerson, Office of Plans and Policy
Mr. Jay Atkinson, Competitive Pricing Division



PART 54

Subpart E - Universal Service Support for Low-Income Consumers

§54.403 Lifeline support amount.

(a) The federal baseline Lifeline support amount shall equal $3.50 per
qualifying low ineon1e eonsnmer.the tariffed rate in effect fur the primary residential end
user common line charge, as determined in accordance with § 69.l52(d), for the
qualifying low-income consumer. Ifthe state commission approves an additional
reduction of$1.75 in the amount paid by consumers, additional federal Lifeline support
in the amount of$I.75 will be made available to the carrier providing Lifeline service to
the consumer. Additional federal Lifeline support in an amount equal to one-half the
amount of any state Lifeline support will be made available to the Camel' providing
Lifeline service to a qualifying low-income consumer if the state commission approves an
additional reduction in the amount paid by that consumer equal to the state support
multiplied by 1.5. For the qualifying low-income consumer, the +he federal Lifeline
support amount shall not exceed '57.00 per qualifying low ineome eustomer. the tariffed
rate in effect for the primary residential end us~r common line charge plus $3.50.

* * *

(d) In addilionlo the $7.00 per qna1ifying low ineome eonsumer deseribed in
paragraph (a) of this seeliOl;, eligible iaeumhent loeal exehange earriers lfial serve
qualifying 10'<', ineome eonsnmers wfio fiave toll hloeking sfiall reeeive federal Lifeline
snflport in amonnts eqttal to the presnbseribed interexefiange earrier ehw'ge thal
ineumbenlloeal m<ehange carriers v.ould be permitted to reeo'<'er fronl slleh low ineome
consumers pursnant to § 69.15J(b) oftfiis ehapter. Eligible ineumbent local exeh!lilge
carriers that serve qnaliJ)'ing low ineon1e eonsumers who fiavc toll bloeking sfiall 8flply
lhis support to waive qdalifying low ineome eonsumers' presubseribed interexefiange
earrier eharges. it eompetitive eligible teleeolflnmniealions ewTier tfilit serves qualifying
low i,;eome eonsumers ,<,..1'10 have toll 1110e1cing shall reeeive federal Lifeline snpport it1 an
amoLlnt equal to the presubseribed intere:<ehange clirrier eharge that the ineumbent loeal
exehange eatTier in that area ·,yotLld be permitted to reeover, if it served those eonsumers.

I
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Subpart I - Explicit Funding of Universal S~rvice Support Currentlv Embedded in
Interstate Access Rates

§ 54.800 Terms and Definitions

(a) Avera!Je Price Cap CMT Revenue Per Line""dyAt,," has the same meaning as
that terrll is defined in § 61.3(d).

(b) "L4A Phase In Percentage is:

50% as of JamtarY.t 1000,
75% as of January l, 1001
100% as of July I, 2002.

(c) Minimum Adjustment Amount (MAA) is defined in Ii 54.813(5 ).

(d) "finimum Delta (MD) is defined,in Ii 54.813(31

(e) Minimum Suman Requirement (MSR) is defined in § 54.813(6).

(f) Nationwide Total Ahove Cap Revenues is defined in § 54.S13( 1).

(g) Preliminarv lvlinimum Access USF""dt'""a is the amount calculated
pursuant to § 54.811.

(h) Preliminarv Stud)' Arep Universal Service Support (PSAUSS) is defined in
§ 54.813(2)

(i) Studv Area Above Cap Revcnues is the sum ofa11 Zone Above EUCL Cap
Revenues for all zones in the studv area.

(j) Study ,trea Access USF Support (SAA US) is defined in Ii 54.813(7).

(k) Total National Minimum Delta (TNMD) is the nationwide sum of all study
area Minimum Deltas.

(1) Total National Minimum Support Requirement (TNMSR) is the sum ofthe
MSR for all price cap inCllmbent LE,C studv areas.

(m)Zone Ahove EUCL Cap Revenues is defined in § 54.81 7(a)(3).

(n) Zone Average Revenue per Line. The amount calculated as follows:
Zone Average Revenue Per Line = (15% * (LooP',m, 1'"" + (POli)p",,))+ U where,

U(Unifonn revenue per line Adjustment) =

(Price Cap CMT Revenue PerLine,taJy,"" * Base Period Lines) - (75% *
(LinesuNu", x (Loop""" 1'"" + Port p""x 12) for eaeh zone))) + Base
period LinesStudy .'\rca(~) -7- 12
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Alternative 1: I

LOO[l'''''Pli" & PoJ1P'i,,-<lI:~th~.Lates for UDQ~mQled 10QP and switch [l011s in a given
UNE zone,

Alternative 2:

Loop""" p,i,,, & POrt"i" are the average cost of a loop and a line 12011, calculated
using an FCC-approved cost model, within each geogra[lhic zone within a
$tudv area for which;:u~\ate has created geographically deaveraged UNE
loop rates,

§54,801 General

(a) The total amount of universal service support under this Subpart for areas
served bLprice cap incumbent LECs as of December 31, 1999, is a maximum of$650
million [ler year, if all price cap incumbent LECs elcct to participate and if no exchanges,
other than those offered for sale prior to December 31, 1999, are sold to non-price-cap
LECs,

(b) A price cap LEC malelect to participate in the sU[l[lort mechanism
described in this Subpart for all its incumbcnt LEC studv areas by filing a written
statement of its intent to do so with the Commission by January 1, 2000, or, in the case of
a transfer of control within the first six months of calendar year 2000, by June 30. 2000.
Such a price cap LEC is a "participating price cap incumbent LEC." A price cap LEC
may not elect to participate in this support mechanism unless it also elects to participate
in the interstate access charge rules d~$eribed in Parts 61 ,m and 69,m, Nothing in this
subsection alters a carrier's obligation. orJbe obligations of providers of interstate
telecommunications, to contribute to universal service support pursuant to Section 54.706
and 54,709.

(c) Support that would be provided, if such incumbent LECs participated in
this Subpart, to areas served by price cap incumbent LECs not electing to participate in
this Subpart will not be distlibuted or collected.

(d) In the event that all or a portion ofa study area served by a partici[lating
[lriee cap LEC is sold to an entity other than a price cap LEC. and the study area or
portion thereofwas not offered for sale prior to December 31, 1999, then the support that
would otherwise be provided under this Subpart. had such study area or portion thereof
notQ~~l).sold, will not be distributed or collecJed,

(e) In the event that a participating price cap LEC acquires additional
~xchanges within which it is an incumbent LEC from an entity other than a price cap
LEe. that acquisition should be reported to the Administrator pursuant to Section 54.803
and included in the determination of study area support for the acquiring price cap LEe.

I The parties disagree as whether the models or UNE prices should be used for this
calculation, and will agree their respective positions to the Commission, Appendix A at
2,2,3.1.1 (a).
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§54.802 QualificationJor Universal Service Support.

(a) In OLQs:X to receive Studvhxea..Aceess USFSlIj:lporLin excess of the
Minimum Support Requirement, a palticipating price cap incumbent LEC must have
established state-approved geographicallv deaveraged UNE Loops rates, according to
geographic zones.

(b) A participatin~Price Cap Incumbent LEC may receive Portable Access
USF Support Per Line if that LEC has submittcd the infonnation to the Administrator
required pursuant to § 54.803.

(c) An Eligible Telecommunication Canier that is not a price cap incumbent
LECs but is providing service within areas served bv a participating price cap incumbent
LEC mav receive Portable Access USF Support Per Line for service to end users within
areas served by that participating price cap incumbent LEC by submitting the infonnation
9c~.1AiJ~Qin § 54.803(d) to the AdministTator.

