Before the
FEDERAL COMMUNICATIONS COMMISSION
Washington, DC 20554

In the Matter of

Federal-State Joint Board on CC Docket No. 96-45

Universal Service

N N N N

COMMENTS OF WORLDCOM, INC.

WORLDCOM, INC.

Mary L. Brown

Robert Lopardo

Lori Wright

1133 19" Street, N.W.
Washington, D.C. 20036

(202) 736-6468

November 5, 2001



EXECUTIVE SUMMARY

WorldCom supports the efforts of the Universal Service Joint Board to review the
definition of supported services, and, in particular, to address the question of whether
certain advanced services should be added to the list of services receiving universal
service support. The advanced service drawing the most attention in the universal
services context is broadband, a word that is loosely used to refer to services that deliver
T-1 or near T-1 speeds to homes and small businesses, or even small offices of large
businesses, at prices that are substantially reduced from T-1 prices. Used in its generic
context, broadband includes services delivered from telephone companies using DSL
platforms, and from cable companies using cable modem platforms. These services can
also be provided by wireless and satellite technologies. Each version offers high speed,
“always on” Internet access, and in some configurations, voice services as well.

The issue of whether these broadband services should be added to the definition
of supportable services under the federal universal service system is in the first instance,
a question of law, and secondly a question of policy. In WorldCom’s view, the threshold
legal requirement, triggering a decision that a service must be supported, demands that
the service have characteristics that are substantially related to the four “factors” that
Congress outlined in section 254(c)(1): (1) the service is “essential” to education, public
health, or public safety; (2) the service is subscribed to by a “substantial majority of
residential customers;” (3) the service is being deployed in public telecommunications
networks; and (4) the decision to support the service is in the public interest. At the
present time, broadband has an insufficient nexus with these legal requirements. It is not

a service that is “essential” to education, public health or safety, and it is subscribed to by



a small minority of residential customers. In fact, available statistics indicate that, by the
most generous estimate, only 4 to 7 percent of residential subscribers take broadband
service today. While the service is being actually deployed in networks, that factor alone
is not enough to create a legal requirement to support the service under federal universal
service rules. Nor does public policy, and the public interest, favor adding broadband at
this time. This is a service that has been on the market for only a short time, and market
forces are so far driving deployment and availability of the service in a dramatic and
speedy fashion. Indeed, if there is an impediment to broadband, the significant issues are
on the demand-side, not the supply-side.

WorldCom recommends that the Joint Board use this proceeding to catalogue the
programs and initiatives to increase broadband deployment that already exist, as well
other regulatory solutions that may be more efficient than subsidies, such as enforcing the
market-opening provisions of the Telecommunications Act. This Joint Board review
would also contribute greatly to the law and policy of universal service if it could
assemble the substantial questions that exist about how one would “add” broadband
support to the existing federal regime. The task of listing the relevant questions for future

consideration would itself contribute to this important debate.
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I. Introduction.

WorldCom supports the efforts of the Universal Service Joint Board to review the
definition of supported services, and, in particular, to address the question of whether
certain advanced services should be added to the list of services receiving universal
service support.' The advanced service drawing the most attention in the universal
services contnext is broadband, a word that is loosely used to refer to services that deliver
T-1 or near T-1 speeds to homes and small businesses, or even small offices of large
businesses, at prices that are substantially reduced from T-1 prices. Used in its generic
context, broadband includes services delivered from telephone companies using DSL
platforms, and from cable companies using cable modem platforms. These services can
also be provided by wireless and satellite technologies. Each version offers high speed,

. . . . 2
“always on” Internet access, and in some configurations, voice services as well.

! Public Notice, “Federal-State Joint Board on Universal Service Seeks Comment on Review of the
Definition of Universal Service,” CC Docket No. 96-45, August 21, 2001 (August 2001 Public Notice).

2 For the purposes of these comments, WorldCom will consider “advanced services” to refer to broadband
services offered over copper loops, coaxial cable “loops” or hybrid fiber/copper loops at T-1 or near T-1
speeds, and that are designed and sold to the mass market. Therefore, the text will use the terms



The issue of whether these broadband services should be added to the definition
of supportable services under the federal universal service system is in the first instance,
a question of law, and secondly a question of policy. In WorldCom’s view, the threshold
legal requirement, triggering a decision that a service must be supported, demands that
the service have characteristics that are substantially related to the four “factors” that
Congress outlined in section 254(c)(1): (1) the service is “essential” to education, public
health, or public safety; (2) the service is subscribed to by a “substantial majority of
residential customers;” (3) the service is being deployed in public telecommunications
networks; and (4) the decision to support the service is in the public interest. At the
present time, broadband has an insufficient nexus with these legal requirements. It is not
a service that is “essential” to education, public health or safety, and it is subscribed to by
a small minority of residential customers. In fact, available statistics indicate that, by the
most generous estimate, only 4 to 7 percent of residential subscribers take broadband
service today. While the service is being actually deployed in networks, that factor alone
is not enough to create a legal requirement to support the service under federal universal
service rules. Nor does public policy, and the public interest, favor adding broadband at
this time. This is a service that has been on the market for only a short time, and market
forces are so far driving deployment and availability of the service in a dramatic and
speedy fashion. Indeed, if there is an impediment to broadband, the significant issues are
on the demand-side, not the supply-side.

WorldCom recommends that the Joint Board use this proceeding to catalogue the

programs and initiatives to increase broadband deployment that already exist, as well

broadband, advanced services, and high speed services interchangeably. While there are other advanced
services that technically are advanced services in the context of the Commission’s definition, these are very



other regulatory solutions that may be more efficient than subsidies, such as enforcing the
market-opening provisions of the Telecommunications Act. This Joint Board review
would also contribute greatly to the law and policy of universal service if it could
assemble the substantial questions that exist about how one would “add” broadband
support to the existing federal regime. The task of listing the relevant questions for future
consideration would itself contribute to this important debate.

IL. The Act Establishes Legal Requirements that Must Be Met Before A Service
Can Be Supported Under the Federal Universal Service Plan.

On December 21, 2000, the Commission requested that the Universal Service Joint
Board (Joint Board) review the definition of universal service. In the August 2001
Public Notice, the Joint Board sought comment regarding its review of the definition of
supported services, which currently consist of: single-party service; voice grade access to
the public switched telephone network; Dual Tone Multifrequency signaling or its
function equivalent; access to emergency services; access to operator services; access to
interexchange service; access to directory assistance; and toll limitation services for
qualifying low-income consumers.” The Joint Board seeks comment on whether any
services should be added to the list of core services supported by universal service and
whether any services should be removed.” The Joint Board requests specific comment on
whether certain specific services should be added to the list of supported services,
including, in particular, advanced services.” The Commission has defined “advanced

services” as those that provide the subscriber with transmission speeds in excess of 200

high speed services that are invariably provided to, and tailored for, business customers.
3 Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Report and Order, May 8, 1997
(First Report and Order) at paras. 56-87.
: August 2001 Public Notice at 3.
Id.



kilobits per second (kbps) in both directions (provider-to-customer and customer-to-
provider), and “high speed services” as those that provide the subscriber with
transmission speeds in excess of 200 kbps in at least one direction.® Before delving into
the policy questions presented by the Public Notice, it is useful to first outline the legal
constraints on decision-making, as well as the past determinations on which the current
review is grounded.

