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SUMMARY

In these reply comments, The United States Telecom Association, the

Organization for the Promotion and Advancement of Small Telecommunications

Companies, and the National Rural Telecom Association (collectively the Associations)

continue to support the Rural Task Force Recommendation and advocate that the Joint

Board move the Recommendation forward to the Commission without change. Since the

Associations believe that the Rural Task Force Recommendation is complementary to the

principles contained in the Petition for Rulemaking of the LEC Multi-Association Group

(the MAG Plan), the Rural Task Force Recommendation and the MAG Plan should move

ahead immediately in tandem.

Several issues raised in other parties' comments warrant further comment. First,

certain parties question the finding that the synthesis model should not be used to size the

universal service fund for rural carriers. The Associations believe that the Rural Task

Force has adequately substantiated its determination and that this finding should be

affirmed.

Second, arguments that the five year period for continuing the current support

system for rural carriers is too long are without merit. Both the Joint Board and the

Commission have long recognized the differences between rural and non-rural carriers as

a justification for separate evaluation and treatment. On the other hand, as substantiated

by the Virgin Islands Public Service Commission and the Virgin Islands Telephone

Corporation, insular areas are properly included in the definition of rural carriers for

universal service support.



Third, several parties raised concerns that the Recommendation did not ensure that

funding levels will be only as sufficient as necessary to support qualified services. The

Rural Task Force fully addressed the fact that smaller calling scopes of many rural

carriers results in increased toll calls. Even with the re-based cap on the fund, as proposed

by the Rural Task Force, support would remain below carriers' costs.

Finally, two issues were raised that are clearly beyond the scope of the Rural Task

Force and the Joint Board and therefore should not be further considered in this context.

One is the argument that the Commission should address its prior-year assessment

methodology for USF contributions before it considers increasing the size of the fund for

rural carriers. This issue is being considered separately by the Commission. The other

involves an attempt to include intrastate revenues in assessing federal USF support. Not

only was this issue not referred to the Joint Board, addressing this issue would further

delay the resolution of universal service reform for rural carriers, because additional

statutory authority may be required.
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The United States Telecom Association (USTA), the Organization for the

Promotion and Advancement of Small Telecommunications Companies (OPASTCO),

and the National Rural Telecom Association (NRTA) (collectively the Associations)

hereby submit their reply comments to the comments filed regarding the Rural Task

Force Recommendation to the Federal-State Joint Board on Universal Service (Rural

Task Force Recommendation).!

In their comments, the Associations observed that the Rural Task Force adopted a

set of recommendations that constitute reasonable approaches to the universal service

needs of rural carriers and the areas they serve, and advocated that the Joint Board move

the Rural Task Force Recommendation forward to the Commission without change.

Since the Associations believe that the Rural Task Force Recommendation is

complementary to the principles contained in the Petition for Rulemaking of the LEC

1
FCC-00J-3, released Sept. 29, 2000. Comments and reply comments were solicited by Public

Notice, 65 Fed. Reg. 61330 (2000).



Multi-Association Group (the MAG Plan),2 the Associations advocated that the Rural

Task Force Recommendation and the MAG Plan move ahead immediately in tandem.

A number of issues raised in other parties' comments warrant further comment.

Each of those issues is addressed below:

I. The Rural Task Force Determination that a Synthesis Model to Size the
Universal Service Fund for Rural Carriers is Inappropriate Should be
Upheld

Several parties questioned the firm conclusion of the Rural Task Force

Recommendation that a forward-looking cost model should not be used to size the

universal service fund for rural carriers. WorldCom contended that the Rural Task Force

has not provided a basis for the Commission to reconsider its "selection" of a forward-

looking cost approach for rural carriers? WorldCom claimed that the criticisms of the

model for rural carriers focus on inputs rather than structure.4 Despite these criticisms,

WorldCom did not object to the use of embedded cost mechanisms for a transition

period of five years or less.5 Sprint expressed disappointment that the Rural Task Force

selected an embedded cost methodology, but acknowledged that it is a "practical way" to

proceed.6 California argued that the Rural Task Force has not explained why the use of a

forward-looking cost model is not appropriate for rural carriers but is appropriate for non-

2 Improved Regulation of Interstate Services of Non-Price Cap Incumbent Local Exchange
Carriers and Interexchange Carriers, RM No._, Petition for Rulemaking ofthe LEe Multi-Association
Group, filed Oct. 20, 2000 (the MAG Plan).