$54.803 LECs Obligation to Report Universal Service Data

(a) All price cap incumbent LECs shall submit to the Administrator, in
accordance with the schedule establishcd by the Administrator, the following
inium1ation:

(1) The Prelimicnarv Minimum Access USF"'dy ''''~

ll.L Zone Average EUCL Cap Revenues by zone for each Study Area
within which the lLEC has established state-approved geographieallv deaveraged
ratcsfor UNE loops. 'vVhen ~eographically deaveraged UNE loop rates arc
established or when the rates lur such loops change, the [LEC must file revised
Zone Average EUCL Cap Revenues calculations on or before 30 davs prior to the
beginning of the next quarter.

(b) All Eligible Telecommunications Carriers, including price cap incumbent
LECs, that provide service within a studv area of a participating price cap incumbent
LEC nmst submit bv customer classification, and by zones where zones exist. the number
of access lines servcd in the ILEC studv area to the Administrator.

§ 54.800 Universal Servicc Zones

(a) The zones used for detennining universal service will be the same zones
that would be used lur EUCL deaveraging as described in §69.152(q)(i).

(b) In a price cap studv area where the incumbent LEC has not established
state-approved prices for Unbundled Network Elements (UNEs) loops by zone, the fund
administrator shall develop an estimate of the [LEe's Zone Above EUCL Cap Revenues
for transitional purposes. in order to reserve a portion of tile fund for that studv area. This
~stimat"wil1 be included by th_e Administr<ttor in the Nationwide Study Area Above Cap
Revcnucs calculatcd pursuant to §54.8l3.
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(l) For the purpose of developing this tTansitional estimate, the loop
and port costs estimated by the FCC cost model, or other substitute method if no
model is available, shall be used.

(2) For the purpose of developing this transitional estimate, the
administrator shall construct three zones. Wire centers within the study area will be
uouped into these zones irl such a way that each zone is assigned approximately
one third of the lines in the study area, with the lowest cost wire centers assigned to
Zone I, the highest cost wire centers assigned to Zone 3, and the remainder to Zone
2.

§54.810 Portable Access USF Support

(a) Each Eligible Telecommunication CarrieT (ETC) that provides local
exchange service, except through the resale ofILEC retail seTVices pl1Tsuant to 47 U.S.C.
§254(c)(4), to an end user within the study area of a participating price cap incumbent
LEC shall rcceivc Portable Access USF Pcr Line for each end user line.

(b) In any studv area within which the incumbent LEC has not established
state approved geographically deaveraged rates lor ONE loops, the Portable Access USF
Support Per Line is Study Area Access USF. Support divided bv total lines (both ILEC
and CLEC-provided) in that study area.

(c) Alternative J (Proportionate Allocation)'

In anv studv area within which the incumbent LEC has established state approved
geographically deaveraged rates lor ONE loops, the Portable Access USF Support Per
Line is calculated as follows:

In Within each study area, determine the percentage proportion of
Studv i\rea Universal Service Support to Study Area Above Cap Revenues.

(2) Within each zone and customer elass (i.e. residential/single line
business and multiline business for each zone), Portable Access USF Support Per
Line lor that zone and customer class is Zone Above EUCL Cap Revenues for that
customer class times Study .'\rea Access USF Support divided by Study .'\rea
Above Cap Revenues, divided bv the number of lines of the customer elass within
that zone using base period demand.

, Parties do not agree in the methods in establishing the portable per line amount.
Altemative I proposes that the Interstate Access-related USF should be distributed
proportionately among all "above EUCL-Cap" lines.
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Alternative 2 (Highest Cost Zone First)3

In any study area within which the incumbent LEe has established state approved
ge9graphical1y deaveraged rates. for UNE loops, the Portable Access USF Support Per
Line is calculated as follows. The support in each study area will be made portable for
lines in the highest cost zone first, and will "cascade" to lines in lower cost zones to the
extent that sufficient fundingjs available. Beginning with the zone with the highest Zone
Average Revenue Per Line, funding will be applied in the following order of priority:

(l) To all lines in the highest zone, to eliminate the amount per line by
which Zone Average Revenue Per Line exceeds the higher of$9.20 or the Average
Revenue Per Line in the next highest zone;

(2) If the Zone Average Revenue Per Line in the next highest zone is
greater than 59.20, then to all lines in both zones to eliminate the amount per line by
which Zone Average Revenue per Line exceeds $9.20;

(3) To all residential and single line business lines in the highest zone,
to eliminate the amount per line that Zone Average Revenue Per Line for these lines
exceeds the higher of$7.00 or Average Revenue Per Line in the next highest zone:

(4) If the Zone Average Revenue per Line in the next highest zone is
greater than $7.00, then to all residential and single line business lines in both zones
to eliminate the amount per line bv whieh Zone Average Revenue Per Line exeeeds
$7.00.

Ihis.."eascade" process will continue until all onhe available funding has been
assigned to lines bv zone and bv customer class: it may extend in similar fashion to
i!gditional zones, to the extent that their Zone Average Revenue per Line exceeds
the $9.20 and 57.00 caps, and available funding permits. The per-line an10unt
assigned to each multiline business line in a given zone would then be portable
among eligible telecommunications calTiers, as would the per·line amount assigned
to each residence line and eaeh single line business line in that zone.

§54.8l1 Preliminary Minimum Aeeess USFStudyArcu

(a) If Average Price Cap CMT Revenue Per Lines",,,y,,,,, is greater than $9.20

Preliminarv Minimum Access USF studv area = Priee Cap CMT Revenue study are, .

(($7.00 X Residential & Single Line Business Lines study "e, X 12) + $9.20 X
Multiline Business Lines studv or," X 12l!

.J Paliies do not agree in the methods in establishing the portable per line amount.
Alternative 2 proposes the Interstate Access-related USF be distributed first to the highest
cost lines.
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(b) If Average Price CapCMT ~evenue Per Lines,""""" is greater than $7.00
but less than $9.20 then:

Preliminary Minimum Access USF stud v "".= (Average Price Cap CMT Revenue
Per LineStudy ..,,,, - $7.00) X (Residential & Single Line Business Lines"ud,,,,, X
ru

(c) If Average Price Cap CMT Revenue Per Line,,,,, "'" is less than $7.00 then
the Preliminary Minimum Access USF >!ud, ate" is zero. .

§54.812 Zone and Study Area Above EUCL Cap Revenues

(a) The following steps shall be performed by the Administrator to determine
Zone Above EUCL Cap Revenues for each price cap incumbent LEe, whether or not
participating.

(1) Calculate Average Plice Cap CMT Revenue Per Line study ace.

(2) Calculate Zone Average Revenue Per Line.

(3) Calculate Zone Above EUCL Cap Revenues. Zone Above EUCL
Cap Revenues is the sum of Zone Above EUCL Cap RevenuesR"i,e""&SiUgtoLineBUsiu",
and Zone Above EUCL Cap Revenues\tultili","t"''''''. Zone Above EUCL Cap
R.evenues Residencc&Si]lg1eLilH::Busill<:~S is, within each zone, the product of Zone Average
Revenue Per Line minus 57.00 multiplied by line months. If negative, the Zone
Above EUCL Cap Revenues Re~idence&SingkLillel3lL';iness for the zone is zero. Zone Above
EUCL Cap Revenues \tulliline""""" is, within each zone, the product of Zone Average
Revenue Per Line minus $9.20 multiplied by line months; if negative the Zone
Above EUCL Cap Revenues Multili",ll,,,iu'" for the zone is zero. Or:

Zone Above EUCL Cap Revenues = ((Zone Average Revenue Per Line - $7.00) X
Residential & Single Line Business Lines study "ea X 12) + «Zone Average Revenue
Per Line - $9.20) X
Multiline Business Lines study nee, X 12)

Where Zone Average Revenue Per Line - $7.00> $0.00, and Zone Average
Revenue Per Line - $9.20 > 50.00)

(b) Study Area Above Cap Revenues is the sum of Zone Above EUCL Cap
Revenues for all zones in the study area.