Section 254(c)(1) of the Act provides that “[u]niversal service is an evolving level of
telecommunications services that the Commission shall establish periodically...taking
into account advances in telecommunications and information technologies and services.”
The Joint Board and the Commission are required by section 254(c)(1)(A)-(D) of the Act
to consider the extent to which the services: (1) are “essential” to education, public
health, or public safety; (2) have, through the operation of market choices by customers,
been “subscribed to by a substantial majority of residential customers;” (3) are being
deployed in public telecommunications networks by telecommunications carriers; and (4)
are consistent with the public interest, convenience, and necessity.

The statutory language indicates that these four items are factors to be taken into
account in the decision to establish and expand the list of supported services. This is a
different legal standard than a “checklist” like that found in section 271, where the Bell
Operating Company must establish that it has complied with a 14-point competitive

checklist as part of its application for long distance relief. However, the very existence of

8 Inquiry Concerning the Deployment of Advanced Telecommunications Capability to All Americans in a
Reasonable and Timely Fashion and Possible Steps to Accelerate Such Deployment Pursuant to Section
706 of the Telecommunications Act of 1996, CC Docket No. 98-146, Report (1999). Inquiry Concerning
the Deployment of Advanced Telecommunications Capability to All Americans in a Reasonable and Timely
Fashion and Possible Steps to Accelerate Such Deployment Pursuant to Section 706 of the
Telecommunications Act of 1996, CC Docket No. 98-146, Second Report (2000).



the named factors in section 254 indicates that the Congress did not want to leave the
determination of a new supportable service entirely to the discretion of the regulator.
Hence, Congress directed regulators to consider the characteristics of a candidate service
in relation to the four named factors.

From the list, the statutory language makes plain that Congress wanted to steer
regulators away from adding services to the supportable services list that were not being
deployed in the network, for example. Congress also indicated its disinterest in
supporting services that are not widely subscribed to by residential customers, and
specifically stated a preference for services that a “substantial majority” of residential
customers take. A quorum, or even a simple majority, is insufficient for this purpose.
And, of course, Congress also said that if a regulator were evaluating a potentially
“essential” service, that the significance of that service to education, public health and
safety is a very important consideration in deciding whether to support the service with
the federal fund. In sum, while it would be incorrect to view section 254°s factors as a
“checklist,” the statutory language compels that the characteristics of the candidate
service have some substantial nexus with the factors the Congress asked regulators to
consider.’

In addition, the service that is a candidate for support must be
“telecommunications,” which is a defined term in the Act® Moreover, the Commission,

in adopting its very first Universal Service Order, decided that telecommunications

7 “The four criteria enumerated. . . must be considered, but not each necessarily met.” First Report and
Order at para. 61.

847 U.S.C. Section 153(43) (“the transmission, between or among points specified by the user, of
information of the user’s choosing, without change in the form or content of the information as sent or
received.”).



means services in their “functional sense,” as opposed to services that are tariffed.” This
functional test is important in the current context, for example, in thinking about the
scope of any support for broadband services, and whether support should include
technical platforms other than DSL.

The Commission also made several other findings that are important to the
consideration of broadband services as candidates for support. First, the Joint Board and
Commission said that the telecommunications link between an end user and the
information services provider (ISP) stands on a different footing for universal service
purposes than the information service provided by the ISP. “We conclude that the
information service component of Internet access cannot be supported under section 254
(c)(1)....”"" Moreover, the Commission also specifically found that higher speed
connections to ISPs “should not yet be included” among the supported services because
“a substantial majority of residential customers” do not currently subscribe to high speed
services. The Commission also said that while the Internet may confer education, health
and safety benefits, access to the Internet is not “essential.”' It is significant and
noteworthy that the Commission’s decision to treat Internet access as a supportable
service for schools, libraries, and rural health providers is based on its more expansive
authority granted under section 254(h), as opposed to the narrower directives of section

254(c), which is the legal foundation for the instant proceeding.'?

? First Report and Order at para. 61.
1 First Report and Order at para. 83.
" d.

" 1d.
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III.  Itis Premature at this Time to Provide Federal Universal Service Support
for Advanced Services.

A. Advanced Services Have Not Been Subscribed to by a “Substantial
Majority of Residential Customers.”

As discussed more fully below, advanced services have been deployed rapidly in
the short time since they have become available. At the end of 2000, approximately 1.6
million residential customers subscribed to DSL service, and 3.3 million subscribed to
cable modem service.”” Data collected as part of the Section 706 docket show that, while
high-speed lines to homes and businesses increased by 63 percent during the second half
of 2000, with a full-year growth rate of 158 percent, the penetration rate at the end of
2000 was only 4.7 percent for high-speed services (200 kbps in at least one direction) and
only 2.6 percent for advanced service (200 kbps in either direction).'* A recently-
announced study by the Yankee Group confirms the Commission’s findings. According
to the Yankee Group, only between 4 and 7 percent of customers in areas where
broadband service is available actually take service.'” By the end of 2001, the percentage
of residential broadband subscribers is predicted to climb to approximately 10 percent.'®
Because a “substantial majority” constitutes an amount significantly greater than 50
percent, we are far from the point where a “substantial majority of residential customers”

subscribes to advanced services, as contemplated by section 254(c)(1)(B) of the Act.

1% “High Speed Services for Internet Access: Subscribership as of December 31, 2000,” Industry Analysis
Division, Common Carrier Bureau, Federal Communications Commission, rel. Aug. 9, 2001 (Section 706
Report), at Table 3.

' In the Matter of Inquiry Concerning Deployment of Advanced Telecommunications Capability to All
Americans in a Reasonable and Timely Fashion, and Possible Steps to Accelerate Such Deployment
Pursuant to Section 706 of the Telecommunications Act of 1996, CC Docket No. 98-146, Third Notice of
Inquiry, rel. Aug. 10, 2001 (Section 706 NOI), at para. 12.

15 «“Broadband Available to 75 percent of U.S. by Year’s End,” InfoWorld, Nov. 1, 2001. The article notes
that the Yankee Group analyst believes usage will rise slowly into double digits.

11



Given these statistics, any finding that advanced services should be added to the list of
supportable services at this particular point in time appears to be entirely at odds with
Congress’s delegation in section 254(c)(1). Therefore the Joint Board should not
recommend that advanced services be supported by universal service.

B. Advanced Services Are Not “Essential” to Education, Public
Health, or Public Safety.

Section 254(c)(1) requires the Joint Board to consider whether a service is
“essential to education, public health, or public safety” in determining whether the
service should be added to the services supported by universal service. The Commission
already concluded in 1997, based on the Joint Board’s recommendation, that end-users
that are schools, libraries or rural health care providers should receive discounted Internet
access services pursuant to the federal fund.'” The question presented in this proceeding
is whether, for other end-users of the interstate telecommunications networks, the federal
fund ought to support more generalized advanced services, such as to Lifeline users, or
users in high cost areas, or with reference to some other criteria.

