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1. INTRODUCTION
I. T this ovder, we addrese fu 158ues Batore e Dovus i ot G reteard foarohe

United States Court of Appeals for the Fifth Circuit ' o tls ¢4/ .L,é -’Jr.: "er the Cf,‘-n.».h.v.s_:w'-’m
adopted comprehensive reforms to the interstate acvess charge togime 2l univerial service
suppc:i*- for ym‘:é wip cavriers, based in part on @ proposa: submitted by the O Coalition for
Aff01hdabl¢ T .cical nd Long-Distance Service (CALLS).? On September 10, 2001, the Fifth
Olgcult a’ﬁﬁ ed the CALLS @rder in most respects, but remanded for further analysis and
explanatlon,the deq;sxons to size the Interstate Access Support (IAS) mechanism at $650 million
and 6 1adopt4the 6.5 percent X-factor.® For the reasons explained below, we conclude that the

' Texas Office of Public Utility Counsel v. FCC, 265 F.3d 313 (5" Cir. 2001) (TOPUC).

2 Access Charge Reform, Price Cap Performance Review for Local Exchange Carriers, Low-Volume Long-
Distance Users, Federal-State Joint Board on Universal Service, Sixth Report and Order in CC Docket Nos, 96-262
and 94-1; Report and Order in CC Docket No. 99-249, Eleventh Report and Order in CC Docket No. 96-45, 15 FCC
Red 12962 (2000) (CALLS Order), aff"d in part, rev'd in part, and remanded in part, Texas Office of Public Utility
Counsel; 265 F.3d 313 (5" Cir. 2001) (TOPUC). CALLS consisted of the following members: AT&T, Bell
Atlantic, BellSouth, GTE, SBC, and Sprint, representing both incumbent local exchange carriers (LECs) and
interexchange carriers (IXCs).

3 TOPUC, 265 F.3d at 317.
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$650 million TAS amount included in the mtegratgd CALLS plan represents a reasonable
estimate of the implicit support in access | T'fﬁ'ges 0 be replaced with explicit support and is
supported by the record in this proceeding. We also conclude that the record supports the
adoptlon of a 6.5 percent X-factor-to achieve the Commrssron s target rate levels for price cap
carriers.

I1. BACKGROUND
A, Interstate Access Charges

2. Interstate access charges are imposed by local exchange carriers (LECs) to recover the
costs of providing access to their rietworks for interstate and long-distance service." The
Commission has long recognized that, to the extent possible, interstate access costs should be
recovered in the manner in which they are incurred. In particular, non-traffic-sensitive costs—
costs that do not vary with the amount of traffic carried over the facilities—should be recovered
through flat-rate charges, and traffic-sensitive costs should be recovered through per-minute
charges.® This approach fosters competition and efficient pricing. The Part 69 rules governing

" access charges, however, have not been fully consistent with this goal. For example, the costs of

the common line or loop that connects an end user to a LEC’s central office should be recovered
from the end user through a flat charge, because loop costs do not vary with usage.® Yet the
subscnber line charge (SLC), a flat monthly charge assessed directly on end users to recover
interstate loop costs, has been capped since its inception due to affordability concerns.’
Historically, LECs recovered their remaining commeon line costs through per—mmute carrier
common line (CCL) charges 1mposed on interexchange carriers (TXCs) which, in turn, passed
these charges on te their customers in the form of higher long distance rates.! By muaking the
end-user rate for long distance calls more expensive, CCL charges artificially suppre essed demand

,@.-,

The'Comrmssmu uses wmulh-step process, ta rdentrfv the cost of providing access service, First, on mcmnbent
LEC must record all:pf i xfsvexpensesa investments, and revenues in accérdance with accounting rules set fortk in our
regulatwns ‘See'd7 G F.R. §§ 32.1 1 -32.9000. Second, these carriers miust { divide-these costs between those associated
w1thaegu1ated te]ecommumcatrons servicgs and those assocrated with, nonregulatea activities. See 47 C.F.R.'§§

64. 901- 64, 904«1 ',I'lnr ﬁre separatrons rules detenmne the fracflon of the inicumbent carrier’s regulated expenses and
mvesg'nent that»\shohl i')e ‘dllocated to thé-interstate Junsdrctron See 47 CF.R. §§ 36.1-36.741, After the total
amout of interstate« eost is’ 1dent1ﬁed sthetatcessCharges ritles translate these interstate cots into charges. for the
specific inferstate access services and rate. elements See 47 C. F R §§ 69.1-69.731.

5 Access Charge Reform, CC Docket No. 96-262 Frrst Reporl}and Order, 12 FCC Rcd 15982, 15992-93 para. 24
(1997) (Access“@har'geiRefann Fiiit Report andr @rder) .

S Adccess ChargeReform | Frrst Report apd Order,,12 ECC Rcd at 16013, para. 77 (“Because common line costs
do.net vary wiflFusage;:these costs shouldibe recoyered ona ﬂat—rated instead of per-minute basis. In addrhon these
costs should be assigned, where, possrble to those »customers who benefit from the servicesprovided by the Tocal °
loop ) :

K Thrs charge is also referred to as the end user common line (EUCL) charge. See 47 C.F.R. § 69.152.

8 See CALLS Order, 15 FCC Red at 12969-70, para. 18.
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for interstate long distance services.” CCL charges also created significant implicit subsidies
flowing from high-volume to low-volumeigtrs, 3P "t’gx%g’_@ate long distance services, which have a
disruptive effect on competition in the markets for local exchange and exchange access

3 10
services.

3. Priorto 1991, LECs’ access revenues were governed by “rate-of-return” regulation.
Under rate-of-return regulation, an incumbent LEC is limited to recovering its costs plus a
prescribed return on investment, and is potentially obligated to provide refunds if its interstate
rate of return exceeds the authorized level."! In 1991, the Commission implemented a price cap
system for the largest incumbent LECs that altered the regulation of their interstate access
charges.”? Rather than focusing on costs, price cap regulation focuses primarily on the rates
incumbent LECs may charge and the revenues they may generate from interstate access
services.” By severing the direct link between authorized rates and realized costs, the price cap
system was intended to create incentives for LECs to reduce costs and improve productivity,
while maintaining affordable rates for consumers through the caps on prices."

4. Although the initial price cap rates were set equal to the rates the LECs were charging

" under rate-of-return regulation, the rates of price cap LECs have been limited ever since by price

indices that have been adjusted annually pursuant to formulas set forth in the Commission’s Part
61 rules. Price cap carriers may earn returns higher or lower than the prescribed rate of return that
ineymbent LECs are allowed to earn under rate-of-return regulation. Price cap regulation
encourages incumbent LECs to improve their efficiency by harnessing profit-making incentives
to reduce costs, invest efficienily in new plant and facilities, and develop and deploy innovative
service offerings, while setting price ceilings at veasonable levels. Individual companies yetain an
incentive o cuf costs and increase productivity because, in *he shiwi? tin, their bebavio, bas 2o
affect on the piices they are permitied fo charge, and they aid able 1y K&y &y addivion 3t rofit
resulting from rednead conis

B. Unitersal Sepvics

.5, Ome of the priteary purpeses 03 gniversal service suonor 15 (o help provide-access o
. x> ) 1 iy

’ . QALLS Order, 15 FCC Red at 12569-70 para. 18.

-y
dp \

¥

10 Ycéess. Chargé Reform First.Report and Order, 12 FCC Rcd at 15986 para. 6, 1 5J995-96 para. 30, 16013 para.

76:

" SeetMulti-Assoeiation Group.(MAG).Plan for Regulation of Interstate Services of Non-Price Cap Incumbent
LEC and IXCs, Second Report and Order and Further Notice of Proposed Rulemaking in CC Docket No. 00-256,
Eifteenth Report and Order in CC Docket No. 96-45, and Report and Order in CC Docket Nos. 98-77 and 98-166,
16 FCC Red 19613, 19624, para. 19 (2001) (MAG Order).

12 See Policyfand Rules Concerning Rates for Dominant Carriers, CC Docket No. 87-313, Second Report and
Order, 5°FCC.Red 6786 (1990) (LEC Price Cap Order).

[ENKIRL LiT

B See LEC Price Cap Order, 5 FCC Red at 6787, para. 2.
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telecommunications service in areas where the cost of such service otherwise might be
prohibitively expensive.” Historically, M&F\i%b’é‘%ﬁeen achieved both through explicit

monetary payments and implicit support flows that enable carriers to serve high-cost areas at
below-cost rates. Congress established principles for the preservation and advancement of
universal service in the Telecommunications Act of 1996, directing the Commission to create
explicit universal service support mechanisms that w111 be specific, predictable, and sufficient.'
The Commission has approached this goal by, among other thlngs, pursumg reforms intended to
make universal service exp11c1t and portahle to competrtlve carriers.”” Congress also articulated a
national goal that consumers in all regions of the nation, including rural, insular, and high-cost
areas, should have access to telecommumcatlons services at rates that are affordable and

_reasonably comparable to rates charged ‘for similar services in urban areas.® Section 254

provides that federal universal service support mechanisms should be specific, predictable, and
sufficient to achieve the _purposes of the Act."”

C. Prior Commission Orders

6. With the passage: of the 1996 Aet the Commission determined that it was necessary
to make, substantlal rev;lsmnSuto access charges and universal service in order to promote
competrtlon and preserve and advance umversal service. Specrﬁcally, the Commission aligned
the access charge ratg structure more closely w1th the manner in which costs are incurred.* In
the Access Charge Keform First Report and Order, the Commission created the presubscribed -
mtere»‘xchange carrier charge (PICC), a ﬂat per-lme charge 1mposed by a price cap LEC on an end

. user’s IXC. o the extent that,the SLC cap prevented a price cap LEC from fully recovering its

costs through the SL@ 2 the EBC could recover those costs through the PICC, up to the PICC...

' See, ez, Federal-State Joint Board on “Universial Service, Fourteenth Repori and Order. Tweaty- Semnd r‘rder
on‘Reconsideration, and Further Notice of Propesed Rulemaking in CC. Docket Mo 936~ 4“ At Baport aed Oyder in

ec Dccket NO"‘OO-256 ‘16 FCC Rcd J, 1244 11231, para. 13 (2001).(RTF Crder)

* | Telecommunications Aetrof %u , L. No. 104- 108, 1101tat, 5€ (1994) (1996 Act). The 1996 Act
amendedtthe Conﬁ'ﬁt%canons‘Aetgof r934*z(the Act)?i‘(tz‘éﬂlﬁed a1 47 US.CL 5§ 151 et yeg.y; see also 47U B.C. §
254(e) ' ,

E.'ederal State Jmnt-’B“oai'd onaUmversaI Service, CC Docket No. 96-45, Report and Order, 12 FCC Rcd 8667,
88(5ﬁ't 03; para3%6"5\‘1‘"’(5{(997)t@,ubseqﬁenﬁhlstor)zormtfed)“’(adoptmg the:principle-under section 254(b)(7) of the Act
that»,federal supportmiechanisms should ‘be co vely neutral); see also 47 U.S.C. § 254(e). In November 2002,
the Coftimission. ,referredrfo the Federal-State JomtBoard on Umversal Service several issues related to the
por‘f"b‘ﬁﬁy of;tﬁ‘i‘ivers%sé > 3PP ligderal‘-Si‘die :'Io‘mt Board ori Universal Service; CC Docket No. 96-45,

yige QupBory
Order«,Jlj]gECCﬁBc’ d"9264; 20*")@2 e A
o - - ﬁ‘:,‘ v

B 47US.C. § 254(b)(3)
19 i47~U SiC; §§254(b)(5)’ (e).

,Arccess Charge Reform Fzrst Report apd Order; 12 FCC Red at 15998, para. 36.

‘;

As glseusseﬁgaboveagdues\tm aff%‘rdablllty concers, the SLC is subject to a cap that, particularly for residential
customers, 1§ o%e:n belo,\g ,]evelftha't would enable the LEC to recover the entire interstate cost of the local loop.
Seeapara 2; supra )
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cap.? Any costs above the PICC cap could be recoverefl through the CCL charge.” PICCs

. . : FUNE R L RNt
markedly reduced the inefficient per-mimifeiseég¥jgiphgisocal loop costs through the CCL charge,
and increased the portion of loop costs recovered through flat charges.”

7. Unfortunately, the advent of PICCs also created market inefficiencies.”> Because
IXCs recovered the residential PICCs on a per-account basis, residential customers with only one
line paid the same as those with two or more lines, and so paid more than the costs IXCs incurred
for providing them service.” In addition, because PICCs were not assessed directly on
consumers, but instead were subjected to averaging and mark-ups by the IXCs, consumers were
prevented from making head-to-head comparisons among local service providers.”’ Moreover,
residential consumers paid more gverall because IXCs included “transaction costs,” such as

" Lifeline costs, universal service contributions, and bad debts associated with non-paying

subscribers, in the PICCs passed through to their customers.”

D. The CALLS Order

8. On May 31, 2000, the Commission adopted the CALLS Order, a five-year transitional
interstate access and universal service reform plan for price cap carriers, largely based on a
proposal from the CALLS members.”’ In the CALLS Order, the Commission sought to address
several controversial and interrelated issues. Incumbent LECs have traditionally argued that they
must maintain their revenue streams from access charges in order to support universal service
goals, while IXCs and consumers have argued that the prices charged and revenues recovered by
incumbent LECs reflect the inefficient rate structure developed in a monopoly environment.* In
order to'resolve these difficult issues, the CALLS members proposed their plan for
comprehensive reform of the interrelated aspects of the interatate access chiarge regime and
universal service.”! The Commission exercized its own independent judgiment f rgviewing iie

7 -deaess Charge Reform [Mivsi Repert and Crder, 12 FCCRed a1 16022, pais 98, Under the Cotnm: sian’s roles,
there werel separate-cags for the sesidsntiul and single Jine business FICC and the roulti Jine business PICC. As
disenssed below, e Commission sliminated the residential and single-line business PIUC in the CALLS Oider

- 1d, itﬁ;iéQO,é;z,para. 60.