§54.813 Calculation of Study Area Access USF SuppOJi tor Areas Served by
Patticipating Price Cap LEes
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The AdministratorJ2ased on the data submitted pursuant to § 54.812. shall calculate the
Studv Area Access Universal Scrvicc Support for arcas served by participating Pricc Cap
Tneumbent LECs according to the following methodologv:

(I) Calculate Nationwide Total Above Cap Revenues. Nationwide
Total Above Cap Revenues is the sum of all Study Area Above Cap Revenues for
an price cap ILECs. whether or not participating.

G.l-- Calculate Preliminary Study Area Universal Service Support
(I'SUASS).

(i) If the Nationwide Total Above Cap Revenues is grcater than
$650 million. then the Preliminary Study Area Universal Service SUPPOlt
(PSAUSS) equals the Studv Area Above Cap Revenues multiplied by the
ratio 01'$650 million to Nationwide Total Above Cap Revenues (i.e.
Preliminary Study Area Universal Service Support = Study Area Above
Cap Revcnues X ($650 Million / Nationwide Total Above Cap Revenues).

lfthe Nationwide Total Above Cap Revenues is not greater than
$650 million, PSAUSS equals the Study Area Above Cap Revenues.

(3) Calculate thc Minimum Delta (MD) by study area. Within each
study area the Minimum Delta will be equal to the Minimum Access USFS"'dYAce,
less the PSAUSS. if the difference is greater than zero. If the difference is less than
or equal to zero. the MD is equal to zero.

(4) Calculatc the Total National Minimum Delta (TNMD) bv
summing all study are Minimum Deltas nationwide.

(5) Calculate the Minimum Adjustment Amount.

(i) Trthe TNMD is greater than $75 million. then the
Minimum Adjustment Amount (MAA) equals the product of the current
phased in percentage timcs the MD by study area times thc ratio of $75
mi Ilion to TNMD Or:

Minimum Adjustment Amount = (MAA Phase Tn Percentage) X
(Minimum Delta) X ($75 million! Total National Minimum Delta).

Iii) If the TNMD is less than $75 million. then the MAA
cquals the product onhe MAA Phase Tn Percentage and the MD by study
area.

(6) Calculate the Total National Minimum Support Requirement
(TNMSRl. which equals the sum of the MSR for all study areas. The Minimum
Support Requiremt;nt tor a study area is dctermined as follows:

(i) "Preliminary Study Area Universal Service Support x
($650 million - TNMSR).,. Nationwide Sum ofPSAUSS for all study areas
in which MSR is $0."

(ii) lfthe MAA is equal to zero. the MSR is the Preliminary
Mininullll Access USFStuJyMca.!-

8
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Gl Calculate Study Area Access USF Support (SAAUS).

(i) For study areas in which the MAA was zero, and within
which the participating price cap incumbent LEC has established
geographically deaveraged state-approved rates for ONE loops, the SAAUS
for that study area is equal to:

Preliminary Stlldv Area Universal Service Support x ($650 million 
TNMSR) : $650 million.

(ii) For studv areas in which the MAA was zero, and within
which the participating pricc cap incumbent LEC has not established
geographically deaveraged state-approved rates for ONE loops, the SAAUS
for that study area is the Preliminary Minimum Access US FS"'dYM'
calculated pursuant to 54.811.

(iii) For study areas in which the MAA was greater than zero,
the SAAUS for that study area is the Minimum Support Requirement
(MSR).

§54.814 Support When Providing Service.

An eligible telecommunications carrier shall receive payment of support pursuant to §
54.810 only for such months the carrier is actually providing service to the end user. The
Administrator shall ensure that there is periodic reconciliation of support payments.

§54.8,.!1~5,----_T!.!..'ra!!n!"s~it~io",n!UP.!r",o-"v"is'!io",n"s",.

Study Area Access USF Support amounts for the area served by each participating price
cap incumbent LEC will be recalculated on Julv 1, 2000, January 1, 2001 and thereafter
as determined by the Administrator.
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UNIVERSAL SERVICE AND ACCESS REFORM PROPOSAL

The companies agree to the following positions, provided these positions are adopted as
an integrated package through FCC rulemaking, with an effective date for the changes of
January 1,20001 except as otherwise noted. The proposal is an integrated proposal addressing
and settling the parties' access charge/price cap/universal service concerns. Because of the
complexity and interdependence of the various facets of the proposal, the parties view it as a
unified proposal that the FCC should either adopt without modification or reject.

1. ILEC Recovery of Universal Service Contributions. Reconsider the requirement that price
cap incumbent LECs (ILECs) recover universal service contributions through adjustments to
the Price Cap baskets and services that generate end user revenue,' and permit price cap
incumbent LECs to establish a separate rate element to recover universal service
contributions.

1.1. The USF rate element will be charged to all end users.

1.2. The USF rate element may be assessed on a per line basis or as a percentage of
interstate retail revenues, and at the option of the ILEC it may be combined for billing
purposes with other end user retail rate elements.

1.3. Upon implementation, ILEC USF assessments (a) are removed from existing price cap
baskets at the same percentage adjustment as they went into the price cap baskets using
an "R" value adjustment methodology similar to that which had been prescribed by the
FCC for reversal of sharing, and (b) are not subject to the Price Cap formula in future
years.

1.4. An ILEC opting to assess the USF rate element on a per line basis may apply that
charge using the "equivalency" relationships established for the multiline business
PICC for Primary Rate ISDN service, as per 69. I53(f)(2), and for Centrex lines, per
69.153(g)(l).

2. Common Line Rate Structure Simplification, Deaveraging of Common Line Rates and
Universal Service.

Overview: SLCs, PICCs and CCL are ultimately unified into a single charge, which can be
deaveraged, but which will not exceed $7.00 for residential and single line business lines and
$9.20 for multiline business lines. Residential and Single Line Business End User and
Presubscribed Interexchange Carrier Charges are combined into a single end user charge.
For primary residential lines and single line business lines, the combined total in most, but
not all, areas will be approximately $5.50 on January 1,2000. In subsequent years, the
primary residential and single line business common line transition continues as the nominal

We have used January 1,2000 for discussion purposes. The actual date will have to be adjusted to account
for Y2K issues.

See !VIay 7, 1997 Access Reform Order at ~379 (stating that price cap ILECs may treat their nniversal
service contributions as exogenous changes to price cap indices, that recovery may only be in baskets that
generate end user revenue, and that the baskets generating end user revenue are common line,
interexchange and trunking).



SLC cap for those lines increases to $6.25 on January 1,2001, to $6.75 on July 1,2002, and
to $7.00 on July 1,2003. The maximum Primary Residence/Single Line Business SLC in
any zone is the lower of the nominal cap, or average price cap common line revenueper line
(which includes all charges currently collected through SLCs, PICCs, CCL and a portion of
local switching, but does not include ILEC USF contributions) for the highest cost UNE zone
in a study area. For non-primary residential lines, the combined total charge will be capped
at the lower of$7.00 or the greater of the current rate or average price cap common line
revenue per line for the highest average revenue per line UNE zone in a study area.

For multiline business lines, End User and Presubscribed Interexchange Carrier Charges are
not combined, and the Multiline Business (MLB) PICC will continue to be charged by the
ILEC to the Interexchange Carrier. However, the MLB PICC falls dramatically for most
companies as a result of reforms in other flat-rated common line charges, and the MLB PICC
is eventually eliminated in most areas. Except where a carrier reduces the rate through
voluntary reductions, multiline business SLCs initially will be frozen until the carrier's MLB
PICC and CCL are eliminated.

Average Carrier Common Line charges immediately fall dramatically and are eventually
eliminated in most areas as a result of an additional $650 million in universal service funding
to replace implicit support currently in interstate access charges and of increasing the Primary
Residential and Single Line Business SLCs.