In considering whether advanced services should be supported for some other
class of interstate end-users, it bears emphasis that the statute requires the Joint Board to
consider whether services supported by universal service are essential to delivering a
limited a limited set of public “goods” -- education, public health, or public safety. In
other words, whether advanced services are essential to home-office use or entertainment
is not under consideration. High-speed, broadband access does not today provide access

to any essential education, public health, or public safety offering. Indeed, lower-speed

' Jon Garcia, McKinsey & Co., National Summit on Broadband Deployment: 2001 A Digital Odyssey.
Oct. 25,2001 (McKinsey Presentation). See transcript at www.adminmonitor.com.
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dial-up access does not provide access to any essential education, public health or public
safety offering. Internet access services do allow an end-user to reach the Internet, which
is full of helpful information, but that information offering does not rise to the level of a
necessity as contemplated by the statute’s use of the word “essential.” The Florida
Legislature recently issued a report that concludes that dial-up Internet access is sufficient
to meet the needs of most Internet users, with the exception of those individual desiring
entertainment applica‘[ions.18 The report cites research by Forrester Research, Inc. that
found that today’s high-speed customers tend to be mostly “tech-savvy” individuals who
are likely to publish websites and use the Internet for financial provider sites, and that the
next generation of high-speed customers will most likely use high-speed services for
video- and music-entertainment purposes, television network sites, and instant access to
local movie theatre times and daily news."”

Moreover, there is a wealth of data that indicates the purchase of broadband
service is highly dependent upon price, a demand characteristic that is at odds with
viewing the service as essential. The Florida PSC staff conducted a survey gathering
information on Internet use in the first and second quarters of 2001, and found that
approximately 72 percent of the respondents were not willing to pay for high-speed
Internet access.”’ Adams Group, Inc., which represents a coalition of rural local
exchange carriers, reported that only 15 percent of its customers indicated that they

would pay approximately $45-49 for DSL.*' A recent study by the General Accounting

17 See First Report and Order at para. 589. In addition, universal service funds support the public safety
infrastructure by supporting access to 911 and E911.
18 «“Universal Provision of DSL Services in Florida,” Interim Project Report 2002-146, October 2001
(Florida Report).
' Florida Report at 3.
20
Id.
?'1d.
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Office found that about 80 percent of those with dial-up service would not be willing to
pay more than $10 extra per month to upgrade to broadband.** For all of these reasons,
advanced services do not represent essential services that merit federal subsidy.

Some analysts note that the “need for speed” is tempered by the lack of a “killer
application,” or, a computer application that makes worthwhile access to high-speed
services. WorldCom agrees. Based on current market conditions, we are not yet at the
point where most residential consumers value broadband services such that they are
willing to purchase it for use at home. Indeed, Chairman Powell recently stated that
broadband deployment should not be measured by adoption rates, “because there are
many questions that remain as to what services consumers will value, and to what degree

3 He further noted that the relatively low-level of

they will be willing to subscribe.
demand for broadband at this time could be attributed to the fact that “[c]onsumers may
not yet value the services at the prices they are being offered. That is, the prices may be
too high, in the minds of consumers, for the value they get.”**

Finally, it is important for policymakers to bear in mind that without a computer,
access to advanced services is meaningless. Currently, only 51 percent of U.S.
households own a computer, and only 41 percent have Internet access of any type.”
Given these figures, it is difficult to support the proposition that advanced services are so

critical or necessary to education, public health or public safety as to require support from

federal universal service funding mechanisms. As the ubiquity of computer-ownership

22 U.S. General Accounting Office, “Characteristics and Choices of Internet Users” Report to the Ranking
Minority Member, Subcommittee on Telecommunications, Committee on Energy and Commerce, House of
Representatives,” February 2001, Appendix II, Question 15.
3 Remarks of Michael K. Powell at the National Summit on Broadband Deployment, Washington, D.C.,
gct. 25,2001 (October 2001 Chairman Powell Speech).

Id.
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and Internet access increases, we may reach the point where high-speed access is
“essential” for public health, safety, and education, but until then, policymakers may
want to first consider computer-ownership and Internet-access issues. As the Florida
Senate correctly concluded based on statistics that only three out of 10 households
earning $25,000 or less owned computers and only two out of 10 had Internet access,
“legislation to require universal service will provide little advantage for households that
cannot afford computers.””°

The Joint Board may also want to consider the recommendations of the six-
month-long forum of industry, consumer, and government parties, convened by the
Consumer Energy Council of America (CECA). CECA issued the final report,
“Universal Service: Policy Issues for the 21% Century,” in March 2001.”” The CECA
Report recommends that a service may be deemed essential if it would show a significant
benefit in: (1) successfully performing a wide cross-section of jobs; (2) maintaining
contact with family members; (3) contacting public health and safety services; and (4)
contacting other public institutions.”® Using these factors, CECA concluded that at the
present time there is insufficient evidence with which to conclude that the majority of
Americans consider advanced services to be an “essential “ service. WorldCom agrees

with CECA’s conclusion, in part because the functions listed above can easily be

accomplished using dial-up Internet access.

» “Broadband Deployment and the Digital Divide,” Wayne A. Leighton, Aug. 7, 2001 (Leighton Analysis)
at 12-13.

26 Florida Report at 4.

27 “Universal Service: Policy Issues for the 21* Century,” Final Report, the Consumer Energy Council of
America, rel. March 2001 (CECA Report).

2 CECA Report at Appendix 5.
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C. Providing Support for Advanced Services Would Violate the
Universal Service Principle of Competitive Neutrality.

Providing universal service subsidies for advanced services potentially benefits
only carriers offering certain types of services, thus placing the government in the
improper position of picking technology winners and losers. Under section 254(e) of the
Act, universal service support is provided only to those carriers that have been deemed
“eligible telecommunications carriers (ETCs).” To be deemed “eligible,” a
telecommunications carrier must offer all the services that are supported by the universal
service support mechanism.” In delineating the principles on which universal service
should be based pursuant to section 254(b), the Commission determined in its First
Report and Order that one of the principles should be “competitive neutrality.” The
Commission further determined that technological neutrality is required to achieve
competitive neutrality. The Commission concluded that its list of core services, which
carriers must provide in order to receive universal service support, complied with the
principle of competitive neutrality because its list was technology-neutral. The
Commission explained that an “overly broad definition of universal service might have
the unintended effect of creating a barrier to entry for some carriers, because...carriers
must provide each of the core services in order to be eligible for universal service
support.”’ Including advanced services in the definition of universal service would run
afoul of the principle of competitive neutrality for several reasons.