3 WorldCom, Inc. Comments at 2.

4 [d. at 3.

5 [d. at 5.

6 Sprint Corporation Comments at 1-2.
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rural carriers serving rural areas, and therefore has no basis for rejecting the cost mode1.7

California suggested that modifications to the forward-looking cost model for rural

carriers should be considered.8

The Rural Task Force stated that it "gave careful consideration to the model

adopted by the FCC for non-Rural Carriers," as it was directed to do when the Rural Task

Force was established.9 As already noted by the Associations, 10 the Rural Task Force

devoted extensive time and other resources to evaluating the appropriateness of the model

to rural carriers. It conducted a detailed study of 23 sample rural companies and

compared model results with actual company data for 195 additional companies. Its

White Paper 4, A Review of the FCCs Non-Rural Universal Service Fund Method and

the Synthesis Model for Rural Telephone Companies, is the culmination of that process,

which clearly and convincingly demonstrates that "the Synthesis Model was not the

appropriate tool to recommend for developing federal universal service support for Rural

Carriers."!! Specifically, White Paper 4 found that the model results differ significantly

from rural carriers' actual lines, number of route miles, type of plant, wire center area,

Central Office Equipment switching investment, elements of general support investment,

and Network Operations and Corporate Operations expenses.!2 The Rural Task Force's

extensive evaluation and analysis constitute well-reasoned substantiation for the

7 People of the State of California and the California Public Utilities Commission Comments at 2-
3.

8 1d. at 3.

9 Rural Task Force Recommendation at 17, n. 31.

10 The Associations' Comments at 4.

II ld., White Paper 4 at 48.
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conclusion that the forward-looking cost model is not appropriate for determining rural

carriers' costs. Its recommendation should be adopted by the Joint Board,

notwithstanding the reservations expressed in the above comments.

II. Distinct Treatment of Rural Carriers, Including Insular Areas, for Universal
Service Funding is Fully Justified

Maine and Vermont sought elimination of the differences between universal

service support systems for non-rural and rural carriers and urged that the Joint Board

find that the five year period for continuing the current system is too long. 13 They

claimed that the Rural Task Force Recommendation should have focused on rural

customers, rather than rural companies,14 and urged the Joint Board to take steps to align

the separate non-rural and rural support systems. IS Similarly, Alaska urged the

Commission to disaggregate rural carriers into "at least two discrete subgroups" on the

basis that a wide range of differences exist between carriers in that classification. 16

Conversely, both the Virgin Islands Public Service Commission and the Virgin

Islands Telephone Corporation supported the Rural Task Force Recommendation that

recognizes the unique conditions of insular areas that justify their inclusion in the

definition of rural carriers for universal service support. 17 The Virgin Islands

Commission stated that the Rural Task Force properly accounted for "the fact that the

12 [d. at 9-10.

13 Maine Public Utilities Commission, Vermont Department of Public Service, and Vermont
Public Service Board Comments at 2-7 (MaineNermont Comments).

14 !d. at 3.

15 [d. at 7.

16 Regulatory Commission of Alaska Comments at 5-7 (Alaska Comments).

17 Public Service Commission of the United States Virgin Islands Comments at 2-5 (Virgin Islands
Commission Comments); Virgin Islands Telephone Corporation Comments at 3-6 (Vitelco Comments).
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economic and geographic characteristics that distinguish rural and insular areas from

urban areas also contribute to differing universal service needs.,,18 The Virgin Islands

Commission also found that the Rural Task Force Recommendation "provides a

mechanism for universal service to keep pace with those costs [in rural and insular areas]

while allowing for investment in modernization of the telecommunications

infrastructure.,,19 Vitelco provided legal justification that supports Rural Task Force and