Lifeline support would increase to hold Lifeline customers harmless against SLC rate
restructuring.

SLCs can be deaveraged subject to certain limitations. Geographic deaveraging does not
increase permitted price cap common line revenues (which includes all charges other than
ILEC universal service contributions currently collected through SLCs, PICCs, and CCL).
ILECs may only geographically deaverage their SLCs on the same geographic basis as state
approved UNE loop zones. ILECs can have up to 4 SLC zones, absent FCC review and
approval. ILECs can choose which zones to consolidate if they have more than 4 UNE
zones. SLCs in lower cost zones cannot be greater than SLCs in the same customer class in
higher cost zones. Within a given zone, the Multiline Business SLC cannot fall below the
Non-Primary Residential SLC, which cannot be less than the Primary Residential and Single
Line Business SLC. For geographic deaveraging other than through voluntary reductions, an
ILEC must eliminate its CCL and MLB PICC before it can begin geographically to
deaverage the SLC, and an ILEC's deaveraged SLC in the lowest cost zone cannot be less
than a minimum level. A deaveraged price cap common line revenue per line is calculated
for each zone. The relative price cap revenue per line in each zone reflects the relative UNE
rates in that zone, and the level of revenue per line in each zone is such that the ILEC can
recover total permitted price cap common line revenues. The parties do not agree whether
limits on deaveraging through voluntary reductions are necessary.

The proposal provides new federal universal service support (separate and distinct from the
current universal service support for high cost areas) of $650 million per year to replace
implicit support in interstate access charges for price cap LECs. In any UNE loop
deaveraging zone where the average common line revenue per line for that zone would
exceed $7.00 per line for residential lines and $9.20 for multiline business lines, this
additional interstate universal service support would provide a portion of the difference. This
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proportion would be set to ensure that the overall amount ofUSF support to replace implicit
support in interstate access rates for all price cap LEC areas does not exceed $650 million
nationwide. The new interstate USF Support would ensure that, even after deaveraging, the
SLC would not exceed $7.00 for residential customers anywhere, or $9.20 for multiline
business customers. The amount of universal service support to each study area is also
adjusted on a three year phased-in basis so that by July 1,2003, CCL and multiline business
PICC charges will be eliminated in most areas served by price cap ILECs.

This new universal service funding would be portable to other eligible telecommunications
carriers. The amount that would be portable for each line would be deaveraged by zone
within any study area that receives such support.

Any new interstate USF funds to replace implicit support in interstate access charges for
price cap LECs will first offset carrier common line charges, then offset multiline business
PICC charges, and then offset amounts that would otherwise be collected through Subscriber
Line Charges, which may be deaveraged.

2.1. Reform and Simplification of Subscriber Line Charges (SLCs) and Presubscribed
Interexchange Carrier Charges (PICCs).

2.1.1. Terms.

2.1.1.1. Price Cap Common Line, Marketing, TIC ("CMT") Revenue.
Price Cap Common Line, Marketing, and TIC Revenue is the total
revenue a filing entity would be permitted to receive for Subscriber
Line Charges, Presubscribed Interexchange Carrier Charges, Carrier
Common Line Charges, and the portion oflocal switching
reallocated pursuant to paragraph 3.2. Price Cap CMT Revenue
includes marketing expenses presently collected pursuant to FCC
rule 69.l56(a), and residual interconnection charge revenues
collected through PICC charges, but it does not include the current
recovery of incumbent LEC universal service contributions that are
first removed from existing price cap baskets pursuant to paragraph
1.3.

2.1.1.2. Average Price Cap CMT Revenue Per Line. The Average Price
Cap CMT Revenue Per Line is Price Cap CMT Revenue per month
as of December 31,1999 using base period demand, divided by the
base period demand number oflines as of December 31,1999. In
filing entities with multiple study areas, if it becomes necessary to
calculate the Price Cap CMT Revenue Per Line for a specific study
area, then the Price Cap CMT Revenue Per Line for that study area is
determined as follows, using base period demand revenues, BFPs
and lines as of December 31, 1999:
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2.1.2.

PriceCapCMTRevenuePerLineS",dyA,,, =

PriceCapCMTRevenueFUi,gE'lity x (BFPs",dyA"O + BFPFili,gE"',) +
LineSStudyArea

Nothing in this definition precludes a price cap LEC from continuing
to average rates across filing entities containing multiple study areas,
where permitted under existing rules.

2.1.1.3. Zone Average Revenue Per Line. Zone Average CMT Revenue
Per Line is the Price Cap CMT Revenue Per Line calculated for a
particular state-defined zone used for deaveraging oCUNE loop
prices. The Zone Average Revenue Per Line is computed according
to the following formula:

ZoneAverafJ"RevenueP(YLine =25% (LoOpzo"P,ice+ Portp'ice)+ U

Where:

U (Uniform Revenue Per Line Adjustment) =

((PriceCapCMTRevenuePerLines"'dYA,ear,) x Base Period
Liness"'dyA"ar,} - (25%(Sum of (LinesuNEZo" x Loop&Port
PriceUNEZo"X 12) for each zone))) + Base Period Liness"'dY
Area(s) -+ J2

Loop&Port PriceuNE Zo", = the UNE rates for unbundled loop and
switch ports in that UNE zone. 3

Primary Residential and Single Line Business Charges.

2.1.2.1. Presubscribed Interexchange Carrier Charge. Beginning on
January I, 2000, eliminate the primary residential line and single line
business Presubscribed Interexchange Carrier Charge.

As stated in paragraph 5, nothing in this proposal supercedes, prejudices or otherwise implies a result of the
UNE Remand proceeding.
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2.1.2.2. Subscriber Line Charge.

2.1.2.2.1. Averaged Subscriber Line Charge. Beginning on
January 1,2000, the maximum averaged Subscriber Line
Charge for primary residential and single line business
lines in a given entity will be Average Price Cap CMT
Revenue per Line up to a nominal cap of$5.50.4

Beginning on January 1,2001, in lieu of what would have
been scheduled annual increases in the cap on the primary
residential line and single line business Presubscribed
Interexchange Carrier Charge of $0.50, plus inflation,
increase the nominal cap on primary residential and
single line business Subscriber Line Charges according to
the following schedule:

On January 1, 2001, to $6.25;

On July 1,2002, to $6.75;

On July 1, 2003, to $7.00 per line.

2.1.2.2.2. Zone Deaveraged Subscriber Line Charge.

2.1.2.2.2.1. Maximum Charge. The maximum zone
deaveraged SLC that may be charged in any
zone is the lesser of the highest Zone
Average Revenue Per Line within the study
area, or a nominal cap, which as of
January 1,2000 is $5.50 per line per month.
Beginning on January 1,2001, increase the
nominal cap on primary residential and
single line business Subscriber Line Charges
according to the following schedule:

On January 1, 2001, to $6.25;

On July 1, 2002, to $6.75;

On July 1, 2003, to $7.00 per line.

2.1.2.2.2.2. Minimum Charge. See paragraph 2.1.5.6.2.

2.1.2.3. Lifeline. Increase minimum federal Lifeline support effective
January 1,2000, and coincident with changes in nominal SLC caps
thereafter, so that all of the Subscriber Line Charge continues to be
waived for Lifeline customers, with carriers reimbursed from the
Universal Service Fund. In subsequent years, increase minimum
federal Lifeline support in the same amount as increases in the
primary residential Subscriber Line Charge.

S5.50 is equivalent to the current primary residential SLC, PICC-related account fees charged to the vast
majority of presubscribed residential long distance subscribers, and the 50 cent increase in the PICC cap
for primary residential and single line business subscribers scheduled to go into effect on July 1,2000.
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2.1.3. Non-Primary Residential Lines.

2.1.3.1. Presnbscribed Interexchange Carrier Charges. Beginning on
January 1,2000, eliminate the PICC for Non-Primary Residential
lines.