First, some carriers, including a number of carriers that receive support today, are

technologically incapable of providing advanced services throughout the geographic area

¥ Section 214(e)(1). See also 47 C.F.R. § 54.201(d)(1).
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for which they have been deemed an ETC pursuant to section 214(e). These carriers
therefore would be ineligible for any federal universal service support. Such a result
would undermine the success of existing universal service programs, would be harmful to
consumers, and would undermine the intent of Congress as expressed in section 254 as
well as the policies of this Commission. Although the Commission in its First Report and
Order provided temporary waivers for carriers that could not yet offer single-party
service, access to E911, or toll-limitation services, providing waivers for carriers that are
incapable of providing advanced services would be a lengthier and more far-reaching
process. In fact, this approach would be so far reaching that it would basically allow
exception to swallow the rule. The upgrades required for access to E-911, single-party
service, and toll-limitation services were fairly limited in terms of the technology
required and the numbers of upgrades needed, as compared to the level and number of
upgrades required for advanced services. Furthermore, the public benefits of, and
demand for, access to E-911, single-party service, and toll limitation services are far more
obvious at this point than for advanced services. With waivers being impractical,
including advanced services in the definition could impede carriers’ ability to receive any
universal service support due to technological limitations. This would place those
carriers at a competitive disadvantage vis-a-vis carriers that are able to readily provide
advanced services and receive universal service support.

Second, there may be providers of advanced services that are unable to provide
the complete list of services currently supported by universal service or that provide
services in a way not contemplated by the rules governing the designation of ETCs.

These carriers would be rendered ineligible for federal universal service support destined

3% First Report and Order at para. 87.
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for advanced services. These might include wireless carriers or cable television
companies. Again, the effect of including broadband services within the definition of
universal services would be discriminatory and not competitively-neutral.

For these reasons, it would violate the Commission’s principle of competitive
neutrality to include advanced services in the universal service definition. Carriers unable
to receive subsidies would be clearly disadvantaged in the market, thus eliminating or
severely limiting their ability to attract customers and provide competitive choice and
lower prices. Additionally, subsidizing only certain classes of providers also would stifle
innovation. As explained by one economist, “...[w]hat attracts new competitors is the
ability to make a profit by offering lower prices or better service to the existing
providers’ current customers, or by serving customers whom those providers have yet to
serve. Government programs that benefit existing providers ultimately reduce incentives
231

to develop advances in service.

D. The Public Interest Does Not Support Using Federal Universal
Service Funds to Subsidize Advanced Services At This Time.

In addition to the legal issues associated with providing federal universal service
support for advanced services, public interest considerations argue against support for
advanced services at this time. A simple cost/benefit analysis reveals high costs and
uncertain benefits. For example, one possible estimate for the cost of advanced services
support has been provided by the National Exchange Carrier Association (NECA), which
estimates that the cost of upgrading rural networks to provide advanced services would

be approximately $11 billion.”> However, the benefits of subsidizing advanced services

3! Leighton Analysis at 10.
32 NECA Rural Broadband Cost Study: Summary of Results, June 21, 2000 (NECA Rural Broadband Cost
Study) at 2. This estimate was derived from two studies: (1) a detailed engineering study that was

18



deployment cannot be easily defined or sized, because we still do not know the extent to
which a need for broadband will be unmet. In fact, many analysts cite the inherent lack
of demand for broadband services rather than supply shortages as the primary
determinant of the low penetration rate. Advanced services are quite new, and the
technology itself is still evolving. Furthermore, market forces appear to be encouraging
broadband deployment at a reasonable pace, and there seems to be no shortage of federal,
state, and local government initiatives aimed at spurring broadband deployment. A
multi-billion dollar price tag for something for which consumer demand is lacking and
proven benefits are unclear warrants a wait-and-see approach at this time.

i. Subsidizing advanced services would increase the
size of the Universal Service Fund exponentially.

The estimated cost of providing federal universal service support for advanced
services depends upon the scope of what will be subsidized, but in any scenario could
have a substantial upward impact on federal fund size. The size of the current universal
service fund is approximately $5.5 billion. As mentioned above, NECA conducted a
study demonstrating that it would cost the members of NECA’s Common Line pool
nearly $11 billion to complete the “last-mile” upgrades of the local network infrastructure
to make telephone lines in rural America broadband capable.” Even more staggering,
some experts estimate that it would cost non-Common Line pool companies (i.e.,

RBOCs) approximately $80 billion to rehabilitate “last-mile” facilities for broadband

completed by a sample of companies that had or were in the process of upgrading their exchanges to
broadband capability; and (2) a deployment study to estimate the percentage of lines that would not be
upgraded to broadband capability by 2002. Id. at 3. WorldCom takes no position as to whether NECA’s
g:3stimate is accurate. We offer it solely for the purposes of illustration.

Id. at 3.
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capability.** NECA currently is conducting a second study focusing on the costs of
upgrading “middle-mile” transport facilities, which are those that provide connections
between the “last-mile” and the Internet “backbone” facilities. The Texas Commission
estimates that upgrading “middle-mile” facilities are the significant, if not principle, cost-
driver when determining whether deployment to a rural area is economical.”> NECA also
indicates that the cost of “last-mile” facilities is an ongoing concern for its members.*°
Assuming for the moment that only the rural common carrier line pool companies
received support for upgrading “last-mile” facilities, the universal service fund would
grow to three-times its current size. This is utterly unsustainable due to its downstream
effects on end-user fees, and would jeopardize the universal service support mechanisms
for existing beneficiaries.

ii. Broadband deployment is already occurring.

An additional reason that the Joint Board should not recommend that advanced
services receive universal service support at this time is that broadband deployment is
already occurring throughout the country at a reasonable — and many would argue brisk —
pace. The rate of broadband deployment and estimates of future growth-rates should
encourage policymakers, especially when broadband has been on the market now for
only about two-and-a-half years. It would of course be poor public policy to subsidize a

service that market forces may well be capable of deploying efficiently and universally.

3 “Facilitating the Business Case for Rural Upgrades: Presentation to Broadband Summit,” Michael
Balhoff, Legg Mason, Oct. 26, 2001. To view the presentation, see www.adminmonitor.com.

3% See Comments of the Public Utility Commission of Texas, In the Matter of Inquiry Concerning the
Deployment of Advanced Telecommunications Capability to All Americans in a Reasonable and Timely
Fashion, and Possible Steps to Accelerate Such Deployment Pursuant to Section 706 of the
Telecommunications Act of 1996, CC Docket No. 98-146, at 3.

36 See Comments NECA, In the Matter of Inquiry Concerning the Deployment of Advanced
Telecommunications Capability to All Americans in a Reasonable and Timely Fashion, and Possible Steps
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The following are some statistics from the Commission’s recently-released Section 706

Report indicating that broadband deployment is occurring at a reasonable pace:”’

high-speed lines connecting homes and businesses grew by 158 percent in 2000;
of the 7.1 million high-speed lines in existence, 5.2 million were residential and
small business subscribers;

high speed subscribers were reported in all of the nation’s states and territories
and 75 percent of the nation’s zip codes, which contain 96 percent of the
country’s total population, while in 1999, high-speed subscribers were reported in
only 56 percent of the nation’s zip codes;

high-speed subscribers existed in 45 percent of the zip codes with the lowest
population densities in 2000, which, although a much lower percentage than the
percentage of more densely-populated zip codes, it is much higher than the
comparable figure in 1999, i.e., 24 percent;

high-speed DSL lines, which primarily serve residential and small business
customers, increased by 108 percent during the second-half of 2000 and 435
percent for the full year; and

high-speed service over cable systems increased by 57 percent during the last
half of 2000, with a full-year growth rate of 153 percent; and the provision of high
speed lines by satellite and fixed wireless technology more than doubled from

1999 to 2000.