% §s¢ CALLS Order, 15 FCC Rod at 12970, para. 19.

% - See id. at 12970, para. 19.

4
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2 Id at 12992, para. 78.
®  Jd. at 12964, para. 1.

® Ideat 12973, 12978, paras. 26, 38.

3' Id. at 12974, para. 28.
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CALLS plan:** The Commission reviewed it as a.single, integrated proposal, “focus(ing its}
inquiry oh the reasonableness of the propc%’e'ﬂ RS ihole™ The Commission found,
among other things, that “its essential constituent parts individually fall within the range of
reasonableness.”™ It also found that the CALLS plan served the public interest because it
resolved several controversial, interrelated issues in a manner satisfactory to traditionally adverse
industry groups and advanced the Commission’s cempetitive and universal service goals.”

9. Inthe CALLS Order, the Commission further reformed the access charge regime for
price cap carriers. Recognizing that the PICCs created market inefficiencies, the Commission
sought to establish a more straightforward, esono‘miealf];y rational common line rate structure.*
Therefore, the Commission increased SLC caps,*’ eliminated the residential and single-line
business PICC,* and capped multi-line business PICCs.” The Commission limited a price cap
carrier’s recovery from SLCs, the new Interstate Access Support (IAS) mechanism, multi-line
business PICCs, and CCL charges to “Price Cap CMT Revenue.”™ It also addressed the
historically controversial “X-factor” in the price cap formula by changing the X-factor’s function
from a productivity offset to a transitional mecham'srn for reducing per-minute access charges to
target levéls proposed by the CALLS menibers:*' In addition, the Commission appraved an
immediate $2 1 billion reduc’ﬁon in per-mmute switched access charges, which the CALLS IXC

2 14 at 1298182, para. 49.

¥

¥ Id. at 12981- 82, para. 49. _

¥ ar12977 para 36,12981-82 pacss. 4849, c e

¥ Idat 12970, para 19.

3. Seeid.at 12991-93 paras. 76-79. Inthe CALLS Order, the Commis<ion approved graduvated increases m the
Sb@leap fowes:denﬁzﬂ 'ax;d ﬂngle’.lme‘zﬁtlsmess lg‘es»to'$5 00 per month, and approved 3 series of further increases
condltlonedf ﬁ.ost stiidiés tobe: S\ibmiited in a fubiréicost review proceading, TALLS Order, 18 £CC Red at
12994, para’ '88’~‘h1 ordeg‘:toipfeser%"a{fordablhty forloéw-incoms conswners, the Commission alse inureased-.
umMersalﬂsemce~sugp_orttunder thelLifelinemechanism. CALLS Order, 15 FCC Red at 13057-59, paras, 218-21.
”"Recentlyl-ﬁthe Conmnssmnfapproved incredses m*res1dent1a1 and smgxe-lme SLC caps to $6.50. Cost Review
,Proaeedmg}for‘Reszdentzal dnd, Szng’le-‘lszme Business Subscrzber Line Charge (SLC) Caps, CC Docket Nos. 96-262,
94-1; Order,.17 FCCRcd 10868 l%§69‘70 ‘para.* (20@2) (SLC Cap  Review Order).

% CALLS Order, 15 FCC Red at 12991 -93, paras. 76-79.

¥ Idat 13004 06, paras. 105-12, The multl-lme business PICC is a transitional mechanism that recovers revenue

~ that‘wouldiotherwxsebe recoverablg Jthrough charges on residential and single-line business lines. Id. at 13004, para.
106. In the ‘CALLS @Fder, the Commlssmn concluded that “maintaining this transitional mechanism continues to be
a reasonable measiire 10- avoxd‘an ag{rverse impact on universal service and residential customers, and is the better

: approaeh %m‘estabhshmg -a more efficient inferstate access charge rate structure consistent with our long-term
umversal Service: goals in'a competitive local exchange, environment.” Jd.

Id at712988*89 para 70. Price Cap CMT Revenue:includes gommon line costs, marketing expenses, and -
-, residual- revenues prekusly recoveréd?ﬂuough the transport interconnection charge. Id.

*- Id. at 13028-39, paras. 160-84. We discuss the X-factor i in' greater detail in section IILB. infi-a.

6
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members committed to pass through to their customers.*

10. Furthermore, the Commission gsigﬁﬁgﬁgﬁ‘ %(ﬂﬁéw interstate access support mechanism,
sized at $650 million annually, to replace implicit support in the interstate access charges of price
cap carriers.® The IAS mechanism provides price cap carriers with the support required to
recover a portion of their Price Cap CMT Revenues that cannot be recovered through SLCs. The
Commission found $650 million to be a reasonable amount that would provide sufficient, but not
excessive, support.* In this regard, it observed that a range of funding levels might be deemed
“sufficient” for the purposes of the 1996 Act, and that “identifying an amount of implicit support
in our interstate access charge system is an imprecise exercise.”

E. Fifth Circuit Decision

11. On September 10, 2001, the United States Court of Appeals for the Fifth Circuit
upheld the CALLS Order in most respects, but remanded to the Commission for further
consideration its decisions to size the IAS mechanism at $650 million and to set the X-factor at
6.5 percent.* The court held that the Commission reasonably interpreted sections 254(b)(1) and
254(i) as aspirational with respect to the maintenance of affordable rates and therefore upheld the
decision to increase the residential and single-line business SLC caps.”” The court found that,
though.the Commission could not reverse past policy regarding SLC caps without explanation,
the Commission had articulated rational reasons for the increases.” The court also held that the
Commission reasonably concluded that section 254(k), which requires that the Commission
establish cost allocation rules, concerns allocation of joint and commeon costs, rather than the
SLC and the PICC, which relate to the recovery of such costs.” The court further held that the

A ™ SMUTRALE 41 i BT R ST G s b R M RS

2 14 13025, pacas 151-527

% fd. m 13040, pata 20%; sce TOPUY, 205 F 3dat 277 28 weo Disenss the {ynpniscon s dscision ¢ s A5 Al
$650 million in'greater detail in sectinn M4 | {4ffa

M CALLS Order, 15 BOC Red at 130486, paza. 202

% Jd at 130486, para. 201 (“The various implicit support flows (g.g.. usiuesy 2 residential, high-voline to low-
volume, and geographic rate avéragjng-) ‘aré not easily severable and quantifiable. Moreover, the competitive pricing
pregsures/present during this transitional period between monopoly and competition present additional complexities
in identifyitig a specific amount of implicit support.”).

6. See TOPUC, 265 F.3d at 329. ,The court also found that the Commission did not violate the Administrative
Procedure Act with respect to the abbreviated notice-and-comment period for the revised CALLS proposal and ex
parte contacts between the Commission and CALLS proponents. Id. at 325-27.

T Id. at322.

% 14, The court noted several reasons for increasing the SLC cap: the effects of inflation since the last SL.C cap
inerease minimized the real effect of the increase; studies indicating that telephone subscribership would not be
negatively affected by the SLC cap increase; the increased funding of the Lifeline support program, which allayed
some prior. fears.about:affordability; the promise to-conduct a cost study before the latter stages of the SLC increase;
and the offset of the SLC increase by the pro-competitive benefits of the elimination of the PICC. [d.

¥ Id at324.
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Commission could reasonably rely on mar eg,ﬁo:ces ;estructme access rates and need not
conduct a forward-looking cost study to s¢ ?cg"sﬁ’

12. The court did find, however, that the Commission needed to provide further
explanation of two aspects of the CALLS Order. With respect to the $650 million size of the IAS
mechanism, the court concluded that, while identifying a specific amount of support is an
imprecise exercise, the Commission must better explair how it arrived at the $650 million
amount.” Similarly, the court found that the Commission must demonstrate a rational basis for
its derivation of the 6.5 percent X-factor.”” In response to the remand, the Common Carrier
Bureau issued a public notice seeking further comment regarding the $650 million IAS amount.*

III. DISCUSSION
A. $650 Millioﬁ Interstate Access Support Amount

13. We conclude that $650 million is a reasonable estimate of the implicit support in the
interstate access rate structure that must be’ replaced by EAS in order to accomplish the
Commlsslon*s competltlve and umversal service goals'in adopting the transitional CALLS plan.
The CALLS members pr@posed a $650 rhillion support amount as part of their integrated
proposal for resolvmg several interrelated and difficult issues associated with access charge
reform. The\Comm1ss1on stated that it would adept individual elements of the proposal,
including the $650 millién support amouit, if fiie elements were, in the Commission’s
independent judgment, Within a range of refisonableness. Careful consideration of all of the
studies submitted in this proceeding allows us to define a relatively narrow range of reasonable
support amounts. The $650 million IAS amount proposed by the CAJLLS members falls within
this range.of reasonable‘support amounts. Moreover, as we discuss below, we gonclude that
nothing in the record; including recent studies by MASTi"A and Qwest, indicaies that there is 2
more reasonable syppurt amount than the one prupOse.i in the CAY LS plan. We find that a $650Q
mllhon support amount adequately balances our various peiicy goals .m,lndmv the avallab ‘xty of

2L o
ﬂ’& “1-1 N LA ) e

50 Id at 324-25

,5' \Yd aF’ 3'2/8 see\alsaapara\“ﬂ znﬁ'a

2 TOPUC 265 F.3d at 328-29; see also para. 38, infra.

R ‘Common Carrzer B;%e.au eeks Comment on Remand of $650 Million Support Amount Under Interstate Access

Cap{a@amers, CC Dogcket:Nos. 96-262; 94-1,99-249, and 96-45, Public Notice, 16.
my®ar. wBuv 2001)3( CALL?S‘ Remand ’Publtc Notice). ' The Bureau did not seek further comment
”ﬁercem X¥factor 'mdlcatlng that it would rely on the existing record with respect to that
ursuant to-an. ag::ncy reorgamzatlon, thg Commion Carrier Bureau subsequently became

ec}zamsm

s @ALLS Order 15 ECC Red at12981 82, para. 49.
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1. Background
M’%\u‘ " "'!4"‘«@51
14. As discussed above, in the CALLS Order, the Commission adopted several reforms
designed to rationalize, and remove implicit support from, price cap carriers’ interstate access
rafes.” +In order to make these reforms possible, the Commission adopted a new explicit
universal service mechanism—IAS——to replace implicit support previously collected through
interstaté access charges.”® The IAS mechanism distributes support to carriers serving lines in
areas where they are unable to recover their permitted CMT revenues from SLCs despite the
revised caps.” The IAS mechanism accomplishes this by using several mathematical
calculations to determine per-line support amounts for each Unbundled Network Element (UNE)
zone based on the extent to which the average allowable CMT revenue per-line for the zone
exceeds certain benchmarks.® Specifically, in any geographically deaveraged UNE zone where
the average common line revenue per line for that zone would exceed a benchmark of $7.00 per
line for ;ésidegtial and single-line business lines and a benchmark of $9.20 per line for multi-line
business lines, the IAS mechanism would provide support for a portion of the difference between
CMT revenue allowed and the benchmarks.® Although thé aggregate difference between
permitted common line revenue per line and the benchmarks exceeds $650 million, the IAS
mechanism employs a series of formulas to apportion support so that it does not exceed $650
million per year.* The amount of IAS provided in each study area is also adjusted on a phased-in

basis so that by July 1,.2003, CCL charges and multi-line business PICCs will be eliminated for
most lines served by price cap LECs.® To the extent that carriers cannot recover their allowable

% Carriers recover costs assigned to the interstate jurisdiction pursuant to either the Commission's price cap
regulations or its rate-of-retum regulations. The Comrsissic. addreseed reform of the acress rate structure for rate-
of-refurst carriers in the MAG Order. MAG Qrder, 16 FCU Red 21 19616, pars 2. The Comrizsion’s uiiversal
service rules alsc dis;iuguiﬂ‘\ beiween rural cariens, which ave typically smali catriers that meet e definijor of

“rural telephione conspan; ” in the Act und non-awal carrieve £t the rwpee disiibuting suppert for costs aeign A
10 the jntrastate wisdiction, See 47 U.S.C. § 153(37). Althovgh mes Biey camess ¢ Sdojeer 1o tete f retum
regwlation, hﬂre are approximately 105 rural price cap cauriets  See NASUCA Reply 2t 11

% CALLS Order, 15 5CC Red at 13039, para 185
T Id. at 13043, para. 195; see alss supra notz 40 and accorpanying fext.

* ;QALES Order, 1.) FCC Red at13043-44, para. 196. A UNE zone is a state-created zone pursuant to section
i 51**50'7?1“) ‘of’ the' Gorninission’s fules, whlch requires states to establish different rates for unbundied network
elements in at 183st three defined geographlc areas withimr the state to reflect geographlc costs differences. 47 CF.R.

§.51.507(9). .,

C/&LS Order 15 FCCchd at 13043 para. 196. For purposes of calculating IAS, the SLC cap on non-primary
resrden?allmes?and‘ smgle-lme%usmess lmes is set at'$7.00, and the SL;C cap on multi-line business lines is set at
$9.20, aAﬂhough the thaximuri; residentlal SLC chp changed from $7.00 in the Original CALLS Proposal to $6.50 in
thaModlﬁed Broposal ihe CATLS members continued to use $7.00 for purposes of allocating IAS to each price cap
LEC s service ar‘ea to-maintain consistency of benchmarks between primary and'non-primary residential lines. /d. at

13043 n, 427.