Commission recognition that insular areas are "subject to their own set of unique

challenges when it comes to the provision of universal telecommunications service.,,20

The Joint Board, in its November 1996 Recommended Decision on Universal

Service, recognized the significant differences between rural and non-rural carriers.21

Specifically, the Joint Board noted that rural carriers generally serve fewer subscribers,

serve more sparsely populated areas, and do not generally benefit from economies of

scale and scope.22 The Joint Board also recognized "the difficulty in precisely modeling

small, rural carriers' costs.',23 Based upon the Joint Board's Recommended Decision, the

Commission decided to apply the non-rural/rural carrier designation to universal service

reform.24 In implementing this bifurcated approach, the Commission adopted the

18 Virgin Islands Commission Comments at 2-3.

19 [d. at 5.

20 Vitelco comments at 4,5.

21 Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Recommended Decision,
FCC 96J-3, released November 8, 1996 (Recommended Decision).

22 ld. at 1[283.

23 [d. at 1[285.

24 Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Report and Order,
released May 8, 1997 at 1[96 (Report and Order).
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definition of "rural telephone company" in Section 153(37) of the Act.25 Carriers serving

insular areas also fall under the broader term of "rural carriers" as the basis for the non-

rural/rural distinction, consistent with the intent of Congress.26 In so doing, the

Commission recognized that several non-rural carriers serve rural areas, but that

significant differences exist between non-rural and rural carriers which warrant different

universal service treatment.27 The Rural Task Force has documented these differences. 28

The Commission confirmed a year ago that it would continue to employ the statutory

"rural telephone company" definition for purposes of bifurcating its approach to universal

. 29serVIce.

Maine/Vermont and Alaska are attempting to seek reconsideration of these

existing Commission determinations concerning the basis for its non-rural/rural treatment

of universal service reform. Such requests are untimely and otherwise procedurally

deficient, since they are seeking reconsideration of Commission orders in comments on

the Rural Task Force Recommendation to the Joint Board.3D They must be rejected on

this ground alone.

25 47 U.s.c. §153(37).

26 Section 254(b)(3) applies the principle of rate and service comparability with urban areas to
"rural, insular, and high cost areas. "

27 Report and Order at <j[ 291.

28 Rural Task Force Recommendation at 10-14; White Paper 2, The Rural Difference; White Paper
1, Rural Task Force Mission and Focus at 9-15.

29 Federal-State Joint Board on Universal Service; Forward-Looking Support Mechanism for
Non-Rural Carriers, CC Docket Nos. 96-45 and 97-160,14 FCC Red. 20156 at <j[459 (1999).

30
Report and Order at <j[253; Tenth Report and Order, CC Docket Nos. 96-45 and 97-160 (FCC

99-304, released Nov. 2, 1999) at <j[459. Furthermore, the Rural Task Force explained this aspect of its
efforts in White Paper 1, Rural Task Force Mission and Focus at 15-16.
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The Maine/Vermont and Alaska requests must fail on the merits as well. The

Rural Task Force has completed a substantial, comprehensive analysis of the differences

between rural and non-rural carriers which has been supported by the majority of the

comments. These substantive determinations adequately justify the Commission's initial

determination to treat non-rural and rural carriers uniquely for universal service

programs.

The notion that support for loops, switching and transport should be combined

into a single support mechanism ignores the differences in the cost characteristics of

these three plant categories once investment decisions have been made. Even if the

initial choice among these elements involves network design trade-offs, once deployed

each must be able to recover its own costs, particularly for a rural carrier that loses its

rural exemption under section 251(f) and must provide them as unbundled elements. The

incumbent cannot offset high loop costs with lower switching or transport costs, for

example, unless it continues to provide both. Similarly, if a competitor offers one or

more of these elements separately to customers, the support that is portable to that

competitor when it captures a customer from the incumbent cannot rationally include the

support for the functions which the incumbent is still providing.