And as Chairman Powell recently noted, broadband availability is estimated to reach

almost 85 percent this year.”® These statistics demonstrate that advanced services are

to Accelerate Such Deployment Pursuant to Section 706 of the Telecommunications Act of 1996, CC
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being made available at an ever-increasing rate, even in traditionally harder-to-serve
areas.
Though residential broadband subscribership rates are estimated to reach only

approximately 10 percent of the population by the end of 2001,*

this penetration level far
exceeds the historic penetration levels of other technologies as they were introduced in
the marketplace. The Commission in its First Section 706 report compared the pace of
broadband deployment at the end of its second year to the pace of deployment of
telephone service, black-and-white television, color television, and cellular service at the
end of their second year, and concluded that the pace of broadband deployment was
comparable to black-and-white television and significantly ahead of telephone service,
cellular service, and color television.** In a report on broadband deployment,
Commission economist Wayne A. Leighton compared broadband deployment to that of
electricity deployment, concluding that “...the deployment of broadband to virtually all
Americans is likely to take a fraction of the time it took to deploy electricity....”""!
Described below are the market trends with regard to specific categories of providers of
advanced services.

DSL Service. Digital subscriber line service (DSL) provides high-speed access to

Internet services by converting standard “twisted copper pair” phone lines into high-

speed digital lines. The benefits of DSL include: (1) transmission speeds of up to 8

Docket No. 98-146, at 33.

37 See generally Section 706 Report.

¥ See October 2001 Chairman Powell Speech.

%% See McKinsey Presentation.

“ In the Matter of Inquiry Concerning the Deployment of Advanced Telecommunications Capability to All
Americans in a Reasonable and Timely Fashion, and Possible Steps to Accelerate Such Deployment
Pursuant to Section 706 of the Telecommunications Act of 1996, First Report and Order, 14 FCC Red at
2446-47.

*! Leighton Analysis at 16.
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megabits per second for downstream transmission and one megabit for upstream
transmission; (2) simultaneous access to both the Internet and the voice telephone line;
and (3) a dedicated line between the customer and the central office, i.e., it is not shared
with other users, as with cable modem service. A disadvantage of DSL is that the service
extends only approximately 14 kilofeet, or three miles, from a telephone company’s
central office or remote terminal. Approximately 80 percent of telephone customers live
within the range for which DSL service can be provided.* Industry analysts project
enormous DSL growth rates in the 2002-2004 time-period, and according to TeleChoice,
DSL lines will grow 70 percent in 2002, relative to 2001. In 2003, TeleChoice projects
lines will grow another 50 percent, and in 2004, another 20 percent. Jupiter predicts that
by 2006, 41 percent of U.S. households will subscribe to a broadband service.*

The BOCs are aggressively rolling out DSL service. BellSouth “is moving
forward aggressively with its [DSL] rollout plans,” currently with 60 percent of its lines
being DSL-ready and expecting to hit 70 percent by the end of 2001.** Even in the midst
of reduced-earnings forecast for fourth quarter 2001, BellSouth “let stand its aggressive
goal of reaching 600,000 DSL customers by year-end.”” BellSouth has pledged to make
high-speed service available to the entire state of North Carolina within three years, and
has announced plans to build a broadband infrastructure throughout the state of Georgia
to deliver high-speed access to rural residents and all of the state’s 1,800 K-12 schools.

Just less than two months ago, for example, BellSouth unveiled high-speed service to two

2 Leighton Analysis at 12.

4 «Slow Mo,” Wall Street Journal, at p. B5, Oct. 18, 2001.

“ BellSouth Corp. Investor Briefing, Dresdner Kleinwort Wassertein Research, Aug. 28, 2001, at p. 2.
4 «BellSouth Earnings Steady on Good Data Sales; Trims Profit Outlook, Plans 3,000 Job Cuts,” John
Curran, Telecommunications Reports, Oct. 18, 2001.
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rural communities in Spartanburg County, Georgia.*® Sixty-seven percent of Qwest’s
residential homes are DSL-enabled, and “stiff competition in the race to win high-speed
Internet subscribers has spurred Qwest to develop new service and price packages.”’
More than 50 percent of the homes in Verizon’s territory have access to DSL,
representing an 85 percent increase in DSL lines year-to-date.”® Verizon recently
announced that it has one million DSL subscribers, from Maine to Hawaii.** SBC has
deployed advanced services capability to 58 percent of wireline locations, and Project
Pronto will aggressively attempt to reach all consumers in its territory.”

Independent rural telephone companies also have aggressively been rolling out
high-speed services in rural areas, and, by many accounts, are doing so much more
rapidly than the BOCs.”' According to NTCA, local telephone companies feel more of
an obligation to meet the needs of their communities than do large operating companies.
Indeed, a survey of rural telecommunications companies conducted by NECA shows that
about 65 percent of rural lines will be capable of providing broadband by 2002.°* “This
fact, coupled with the ambitious rollout of data network services documented in NECA’s
Access Market Survey, show that rural telephone companies are trying to meet their

customers’ needs for high-speed lines.”

4 «Cowpens, Converse Gain High-Speed Net Access,” Chris Winston, Spartanburg Herald-Journal, Oct. 4,
2001.

4" McDonald Investments, Investor Report, Sept. 18, 2001 at 5.

48 «“News in Brief,” Telecommunications Daily, Oct. 17, 2001.

4 «Verizon Hits 1 M DSL Landmark,” Peter J. Howe, Boston Globe, Oct. 18, 2001.

59 SBC Investor Briefing, Oct. 22, 2001, www.sbc.com/investor/financial/earning.

3! See Comments of NTCA, In the Matter of Inquiry Concerning the Deployment of Advanced
Telecommunications Capability to All Americans in a Reasonable and Timely Fashion, and Possible Steps
to Accelerate Such Deployment Pursuant to Section 706 of the Telecommunications Act of 1996, CC
Docket No. 98-146, at 12.

2 NECA Rural Broadband Cost Study at 2.

33 NECA Rural Broadband Cost Study at 2 (footnote omitted).
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Cable Modem Service. High-speed Internet access via cable modems occurs by
modifying the existing, one-way cable transmission lines of a cable network to provide a
two-way connection to the Internet at very high speeds. These technologies allow for the
delivery of a wide range of telecommunications and information services, including high-
speed Internet access, telephony, and digital television. The advantages of cable modem
service include: (1) downloading transmission speeds generally in the range of one to
three megabits per second, and uploading speeds of 500 kilobits to 2.5 megabits per
second; (2) a connection that is always on; and (3) providing simultaneous access to both
the Internet and cable television. As opposed to DSL service, however, cable modems
use networks that are shared by several users in a neighborhood, which can result in
slower speeds when many users are using the network simultaneously. But unlike DSL,
cable modem service is not limited to a three-mile range from switching facilities, thus
potentially able to reach more customers.