6 Id at13043-44 para. 196.
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CMT revenues through SLCs and IAS, they, ECOVEL L the;r CMT revenues through a multi-line
business PICC—up to a monthly cap of g *’“‘éﬁﬂ fiteh CCL charges.”

15. In adopting this mechanism, the Commission found the proposed $650 million IAS
support amount to be a reasonable estimate of the amount of implicit support to be replaced in
the price cap access rate structure with explicit, portable support.® In light of the inherently
imprecise nature of identifying implicit support in the access rate structure, the Commission
found the $650 million support amount reasonable for several reasons. The divergent interests of
the CALLS members—IXCs and low-cost LECs that are net contributors to the universal service
fund and high-cost LECs that are net recipients of universal service—provided significant
incentive for the CALLS members to ensure that the estimate was reasonable.** The Commission
further noted that the CALLS group submitted an AT&T-deVeloped forward-looking cost study
that estimated a support amount of $613 million.*” This estimate relied on the Commission’s -
model for calculating thh cost loop support for non-rural carriers and assumed increases to the
SLC cap consistent with those the Comm1sswn adopted.®

16. The Commission found further evidence of the reasonableness of the $650 million
support ‘amount in hie fact that this amount was within the widely ranging estimates of implicit
support in various studles before the Commission. For example, the United States Telecom
Association estlmated based on embedded costs, that intefstate common line rates then
contained $3.9 billion in 1mp11c1t universal service support.” Commission economists William
Rogerson and Evan Kwerel compared embedded costs to forward-looking costs to estimate that
interstate accéss rates includéd $1.9 billion in implicit support.® The CALLS members noted,
but did not advocate reliance on,-a study'that used the HAI forward-looking mode! to estimate a

82 §ee 47CF“R §8 61.46(d), 69, 153,
6 CALLS Ordpr 15 FEG Red at 13046-47, para. 202.
% Igat 14304@:47 para. 202 e

. Jdn at: 1;3045 yhara, 200, . Ihe ofher membersyuf the-CALLS group did not join in the citation of this study. See
, Memordndym m¢§zgppor f he Re} ised. Plan of ilfe Coalmon for Aﬁ”ordable Local and Long Distance Service, CC
Doeket&*94,1$645 99-249},,96-262 ﬁled by»CALLS on March 8, 2000

8 CALLS Order, 15 FEC-Red at 13045, para. 200. In the Universal Service Fifth Report and Order, the

Cq{mmssgon a;\;proved the~Synthe51s~model ; for use, in calculating high-cost support for non-rural carriers. Federal-

State.Join gBoar{gA Loh- C{gugersalﬁervzce, CC Doeket No 96‘45,:-1"‘1&h Report and Orderk13 FCC Red 21323 (1998)
: '(Ijzzii‘)efn.'sdl. ery, ‘(‘ce Hi ftthepoﬂ and Orderj The Sé'nthesm model*ls a ;series. of algonthms that allow the user to

. Umversal Servzee Fi fth Report and"@rdqr

& GALLS Order, 15 FEC Red at 13045, para. 199 (citing USTA Comments, CC Dockets 96-45 and 96-262 filed
July 23, 1999). ,

& Id:at 13045x .para. 199-(citing A | Proposal for Universal Service and Access Reform, Rogerson and Kwerel, CC
Docket Nos. 96-45 and 96: 262 (ﬂled May 27 1999) (Rogerson and Kiwérel study).
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$250 million support amount.® US West used the Commission’s Synthesis model to estimate a
support amount of $1.2 billion, but did no}assumedhcrgases to the SLC cap consistent with those

the Commission adopted.™ ALTS and Time Warmner proposed an alternative plan that would
provide $300 million in explicit universal service support, but provided no empirical evidence in
support of this amount.” Also before the Commission, but not cited with respect to the
Commission’s decision to size the IAS mechanism at $650 million, was a study filed by the
Common Carrier Bureau’s Industry Analysis Division (IAD).” '

17. The Fifth Circuit remanded the CALLS Order to the Commission for further analysis
and explanation of the $650 million suppoxt amount.” The court recognized that “identifying a
specific amount is an ‘imprecise exercise’ and that [its] review of the [support amount] is
especially deferential due to its transitional nature.”” The court concluded, however, that the
Commission “failed to exercise sufficiently independent judgment in establishing the $650
million amount,” by granting “near-total deference” to the fact that many parties agreed that $650
million was an adequate support amount.” The court stated that “the [Commission] must
prov1de some explanatlon as to why it found one study more persuasive than the other, even if it
does not determine a precise amount as the ‘only’ correct figure.”” In particular, the court noted
that the Commission “hint[ed] at a reasoned analysis” with respect to the AT&T study based on
the Synthesis model and the ALTS/Time Warner estimate, but failed to address other studies.”
On remand, the court therefore directed the Commission to provide further analysis and
explanation justifying $650 million as an appropriate amount of support available under the IAS

% Id. at 13045, para. 199 (citing CALLS Suppletnental Reply at 11 v 20 (filed April 17, 2000}). The CALLS
members::netad this study as an example of the wide-ranging estimatss cf the appxepriat- size of {le rechanism
CALLS Supplemental Reply at 11. AT&T develapad the #5.:dy tased on the HAL wi>d. L, but has advecated thaL the
Commission -ely on its other study. which used the Sy --nesis medel. 1.ke the Syuthesis sacdei, the Hal mode] vces
2 series of algoridins to ssHmate the cost of Luilding » telephune cetwode TATLS Order, 13 500 702 112049

436 The Conrniesion t‘.wt‘p”aimfd snine clements of the HATmodel m developing e Syuesis ncde’ but bae nn:
approved the HAI medel fos use i caloulatiog urivessal rorvice support, Ses geaenaiy Vniverss " Saivies S R4
Repari ot Or;fe/

o (,ALLS (erer, 15 FCC Red at 13048, pava. 204 {citing 1S Wes 131);,’\ Comments a* 7)
Id. at 13048, para. 204 (cmng ALTS and Time Warner Supp. Comments at 17).

7 GALLS Anjlysis, CC Dogket,Nos, 96-262, 94-1, 99-249, and 96-45, (filed by Industry Analysis Division,
Common Gam%g ‘Bureay en-May .25, 2000) (IAD | CALLS Study)t 1AD is now known as the Industry Analysis and
Technolegvanq_smn The work underlymg this, study; is posted fo the Commission website at

wwwifedie ov/wcb/:atd/leohiml The Commissjon relied on.this study in other aspects and attached portions of the
study ds Appendlx C of the CALLS Order. See CALLS Order, 15 FCC Red at 12978-79 para. 41, 13140-43.

Z’,.J TOPUC, 265 F.3d:at 327-28.

" Id.af328.

5o
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18. In response to the remand, the Comfion Carriér Bureau (Bureau) issued a public
notice seeking further comment o the $650 million support amount.” Specifically, the Bureau
sought comment on the uses of a cost médel, including the Commission’s Synthesis model and
the AT&T study, to identify the appropriate size-of the IAS mechanism.*® The Bureau also
sought comment on the use of other studies to determine whether $650 million is the support
amount that best serves the Commission’s universal service goals.® In addition to the comments
and reply comments addressing the studies préviously filed in the proceeding, NASUCA filed
reply comments outlining its own study, which relied on the Commission’s Synthesis model,
albeit with significant alterations,* Based on- this study, NASUCA claims that the IAS
mechanism should be sized at $336 million if the residential and single-line business SLC cap is .
$6.50.% Qwest, successor to US West, revised US West’s earlier estimate of $1.2 billion to
$978 million to reflect the higher SLC caps adopted by the Commission.*

2. Dlscussmn

* 19. We conelude that'the record in thissproceeding supports the Commission’s decision to
size the TAS thechanism at $650 million. Below, we address each of the cost studies filed in this

(L ) A

™ CALLS Remand Public-Notice, 16 FCC Red at 21307. The Bureau did not seek further comment regarding the
6.5 percent X-factor. Id. at 21308 i 5. The Bureau is now known as the Wireline Competmon Bureau.

CMd at21308... .-
 idat21308

8 J\IASUCAaReply, inhe NAQUGA ﬁtudy was ;r;glnally dew: toped for the SLC cap revi 6w ;rocwdmg See

’ NASUCAReply e Déoket Nos. 96262, 94-1; #nd 96-45 (filed Tanuary 24, 2002). In the CALLS Order, the
Comimissien stated’ that it would condust 5 cost review proceeding prior to tic s hedistad fucrease to the residential
anqttsmglerlme business SLGsap above $5.00. CALLS Order, 15 FCC Red st 12964, para. 83. As ststed above, the
- Comiiission recently approved graduated SLC cap increases to $6.50. SLC Cap Review Order, 17 FCC Red at

10869-70 para. 1.

- B ..on :Tanuary¢14 -2002“efgﬂtda§s"before comments were due in response to the CALLS Remand Public Notice,
N" -»&U‘@ aledl @ peh’tl reqli’esmng, modff'lcaﬁon of*tii Anterim Protéctive @rder in the non-rural high-cest
.ﬁl}‘g‘é‘e‘édiﬁg;- ettt to sexiire ceriter: slme“'data fécessary-to its-detailed stidy. Request of National
Associa z%n) ate 'il'{lJPCbﬁsuig’ér Advocate.s‘é’fora SéGond Limitéd Modification of Interim Protective Order
(IP@), e Docket Nos t,96° 262 9431, "aridlo6-45 (of'lled J‘énuary 14 2002). On Febmary 6, 2002, two days after reply
comments wereydue NASUCA filed “reply comments”'in which it outlined the conclusions of its study along with
songh of; 1hamaJor~feamres -@n May 6, 2002, the Commission released a modification to the Interim Protective Order
to“penmt ASHEA to filesits complete cost study. Access Chqrge Reform, Price Cap Performance Review for
. Loeal@x@bangeiCamers Low Volume Lopg Distance Users, Federal-State Joint Board on Universal Service, CC
Docket Nos:96-262, 94-1, 99-249, and 9645, Order, 17 FCC Red 8252 (2002). On May 29, 2002, NASUCA made
wo ex,parte filings which: meludedflts detailed Gost: study. Letters from Michael J. Travieso, Maryland People’s
. .Counsel tonarlene H. Dortch, FCC ﬁled May 29 2002 (NASUCA ex parte letters).

QwestkComments at 7-10.
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proceeding. We conclude that they establish a range of reasonable support amounts, based on
forward-looking and embedded cost esum@tps,m $39p million to $978 million. Because the
$650 million IAS amount proposed in the CALLS members’ comprehensive plan for access
reform falls within this range of reasonable estimates, we then address whether the $650 million
TAS amount appropriately balances the Commission’s relevant goals. We conclude that the $650
million support amount is a reasonable estimate of the amount of implicit support in access
charges to be replaced by explicit, portable support. This support amount appropriately balances
the Commission’s relevant policy goals. We therefore do not change the support amount adopted
in the CALLS Order.

a. Cost Studies in the Record

20. In this section, we address each of the cost studies in the proceeding, as requested by
the Fifth Circuit. We first discuss the relevance, as a general matter, of forward-looking cost
studies to our analysis. We then address each of the seven cost studies discussed by the
Commission in the CALLS Order. Finally, we address the more recent study filed by NASUCA

_in response to the ‘CALLS Remand Public Notice.

21. As an initial matter, we agree with-commenters that it is appropriate to consider
forward-looking cost estimates in determining the reasonableness of the $650 million support
amount.® We disagree, however, with commenters who contend that IAS should be sized solely
on the basis of a forward-looking cost estimate.® In the Universal Service First Report and
Order, the Commissiofi established that, ideally, federal universal service support would be
based on the forward-looking economic cost of construsting and operatmg the network nsed to
provide supported bCfVTCCc- rathier than oa a carrier’s embedded costs ¥ Forward-iooking support
mechanisms promoté efficioncy and send ihe correct signals for ealry, incovation, end -
investment. 5 Tn the context of determing., the sppiopriate size of the TA% wiech apisth forward-

#OAT acT O r:mrneﬂ*~ 8t 2 3; NASUC/# Reply ar 3-4. The swdiss in this poooueding use th o kmds of
methedologies i mhmmu (e gmonist of inaplicit support that should he 1 v\‘ac o with explicit suppust Per\a'ard-
looking cost-stthias - guch as those submitted by ATE RIS West, aad NASUCA: - -estimate the amowot of coot
incurzed-ir construuf'ﬁg and raintaining a theoretics! efticient netaork that canuot be recovered through a carrier’s
end-user charges, such as SLCs. On the other hand, embedded cost stidies- -such as those psovided by USTA and
IAD——estimate-the difference between price cap carriers’ allowable CMT revenues and their revenues from SLCs. .
The difference, or “gap," indicates the amount of allowable CMT revenues that may only be recovered through
explicit supportor inefficient rate elements that contain implicit support, such as the PICC er the CCL charge.

- NASUCA Reply at 4-6; Focal Communications, Supplemental Comments at 16 (filed April 3, 2000); Level 3
Supplemental C‘omments at 5-6 (ﬁled April 3,2000). We do not address NASUCA'’s contention that we should not
provide support. to pnce cap carriers that exceeds the forward-looking cost of service. NASUCA Reply at 3. This
contention relates to the IAS distribution formula, which is not at issue on remand, rather than the size of the IAS
mechanisin.

Umversal Servzae First Report and Order, 12 FCC Red at 8899-901, paras, 224-29. We note that in the MAG
Order}&lﬁ_FCC Rcd at 19668 ara, 129, the Commission concluded that the appropriate level of interstate support
forgate; £-retum oamers 1§hou be determined based on embedded costs.