In addition, the determination that the Rural Task Force Recommendation remain

in place for five years is well-reasoned. Sufficient time--at least five years--is necessary

to promote the regulatory certainty and stability in the industry necessary for investment

decisions and rational business planning, as well as to give participants time to implement

the policies. In addition, a rural access plan, as contained in the MAG Plan, should be

7



implemented and given a chance to function together with the rural universal service

plan.

On the other hand, the Virgin Islands Commission and Vitelco have provided a

comprehensive analysis that fully justifies the Rural Task Force Recommendation that

insular areas, such as the Virgin Islands, should be included in the rural treatment of

universal service support. The Joint Board should affirm the inclusion of insular areas in

the rural universal service plan.

III. Evidence Does Not Support Assertions that Funding Levels May Exceed
What is Required to Attain "Sumciency"

Some commenters criticized the Rural Task Force Recommendation on the basis

that it does not ensure that funding levels will be only as sufficient as necessary to

support qualified services?l Maine/Vermont cited local rates offered by specific carriers,

with the implication that low local rates indicates that support is overly generous.32 Yet

Maine/Vermont does not account for the smaller calling scopes of these carriers' service

areas, and how much in toll charges the customers may need to incur in order to make

calls that are typically local in the more densely populated areas served by larger non-

rural carriers. The Rural Task Force's second white paper provides extensive data

regarding how the limited local calling scopes of rural telephone companies impel their

customers to make more toll calls, resulting in average total (local plus toll) monthly rates

for both rural and non-rural consumers that are strikingly similar. 33 This data

31 MainelVermont Comments at 8-10; New York State Department of Public Service, Connecticut
Department of Public Utility Control, Illinois Commerce Commission, and Maryland Public Service
Commission Comments (New York et al. Comments) at 2-4.

32 MainelVermont Comments at 9.

33 Rural Task Force White Paper 2, The Rural Difference, at 39-43; Rural Task Force
Recommendation at 33.
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demonstrates why the low local rates of -some rural telephone companies cannot be

interpreted as an indication that support is too generous.

In fact, even with the re-based cap on the fund proposed in the Rural Task Force

Recommendation, it should be noted that support would remain below carriers' costS. 34

Specifically, the Rural Task Force Recommendation calls for the cap on the high-cost

loop fund to be re-based as if the cap had not been in effect for the year 2000, resulting in

an increase of $118.5 million.35 Yet NECA has established that shortfalls for this year

alone run to $133 million?6 Thus, the Rural Task Force Recommendation does not allow

support to grow unfettered, as some might imply.37 The Rural Task Force

Recommendation clearly calls for average loop support costs to be frozen at $240.00,

based on recent actual data. 38 The Rural Task Force Recommendation also calls for

accountability, and recognizes the role state commissions, NECA, the Universal Service

Administration Company (USAC) and the Commission play to ensure that support goes

only to qualified services.39

In addition, New York et al. claimed that the Rural Task Force Recommendation

does not ensure that support levels reach "only that amount necessary to enable states to

34 Associations Comments at 6-7.

35 Rural Task Force Recommendation at 24, n. 46.

36 National Exchange Carrier Association (NECA), Federal-State Joint Board on Universal
Service; Promoting Deployment and Subscribership in Unserved and Underserved Areas, Including Tribal
and Insular Areas, CC Docket No. 96-45, Further Notice ofProposed Rulemaking, FCC 99-204, filed Dec.
17,1999at3-4.

37 New York et al. Comments at 2, 4.

38 Rural Task Force Recommendation at 24. Similar to current caps, the re-based cap would be
adjusted for inflation and growth.

39 Id. at 32-33; see also Associations Commentsat 11-12; Wyoming Comments at 4.
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establish rates for 'universal service' in [rural] areas that are 'reasonably comparable' to

those in urban areas.,,40 New York et al. also note that the Commission, in the

proceeding for non-rural carriers, placed an emphasis on the role of federal support "to

enable reasonable comparability of rates among states.,,41 The Rural Task Force was

aware of questions regarding the coordination of federal and state programs and

policies.42 Yet it also recognized that the Commission had previously determined that it

would not make receipt of federal support contingent on the changing or implementation

of programs by states.43 Although it was not required to do so, the Rural Task Force

considered emulating the federal-state relationship established in the proceeding for

universal service support for non-rural carriers.44 However, their detailed examination of

the complex issues involved led them to conclude that such a relationship would prove

too burdensome and risky for states, rural carriers and consumers alike. The Rural Task

Force properly concluded that the differences between rural and non-rural carriers

necessitate a different solution.