The provision of advanced services over cable modems is increasing rapidly, like
DSL. Cable modem service is available to more than 65 million U.S. households today,
and is not limited to urban and suburban parts of the country. Cable companies are
expanding into rural areas, including small towns like Chillicothe, IL, Thief River Falls,
MN, Gauley Bridge, WV, and Warner, SD.* Sjoberg’s Cable in Minnesota, which has
served rural areas for nearly 40 years, is now rolling out high-speed cable modem
service.” Overall, the cable industry reported solid increases in broadband deployment

during the second-quarter 2001, adding more than two million digital customer units.

5% Remarks of Robert Sachs, NCTA President and CEO, at Cable 2001: We’re Making Broadband Happen,
Chicago, Illinois, June 11, 2001.
3% See www.ncta.com.
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Fixed Wireless. Though a much smaller piece of the broadband pie, the fixed
wireless business also has made inroads in the provision of advanced services. Fixed
wireless technology uses radio signals rather than copper wire, cable, or fiber, to provide
advanced services. The Yankee Group predicts the growth of Multichannel Multipoint
Distribution (MMDS) fixed wireless systems to accelerate in 2002.°® Large companies,
such as WorldCom and Sprint, currently serve approximately 300,000 customers
nationwide, with projections of some two million subscribers by 2005.%” Small rural
companies, such as Sioux Valley Wireless in South Dakota, also offer MMDS.*® At
present, most MMDS offerings are targeted at business users. Thus, though the current
customer reach obviously is narrower than that of DSL and cable modem service, MMDS
is projected to reach a significant customer base and provide a viable alternative for
obtaining high-speed service, especially in more rural areas.

Satellite Service. Satellite service currently is technologically capable of
providing high-speed Internet access to almost 100 percent of the country.”® Currently,
approximately 13 million customers subscribe to high-speed Internet access via
satellite.®” The lower take-rates of high-speed satellite service are likely attributable to the
price, which is in the rage of $65-75 per month. Nevertheless, high-speed satellite
service presents a viable competitive alternative to other advanced services providers.

Direct TV, the largest satellite provider in the country, offers a service called DirecPC,

%6 «Fixed Wireless System to Join Broadband Access Race — Study,” Michael Bartlett, Newsbytes, Aug. 29,
2001.

37 “Circuits,” Eve Tahmincioglu, New York Times, p. G9, Oct. 11, 2001.

% www.commweb.com/article (noting that, as of February 2001, Sioux Valley Wireless served more than
350 homes and businesses with MMDS).

%% See Comments of Hughes Network Systems, In the Matter of Inquiry Concerning the Deployment of
Advanced Telecommunications Capability to All Americans in a Reasonable and Timely Fashion, and
Possible Steps to Accelerate Such Deployment Pursuant to Section 7006 of the Telecommunications Act of
1996, CC Docket No. 98-146, at 3, 5.
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which provides two-way satellite transmission of data at speeds of up to 400 kbps for
downloading and 128 to 256 kbps for uploading. EchoStar’s DISH network provides
two-way broadband access to the Internet via satellite. EchoStar advertises that its
service is offered anywhere in the U.S., including Alaska, Hawaii, and Puerto Rico.”!
EchoStar maintains that if its is permitted to merge with DirectTV, as announced on
October 29, 2001, it would bring high-speed Internet service to more than 30 million
rural homes that currently do not have broadband access.”* Star Band also offers two-
way satellite broadband with an extensive reach. StarBand serves customers throughout
all 48 states in the continental U.S., and in March 2001, StarBand announced that it had
formed a strategic partnership with the NRTC, making it “possible and easy for the
Cooperative’s more than 20 million consumers to join the high-speed Internet
revolution.”® Satellite providers maintain that there are several steps regulators could
take to increase their broadband deployment, aside from government subsidies. For
example, they assert that the allocation by the Commission of additional spectrum would
help increase deployment and be more effective than tax credits or subsidies, which often

are not technology-neutral.**

5 Leighton Analysis at 18, n.91.

61 «Satellite v. Cable: A Rivalry Beyond TV,” New York Times, February 19, 2001.

62 “EchoStar Chief Says Cable is the Issue,” Christopher Stern, Washington Post, p. E1, Oct. 30, 2001,

8 StarBand Communications, “StarBand Partners with National Rural Telecommunications Cooperative,”
Press Release, March 12, 2001.

64 See Comments of Hughes Network Systems, In the Matter of Inquiry Concerning the Deployment of
Advanced Telecommunications Capability to All Americans in a Reasonable and Timely Fashion, and
Possible Steps to Accelerate Such Deployment Pursuant to Section 706 of the Telecommunications Act of
1996, CC Docket No. 98-146, at 6.
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iii. Regulatory agencies should promote competition to
spur broadband deployment.

Given that demand factors — and not supply — are the primary deterrent to
broadband deployment, the most effective way to hasten the adoption of a service for
most people is to lower the price. Government subsidies, which are designed to stimulate
supply, are an inefficient means by which to lower prices. Lowering prices through
subsidies results in potentially negative effects, including elimination of new competitors.
Competition between providers will much more effectively lower prices, increase quality
of service, and reach more households. There are several steps regulators can take to
lower prices for advanced services and increase demand.

The Commission should accelerate demand by enforcing its existing rules to
require the incumbents to make available in a reasonable and timely fashion the network
elements necessary for competitive carriers to provide broadband service. Although
broadband demand has been healthy since the technology’s inception, broadband
penetration rates indicate that the demand for broadband services is lagging their
availability. Market trends in the last two quarters indicate a softening of demand.
Industry experts attribute this decrease to the overall slow-down in the economy and a
somewhat pervasive price increase in recent months of about $10 for DSL and cable
modem service.”> Price increases are most damaging when they occur in a market for
which consumers have no choice or a limited choice in providers. Recent Commission
figures show that the ILECs control 92 percent of the DSL market.® An effectively

competitive market would not allow the Bell companies to raise prices for DSL service

8 See, e. g., “Slow Mo,” Wall Street Journal, Technology Journal: Digits Column, p. B5, Oct. 18, 2001;
“Broadband Market Growth Slows,” Christopher Stern, Washington Post, Aug. 28, 2001.
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by 25 percent, as they have done.®’ Specifically, as discussed more fully in our Section
706 comments, the Commission must preserve the ability of competitive carriers to
secure timely and reasonable access to the incumbents’ loops, including fiber-fed loops.*®
Requiring ILECs to make their networks available to competitive providers of broadband
services will enhance competition among ILECs and CLECs and increase the take-rate
among subscribers.

IV.  Existing Broadband Deployment Incentives Are Arguably Driving
Deployment.

As noted above, the question of whether advanced services should be subsidized
as a policy matter is complicated by the uncertainty that necessarily accompanies a
nascent market, and one that has demand-side issues. Further complicating the analysis
is the large number of “incentive” plans created to spur broadband deployment, some of
which may in fact result in the offering of advanced services to users. Because the sheer
number of these initiatives is large, WorldCom has catalogued only some of the
programs. WorldCom does not necessarily believe that the incentives created by these
programs are helpful, or that the cost of the programs outweighs the benefits. In some

cases, we opposed the programs because we believed they were wasteful or

5 Section 706 Report at 3.

%7 For example, in February 2001, SBC raised DSL service rates from $39.95/month to $49.95/month, and
early in summer 2001, Verizon raised DSL prices from $10/month to $49.95/month.