B 74t 8899.‘para. 224,
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looking studies may. prov1de useful insight 1 ‘the&cost associated with providing services with
an efficient network and, in turn, an approf f_é‘%ﬁﬁ *of support for an efficient network. We
conclude, however, that it would not be appropriate to rely solely on estimates derived from
forward-looking analysis in determining the amount of support to provide under the CALLS
Order. The access reform measures adopted in the CALLS Order continue to rely on embedded
costs rather than forward-looking costs. Spec1ﬁcally, the IAS mechanism adopted by the
Commission distributes support based on embedded costs because the Commission concluded
that this would best facilitate the transitional reform of the access rate structure.®® Also, the
Commission concluded that forward-looking costs should not be used to set rates for price cap
carriers, and the access rate structure that was reformed in the CALLS Order continues to rely on
embedded costs to set rates for SL.Cs, multi-line business PICCs, and CCL charges, a decision
“upheld by the Fifth Circuit Court of Appeals.”® We further note that the Commission has, at this
time, authorized use of the forward-looking Synthesis model only for the distribution of non-
rural high-cost support, and not for other universal service mechanisms. Moreover, the Synthesis
model does not'include data for the approximately 105 rural study areas served by price cap
carriers subject to the CALLS Order.®* For these reasons, we find that the Commission’s
Synthesis model produces useful evidence for estimating the appropriate size of the IAS
mechanism, but that it would-be 1nappropnate to rely solely on forward-looking cost estimates to
determme an IAS amount.

o

22, Seyeral estimates of the appropriate size of the IAS mechanism were considered by
the COI‘I_]_I;H?IESI,__QI_I_ inthe CALLS Order. Of these, AT&T’s estimate of $613 million was the most
reasonable, forward-leoking study available. The study utilizes the Synthesis model, which has
been studied by many parties and spproved by the Commission for calculating intrastate high-
cost support for nen-rural carriers. The study’s n:ethodology- - comparisen of the inierstate
postion-ef.the costs generated by the modelto the ther-proposed XLC caps of $7.006 for
residential and single-line business linesand $2.20 for multi-line business lines-- is generally
regsonable. Nevertheless, thers are sore, preolems with AT&1’s study Some parties have, ™
'questloned A’[?*&T g -method e;tf 4ggregdtmgﬁthgq‘lm , the model into three zones pev study
arean?z‘? AT&Toffers no _]ustlﬁeatmn for thie»aggre tmm ‘method.® AT&T has not provided
sufﬁ'eler;*t_;‘suppemngadocmnentauon for the Lemm ission staff to quantify ihe effect of using

o

C e

& CA«IJ;@E)rd;j, 15,70 Red at-13049-55, paras, 2?016.-13.-

% Seeqld at 12990-30073,,paras 75-112; TOPUC;265 E.3d at 324‘1-25

o See NASUQ{A Beply at 11 In‘companson, there are 80 non-rural pnce cap studies in the model. See id.
52 Qwest ‘Cqmments ‘at 65 NASUC,‘A Reply at 10.

& See I\LASUCA Reply at 10. Elsewhere AT&T states that a, dxff,erent aggregatxon method based on UNE zones
cregtes thé most’ appropnate balancé of mcenhves& nee cap éartiers. AT&T Reply at 2-4 (“[The CALLS Order]
' createcf;a‘ umﬁedzand*hanno‘mzed stnlotﬁre between SI}Gfdeaveragmg, UNE bundling and interstate access support
centenng on}'the %J’NE,‘& (@hlch r_eﬂects aggreg&ted”?vqﬁt%enter ﬁata) That structuré creates balanced incerntives
) fgga*ll;pantles*to 1seekf1easona'ble dtsagggegahon Dlsassocxatmg USF fromthe UNE zone would unbalance those

oA\ Bt
. r,moenﬁves Y

4 '!‘
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AT&T’s aggregation method, rather than another method * Notwithstanding these deficiencies,
the AT&T study methodology generally: aﬁgegx; wq ,%x&p\e We conclude that the AT&T study

provided the most reasonable estimate based on forward-looking costs available at the time of the
CALLS Qrder

23. Staff in the Bureau’s Industry Analysis Division also performed a credible analysis
based on publicly available embedded cost data that permits an IAS estimate of $978 million.”
The IAD CALLS Study compares forecasted rates and revenues under the existing rules at the
time of the CALLS plan to what would hkely occur for each year of the CALLS plan.” The

study reasonably forecasts growth for each price cap study area and estimates the amount of
revenue that will be recovered by each pnce cap carrier from each of the various revenue

“streams, including SLCs, universal service support, multi-line business PICCs, and CCL

charges.”” These estimates accurately account for each of the access reforms adopted by the
Commission, including the phased-in increases to the residential and single-line business SLC
caps, the elimination of the residential and single-line business PICCs, and the cap on the multi-
line business PICC.*® The study concludes that, in the final year of the transitional reforms
adopted in the CALLS Order, the gap between the capped SLC revenues and allowable CMT
revenues will be approximately $978 million.” We note that this finding is consistent with
comments filed by Verizon and SBC, who argue that the $650 million support amount is
appropriate because it permits price cap carriers to recover most, but not all, of the gap between
their SLC revenues and their allowable CMT revenues through IAS.' As discussed below, we

i

# Qwest contends that AT&T's method of aggiegation results in a downward bias ip the estimated support
amount. See Qwest Comuxents at § (“AT&T inappropriatcly combines high cost, low-density areas with urban and
suburbzn areas it a way that dramatic ally naderestimates the amount of universal service support needed in very
high-cost, low-density arcas”™). But se2 also NASUCA R eply at 3 icovending that A T&T uses inappropriate
aggrogets o mshod and g sanlts of AT&T stedy are to-~ highl

B CALLS Apalysis, CC Dorket Blos, 26-282, 94-1, 90-243, ai wi 3843 ¢ fed by hetusicy Analywis Division,
\,ommon Cacrist Burgau op May 23, 2000} (AR CALLS Stady). 1AD is now known as the Industry Analysis and
Teghnolngy Divisizn The work vnderlymg rkis strdy is posted io the Commission: wek ;$ite At ,

WW. fco,go"/wcl',l‘atdr’lec, Bkl - _

®  JAD CALLS $tudy. -
74, R
% M-

Y.
». IADkesnmated thatam sthefinal year of the CALLS plan; price cap carriers would recover $650 million in CMT
qevenues‘ﬁom he. IASAmeehamsm,}*$238 million from multi-line business PICCs, and $90 million from CCL -

f,,,ehal;ges HIATD@ALLS Study; Appendix D at 4 (estimating IAS and multi-line business PICC revenue), Appendix E

at 11’ (eshmate of CCL oharge revenues equals difference between originating.and terminating per-minute access

.,raTes"multiﬁhed».by forecasted minutes. of use). Thus, the IAD CALLSStudy suggests an.explicit universal service

meché‘“msm tofalmg $978 ‘million would be necessary to eliminate completely all of the implicit support remaining in
the access rate structure after the access charge reforms that the Commission adopted are taken into account.

100 Verizon Comments at 3-6 (arguing that $650 million represents approximately 70 percent of the price cap

" carriers’ ailowable CMT revenues); SBC Comments at 3-4 (“The purpose ¢ of the $650 million is to provide support

for a portlon of the difference between an incumbent LEC’s actual commot line revenue requirement and the
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agree that it 1s appropnate to.size the IAS nrreohamS« o,permit carriers to recover most, but not
all, of this gap,in ordef to balance the Comm1ss1on s acééss reform and universal service pohcy
goals in this proceeding.'” '

24. The remaining cost studies considered by the Commission at the time of the CALLS
Order provide little or no aid in 1dent1fy1ng a reasonable range of support amounts. We do not
find Qwest’s $978 million forward-lookmg estimate persuasive.'®’ Qwest used the Synthesis
model in its "‘densrty zone” mode, which clusters lines within a study area to non-contiguous
zones based on tﬁe density of their line populat1ons 13 This tends to aggregate very high-cost
lines with orily ¢ other very hlgh-cost lmes therehy substantxally reducing the effects of rate -
averaglng and i 1ncreas1ng the estimated support amount.'” For example, aggregating lines at the
wire center—still a very fine level of granularity, but larger than density zones—decreases the
amount of support requlred under Qwest’s study to $765 million.'” We find that, contrary to
Qwest s arguments, this failure to provide any :rate averaglng benefit creates a significant upward
bias in the amount of suppo;tdequlred :

25. We also’ ﬁnd that it would be inappropriate to rely on USTA’s $3.9 billion embedded
cost estlmate in determlmng,;a range of reasonable support amounts. USTA’s estimate, which
was exam; “‘d by thg Comim’ssmn at the time-but was'not provided-by USTA specifically for the
CALLS proceedmg, Qrowde,s 1nsufﬁ01ent doctimentation for the Commission to detetmine
whether theré are.any flaws in the methodology.' The estimate appears to include universal
serv;ee_suppgrt_ fg_puggoses that are not at issue in this proceeding, such as intrastate support for

(Contmued fromvprevious page)- . -
incumbent L-EC’s permltfed common—lme end user reﬂovery . Tetrle

ot SeescctionHIA?b mﬁ’fz_ el et e e e

When the GALLS Orcgfr was, a,dopted US Wi ~Qwest’s predeqessor« ~uxcd the same genecal methodology o
esfimate’ S lﬂmlli‘onasupporfﬂ;ameunt See CALZSJ&""'dgr, 15 FCC Red“ar 13048, para. 204, That study-assumed 4
$6 SOJSInGr\cap-on multr-lme:busmgsstes, wihena $9.20 SLC cap was, in fact, adopted by ti:e Con:ndseion Id. The

: QWesthtu'dy filgd m*?hls,ﬁroceedmg correots ﬂus~astu'nptlon Qwest Comuments at 8. We nuie thar the $978 inillion
*estxma,ted by Qw“est."syforward-loolung‘smdy is the same s the andount sstimated by JAD’s embedded cost analysis.

Thes’eireg%ts areamerely'eomcldexgel however and are not relevant to our conclusions that the methodology
underlymg iIAD*‘s stuély i§ persiiasive : while the methodology underlying Qwest’s study is not persuasive.

103 ~‘Qwest Comments atp7 -8. - The- Synthesxs model is able to calculate.costs for an entire study area or, at a more
dlsag “.“}egated leyel onteither a:wire center or densrty zoneﬂbasxs Inall cases, the model first identifies clusters of

P N

g custome glo’“" o iis. /6 eaeh?‘luster#densxty is computed by dividing surface area (in square miles) by the number of

ode dgoTesd e SR Nisters-intokeither wire eefiters-or. densrﬁy zones, depending on the "output mode"

be qde; the model assigns all.clusters within a particular wire
centeh oithatawue cerﬁé‘%lnjlﬂensrﬁ%drfe 'é*ggre at‘ibn "ode, e modbl assigns each cluster to one of nine density
pér squar’e mile, etc.), which are not necessarily contiguous.

=
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TRe sl 973 ?sNAvsUCAe;Reply;at 10-11,

N
‘,tr 5

“"n'*z'{}\nv‘BZ. .ﬂ -; ST d
i 5.0 :
c;ﬁntsﬁé@@;Eoekethos 9%**—45 and,96-262 (ﬁled July 23, 1999).
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non-rural carriers and implicit support in the access rate structure for rate-of-return carriers.'”’
Thus, we cannot conclude that the USTA study:répresénts a reliable estimate for our purposes in
this proceeding.

26. As part of a separate proposal to reform the interstate access rate structure and
universal service filed prior to the first CALLS proposal, Commission economists Rogerson and
Kwerel submitted a study indicating that the support amount with a $6.50 SLC cap should be
$1.9 billion.!”® The Rogerson and Kwerel methodology is primarily concerned with promoting
efficient competition in all regions, including those with significant geographic rate-averaging. It
seeks to accomplish this goal by making available a large amount of support to completely '
eliminate alleged competitive advantages for competitive carriers that serve only low-cost areas
within a study area.' We therefore find the Rogerson and Kwerel study inappropriate for the
purposes of identifying the appropriate size of the IAS mechanism because it is not specifically
designed to estimate the amount of implicit support in interstate access charges to be replaced by
explicit support in order to accomplish the CALLS Order’s reforms. '

27. Finally, the ALTS/Time Warner study and the HAI model study cited by the CALLS
members are unsupported. As the Commission noted in the C4LLS Order, ALTS and Time
Warner “merely assert, without any empirical support, that the interstate access universal service
support mechanism would be more appropriately sized at $300 million.”"° In addition, the
interstate support mechanism proposed by ALTS and Time Warner was based on an alternate
plan which would have substantially reduced the need for interstate access support and was
ultimately rejected by the Commission.'"! The CALLS members cited the $250 million estimate
based on the forward-looking BAI model o demonstrate the widelv ranging estimates of
appropriate suppert amourts, but no pavdy, including the CALS 5 members, advocaiced its use in
this proceeding ot provided a detailed deseription ol he study ¥ Moreovay, the Corranission
orevicusly had rejected the use ¢¥'the HAI model as ths appopsta Mo D estineing foward-
looking costs for purposes of caleulating pon mrat high-cost euyyort and L 1s2sone for deing o
apply here as well.'® Theix%re, we de ant belirve that it wou b appupristr to vee the Hak

—— - PR e

107 Id "

' Rogerson and Kwerel study.
192 1d. at4. - The Rogerson:and Kwerel study,computes forward-looking loopvgo_sts for each wire center in a
company; study.area, Jd.at-9; It then.computes an average loop.cgst in-three different density zones by inflating these

, fonwﬁdai@okiﬁgjcost_s,-propont;iqna'ﬂy to obtain deaveragedioep gosts, so that each ILEC will recover permitted

rés{exiugjfit éh’aﬁ;ges ‘prices equal to the deaveraged loop costs. /d. at 9, 12 n.3. Finally, the study computes a support
amouht by-cornparing aVeragé' cost per zone to a company's SLC revenues in'that zone. /d. at 12 nn. 4-5, 15, 31.