2.1.3.2. Snbscriber Line Charges.

2.1.3.2.1. Averaged Subscriber Line Charges. Beginning on
January 1,2000, the maximum averaged Subscriber Line
Charge for non-primary residential lines in a given entity
will be the lesser of:

(a) $7.00 or

(b) the greater of:

(1) the rate as of December 31, 1999 less
amounts of SLC reduction pursuant to
paragraph 2.1.6, or

(2) Average Price Cap CMT Revenue Per Line.

2.1.3.2.2. Zone Deaveraged Subscriber Line Charge.

2.1.3.2.2.1. Maximum Charge. The maximum Zone
Deaveraged Non-Primary Residential Subscriber
Line Charge will be the lesser of$7.00 per line per
month or the highest Zone Average Revenue Per
Line for any zone in the study area.

2.1.3.2.2.2. Minimum Charge. See paragraph 2.1.5.6.2.

2.1.3.2.3. Elimination of Distinction between Primary and Non
Primary Residential Lines. Once the charges for
primary and non-primary residential lines are equal
within a zone or study area, the ILEC may eliminate the
distinction between primary and non-primary lines within
that zone or study area.

2.1.4. Multiline Business Lines.

2.1.4.1. Presubscribed Interexchange Carrier Charges.
Beginning on January 1, 2000, the cap on the Multiline Business
PICC is reduced to $4.00 per line. Multiline Business PICCs remain
assessed to the interexchange carrier. This charge will be eliminated
over time in most areas pursuant to paragraph 2.1.6.

2.1.4.2. Subscriber Line Charges.

2.1.4.2.1. Averaged Subscriber Line Charges. Beginning on
January 1,2000, and in the absence of voluntary
reductions, the averaged Subscriber Line Charge for
multiline business lines in a given entity that has not
deaveraged SLCs will be the lesser of:

6



(a) $9.20 or

(b) the greater of:

(1) the rate as of December 31,1999, less amounts of
SLC reductions pursuant to paragraph 2.1.6 or

(2) Average Price Cap CMT Per Line.

Except when the incumbent LEC reduces the rate through
voluntary reductions, the averaged multiline business
SLC initially will be frozen until the entity's multiline
business PICC and CCL are eliminated.

2.1.4.2.2. Zone Deaveraged Subscriber Line Charge.

2.1.4.2.2.1. Maximum Charge. The maximum Zone
Deaveraged Multiline Business Subscriber
Line Charge will be the lesser of $9.20 per
line per month or the highest Zone Average
Revenue Per Line for any zone in the study
area.

2.1.4.2.2.2. Minimum Charge. See paragraph
2.1.5.6.2.

2.1.5. Limitations on Deaveraging of Subscriber Line Charges. Except as
otherwise noted, these limitations apply both to deaveraging pursuant to
2.1.6(4) and to deaveraging through voluntary reductions.

2.1.5.1. All Geographic Deaveraging According to UNE zones. All
geographic deaveraging of SLCs by customer class must be done
according to UNE zones. If a state has not created geographically
deaveraged UNE rates for loops, the incumbent LEC may not
deaverage its SLCs in that state.'

2.1.5.2. No More Than 4 Zones for Interstate Pricing and Interstate
Universal Service Purposes Without FCC Approval. Solely for
the purposes of determining interstate subscriber line charges and the
interstate universal service funding described in Section 2.2, an
ILEC may not have more than four geographic SLCIUSF zones
absent a review by the FCC. Where an ILEC has more than four
state-created UNE zones and the FCC has not approved use of
additional zones, the ILEC will determine, at its discretion, which
state-created UNE zones to consolidate so that it has no more than
four zones for the purpose of determining interstate subscriber line
charges and interstate universal service funding.

As stated in paragraph 5, nothing in this proposal supercedes, prejudices or otherwise implies a result of the
UNE Remand proceeding.
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2.1.5.3. Relationship Between Multiline Business, Non-Primary
Residential And Primary Residential And Single Line Business
SLCs Withiu A UNE Zone. Within a given UNE zone, the
multiline business SLC may not be lower than the SLC for non
primary residential lines, and the non-primary residential line SLC
may not be lower than the primary residential and single line
business SLC.

2.1.5.4. Relationship Between SLCs for the Same Customer Class in
Different UNE Zones in a Study Area. For any given customer
class (i.e. Primary Residential and Single Line Business, Non
Primary Residential, or Multiline Business) and any given zone, the
Zone Deaveraged SLC in that zone must be greater than or equal to
the Zone Deaveraged SLC in the zone with the next lower Zone
Average Revenue Per Line. (That is, Zone 4 SLCs must be greater
than or equal to Zone 3 SLCs, which must be greater than or equal to
Zone 2 SLCs, which must be greater than or equal to Zone I SLCs,
where Zone I is the zone with the lowest Zone Average Revenue Per
Line, and Zone 4 (if there is one) is the zone with the highest Zone
Average Revenue Per Line).

2.1.5.5. Revenues From all Zones Cannot Exceed Revenues from
Averaged SLCs. The parties have discussed two alternate ways of
implementing a restriction that precludes incumbent LEC from
increasing permitted Price Cap CMT revenues through deaveraging.
The parties will present their respective views to the FCC as to the
appropriateness of each alternative.

Alternative 1 - Filing Entity

The sum of revenues per month that would be generated from all
deaveraged SLCs in all SLC deaveraging zones within a filing entity
plus revenues per month from all SLC, multiline business PICC and
CCL charges from study areas within that filing entity that have not
geographically deaveraged SLCs plus the sum of all Study Area
Access Universal Service Support in all study areas within the filing
entity, divided by the number of lines cannot exceed Average Price
Cap CMT Revenue Per Line for the filing entity.

Alternative 2 - Study Area and Filing Entity

The sum of all revenues per month that would be generated from all
deaveraged SLCs in all zones within a study area plus Study Area
Access Universal Service Support for that study area divided by the
number oflines in that study area cannot exceed Average Price Cap
CMT Revenue Per Line for that study area. In addition, the sum of
revenues per month that would be generated from all deaveraged
SLCs in all SLC deaveraging zones within a filing entity plus
revenues per month from all SLC, multiline business PICC and CCL
charges from study areas within that filing entity that have not
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geographically deaveraged SLCs plus the sum of all Study Area
Access Universal Service Support in all study areas within the filing
entity, divided by the number of lines carmot exceed Average Price
Cap CMT Revenue Per Line for the filing entity.

2.1.5.6. Limitations Applicable Only To Zone SLC Deaveraging
Pursuant To Paragraph 2.1.6, or Through Increases in Other
Zone Deaveraged SLCs.

2.1.5.6.1. Elimination of PICC and CCL Prior to SLC
Deaveraging. Except where an incumbent LEC
deaverages through voluntary reductions, before an
incumbent LEC may begin geographically deaveraging
its SLC rates, its Originating and Terminating CCL and
Multiline Business PICC rates must equal $0.00.
Deaveraging through voluntary reductions may be
undertaken without regard to the levels of the CCL or
Multiline Business PlCCs.

2.1.5.6.2. Minimum Charge. Except where the incumbent LEC
chooses to lower the deaveraged SLC through voluntary
reductions, the minimum Zone Deaveraged Subscriber
Line Charge in any zone in a study area is at least the
lowest Zone Average Revenue Per Line for any zone in
that study area. The parties do not agree as to whether the
Minimum Charge should also be adjusted to reflect a
portion of those Study Area Above Cap Revenues not
offset by Study Area Universal Service Support, and the
parties will advocate their respective positions to the
Commission. The parties do not agree as to whether
limits on deaveraging through voluntary reductions are
necessary, and will advocate their respective positions to
the Commission.

2.1.5.6.3. Voluntary Reduction. A "Voluntary Reduction" is one
in which the incumbent LEC reduces prices other than
through offset of net increase in subscriber line charge
revenues or universal service revenues pursuant to
paragraph 2.1.6, or through increases in other zone
deaveraged Subscriber Line Charges.