8 WorldCom Section 706 Comments at 7-11. See also Sprint Section 706 Comments at 4-5 (“[t]he most
effective method for encouraging deployment of high-speed services is to spur competition in the provision
of these services. The Commission should affirm and enforce regulations on the wholesale side in order to
require ILECs to make appropriate network elements available to other carriers for the provision of
advanced services.”); AT&T Section 706 Comments at 19 (The Commission should promote the
availability of advanced capabilities through vigorous enforcement of the market-opening requirements of
the Telecommunications Act of 1996....”"); New Networks Institute Section 706 Comments at 8 (arguing
that the Commission and the states must administer a serious, penalty-oriented system for competitors that
have been adversely affected by the incumbents’ anti-competitive behavior).
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discriminatory. But they exist nonetheless and are worth including in any analysis of
adding advanced services to the list of supportable services.

Government Initiatives (State and Local). Numerous state and local
government initiatives and programs are speeding the deployment of broadband services
to meet the needs of their particular communities. The State of Washington has passed
legislation to promote broadband backbone deployment in rural areas by encouraging
local public utilities to sell Internet access over fiber optic systems, so that broadband can
more easily be provided to remote homes and businesses.”” LaGrange, Georgia, has
financed and constructed a state-of-the-art two-way hybrid fiber coaxial network.”
Several states and communities, such as Colorado and Western Massachusetts, use
“demand aggregation” to attract private sector investment in advanced services.
“Demand aggregation” requires businesses and organizations to pool their
telecommunications traffic to provide a market incentive for private companies to set up
high-speed connections across the state.”' Chairman Powell highlighted “demand
aggregation” as an effective way to further the reach of broadband service, stating that,
“[w]e have seen a number of very effective initiatives by local communities that
aggregate demand in a manner that entices broadband providers to serve their community
(for example, in Berkshire and Cape Cod, MA, and Evanston, IL).”72
The Appalachia Regional Commission (ARC) works with the federal government

to bring funding to 13 states. ARC is seeking $75 million in federal support over the next

five years for the provision of high-speed Internet access throughout the 13-state

8 «State Looks to Power Companies for Rural Broadband,” John Borland, Yahoo! News, March 28, 2000.
70 www.ncta.com/industry_initiatives.

"I «“Advanced Telecommunications in Rural America,” NTIA, RUS, April 2000, at 40.

72 October 2001 Chairman Powell Speech.
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Appalachian Region, with a special focus on the region’s economically distressed
counties. Through a combination of grants, loans, and tax incentives, the program, called
Information Age Appalachia, focuses on such things as creating more job opportunities in
emerging technologies and providing education and training to residents.”® Last spring,
Colorado announced the creation of the Colorado Technology Alliance, funded by
$360,000 in private donations and matching grants from the federal government and
aimed at bringing advanced services to rural areas.”* California announced last April a
program that provides $2 million in matching grants to increase Internet connectivity to
farms and rural areas.” In Arizona, three state agencies -- the Schools Facilities Board,
Government Information Technology Agency, and Department of Transportation -- are
working together to bring broadband to rural communities and schools, budgeting $100
million over five years.”® Michigan, attempting to strengthen the state’s economic base
and attract new business growth and workforce, has created a policy initiative -- called
LinkMichigan -- to improve the state’s access to high-speed telecommunications
services. The plan consists of four basic principles: (1) aggregating purchasing demand
among government users; (2) establishing vendor-friendly permitting and tax systems; (3)
requiring telecommunications providers to provide information on network location and
abide by quality of information services; and (4) provide local community planning
grants so that local officials can develop their own last-mile solutions for their
communities.”” Many states also provide tax credits and incentives to spur broadband

deployment. For example, in Maine, CommTel received $7 million in tax refunds to

3 WWwWWw.arc.gov.
74

www.ncta.com/industry_initiatives.
7 www.ncta.com/industry _initiatives.
76 www.ncta.com/industry _initiatives.
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fund a network access point in a new data center that will provide broadband access to
the region.”®

In addition to the initiatives described above, state utility commissions also claim
to provide incentives to telecommunications providers to provide high-speed services.
Often, the provider agrees to deploy broadband to areas they otherwise would not serve
in return for a company-specific regulation plan. For example, the Kentucky Public
Service Commission agreed to dispense with the total factor productivity index for
BellSouth, provided that BellSouth used its productivity gains in part to invest in
infrastructure to bring high-speed service to non-urban areas of Kentucky. The Kentucky
PSC further required BellSouth to expand deployment of broadband technologies to all
subscribers in the identified wire centers, rather than only those near the central office, as
BellSouth originally had proposed. Similarly, in Pennsylvania, Verizon is required to
implement high-speed services in all areas of Pennsylvania in return for being granted
price cap regulation.” In New Jersey, Verizon received price cap regulation in return for
implementation of a program under which Verizon has committed to providing advanced
services across the state.

Government Programs (Federal). Significant amounts of federal funding for
broadband deployment already exist, including the current universal service support
mechanisms for schools, libraries, and rural health care providers. A recently published

report by the Congressional Research Service (CRS) identifies 16 federal programs that

" Michigan Economic Development Corporation, LinkMichigan Report, www.medc.michigan.org.

8 www.commtel.net.
7 See Bell Atlantic Pennsylvania, Inc., 82 Pa. PUC 194 (Pa.P.U.C. 1997) (Order approving Bell Atlantic's
Chapter 30 alternative regulation plan).
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promote telecommunications deployment and advanced technologies.** Most of the
programs identified focus specifically on rural or low-income communities, though some
focus more broadly on using technology to improve schools, libraries, or health care
facilities. The CRS Report projected that support in 2001 for these programs would be
approximately $1.2 billion in direct funding and $620 million in loans and loan
guarantees,’ in line with what has been considered by some “a consistent theme of
generous federal spending on advanced technology for schools, libraries, and other
community institutions.”™

In its first three years of operation, $5.8 billion was awarded to eligible schools
and libraries for telecommunications services and advanced services as part of the
universal service support program. The bulk of the funding goes to the neediest schools,
which are those that are economically disadvantaged or located in rural areas. The
schools and libraries program constitutes approximately one-half of the entire federal
universal service support mechanism. New statistics compiled by Quality Education
Data, a market research firm, indicate that 97 percent of America's public schools are
now connected to the Internet, while 84 percent of public school classrooms are online.
The company attributed the high connection rates to the federal schools and libraries
program, stating, “an infusion of $2.25 billion has had a tremendous impact, especially in

83
the poorer schools.”

The rural health care program provides universal service support
to rural health care providers to foster the development of low-cost telemedicine.