100 {G4LLS.Order, 15 FCC'Red.at:13048, para, 204.
M1 See ALTS/TimetWarner Supplemental Comments at.14 (filed Agril 3, 2000); AT&T Comments at 6.

B coe ’ ) LN
"?.._;CALLS,,SI‘@plemental Reply at 11 n. 20 (filed April 17, 2000). AT&T developed the study, but never
advgatedtits use in this proceeding. : o

B Universal Service Fg’ﬁh Report and Order, 13 FCC Red at 21323, para. 3; The Commyission included elements

" (popiihited...)
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28. In addition to the studies before the Commission at the time it adopted the CALLS
Order, one party filed a new study in response to the CALLS Remand Public Notice. NASUCA
filed a forward-looking study estimating that IAS should be sized at $336 million if the SLC cap
on residential and single-line business lines were $6.50."* Although a useful starting point, we
find that the NASUCA study would require significant adjustment to yield a reliable forward-
looking cost estimate:'* The NASUCA study includes changes to the Synthesis model that the
Commission declined to adopt in the SLC Review proceeding.'® Specifically, NASUCA
modifies the ' model results to permit structure sharing between the feeder and distribution
networks, to remove loop costs that it considers to be traffic-sensitive in nature, and to attribute
different portions of the port to the interstate jurisdiction and different portions of the corporate
overhead to the loop.'"” In the SLC Review proceeding, the Commission declined to rely on
NASUCA'’s studies that incorporated these changes because their results were unverifiable by the
Commission staff and because the changéd assumptions in those studies generated disagreement
among parties """ Moreover, these logp and.pert costs are currently included in price cap
carriers’ allowed CMT revenues and therefore recoverable through the IAS mechamsm We do

?

(Continued ﬁ'om previous page) —
of the HAT model (as well as other; proposed models) in its Synthesis model, but found that the HAI model d1d not

permit the Confinissior “to adopt a}'framework or platform that would estimate the cost of building a telephone
network to-the subscriber’s actual geographic location, taking into account the actual clustering of customers
groupings such as neighborhoods and towns.” Jd. Addjtionally, the HAI model did not sufficiently permit the
Commission tovary-engineering assumptions. /d. The HAI results are not readlly accessible to the public, while the
Synthesis model’s results are posted to.the Comrmssmn K] websxte

' NAsuUCca Reply.at 11- 12 NASUCA ex parte letters. As stated abave the Comnrmission approvad iucremental
increases to the SLC-cap:en June 4,2002, 17 ¥CC Red 10868, 10869- 70, para. 1 (2002) (SLC Cap Review.Order. .
17 ECC Red at:10860:70.para. 1. The SLC cap:will be $6.50 beginning July 1. 2003 Ta‘

1s ‘Amo g its n;cnts, the NASUCA study aggregates lings by TNNE anove, vinch is consisteat with ihe
Comrmssmn s, d‘eclslons 1o, 4pei.rmt,gnce rap r‘amers 16 dtsag;’regate universal seTvice support and deserage SLCs

by UNEme ‘ﬁAsquﬁrréply at9-11.

ne- SLC Revzew~ Order, 17 FCC Red af 10884-85,para. 37. Inthe SLC Review proceeding, NASUC 4 presented the

resulfs' of six dlﬁ"erent model Tuns amt‘h" ach runr.hf "‘hhghtmg an assumption over which parties debated. /d. at
used all assumptlons relied on by the Commission in determining forward-

.,..

’
. lookmg'cos'ts fo .é l servxcefp ses’ mﬂl‘iﬂle;e)tdgphm of thesmethod for allocating common costs (which is

unneeessary/ forqpurposes f oalcuﬁgm *nonrurdl hfg‘h 'o'st Sitpport, but is necessary for determining loop costs).

The other-rurrs were{basedgon thie- default ri, but changedacertam parameter$ of the model. Id. at 10883 para. 34.
" NASUCAuReply at 6 11.. We: noteithat thereqls a hrmted record in this proceeding with respect to NASUCA’s
proposed.rchanges to the»vmodel‘ This cxrcumstance may be attnbutable to NASUCA'’s filing of its study in its reply
Gomments In an:ex parteﬁﬁlmg w1{h the Comnnssxon however, Sprmt contests thezappropriateness of NASUCA'’s
changes to‘the ddel..Letter from Pete Sywenki, Sprint, to Marlene H. Dortch, Federal Communications
Conifﬁisslon, i led September 13, 2002 (Sprint B Piyte Letter). ‘Sprint argues that, contrary to NASUCA’s
assertions, the¢f eder and transtnission portion of:the digital loop carrier are not traffic sensitive components of the
logp 4nd that \th‘é‘gonnu%on whlcliﬁNASUGA relies 16" detexmine 'the ~dmotint of feeder and distribution network that

" share: ¢ommon structurehas flaws that result‘m overstatement of shared structure. - I,

e, "%s*Lc'Cap Reﬁzew oraer, 7 FCC Red at 10884 85, para. 37. .

T
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not consider this remand proceedmg an appropnate venue for reexamining the underlying
decision to allocate costs in this manner. Eor th%mne Jreasons, we agree with Sprint that it is
inappropriate to rely on NASUCA’s study as submitted."® NASUCA’s study is further flawed
because it does not include forward-looking costs associated with serving multi-line business
lines, which are also supported in certain high-cost areas. We also note that NASUCA estimates
the amount of support for rural price cap study areas that are not in the Synthesis model based on
actual JAS received, rather than forward-looking model results.”” NASUCA’s inability to use
the Synthesis model to estimate forward-looking costs for these study areas demonstrates the
inappropriateness of relying solely on forward-looking costs to size IAS."' For these reasons, we
do not find NASUCA'’s $336 million estimate to be a reasonable IAS amount.

29. Nevertheless, we find that NASUCA’’s study, with appropriate adjustments, permits
us to reasonably estimate forward-looking costs.”? Undoing NASUCA’s modifications to the
Synthe51s model related to structure sharing and costs that NASUCA argues are traffic-sensitive
increases the support amount estimated by NASUCA’s study from $336 million to $516 million.
Including multi-line business lines in the study increases the support amount estimated by the
model by another $80 million to $593 million. We note that this support estimate may still be
conservative, because we believe that there may be merit to Sprint’s argument that NASUCA’s
methodology underestimates support required for rural price cap study areas not reflected in the
Synthesis model.'® Without NASUCA’s alterations to the Commission’s Synthesis model, and

with the costs of multi-line business lines included, the NASUCA study yields a forward looking

cost estimate of $593 million.
b. Appropriateness of $650 million IAS ameunt

30. The studies before us, thersfore, establish 3 tange of tcascrable estunaies of mipiien
support 10 be replaced by TAS between $503 willion, as establishoc ¥y lie nautated NASUTHA

cmsiar Traurar

e ﬁ'prim Ex Parse Letter.

2 NASUCA neply at 11-12; NASUCA ex parie letiers. "<ASUCA also uses sewial suppont amoutts fou four
Qwestaindy aress that Have UNE zZones bélaw the wire center level. Jd Sprirt argues that WASUCA’s msthodology
underéstimatesyt e@rmountwo\f syppdrt for ural price cap studygarcas, because it assumes that.the impact of reducing
support for non-rural ¢orhpanies would be: ﬁmectly propomonal to the impact on rural companies. Sprint Ex Parte
Letter., Becausesrural price cap carriers tend serVe hlgher cost lines than non-rural price.cap, carriers, Sprint contends
that the support amount*esnmated for rurai price cap ‘carriers should be higher than estlmated by NASUCA'’s study.

Id
121+ See para. 21, supra.

122 See Appentlix A (describing Commission staff’s methodology for restating NASUCA study).

13 Sprint Ex Parte Letter, We did not quantify the impact of Sprint’s concern regarding NASUCA’s methodology
for estimating support for rural price cap carriers because the record before us does not include any alternative
methodology for perfonmng this estimate, The Commlsswn s restatement of the NASUCA study does adjust the

) amount o aﬁnbgted to rural imce cap. study areas'to: reﬂect~1t§ Sther djustments to the:fjon=rural price cap portion of
the I\{ASUCA gﬁldy, but does o) proportlonally to non-rural stﬁ‘d‘%are ad done in NASUCA’s msthodology. See
Appendlx

19




-aflewableCM
'mterstate aCGGSS‘l‘

. R 4 e x e i }]'n"“‘l-‘»; EoLTM R St h 2 Ve b Br ‘ ;
S e fieRiAbnIRAR G . FeC03-164

amvrm#'* “hv Ay
study, and $978 million, as established by tHSTAD-CANLS Study. As we have noted, identifying
the amount of 1mi)llclt support to be replaced by explicit universal service support is arr imprecise
task.” The court recognized, however, that the Commission does not need to determine “a
preclse amount as the only ‘correct’ figure.”'* Rather, we must explain why, in our independent
judgment, the $650 million support amount is appropriate. Having determined that the $650
million IAS amount proposed by the CALLS members is within the range of reasonable support
amounts, we address whether there is any basis for concluding that a different support amount
within the range would better balance the Commission’s goals. We conclude that the IAS
amount propesed by the CALLS members as part of its integrated plan for reforming access
charges reasenably and appropriately balances all of the Commission’s relevant policy goals.

31. We conclude that the $650 million amount more appropriately balances the
Commission’s goals than would a higher support amount. By conservatively setting the support
amount at $650 million, we ensure that a substantial portion of the gap between SLC revenues
and allowable CMT revenues will be covered by support, while minimizing the risk that the
support amount will be too large The Commission will, at the end of the transitional perlod of
reform adopted in the CALLS @rder cons1der permanent resolution of any remaining issues
related tg the pnce cap ‘access rate structure. The amount of support in the IAS mechanism may
then be adJusted upward or downward, as warranted by the Commission’s experience.' The-
Comm1ss1onunay, at that time, conclude that there are’ 1nefﬁc1enc1es in embedded ¢osts that the
Commission‘nay wish to discourage by exeludlng from IAS. Setting the IAS amount at the high
end of the rafige at this time, however, may commit the Commission to providing universal
service support for any inefficient embedded ¢osts reflected in the price cap access rate structure
i a manner that would be difficult to feverse. -As several commenters niote, adjusting the supnmt
amount-upward at that time may be administratively easier than adjusting the amoimt -
dowriward.*?’ Emngtoward a mnse'rvutwe Support Amour- -i.z., onethat taay not poinit
complete reccverythrcugh the universal service fund of the gap” between =LA e 2nues and

reven -s=~£ac1htates projer adjustments whei the Comimission further addresses
o%m for pnce cap carriers at the end of the transitional pericd, Moreover,
because: “pncetcap‘ic S wﬁilnretaln the.ability to recaver theit allowable CMT revernues through
m’tﬁlltﬁ'lfh&buf mess %Cs aid CCL charges; the consequences of setfing thé support amount
sh’ghﬁ){,lew z‘ﬁe lgéssuproblematlc than the consequences @f settmg the support amount too high.

v C

o

r{\;, 32 O,mthe otmxﬁhand*‘w’*e e‘b‘nclude that a Tower | supjport amount than $650 iniilion would
not pei'mlt pr,lce capxcamers (o} reahze 51gmﬁcant ehough rediictions to inefficient rate elements

% CArrg Order, 15 FCC Red at 13046 para, 201.

125 T@PUC 265 F. 3d at 328

“v I“ T

'26 Sea Umvetj%fl Se z‘ee{Ezrst R:}ort anderder, 12 FCC Rcd at 8929-30, paras. 281-82.

m\ ‘QALI%COmmexlztsﬂﬁ;gg,g‘ndu@t 2. (‘By ’Elz umfu‘ersal,seryxce at the lower end of the range mdxcated by
studles‘sn}; e{eee iy, eix@omnussmn H’t itselty 4ggr*ea er lat;tude in later adJustmg that level of support i
negessarys asedi UpOrtY ,e empmcal expenence gamed diiring "the five years that the size of universal serva‘ce 1s to be

ﬁxed ’x) !
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that contain implicit support, like the multi-line business PICC and the CCL charge.® For
example, setting the support amount at $593 maggrgﬂ ;88 suggested by the restated NASUCA
study, would leave an additional $57 m11110n or approx1mately 17 percent, in those inefficient,
implicit-suppert-containing rate elements in the final year of the transitional plan.' Thus, the
$650 million support amount encourages efficient investment in rural America and allows price
cap carriers to recover their permitted revenues while making s1gn1ﬁcant reductions to inefficient
rate elements.