2.1.6. Phased Elimination of Carrier Common Line and Multiline Business
Presubscribed Interexchange Carrier Charges, and SLC Deaveraging.
Each year, the net increase in maximum permitted Subscriber Line Charge
revenues (calculated by summing across all line classes in a study area the
products of the maximum permitted Averaged Subscriber Line Charge for
each class times the number of lines in each class times 12, and subtracting the
sum across all line classes in a study area the products of the maximum
permitted Averaged Subscriber Line Charge during the base period for each
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class times the number of lines in each class times 12) from changes specified
in paragraph 2, and any universal service revenues received pursuant to
paragraph 2.2, will be offset by reducing charges as follows, in order of
priority:

(l) Terminating CCL Charges until the Terminating CCL rate is $0.00; then

(2) Originating CCL Charges until the Originating CCL rate is $0.00; then

(3) Multiline Business PICC until the Multiline Business PICC rate is $0.00;
then

(4) Subscriber Line Charges, which may be deaveraged pursuant to paragraph
2.1.5, above.

(Note: This is the existing order of offsets, once the residential (primary and
non-primary) and single line business PICCs are stricken.)

2.2. New Universal Service for Areas Served by Price Cap Incumbent LECs.

2.2.1 Implicit Support in Interstate Access Charges by Price Cap LECs. The
total amount of universal service funding that is targeted to offset implicit
support in interstate access charge rates ("Access USF") for areas served by
price cap incumbent LECs is $650 million per year.' This size for Access
USF assumes a final nominal residential and single line business SLC cap of
$7.00, and a final nominal multiline business SLC cap of$9.20 for multiline
businesses. Changes in the level of these caps would change the appropriate
level of universal service funding. It also assumes that all price cap LECs are
included. It also assumes that the new program will cover the areas currently
served by all price cap LECs, except those offered for sale before January 1,
2000, and sold to a non-price cap company. If any such area does not
participate in the program, either because the price cap LEC does not
participate, or because the area is offered for sale after January 1, 2000, and
sold to a non-price cap company, then the funding estimated for that area
pursuant to paragraph 2.2.3.1.1 will not be collected or distributed as part of
this plan for price cap LECs.

2.2.2. Minimum Access USFStudyArea' For each study area, the minimum amount of
Access USF support that study area would receive is calculated as follows:

New federal universal service support to replace implicit support in interstate access charges by price cap
LECs does not include support calculated under FCC Rules 54.301 (DEM Weighting), 54.303 (Long Term
Support), or 36.601 et seq. (Part 36 Universal Service Fund), or support expressly designated by the FCC
to offset costs allocated to the intrastate jurisdiction.
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2.2.3.

MinimumAccessUSFSrndYA", =PriceCapCMTRevenUeSrndyA",-

(
($7.00 x Residential & SingleLineBusinessLinessrndYA"" x 12)+J
($9.20 x MultilineBusinessLinesSrndyA'" x 12)

Where:

PriceCapCMTRevenUeSrndyA,e, =PriceCapCMTRevenUeFiliagE",ty x

(
BFPsrndyAn, )

BFPFilingEntity

Calculation of Access USF Per Line

2.2.3.1. Terms.

2.2.3.1.1. Zone Above SLC Cap Revenues. For each zone, the
above cap revenues for that zone are calculated according
to the following formula:

ZoneAboveSLCCapRevenues =
((ZoneAverageRevenuePerLine - $7.00) x
Residential&SingleLineBusinessLinessrndYA,,, x 12) +
((ZoneAverageRevenuePerLine - $9.20) x
MultilineBusinessLinessrndYA", x 12)

The zones used for determining universal service will be
the same zones that would be used for any SLC
deaveraging, as described in paragraph 2.1.5.2. Where an
ILEC has consolidated zones pursuant to paragraph
2.1.5.2, the consolidated zone is used for determining
universal service.

(a) For the purposes of distributing Access USF, Zone
Average Revenue Per Line should be calculated
pursuant to paragraph 2.1.1.3, except that Loop&Port
PriceUNEZaae could either be (I) the cost projected by
an FCC-approved cost model, or (2) the rates for
unbundled UNE loops and switch ports in that UNE
zone. Parties differ as to the relative merits of using
proxy cost model outputs or state-established UNE
rates for this calculation, and will present their
respective views.

(b) In states that have not established UNE zones, support
will be determined on a study area basis, as described
in paragraph 2.2.3.3. For purposes of calculating
Access USF support for study areas in states that have
not established UNE zones, an interim estimate of
Zone Above SLC Cap Revenues will be calculated by
using the FCC Proxy Cost Model or other substitute
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method if no model is available. In order to develop
this estimate, zones will be established by assigning
the lowest cost one third oflines to Zone 1, the
highest cost one third oflines to Zone 3 and the
remaining lines to Zone 2.

2.2.3.1.2. Study Area Above Cap Revenues. For each study area,
Study Area Above Cap Revenues is calculated by
summing the Zone Above SLC Cap Revenues for all
zones in the study area.

2.2.3.1.3. Nationwide Total Above Cap Revenues. Nationwide
Total Above Cap Revenues is the sum of all Study Area
Above Cap Revenues nationwide for all price cap
incumbent LEC study areas.

2.2.3.2. Study Area Access USF Support. Each study area's Access USF
support is calculated according to the following steps:

Step I: Calculate Preliminary Access USF Support

Preliminary Access USF Support is calculated according to the
following formula:

UniversalS erviceSupp ort =

(
$650million )SumO/Above CapRevenue s x

TotalNatio nwideAbove CapRevenue s

Step 2: Calculate the Minimum Support Requirement.

If the Minimum Access USFStudYM,,' exceeds the Preliminary Study
Area Universal Service Support ("PSAUSS") then the Minimum
Support Requirement for that study area is calculated using the
following process:

A. For each study area, calculate the Study Area Minimum Delta.
Study Area Minimum Delta = Minimum Access USF Study M" 
Preliminary Study Area Universal Service Support.

B. Nationwide, calculate the Total National Minimum Delta,
which equals the sum of all Study Area Minimum Deltas.

C. (1) If the Total National Minimum Delta is less than or equal to
$75 million then the Minimum Adjustment Amount is:

Minimum Adjustment Amount = Phase In Percentage x
Minimum Delta.

See paragraph 2.2.2.
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(2) If the Total National Minimum Delta is greater than $75
million, then the Minimum Adjustment Amount is:

M" Ad ( $75million )Immum 'fustment = (PhaseInPercentage) x (MinimumDelta) x
Amount TotalNationalMinimumDelta

The Phase In Percentage is:

50% on
75% on
100% on

January 1, 2000
January 1,2001
July 1,2002

For those study areas with a Minimum Adjustment Amount, the
Minimum Support Requirement is:

Minimum Support Requirement = Preliminary Study Area Universal Service Support +
Minimum Adjustment Amount.

Step 3: Determine the Study Area Universal Service Support.

For study areas with a Minimum Support Requirement, Study Area
Universal Service Support equals Minimum Support Requirement.

For study areas with no Minimum Support Requirements:

(I) Determine the Total National Minimum Support Requirement
(TNMSR), which equals the sum of all Minimum Support
Requirements.

(2) Study Area Universal Service Support is determined as follows:

Study Area Universal Service Support =

[
$650million - TNMSR )

PSAUSS x
NationwideSumofPSAUSSforStudyAreaswhereMSRis$O

The above calculations ensure that the Total Interstate Implicit
Support Fund does not exceed $650 million while the Study Area
Minimum Support Requirements are phased in as the Primary
Residential and Single Line Business Subscriber Line Charge
increases to $7.00.