Approximately $7 million was awarded from July 1999 to June 2000 to rural health care

%0 «“Broadband Internet Access and the Digital Divide: Federal Assistance Programs,” Lennard G. Kruger,
CRS Report for Congress, Congressional Research Service, Updated January 26, 2001, Table 2.
81
Id.
%2 Leighton Analysis at 6.
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providers.** It is important for policymakers to bear in mind that, to the extent that
advanced services are deemed “essential” to education and public health under section
254(c), federal universal service support is already being provided for these purposes.

In addition to federal universal service support, two primary sources of federal
support for broadband deployment are the Commerce Department’s National
Telecommunications and Information Administration (NTIA) and the Agriculture
Department’s Rural Utility Service (RUS). Every year, NTIA provides grants for
advanced services deployment to underserved communities through its Technology
Opportunities Program (TOP). Specifically, TOP provides matching grants on a
competitive basis to state, local, and tribal governments, health care providers, schools,
libraries, police departments, and community-based non-profit organizations for a wide
array of projects involving advanced services. Early last month, the NTIA announced the
award of $42.8 million in grants to 74 non-profit organizations, including state and local
governments, across the country and in Puerto Rico, to extend advanced services to
underserved communities. These grants were matched by $46.7 million in contributions
from the private sector and state and local organizations.* Overall, approximately 65
percent of the NTIA grants go to projects in rural areas.*

The RUS’s Telecommunications Program provides two sources of funding for

advanced telecommunications infrastructure in rural America. First, RUS provides loans

for telecommunications infrastructure investment for commercial, non-profit, and limited

% New York Times, Oct. 29, 2001 (http://www.nytimes.com/2001/10/28/technology/29DRILL.html)
84 Universal Service Administrative Company, Rural Health Care Division, “Funding Commitments,”
March 19, 2001, www.rhc.universalservice.org.

8 www.ntia. gov/otiahome/top/whatsnew/whatsnew.html, Oct. 1, 2001.

8 Advanced Telecommunications in Rural America,” NTIA, RUS, April 2000, at 35.
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liability companies that are providing telecommunications and advanced services. Over
the past three years, RUS’s loans have totaled $1.4 billion and provided more than
783,000 of the nation’s most rural households and businesses with the opportunity to
subscribe to advanced services. In 2000, RUS provided $325 million in loans and grants
for telecommunications projects in rural areas. With these loans, 591 rural exchanges
were built, with an average density of 5.73 customers per route mile. For example,
Golden West Telecommunications Cooperative, serving the Pine Ridge Indian
Reservation in South Dakota, borrowed $65 million from RUS in 1996 to upgrade its
facilities and can now offer DSL to all customers. Second, RUS provides loans and
grants for rural schools, libraries, and health clinics for advanced services deployment. In
June, the program awarded a total of $15 million to enhance learning and medical care
opportunities for remote communities.*’

An additional source of federal assistance for broadband deployment is the
Housing and Urban Development’s (HUD) Neighborhood Networks Program.
Neighborhood Networks helps establish computer learning centers in low-income multi-
family housing complexes. Since inception, the program has helped establish more than
550 computer learning centers, serving more than 150,000 low-income individuals, in all
50 states and the District of Columbia and Puerto Rico. Many of the computer centers
have facilitated the graduation of residents from college and high school, the creation of
businesses, and healthier residents via on-line telehealth information. The U.S.
Department of Education also helps provide computer and Internet access, which in some
cases is broadband, to working-class families through its Community Technology

Centers program. The program awards grants to state and local educational agencies,

87 Press Release, USDA Awards $15 Million in Rural Education and Medicine Grants, June 14, 2001.
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institutions of higher learning, or other entities. In 2000, the program was authorized to
fund $32.5 million in projects.

Private Initiatives. In addition to government-sponsored initiatives, private
foundations also help to spur broadband deployment. Microsoft founder Bill Gates
established the Gates Library Foundation, which provides funding to bring the Internet to
public libraries. Access to the Internet, is now at 95 percent nationally, and in rural areas,
it is at 93.3 percent. The Northern Virginia Technology Council announced last spring
the creation of a charitable foundation to provide financing for community outreach
initiatives to help bridge the digital divide. The Council has set out to raise $10 million
over five years to expand the reach of community-based technology initiatives.®

Private companies also find it in their own business interest to increase broadband
deployment to underserved areas. Comcast Cable has established “Cable Core
Curriculum” to provide broadband access to economically disadvantaged communities
and provide students in those communities with skills that they can use in high-tech
careers.” The National Association of Minorities in Communications is working to bring
more people of color into the “information age” through a partnership involving cable
companies, broadband equipment manufacturers, and others.”” AT&T has created an
initiative in Southern California called “Streetseen.net” to help bridge the “digital divide”

for kids.”! NCTA also notes that its members are generally working locally, often with

www.ncta.com/industry_initiatives.
www.ncta.com/industry_initiatives.
www.ncta.com/industry_initiatives.
www.ncta.com/industry_initiatives.
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partners, to help bridge the digital divide, since “no one approach fits every

community.””?

V. The Joint Board Should Use the Instant Proceeding to Catalogue the Issues

That Must Be Solved To Add Advanced Services to the Supported Services

List.

In its periodic review of whether advanced services should be included in the
definition of universal service, WorldCom recommends that the Joint Board undertake an
analysis that involves answering the following questions. This list of questions is not
intended to be exhaustive, but rather, to represent the key issues that regulators must
answer adequately before implementing universal service subsidies for advanced
services.”

e Are advanced services being subscribed to by a substantial majority of residential
customers? What is the meaning of the phrase “through the operation of market
choices by consumers?”

e Are certain, identifiable segments of the population not subscribing to advanced
services? Why are these segments not subscribing? Price? Availability of service?
Little or no perceived value?

e Are advanced services “essential” to education, health care, or public safety? If so, in
what way?

e What are the market trends regarding adoption rates of advanced services? Have

advanced services been adopted at a rate comparable to other technologies? Are there

signs that the growth rate is slowing, and if so, why?

2 www.ncta.com/industry_initiatives.

% WorldCom further recommends that the Joint Board review CECA s universal service report, which
includes a helpful flow chart of questions to assist policymakers in determining whether subsidies are
required to increase broadband service deployment. CECA Report at Appendix 5.
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e Ifthe federal government were to subsidize advanced services through universal
service, what services would be subsidized? How would “advanced services” be
defined for universal service purposes?

e  What would the direct costs of any subsidization be? By how much would the size of
the federal universal fund increase? How would this affect carrier federal universal
service line charges? Would the costs outweigh the benefits?

e What would the indirect costs of subsidization be, e.g., would the subsidies be
technology and competitively neutral? How would subsidies affect competition?

e What changes to the existing funding mechanism would need to be made?

e What are the alternatives to federal subsidies, and would they produce equal or better
benefits with less costs? What about greater state and local government intervention?
Community-based programs? Increased incentives for private investment? Market
forces?

e Ifuniversal service support were provided for advanced services, how would the
support levels be determined? Would a cost model be necessary?

e s the addition of advanced services consistent with the ETC requirements of Section
214? What waivers to ETC requirements would be necessary to provide for a
competitively neutral universal service fund that included advanced services?

VI Conclusion.

The Joint Board should recommend that the Commission make no changes to the

definition of universal service at this time.
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