33. Based on the foregoing considerations, the record does not indicate that another
support amount would better serve the Commission’s policy goals. We also note that the
CALLS members proposed a $650 million support amount as part of their integrated proposal for
resolving several interrelated and difficult issues associated with access charge reform. The $650
million support amount reflects the CALLS plan’s comprehenswe approach to resolving a
number of comphcated and interrelated issues. The rules governing the distribution of the IAS
reflect the proposed $650 million support amount, and adjusting the amount may have
unexpected ramifications with respect to the distribution method. For example, the distribution
method was designed to promote competition by creating additional incentives for price cap
carriers to deaverage their UNE rates.”® As the Commission noted in the CALLS Order, the fact
that both net payers and net recipients of universal service support agreed to the $650 million
amount as members of CALLS also indicates strongly that the CALLS plan appropriately
balanced the various and divergent interests implicated in access charge reform. The $650
million IAS mechanism, in concert with other reforms to the interstate access rate structure
adopted'in the CALLS Order, has resulied in the 52.6 billion reduction in recovery of common
line costs through inefficient rate elements that contain 1mp11r“f univeisal service support.”!
Thus, the $650 millicn amount is part of 2 “single, cohe: dve’ transstional piag for
accomimodating the Act’s universal service goals with the »re‘iempmew of fuller, mote 1ational
competition. For all of these reasons, we conclude that the recrwd In this proceeding suppe 1is tha
Commission’s decisior to size fhe IAS mecharism at $63C ariition,

e

"28 As npted-above, allowable CMT revenues that cannot be recovered through SLCs and IAS will be recovered
through multl-lme busmess PICCs:and CCL charges, which are inefficient and contain implicit support. See para.
- ) léhsﬁ" g7 Redl}cmg the SiZg; of the IAS riechanism will create a dollar-for-dollar increase in recovery from multi-

R A ‘lme«PIC(Es‘andCCL charges "”

i Setung*‘the{;suppprt amount at‘$336 million, as proposed by NASUCA, would leave an additional $214 mllhon,
or 65 petoent, thhe mefﬁment rate elemeiits. -

130 ”S"e GALLS @rder, 15 FCC Red at 13049 para..206:

1 From July L,. 1999 to June 30,.2000, prior to the CALLS Order’s effect, price cap carriers recovered $2.7 billion

- through PICCs, see IAD CALLS Study, Chart 2, and an estimated $688 million through CCL charges. See Trends in

= . Télephone Service, Industry Analysis Division, September 1999, at Table 1.4; Trends in Telephone Service, Industry
d ‘ Analys1s Dlvrslon, Mareli 2000, at Table 1.4; Trends in Telephone Service, Industry Analysis Division, December

. -,,200(0 -at’ Tablef?134 From July 1, 2000, to June 302004, aftét the CALLS Order becarhe- effeotive, price.cap carriers
' reoovered¥§670 {mlhon through PICCs and $133 million through CCL charges See generaZLy Tariff Revrew Plans,

[
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B.  The Commission’s Selection. of @6&-Bercent X-Factor

34. In its review of the CALLS Order, the court remanded to the Commission for further
explanation the selection of the 6.5 percent X-factor by which price cap LECs’ rates are
reduced."”? The 6.5 percent X-factor in the CALLS Order applied to price cap LECs’ switched
access rates and served as a transitional mechanism to reduce switched access rates to specified
target rate levels.™

1. Background

35. The X-Factor Prior to the CALLS Order. When the Commission first established
price cap régulation.in 1990, it 1ncluded a product1v1ty offset in the.price cap formula that was
meant to represent the amoiiat by which TEC productmty exceeded that of the economy as a .
whole.”* Thiis productlvﬂy offset became known as the “X-factor” and was applied to reduce
the rates in each of the service groups, or * ‘price cap béskets,” of the price cap LECs.” The
productivity factor initially adopted in the LEC Price Cap Order included a component based on
historical LEC productivity, and an additional product1v1ty obligation of 0.5 percent as a
© consumeér product1v1ty dividend (CPD) to ensure that consumers shared in the anticipated
product1v1ty gams in the forth of lower rates, " The Commission: prescribed two productivity
factors: a miriimum 33 pergent factor and an optional 4. 3 percent factor.” Price cap LECs that
opted to-use the thher 4.3 percent productivity factor were allowed to retain larger shares of
their earnings."* Pursuant to the LEC Price Cap Order, the Commission performed periodic

132 See TOPUC, 265 F.3d at 328 -29. The Commission’s 6.5 peccent X-factor was-applied-to reduce price cap

LECs’ switched access rates. The Commissicn also adopted a separate X-factor to reduce price cap LECs’ special

access ra‘,%:,s At-thetime:the CALLS Ordes was. dopted and-the petitioners sought conrt review .o¥ the.ordes, the. X-

factorxwasfs ,pexzeenf fartherspecial access.vates. . The petitioners did not challenge, nor 4-es it appear Lai the court

address-ed Jthie Kefagtor for speciakaccess service: We therefore restrict our discuasion e the X-fautor applicable to
SAE L h

switche a‘aec sqservwe

B3 See GALLS Qrder 15 FCC Red at 13020-21, para 140.
134. See; LECPrzaerGapg@rd.er :5 ’FCC;Rcd at 6796, para 74 . L

W2 LA [PEEE T 1 -f-"-
135 aiﬁge@pnce eap ,baskets ag;e’ﬁbroadigroupmgs o,f LEOse eesr aelg basket is sub]ect to its own price cap The
Comniission m‘ﬁfllyaafdgpted feur price-cap’ basicets“‘ *(al)ﬂ\eor?nﬁnon :line services; (2) traffic sensitive services; (3)
special agcess sewxces “and (4) mterexchange services. The Commission applied a separate, lower productivity
 factorof Bupércent At%‘gsmterexchange services basketébecause its.evaluation of LEC productivity included only

interstate dccess aotivity;? fhereforehthe record did: notsup ort.a hlgher product1v1ty factor for LEC interexchange

services. See LEC Price-Cdp Ordgr 5FCE Red at 6811 hparas 200-201, 206. In 1994 the Commission removed
transport: services from the traffic sensmve basketand combmedgthem with special access services to create.a new
tnmkmg basket. See Transport Rate Strueture and Pricing,. CC DocKet No. 91-213, Second Report and Order, 9

FEC Rcd 61‘5 622, ‘p‘axa 12 (1994) S ON A

g '5f

13¢. §ee LEC Price Cap: Order 5 FCC Rcd at 6796, pa’fas 74 75

—m‘—ea . RYR ar

- 1. Seg LEC Przce Gag;thder;,,S ECC Bcd,.at 6?748{7 \7/;%6‘; paras. 5 74.
i g

138, $In1t1ally, pnee cap I,ECs were reqmred o share‘a%t\o‘ﬁlonmf thelr%earmngs in exceds of specified rates 5t returr’
©owi thelr access,oustomers by temporanly reduemg the’ pnce cap. ce;lmg in a subsequent period. The price cap
(eentmued W) . L
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reviews of the price cap regime.™ After the first performance review in 1995, the Commission
found that the initial productivity factor wily tu:{gisand increased the minimum productivity
factor from 3.3 percent to 4.0 percent.® The Commission also provided two optional '
productivity factors of 4.7 and 5.3 percent.' In the next price cap performance review in 1997,
the Commission increased the productivity factor to 6.5 percent for all price cap LECs." This
productivity factor prescription primarily relied on a staff study of the historical rate of growth in
LEC total factor productivity (TFP).'

36. Several entities filed petitions for review of the 1997 Price Cap Review Order with
the United States Court of Appeals for the D.C. Circuit. In USTA v. F CC, the court reversed and
remanded for further explanation the Commission’s prescription of a 6.5 percent productivity
factor, although it affirmed the order against the petitioners’ remaining challenges.' The court
rejected the Commission’s stated rationales for selecting 6.0 as the historical component of the
productivity factor, and sought further explanation of the Commission’s choice of a 0.5 percent
CPD component.” The court withheld issuance of its mandate, pending the Commission’s
reconsideration of the productivity factor, through June 30, 2000." |

(Continué‘d from previous page)
sharing requirement established three sharing zones determined by specified rate-of-return levels. In the first “no
sharing zone,” price cap LECs were allowed to keep all of their earnings up to the first rate-of-return ceiling. Above
that ceiling, in the “50-50 sharing zone,” price cap LECs were entitled to retain 50 percent of their earnings and were
required to return 50 percent of their earnings to ratepayers up to the second ceiling. Price cap LECs were required

. to return 100 percent of any earnings above the “50-50 sharing zone” ceiling to ratepayers. See LEC Price Cap
Order, 5 FCC Red at 6801-02, paras. 122-26

139 Qop LEC Price Cop Order, S FCC Red a1 678%, pasa 20

M0 Goz Byice Cap Performance Review for Loeol Sxohaage Corr s, CCDackei 1o 95 1, Fase Repori apt (5gey
10 FOC Red 8561, 9053-54, para 200 (1995} (/735 Price Cap Peviny Chdery Ll ITzT

' - v . . syt gt . . .
W gpp [995 Price Cap Review Order, 1@ ¥0C Rod 8961 at 9055-56, paras 71 3.15 Mo sharing obliget: a8 ware
imposed on LXECs that chose the highest productivity factor of 5 3 percent. Sz id ai 5057-58 paias. 222402

142\ Sop Price Bap Performince Review for Lozal Exchange Carriers, Fourth Report and Order i Ct. Jocket No.
94-1 and Secorid Réport an@'Order'in CC Docket No. 96-262, 120FCE Red.16642, 16645, para. 1 (1997) (1597
Price Cap Review Order). The Commission also eliminated the sharing requirements. /d.

M5 Sbe 1997 Bice Cap Réview Order, 12 FCC Red at 16645, 16693-98, paras. 1, 133-43, TFP measurement isa
méthodolsgy cbitimonly used fo midsure productivity andsproductivity growth in the economy as a whole.
Pmo‘duétiwffy isaneasured as.the ratio of an index of the outputs of a firm (or industry, or nation) to an index of its
inputs. Productivity growth is medsured by changes in this ratio over time. The 1997 staff TFP study calculated the
Iﬁg;\;or»icagl diffefénce ih productivity growth between LECs and'the-ecenomy nationwide for the period 1986 through
1995. Specifically, it calculated the differential reflecting the difference in the rate of change of LEC input prices as
comipared with the economy as a whole. These two factors were theh-added together for each year. Id.'at 16696,

para. 138.

- " See USTA, FCC, 188 F.3d 521, 530 (D.C. Cir. 1999) (USTA).

Jtedi 9y e lSTARH8E B.3d at 525-28. ’

W s USTAY FCC, Order, No: 97-1469 et al. (D.C. Cir. June 21, 1999); USTA v. FCC, Grdét, No, 97-1469 et

(cm‘lv:ri_pucg;,:,..);
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37. The CALLS Order X-Factor. O'TxM‘ay F,72000, the Commission reformed its price
cap regulation regime in the CALLS Order. The rulemaking leading to adoption of the CALLS
Order was initiated by the Commission in response to a proposal put forth by CALLS."* Among
other things, this proposal changed the price cap basket structure by separating trunking services
and special access services into two separate baskets.'” The Commission adopted CALLS’
proposal to reduce the rates for the traffic sensitive switched access services and transport
services baskets to specified average traffic sensitive (ATS) target rates.'”® CALLS proposed that
price cap LECs would reduce their ATS rates over time by applying an annual reduction of 6.5
percent until the target rates are reached.” This transitional mechanism was called an *“X-

' factor,” although the Commission made clear that it was not tied to productivity, but was merely
_meant to reduce rates to the target levels at a reasonable pace over the course of the five-year
period of the CALLS proposal.’*> The Commission stated, “During the five-year term of the
CALLS Proposal, the X-factor as adopted herein will not be a productivity factor as it has been in
past price cap formylas. Instead, the X-factor is now a transitional mechanism to lower access
charges to target rates for switched access . . . "'

38. Court Decision. In challenging the CALLS Order before the United States Court of
Appeals for the Fifth Circuit, petitioner NASUCA raised several issues regarding the 6.5 percent
X-fagtor. First, NASUCA aggued that the D.C. Circuit previously had rejected use of a 6.5
percent X-factor in USTA v, FCC."™* Second, NASUCA argued against the targeting of the 6.5
percent reductions to the ATS rates (i.e., switched access usage rates) as opposed to applying
them to local loop rates (the CMT elements) 155 Third, NASUCA argued that the X-factor
reduction should not be set équal to inflation after the target rates are réached.”*"In its decision,

(Continued from previous page)
al. (D.C. Cir. Apr. 13, 2000). -

“? See generally CALLS Order, 15 FCC Red 12962.
“e OALLS cons1stpd of severai prxce cap LECs and IXCs. See note 2, supra.

4 See CALLS, Order, 15FCC Red.at 13021, 43025 paras.. 141 149; 47 CF.R. § 61.42(3), {5). After.the CALLS
Order, there are'ﬁve'pnee capbaskets fory. (1) eommon ‘line, marketing and transpoﬁ mterconneciion charge (CMT)
elements}’ (2)~trafﬁo., sensitive switched : irifexstate Jedess: elements, (3).trunking services; (4) interexchange services;
-and (5):special access services, ~

1505 Thestarget rates are-$0:0055 for reglonaLBell;@perahng-@onmames $0.0095 for very low-density price cap
LECs, and $0.0065 for oﬂler,pncefeap LEGs. See CAELS @rder, 15 FCCRed at 13021-22, para, 142; 47 CFR. §

"61. 3(qq)
st Sea CALLS Order, 15~FCC Red at 13020-2,1 para; 140.

7" Sog CALLS Onder, 15 50G Regl 2t 13028, e 160.
13 See CALLS Order, 15 FCC Red at 13028, para. 160.

14 See Initial Bnef for Petitioner National Association of Regulatory Utility Consumer Advocates (NASUCA), 5“’
Cir’ Case No. 00-60434 at 56 (ﬁled&Scpt 20, 2000) (NASUCA Initial Brief).