2.2.3.3. No Access USF Above The Minimum Support Requirement For
A Study Area That Has No Zone Deaveraged Prices For UNE
Loops. Notwithstanding the calculations in paragraph 2.2.3.2, in
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any study area for which the incumbent LEC has not established
zone deaveraged UNE loop prices approved by the state, the
incumbent LEC will receive no Access USF Support unless the
study area has a Minimum Support Requirement, in which case the
Study Area Universal Service Support shall equal the Minimum
Support Requirement. If an incumbent LEC establishes deaveraged
UNE loop prices after January 1,2000, then beginning with the
subsequent quarter after it implements deaveraged UNE loop rates,
that entity will receive the amount of Access USF support previously
calculated pursuant to paragraph 2.2.3.2 using the methodology
described in paragraph 2.2.3.1.1(b). When Access USF support is
subsequently recalculated to redistribute Access USF among Price
Cap ILEC service territories, support for that entity will be
calculated pursuant to paragraph 2.2.3.1.1.(a).'

2.2.4. Determination of Portable Access USF Support Per Line. Portable Access
USF Support Per Line is the amount of new interstate universal service
funding to replace implicit support in interstate access that an eligible
telecommunications carrier receives for serving a customer. This support is
portable between eligible telecommunications carriers as customers change
service providers.

2.2.4.1. Portable Access USF Support Per Line When Deaveraged UNE
Loop Rates Have Not Been Estahlished. When Deaveraged UNE
Loop Rates have not been established in a study area, the Portable
Access USF Support Per Line for that study area is Study Area
Universal Service Support divided by total lines in the study area.

2.2.4.2. Portable Access USF Support Per Line When Deaveraged UNE
Loop Rates Have Been Established.

The parties have discussed two alternate ways to allocate universal
service support to zones and line-types within those zones. The
parties will present their respective views to the FCC as to the
appropriateness of each alternative means of allocating universal
service support to lines within a study area.

Alternative 1

Proportionate Allocation. Within each study area, determine the
percentage proportion of Study Area Universal Service Support to
Study Area Above Cap Revenues. Within each zone and customer
class (i.e. residential/single line business and multiline business for
each zone), total universal service support for that zone and customer
class is that same proportion of the Above Cap Revenues for that
zone and customer class. That is:

A, stated in paragraph 5, nothing in this proposal supercedes, prejudices or otherwise implies a result of the
UNE Remand proceeding.
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UniversalServiceCustomerClassBylone =

(
StudyArea UniversalServiceSupport )

AboveCapRevenuesCustomerClassbylone x
StudyAreaAboveCapRevenues

Portable Universal Service Support Per Line in any given zone and
customer class is Universal ServiceC"'tom'<Cl"',",yZon, divided by the total
number oflines of the customer class within that zone.

Alternative 2

Highest Cost Zone First. The funding in each study area will be
made portable for lines in the highest cost zone first, and will
"cascade" to lines in lower cost zones to the extent that sufficient
funding is available. Beginning with the zone with the highest Zone
Average Revenue Per Line, funding will be applied in the fol1owing
order of priority:

(1) To al1lines in the highest zone, to eliminate the amount per
line by which Zone Average Revenue Per Line exceeds the higher of
$9.20 or the Average Revenue Per Line in the next highest zone;

(2) If the Zone Average Revenue Per Line in the next highest
zone is greater than $9.20, then to all lines in both zones to eliminate
the amount per line by which Zone Average Revenue per Line
exceeds $9.20;

(3) To al1 residential and single line business lines in the
highest zone, to eliminate the amount per line that Zone Average
Revenue Per Line for these lines exceeds the higher of$7.00 or
Average Revenue Per Line in the next highest zone;

(4) If the Zone Average Revenue per Line in the next highest
zone is greater than $7.00, then to al1 residential and single line
business lines in both zones to eliminate the amount per line by
which Zone Average Revenue Per Line exceeds $7.00.

This "cascade" process wil1 continue until al1 of the available
funding has been assigned to lines by zone and by customer class; it
may extend in similar fashion to additional zones, to the extent that
their Zone Average Revenue per Line exceeds the $9.20 and $7.00
caps, and available funding permits. The per-line amount assigned
to each multiline business line in a given zone would then be
portable among eligible telecommunications carriers, as would the
per-line amount assigned to each residence line and each single line
business line in that zone.
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2.2.5. Commencement of New Access USF Support. Universal service distributed
pursuant to this section will begin once administrative mechanisms have been
established to transfer support among eligible telecommunications carriers in
the shortest interval possible given reasonable operational considerations. The
parties agree that a three-month lag may be reasonable, provided that an
ILEC's entitlement to receive Access USF for service to that customer stops
when service stops, and that there are true-ups.

2.2.6. Recalculation of Access USF Amounts. Access USF support for each ILEC
service territory will be recalculated on July I, 2000, and January 1, 2001, and
thereafter as determined by the USF Administrator.

3. Reducing Traffic Sensitive Interstate Access Rates.

3.1. Target Traffic Sensitive Interstate Access Charge Rate.

3.1.1. Bell Companies and GTE. For Bell Companies and GTE, the Target Rate
for traffic sensitive interstate access charges (defined as the average revenue
per switched access minute for the sum of Local Switching (less amounts
transferred to CMT), Local Switching Trunk Ports, Signaling Transfer Point
Port Termination, switched Direct Trunk Transport, signaling for switched
Direct Trunk Transport, entrance facilities for switched access traffic, Tandem
Switched Transport, the residual and service-related Transport Interconnection
Charges, Information Surcharge, and Signaling for Tandem Switching) is
calculated by tariff filing entity and is $0.0055 per minute for each tariff filing
entity. For Bell Atlantic, the former NYNEX telephone companies may be
treated as a separate tariff filing entity.

3.1.2. All Other Price Cap ILECs. For all other price cap ILECs, the Target Rate
for traffic sensitive interstate access charges (defined as the average revenue
per switched access minute for the sum of Local Switching, Local Switching
Trunk Ports, Signaling Transfer Point Port Termination, switched Direct
Trunk Transport, signaling for switched Direct Trunk Transport, entrance
facilities for switched access traffic, Tandem Switched Transport, the residual
and service-related Transport Interconnection Charges, Information
Surcharge, and Signaling for Tandem Switching) is calculated by tariff filing
entity and is $0.0065 per minute.

3.2. Local Switching Restructuring. In any study area in which, on December 31,1999,
the average traffic sensitive access charge is greater than the Target Rate, 25% of Local
Switching revenues (calculated using base period demand) will be moved to the CMT
Basket, except that less than 25% of Local Switching revenues will be moved to the
eMT Basket if moving 25% would reduce the average traffic sensitive access charge
below the Target Rate. Ifmoving 25% of Local Switching would reduce average traffic
sensitive access charges below the Target rate, then the amount of Local Switching
moved to the CMT Basket is the amount necessary to reach the Target Rate.

3.3. Interstate X-Factor Levels and Targeting of X-Factor Reductions Effective
January 1. 2000. The basic regime set up under this section is that all the price cap
reductions flowing from an X-factor of 6.5% are initially targeted to reduce traffic
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sensitive charges until those charges reach the Target Rate ($0.0055 per minute by tariff
filing entity for Bell Companies and GTE, and $0.0065 per minute by tariff filing entity
for other price cap ILECs). When the filing entity's average traffic sensitive switched
interstate access charge reaches the Target Rate, then the X-factor becomes equal to
GDP-PI. All X-factor targeting is done at the tariff filing entity level, not at a holding
company level. Beginning July I, 2001 (i.e. after one full year's X-factor reduction), an
ILEC may choose not to target X-factor reductions from special access to reduce
switched access rates.