Further, the Rural Task Force recognized that the basic premise of federal

universal service support lies in the fact that higher telephone penetration levels

nationwide benefit the entire country. While states fulfill vital roles in promoting high

40 NY et al. Comments, at 3-4 (cite omitted).

41 ld. at 3 (cite omitted).

42 White Paper 1, Rural Task Force Mission and Focus, at 18-19.

43 [d. at 18 (citing Federal-State Joint Board on Universal Service, Seventh Report and Order, CC
Docket No. 96-45, released May 27, 1999 at lJIlJIll, 45. See Texas Office ofPublic Utility Counsel v. FCC,
No. 97060421,1997 WL 556461 (5 th Cir. July 30,1999)).

44 White Paper 3, Alternative Mechanisms for Sizing A Universal Service Fundfor Rural
Telephone Companies at 23-24; White Paper 4, A Review of the FCC's Non-Rural Universal Service Fund
Method and the Synthesis Modelfor Rural Telephone Companies at 4-8,16-19.
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penetration levels, local rates in high-cost areas remain affordable because the costs are

spread nationwide. The primacy of the federal component of universal service is vital to

keep rates affordable for consumers in the highest-cost markets who are typically served

by smaller carriers.

IV. Attempts to Eliminate the USF Prior-Year Assessment Methodology are
Beyond the Scope of this Proceeding

AT&T argued that the Commission should address its prior-year assessment

methodology for USF contributions before it considers increasing the size of the

universal service fund to accommodate rural carrier concems.45 As AT&T recognized,

the Commission is considering this issue separately.46 It is not an issue that the

Commission and the Joint Board designated for consideration by the Rural Task Force.

In fact, this is an access charge issue solely under the Commission's jurisdiction that is

being separately considered in a Commission proceeding.47 Therefore, AT&T's

argument is misplaced and should not be considered by the Joint Board.

V. Attempts to Include Intrastate Revenues in Calculating USF Support are
Beyond the Scope of this Proceeding and Would Further Delay Universal
Service Reform for Rural Carriers

AT&T argued for inclusion of intrastate revenues in assessing USF support,

recognizing that such a policy would require additional statutory authority.48 The whole

issue of the assessment base for USF support was not referred to the Rural Task Force or

45 AT&T Comments at 4-5.

46fd. See Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Further Notice
of Proposed Rulemaking and Order, FCC 00-359, released Oct. 12,2000.

47 Access Charge Reform for Incumbent Local Exchange Carriers Subject to Rate-or-Return
Regulation, CC Docket No. 98-77, Notice ofProposed Rulemaking, FCC 98-101, released June 4, 1998.

48 AT&T Comments at 4.
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the Joint Board. It is beyond the scope of the Rural Task Force and the Joint Board.

Therefore, AT&T's comments on this matter should not be considered by the Joint Board

in considering the Rural Task Force Recommendation. Furthermore, because additional

statutory authority may be required, addressing the issue would further delay the

resolution of universal service reform for rural carriers.

VI. Conclusion

The Associations continue to urge the Joint Board to move the Rural Task Force

Recommendation forward to the Commission as containing reasonable proposals to

address the universal service needs of rural carriers and the areas they serve that the

Commission should consider. The Associations also continue to advocate that the FCC

consider the Rural Task Force Recommendation and the MAG Plan together on an

expedited track, so that final Commission action is taken to allow the Rural Task Force

Recommendation to become effective by January 1,2001 and the MAG Plan by July 1,

2001. In order to achieve this schedule, the Associations urge the Joint Board to move

the Recommendation forward to the Commission without change. This is a procedural
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recommendation. Toward this end, the Associations request that the Joint Board consider

their initial comments and the reply comments contained herein
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