15 See 'NASU@A Im ial Bne,g at 56 vSeeéglso note 40, supra (deﬁmng CMT revenue).
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the court remanded to the Commission only the issue of the selection of the 6.5 percent X-
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2. Discussion

39. In its decision, the court affirmed several important components of the Commission’s
CALLS Order. Specifically, the court upheld the Commission’s authority to set access charge
rates that are not based' on forward-looking cost, so long as they are just, reasonable and
nondiscriminatory as required by sections 201(b) and 202(a) of the Communications Act, thus
leaving intact the Commission’s adoption of the target ATS rates.'* The court also left intact the
Commission’s decision to target the X-factor’s reductions to switched access services as opposed
to commion line services, and to adjust the X-factor to therate of inflation after the ATS target
rates are'met. Finally, the court did not find unreasonable the Commission’s use of the X-factor
as a transitional mechanism for reducing rates, as opposed to a productivity factor.'” The only
issue related to the X-factor remanded by the court for further explanation was the Commission’s
basis for picking the precise figure of 6.5 percent as the transitional X-factor.'®

40. Using 6.5 percent as a transitional X-factor was the Commission’s reasoned approach
to reconciling the competing goals of moving traffic-sensitive access charges closer to cost-based
rates while avoiding a flash cut.'' The Commission wanted to ensure that ATS rates reached the
target levels within a reasonable period of time to ensure that consumers reaped the benefits of
the CALLS Order as soon as possible. Some commenters, however, argued that the Commission
should aveid’aflash cut of-aceess-charge rates, which could harm competition.'® Moreover, the
Comzmission previously has held that flash cuts in access rates should be avoided to provide
LECs, IXCs, and end users time to adinst o changes in rate structures.' Thus, the Comm igsion
(Continued fiam previous page) v -« an remm——— e -

B See NASUCA Initie! Brief at 56. T the CALLS Order, e Uomrission found tha eace 3 price iy LEL .
seached the applicable A% S thuget 1ete, the & § parcent siguction facior v nid ke et to equal inflation, which, vader -

the.prige cap, formula for these s v oo, essentially woald freeze the poce caps for services in the fsaffic sensitive
switgligh aeeesmd‘ﬁd»tr';rﬁgﬂzw« services baskets. See UALAS Gvder, 15 FCC Red at 13022, 13029, paras. 144, 163

57 See TO?U(;"/'&‘ r 3u at uss
LA 54

158, See. T@PUC 265 F Jd at 524 47U.8.C. §§ 201,(b), 202(a).

1% Indeed, the court explieitly recogmzed ‘that the X-factor “is no longer tethered to any productivity measure.”
TOPUC, 265 F.3d at 329.

160." Gee TOPUC,-265 F.3d at 329,

6%, See GALLS, @rder,n]xSFCC Red at 13036-37, paras. 178-179.
1

. 162 See Letter from,D,gnald F. Shepheard, Vice President Federal Regulatory Affairs & Policy, Time Wamner

B

: Telecomn, - tow g‘a’heR‘“ Salas, Secretary, FCC, CC Docket Nos. 96-262, 94-1, 99-249, and 96-45 (May 8, 2000).

16 See Access Charge Reform,: F irst Report and Order, 12 FCC Recd at 15987, 16083, paras. 9, 234 (adopting a
gradual, market based: approaeh, rather than a flash cut, in eliminating implicit subsidies in interstate access charges

- and in. nugratmgqpsage dbased: charges into flat-rated charges). ‘Cf. Access Charge Reform, GC Docket No. 96-262,

Sewventh: Report and ®rder and Further Notice of Proposed Rulemaking, 16 FCC Red 9923, 9937, para. 37 (2001)

(deehnmg to flash" cutlcompetmve LEEC access rates to.the level of the competing incumbent LEC and finding that a
(contmped . .
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adopted a transitional X-factor to reduce A'FS tates;inotder to avoid the harms associated with a
flash cut.

41. Having rejected an immediate reduction to target levels, the Commission then had to
determjine the most reasonable X-factor to apply. In deing so, it was necessary for the
Commission to consider a number of criteria: which factor would work best for the broadest
range of carriers; which factor could be most easily understood and implemented; and which
factor was best supported by record evidence submitted by all parties. The 6.5 percent X-factor
best. fit these criteria, and was thus the most reasonable cheice for the Commission to make. The
6.5 percent X-factor had-been in place, although subject to a remand order, since 1997. Indeed,
commenters in the CALLS Order proceeding did not propoese any amount other than 6.5 percent
for the transitional X-factor.'* The Commission determined that the transitional mechanism,
featuring a 6.5 percent X-factor, would achieve the goal of reducing rates over a reasonable time
period, without reducing rates too quickly so as to harm LECs. The Commission was able to rely
on the fact that the 6.5 percent transitional X-facter was proposed by CALLS, a group that
included both price cap LECs.and IXCs, as evidence that it reduced rates at a reasonable pace,
i.e:,.net too quickly se as to harm LECs, but fast enough that the benefits of the rate reductions
would flow to IXCs. and their end-user customers in a timely manner.

42. The court has reco,gnized the legitimacy of the Commission’s reliance on its expertise
in setting rates.' In NARUC, the court upheld the Commission’s development of a $25 private
line surcharge, even.though this charge was “an estimate based upon assumptions drawn from the
collective experience of the Commission.”*® The record was inadequate to allow the
Commission to derive a more, precise rate; therefors the court found thar it was reasonable for the
Commission to rely on its expertise in setting the rate.”’ In the case of the 6.3 perceni X -facior,
the record did not provide any number other than 6.5 percent as ihe transitional echan: >, No
party argued,that 6.5 percent was an arreasonable number for the Corassion to usc aga ~
transitional meehafiism. Fuﬂhermure -the Commission had experience wiih vsing a 6.5 percent

: X-factor previously. Tt was thiereforé familiar with the typds.of seductions that could be expected
from using this number, as opposed to some other number that ric party had nropose:l and-that
had not been iised prakusly to reduce rates. As discussed above, the Commission relied on its
expertlse m detennlnmg that the 6.5 percent X-factor would achieve the policy goals of reducing
ATS;rates;to t“arget Iyels in a,timely manner that would not harm LECs

(Continued from;previous page)
gratlnal-transitioris more appropriate).

14 ALTS/Time ‘Warner submitted a proposal to use the 6.5 pereent transitional X-factor, but to target 50 percent of
the X-factor to ATS rates and 50 percent to CMT rates. Se¢ Joint Comiments of the Association for Local
Teleconm%umcatlons Serv1ces and Time Warner Telecom, CC Docket Nos. 96-262, 94-1, 99-249, 96-45 at 16 (ﬁled
Apr. 3,°2000).

168 See Nat’l Ass'n ofRegulatory Comm rs.v. FCC, 737 F.24 1095 (D.C. Cir. 1984) (NARUE).
N 166 NARUC 737 F 2d-at 1139

IGZ,-NMRUG; 737B2dat 1140, . SRR
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43, Before adoption of the CALLS Order in 2000, Commission staff analyzed the
potential effects of adopting the CALLS plfmg?;%@m;aared to the access charge regulations in
existence at the time®® In that analysis, IAD predicted when price cap carriers would reach their
target rates using a 6.5 percent X-factor.'"® According to the IAD CALLS Study, carriers
representing the following percentages of total access lines would reach their target rates: 6
percent in 2000; another 42 percent for a total of 48 percent in 2001; another 26 percent for a
total of 74 percent in 2002; and another 22 percent for a total of 96 percent in 2003." The
application of the 6.5 percent X-factor has yielded results strikingly similar to those predicted by
IAD in 2000. Price cap LEC companies that met their target ATS rates immediately upon filing
their 2000 annual access filings represent approximately 58 million access lines, or 36 percent of
the approximately 163 million total access lines.'"”" In 2001, companies representing another 39
percent met their ATS target rates, for a total of 75 percent." In 2002, companies representing
another 21 percent met their ATS target ATS rates, for a total of 96 percent.'” There are only
approximately 6 million lines, or 4 percent of the total, served by price cap LEC companies that
have not yet met their target ATS rates.'™ These companies will continue to apply the 6.5
percent transitional X-factor to reduce their ATS rates. We note that companies representing
approximately 3 million access lines were very close to meeting their ATS target rates in their
2002 annual access filings, and it is likely that these companies will meet the target rates in their
2003 access filing.'” Therefore, we expect that, after the 2003 access filing, price cap LECs that
have not reached their ATS target rates will represent fewer than 3 million lines, or 2 percent of
total access lines, with companies representing 98 percent at their target rates. Actual application
of the 6.5 percent X-factor generally followed Commission staff’s predictions on when ._.
companies would reach their target rates,.establishing a timnely transition path and bringing__ _
benefits to.consumers in atimelymavwer. . . . . .

44, Application o 2 significantly differsnt X-factor world have bad very differcn
conssguenses.” A highe: X-facti ot Id bave reguced the prive eap compatdes’ AT rates to

pats

—— I ] A

168 - Foe TAD CALLS Study.

19 IAD CALLS Study at App. E.

170 IADCALLS Study at App. E. 'Approximate line counts from the carriers’ 2002 annual access filings were used
1o deternu‘li‘ﬁé' thépercentage of fotal-access lines at the target levels in éach year of the IAD CALLS Study.

" See Appendix B. Approximate access line counts for the price ‘ca.p LEC companies are based on the 2002
annual access filings. )

1”2 See.Appendix B.
13 See Appén‘d'ii B.
1% See Appendix B.

'7‘5 See Appendix B. For purposes of this analysis, we expect that companies with 2002 annual access ariff ATS
rafes Jess than $0.001 dbove their target rates are likely to reach the ATS target rates in their 2003 annual access
tamff filings. ..

'7"6 . An X-factor slightly higher or lower than 6.5 percent, however, would not have had much impact on the
(continued....) ‘
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the target levels at a faster rate, thereby posslny hmn1ngthose smaller price cap companies that
have not yet met the target rates. A lower X-factor would have reduced price cap companies’
ATS rates to the target levels.at a slower rate; therefore, IXCs and their end-user customers
would not have received the benefits of these lower rates in as timely a manner. The
Commission relied on the record before it and its expertise in selecting a 6.5 percent X-factor in
2000, and this X-factor has achieved the Commission’s policy goals of reducing ATS rates iri 2

. tlmely manner without harming price cap companies by cutting rates too quickly.

45. The Commission’s selection of a 6.5 percent X-factor as a transitional mec-anism for
moving to ATS target rates was based on the record before it. Indeed, the Commission was
without a reasoned basis for selecting an alternative, transitional X-factor. The Commission’s
selection of a 6.5 percent X-factor in 2000 will bring ATS access charges to the target levels for
price cap LECs representing at least 98 percent of total price cap access lines after the July 2003
annual access filing. This percentage represents reasonable levels of lines reaching the ATS
target rates during the third and fourth years of the ﬁve-year CALLS proposal. The benefits of -
lower access charges are being provided to consumers in a timely manner as envisioned by the
Commission in the CALLS Order. The remaining carriers continue to move toward the target
rates in.a manner that provides meaningful consumer benefits, while avoiding the kind of
dramatic rate cut that, as the Commission previously discussed, could harm LECs. Although 6.5
percent is notithe only possible transitional mechanism that the Commission could have adopted,
for the reasons articulated above, it represents a reasonable exercise of the Commission’s
discretion in Setting rates.

IV. PROCEDURAL MATTERS..

Y. VR .Supplemental Final Regulatory Flexibility Certification

" 46, The Regulatory Flex1b1hty Act of 198, as aw ended wR}'A)”’ ryquurs that 2
regulatory- ' ¢ prepared for miemakmg viccerdings, unless ihe agency certifies
that "the rule w111 nof have a significant econormic impact on % vubstantial pimber of small
entities.”'™ The RFA generally defines "small entity" as having the satme meaning as the terms

"small busmess,'{ "small @rgamzatlo*l and "small governmental jurisdiction."” In addition, the
term. "small bii smess" has the Same meaning as. the term "small business concern" under'the
Small: Busmess Act 180 A small business concern is one which: (1) is independently owned and

(Contmued ﬁ'om prevmus»page)
timetdble. Most camers'would have reached their target ATS rates on the same time schedule in that case.

177 The RFA, see § 5 U.S.C. S 601 er. seq., has been amended by the Contract With Amenca Advancement Act of
1996, Pub. L. N¢”'104-121, 110°Stat, 847 (1996) (CWAAA). Title II of the CWAAA is the Small Business
Regulatory Enforcement Fairness Act of 1996 (SBREEA).

" 5 US.C. § 605(b).
17 5 UsC.4§ 601(6)

180 SQU S.C. § 601(3) (ingorporating by reference the deﬁmtlon of "small business concern" in Small Business Act,

F}
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’ ‘ operated; (2) is not dominant in its field of operation; and (3) satisfies any additional criteria -

estabhshed by the Small Business Admintétratir (B, "

47. On May 31, 2000, the Commission adopted the CALLS Order, which reformed the
\ interstate access rate structure and created a new universal service mechanism, Interstate Access
| Support (IAS), for price cap carriers.'™ On September 10, 2001, the Fifth Circuit affirmed the
CALLS Order in most respects, but remanded for further analysis and explanation the decisions
to size the IAS mechanism at $650 million and to adopt the 6.5 percent X-factor.” Specifically,
with respect to the $650 million size of the IAS mechanism, the court concluded that, while
identifying a specific amount of support is an imprecise exercise, the Commission must better
explain how it arrived at the $650 million amount."™ Similarly, the court found that the

Comm1ss1on must demonstrate a rational basis for its derivation of the 6.5 percent X-factor.'*

48 In this Order on Remand, we provide further analys1s and explanation as required by
the court, but do not adopt any changes to the Commission’s prior decisions. With respect to the
$650 mfllion IAS mechanism, we examine each of the studies in the record to determine the
range of reasonable estimates of implicit support to be replaced by explicit support,”® and then
explain why, in our independent judgment, $650 million is the most appropriate amount of
implicit support within this range to replace with explicit support.”” Specifically, we conclude
that by conservatively setting the support amount at $650 million, we ensure that a substantial
portion of the gap between SLC revenues and allowable CMT revenues will be covered by
support " whilé minimizing the risk that the support amount will be too larJge We also further
percer-t X fau:or as a meaus of achieving 1eductmn in trafﬁc sensitive rates whﬁle aumduw _
flash cut in access rates that conld hann 1 corapetition ' Specificaily he Commission cousiderad
all 1«=lf:'"ant vriteria, m*!um wiich fi Aetor « wonld waik besd fon the uonfic&t iange of camrr%

a— ‘, o [N

which Far'ﬂ n,wum LmeZPaSps wnderstood sod tm e F bt hich Sios was best
al.ipnort°€l byreg-ﬁ@rg idercs subinitied by al! pdﬁw The &4 pervaat X fueine hest 1 these
scuftgriasaind yes thugdhe most reasonable choles for the Conamission to make  Becawes thic
Onder onREFAR A derios change either $650 mition IAS mechanism ox the 6.5 percant X

factor 1o m"?\;g?gmm}nimm of any kind result from otir action. Therefore, we e,ewfy that this

@rder on Remartl vx/rfl}mét have a significant economic impact on a substantial nutuber of smafl
T T e .