3.3.1 The interstate X-factor will be 6.5% until a Tariff Entity's average traffic
sensitive access charge equals the Tariff Entity's Target Rate. The average
traffic sensitive charge will be calculated by taking the sum of revenues for
Local Switching, Local Switching Trunk Ports, Signaling Transfer Point Port
Termination, switched Direct Trunk Transport, signaling for switched Direct
Trunk Transport, entrance facilities for switched access traffic, Tandem
Switched Transport, the residual and service-related Transport Interconnection
Charges, Information Surcharge, and Signaling for Tandem Switching, and
dividing that sum of revenues by total switched access minutes of use. If a
new element is created from an existing switched access rate element (such as
creating a call set-up charge out of the existing local switching rate) the
revenues anticipated from that element will be included in the calculation of
the average traffic sensitive access charge. The X-factor of 6.5% will be
applied only to the extent necessary to reduce the Tariff Entity's average
traffic sensitive access charges to the Target Rate. Once the Tariff Entity's
average traffic sensitive access charges reach the Target Rate, the X-factor
will be GDP-PI.

3.3.2 Until a Tariff Entity's average traffic sensitive interstate access charge equals
the Target Rate, the aggregate reductions within a given tariff filing entity
from application of the X-factor adjustment in the price cap formula across all
of that entity's interstate price cap baskets (less special access reductions, if
any, the ILEC chooses to apply beginning July 1,2001 to reduce special
access rates, up to the amount of reductions special access would get through
an untargeted application of the X-factor adjustment) will be targeted to
reduce the following rates for that tariff filing entity, in order of priority:

(I) To the residual per minute Transport Interconnection Charge, until that
rate is $0.00; then

(2) To the Information Surcharge, until that rate is $0.00; then

(3) To the Local Switching charge and Switched Transport charges until the
Tariff Entity's average traffic sensitive interstate access charge equals the
Target Rate. In making these reductions to Local Switching rates, the
percentage of total X-factor reductions directed to Local Switching rates
must be greater than or equal to the percentage that local switching
revenues represent of the sum of revenues for Local Switching, Local
Switching Trunk Ports, Signaling Transfer Point Port Termination,
switched Direct Trunk Transport, signaling for switched Direct Trunk

17



Transport, entrance facilities for switched access traffic, Tandem Switched
Transport, and Signaling for Tandem Switching (i.e., Local Switching gets
at least its proportionate share of reductions).

Once the Tariff Entity's average traffic sensitive interstate access charge
equals the Target Rate, no further reductions will be mandated (i.e. if applying
the full X-factor reduction for a given year would reduce average traffic
sensitive interstate access charges below the Target Rate, the amount of X
factor reduction applied that year will be the amount necessary to reach the
Target Rate).

In calculating aggregate X-factor reductions, the Price Cap formula should be
applied against the entire common line basket, without removing amounts
received through the new interstate universal service support pursuant to
paragraph 2.2.

3.3.3. CMT Adjustments After Reaching Target Rate. Once the CCL and PICC
are eliminated and the primary residential and single line business SLC
reaches the Average Price Cap CMT Revenues Per Line, the X-factor for the
CMT Basket will equal GOP-PI as long as GOP-PI is less than or equal to 6.5
percent and greater than °percent. If GOP-PI is greater than 6.5% and an
entity has eliminated its CCL and multiline business PICC charges, the X
factor for common line will equal 6.5%, and all SLC rates and nominal caps
on SLC rates will be increased by the difference between GOP-PI and the X
factor. If GOP-PI is less than 0, the X-factor for common line will be 0.

3.3.4. Exogenous Adjustments. After January 1, 2000, exogenous adjustments will
be applied only to services other than those constituting traffic sensitive
interstate access charges.

3.3.5. Annual Filings After Reaching Target Rate. With each annual filing, the
Average Traffic Sensitive Rate will be recalculated and set at the new base
period level. Due to changes in base period demand and inclusion ofnew
services for that Annual Tariff filing, the absolute level of a Tariff Entity's
Average Traffic Sensitive Charge may change. The resulting new Average
Traffic Sensitive Charge level will be what that Tariff Entity will measured
against during that base period.

4. Other Changes to Interstate Access Charge Rate Levels.

4.1. Changes to the Interstate X-factor. No company will advocate changes to the
interstate X-factor other than as outlined in paragraph 3.

4.2. Prospective Interstate Adjustments. The companies agree that Paragraphs 2-3 are a
just, reasonable and fair means of moving usage sensitive interstate access rates to a
point achieved by the above mechanisms. Therefore, other adjustments, such as
changes in the interstate X-factor, changes in interstate access rates for price cap ILECs
hased on results ofpresent or future Continuing Property Records audits, changes in
interstate access rates for price cap ILECs based on changes in the Prescribed Rate of
Return, and changes in the rate structure for Common Line, Traffic Sensitive (Local
Switching, Local Switching Trunk Ports, Signaling Transfer Point Port Termination,
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switched Direct Trunk Transport, signaling for switched Direct Trunk Transport,
entrance facilities for switched access traffic, Tandem Switched Transport, the residual
and service-related Transport Interconnection Charges, Information Surcharge, and
Signaling for Tandem Switching) and Other (all other interstate access charges not
included in Common Line or Traffic Sensitive, as defined here) charges by price cap
ILECs, are unnecessary.

4.3. Retrospective Interstate Adjustments. The companies also agree not to initiate legal
or regulatory action to adjust price cap determined rates for interstate access charges
billed for access minutes prior to January 1, 2000, although a payee would not be
precluded from accepting any refund the FCC ordered to be made and a payor will not
object to or resist such a refund on the basis of this paragraph.

4.4. Lower Formula Adjustments. The Lower Formula Adjustment to interstate access
rates is eliminated until January 1,2005.

4.5. Term of Agreements. These agreements in paragraph 4 will run until January 1,2005.

5. Pricing Flexibility/Non-Dominant Classificatiou/Price Cap Forbearance With Respect
To Specific ServiceslUNE Remand. Except as specifically addressed, the companies are
not agreeing as to current or future proposals for pricing flexibility, non-dominant
classification of specific services, or price cap forbearance with respect to specific services.
The companies agree that the Commission should establish guidelines no later than October
1, 1999, for granting appropriate incumbent LEC pricing flexibility for interstate access
services. Nothing in this proposal supercedes, prejudices or otherwise implies a result ofthe
UNE Remand proceeding. Parties will continue to argue for their respective positions in
these other proceedings.

6. Long Distance Rates and SLC Changes. This interstate access and universal service plan
is in the public interest because the interstate access reductions the plan produces will result
in lower long distance bills while the SLC and universal service revenues the plan produces
will help to protect and enhance universal service and the local exchange infrastructure. The
IXC signatories commit to meet with the FCC to review the effects of the interstate access
reductions under the plan on long distance customers, and the incumbent LEC signatories
commit to meet with the FCC to review effects of the SLC increases and SLC deaveraging
under the pIan on local customers.

7. Non-Signatory Price Cap LECs. The signatories agree that this proposal, without
modification, is a fair and reasonable compromise plan to resolve issues relating to access
and universal service for price cap LECs. Accordingly, signatories agree on behalf of
themselves and their current affiliates as of August 1, 1999 to participate in the proposal if it
is approved by the FCC.

The signatories agree that non-signatory price cap LECs are not bound by the terms of this
plan and that the access rules that will apply solely to non-signatory price cap LECs will be
determined by the FCC. All companies, whether signatories or not, would remain free to
advocate for whatever changes, if any, are appropriate to the current price cap rules that
would apply only to non-signatory price cap LECs.
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At their option, price cap LECs that are non-signatories to the proposal at the time of its
submission may chose to become signatories to the proposal prior to its implementation
following an FCC Order. Additionally, if a non-signatory price cap LEC experiences a
change of control during the first six months ofthe year 2000, that LEC may become a
signatory to the proposal before the July I, 2000 annual filing becomes effective, provided
that such a LEC incorporates all provisions of the proposal scheduled to be implemented
during the first six months of 2000 no later than the July 1, 2000 annual filing effective date.
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