>

=Ty

18! Small Busm;s,mt /§’15 U.S.C. S 632
182 CALLS Order; 15 FCC Red 12962; see id. at 13071-76 paras. 251-63 (Final Regulatory Flexibility Analysis).
183 TOPUC, 265 F.3d at317.
' 18 Id, at 328; s;e also para. 17, infra.
| 85 TOPUC, 265 F.3d at 328-29; see also para. 38, infra.
86 See supra paras. 20-29.
‘ '.3:7 See supra pdtas. 30-33,

188 See supra paras, 39-45.
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entities,

49. The Commission will send a copy of this Order on Remand, including a copy of this
supplemental certification, in a report to Congress pursuant to the Congressional Review Act.'®
In addition, this Order on Reconsideration and supplemental final certification will be sent to the
Chief Counsel for Advocacy of the Small Business Administration, and will be published in the
Federal Register.'”

B. Paperwork Reduction Act Analysis

50. The decision herein has been analyzed with respect to the Paperwork Reduction Act
of 1995, Pub. L. 104-13, and-found to impose no new or modified reporting and/or recordkeeping
requirements or burdens on the public.

V. ORDERING CLAUSES

51. IT IS ORDERED, pursuant to sections 1, 4(i) and (j), 201-209, 218-222, 254, and 403
of the Communicatiens Act, as amended, 47 U.S.C. §§ 151, 154(i), 154(j), 201-209, 218-222,
254, and 403, that this Order IS HEREBY "ADOPTED as described above.

52.IT ISFURTHER ORDERED that the Commission's Consumer Information Bureau,
Reference Information Center, SHALL SEND a copy of this Order on Remand, including the
Supplemental-Final Regulatory Flexibility Certlﬁcatlon to the Chief Counsel for Advocacy of
the Small Busmess Adm1mstrat10n - e

FEDERAL f“OMMUN'ICATION (,OMMISBIO’\I

Sec%:é_t?iy

189 Goe 5 U.S.C. § 801¢a)(1)(A).
0 Seg 5 U:8.C. §:605(b): - -
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Appendix A

FCC Staff Restatement Analysis of NASUCA Forward-Looking Cost Model

Introduction

NASUCA filed reply comments in this proceeding describing a forward-looking cost study
which indicated that the Interstate Access Support (IAS) mechanism adopted in the CALLS
Order would be appropriately sized at $629 million if SLCs were capped at $5.00 and $336
million if SLCs were capped at $6.50. On May 29, 2002, NASUCA filed ex parte letters further
detailing its study. As discussed in the Order, the Commission concludes that the NASUCA
study should be restated to eliminate certain assumptions.! The following sets forth the
Commission staff’s restatement analysis of NASUCA’s study.

Restatement

1. NASUCA’s Assumptions Related to Structure Sharing and Traffic-Sensitive
Costs

In its study (or “preferred scenario”), NASUCA makes certain changes to the Commission’s
Synthesis model in order to permit structure sharing between the feeder and distribution networks
and to remove loop costs that it considers to be traffic-sensitive in nafuse. i order to estimete
the amount of support using WASLA’s methodology, but withont velyving on those assamptions,
Commission staff referred io the results of the “defanlt secnario” submitted by MARTICA n the
Cost Revigw proceeding’ This default scenniin produces foyveard-leaking costs fbul do ot rely
on NASUEAls changed a‘tss-umpﬁogm.'% Flging these costs i ASTIC A's mclhodology fnevsses
the estimate supgort fror $336 million to $516 saillioa, ae shown i ¥aile 1 below.

b See ;;ara. 29, supra.
s L 9§

2 Inthe SLé%Cqst-&gva yiProceeding, NASUCA submitted several studies describing different model outputs
resulting T @iffereyit “seenariosy} or sety of assumptions factored into the model. NASUCA Comments in CC

Dookét Nos. 962262;94-1,.and 9645 (filed January-24; 2002). These scenarios included the “default scenario,”
which.aitilized the Comimission’s model without changes and the scenario which herein is referred to at the
“NASUGHA preferred seenario,” which make changes to the Commission’s model consistent with NASUCA’s
argumerits that certain costs should be removed from the model. NASUCA submitted these studies in Excel format,
calling the file epntaining the defall;ljlt scqxgirio “we_cost” and calling the file contained its preferred scenario

“we_costdlets.”

e T PR SR P . Lo
2 J-r/l?A‘Sg,@*A:g&lg?ﬁ'uﬁfssenago égcs inélude changed a‘s‘é"’mnptmns.r,egandmg the attribution of corporate overhead
c'd‘s‘,ty's',j_péﬁ}_g’ﬁl,:q%g asﬁoxgp’ﬁ;re‘dtb pfeiﬁiﬁgiis{@%nmﬁs:sion uses of the Sypthesis model. See para. 28, supra.

Compiisstomstaff ﬁ?a’éuj’g‘l};;ﬁsliﬁaatéd’«thé irgbact of this change:by NASUCA.
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CTabig A
NASUCA Preferred Scenario (in millions)  Source
NASUCA Preferred Scenario
at $5.00 SLC Cap
76 price cap, non-rural study areas
with UNE Zones $472 L1=NASUCA Preferred Scenario
Additional 105 study areas $157 L2=USAC data
Total : $629 L3=L1+L2
NASUCA Preferred Scenario
at $6.50 SLC Cap
76 price cap, non-rural study areas T
with UNE Zones $252 L4=NASUCA Preferred Scenario
NASUCA Factor 53.39% L5=L4/L1
Additional 105 study areas $84 L6=L2xL5
Total | $336 | L7 = L4+L5
FCC Staff Analysis of NASUCA Study
NASUCA Default Scenario . ... .- . ... c.... BRI
at$5.00SLCCap .. .-. el LT i P
76 price cap. non-rural stutﬂy areas .. .. .. T RIS C - -
. With UNE Z Zones:.... I . $685 L1=NASUCA Default Scenario .
Addltlon‘é“ﬁ 105 studv areas $157 L2=USAC data
Totai : : $842 13=L1+L2
NASUCA Default Scenario
at $6.50 SLC Cap
76 price-eap;-non-rural study areas
with UNE Zones . $419 L4=NASUCA Default Scenario
N'Z'A ‘E‘JCR Factor Recomputed 61.17% L5=L4 /L1
Addltlonal 105<study areas $96 L6=L2xL5
Total . , | $516 [ L7 = L4+L5

. As showh in Table™; for the $5.00 SLC cap, the NASUCA preferrediscenario calculates a
forward-leoking support amount of $472 M, to which is added another $157 M of support for
10s: study aréagmétgncludedin the model. For the $6.50 SLC cap, the NASUCA preferrgd
scenario. calculatesvaﬁfomvard-l‘lookmg support amount. oﬁ$252,M to which is added another $84
M of support for 105 study areas not incliided inthemodel. The $84 M.is derived using a

1>, N ' . | 32




*;;Lf‘ N

x
I
s WYL A

T o,
o
4

\‘éﬁ S
il

bl -

PR EAL ':‘ P G L. . . - -
v g - . .. Beflenal Communications,Cominissién. . <. . . FCC 03-164
PR, .2t i~ R R M St i R

NASUCA factor, more fully explained in NASUCA pleadings.* A total of $336 M in support is
calculated.

For the $5.00 SLC cap, the NASUCA default scenario calculates a forward-looking support
amount of $635 M, to which s added another $157 M of support for 103 study areas not
included in the model. For the $6.50 SLC cap, the NASUCA default scenario calculates a
forward-looking support amount of $419 M, to which is added another $96 M of support for 105
study, areas not included in the model. The $96 M is derived using a modified NASUCA factor
computed 1n~‘the same manner as the original factor.’ A total of $516 M in support is calculated.

2. NASUCAls Exélusion of Multi-Line Business Lines

.“The. .NASUCA study also fails to include SLC revenues. and costs for multi-line business (MLB)

o ulnes To. malude these.MLB lines in the NASUCA default scenario, Commission staff modified
: tehe worksheeﬁ{resbusbyzone) in we_cost so that the SLC revenues and costs are computed to

.1nclude MLBines.® ‘This’ was "accomplishéd in the following manner. The MLB lines are

. already d1spl§a»yed ina’ separate column in the same worksheet. The formulas in the columns
‘ ;labeled “SLG revenues” and “econmic costs” were modified.

The SLC revenue formulas must be changed to reflect the relevant SLC caps. These SLC caps
wiere obt é‘n%g from pubhcly available CMT revenue per line data. For example, SWB-AK’s
GMTarevenueper line = $5. 20, thérefore SLC revenues at a $5.00 residential and single line
busmess cap {($5FZO*MI B [lines) +85.00%(SLE lives - residential lines))*12]. For another
ea{:xmple C}’BE NWA-'\!}\?A (Contel)’ CMT revenue per line is $2.37, therefore SUC tevenues at a
‘136 50 ses1den’&lal ax*d smgr -‘lme bush 268 ¢ xp = [ g ?G*TVU B lnm") 1 ‘“6 5“"‘ ‘3113 Nney -

line f’~r zhe eon up;my whseh in mr-n 4=’e- aimes v l (HEt w;w- e P:tr-.i e .*“:er i_hat !.l.’lﬂpnlly
The cost formulas in the colunmm labeled “econcinic wosis™ were incdifien to ivclude the MI03
lme,s {i.e., sconormic cost = cost per Eoe*12*(SB lines + residentia’ tucs » MLB lines) Owce

" these chranges arg made, the apreaushef 2 ;Qertonne the calenlations for suppod mmunfs The

'results are shown in Table 2.

A

T v -
¢ NASUGAlHeply at12.
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B
FCC Staff Analysis of NASUCA Study Including MLB Lines
(in millions)
Restated NASUCA Forward-Looking
Support at $5.00 SLC | . :
76 price cap, non-rural with UNE Zones $712 L1= NASUCA default plus MLB
Additional 105 study areas $157 L2=USAC data
Total $869 L3=L1+L2
" Restated NASUCA Forward-Looking
Support at $6.50 SLC |
76 price cap, non-rural with UNE Zones $485 L4= NASUCA default plus MLB
NASUCA Factor Recomputed - - 68.12% L5=L4/L1
Additional 105 study areas $107 L6=L2xL5
Total $593 L7 =L4+L5

For the $5.00 SLC cap, the NASUCA default scenario including MLB calculates a support
amount of $712 M, to which is added another $157 M of support for 105 study areas not .
included in the model. For the $6.50 SLC cap, the NASUCA default scenario.including MLB ...
calculates a support amount of $485 M, to which is added another $107 M of suppozt for 105
study areas not included-in the model. The $107 M is derived using a modified NASUCA factar.
computed in the same manner as the: ongmal factor,” A total o.f ‘9‘49’5 M:i m.\upiﬁui'f is salenlated.
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. Remoy;;ng NASULA’@ assumptxons regarding tl”afﬁC-SGIBlthC cosis and_ wumlre sharing from
- the NASUCA preferred $¢enario raises the amount of s&ppprt from $336 M to $51 6 M.
Includmg the MLB lines raises support from $516 M to- $593 M.

7 NASUCA Reply at 12.

i




_ 7 Relleal 4 icatibiis Commission. -« . FCC 03-164
SOy .;* R AR - i ot A 1k A il i I "

APPENDIX B
_Companies Reaching ATS Target Rates in 2000 Annual Access Filing
Company (TRP Name) Date ATS Rate Reached” | Approximate Access Lines'
BellSouth (bstran) 8/1/2000 23,711,051
Cincinnati Bell (cbtcan) 6/16/2000 1,024,941
Citizens Group 4 (ctc4an) 8/17/2000 ; 309,044
Iowa Telecommunications (coitan) 7/27/2000 . . 166,290
Sprint Nevada (cenvan) 7/27/2000 879,230
Sprint North Carolina (ucncan) 7/27/2000 - 1,490,285
- Sprint Southeast (ucsean) 7/27/2000 767,102
Valor Oklahoma (vaokan) 7/27/2000 121,454
Valor Texas (vctxan) 7/27/2000 142,348
Valor Texas (vatxan) 7/27/2000 175,610
Verizon Alabama (coalan) 7/27/2000 125,572
Verizon California (gtcaan) . 7/27/2000 4,180,621
Verizon East — South (batran)* 7/27/2000 21,312,646
Véerizon Florida (gtflan) 7/27/2000 2,302,687
Verizon Kentucky (cokyan) 7/277/2000 102,126
Verizon Missouri (gtmoan) 7/27/2000 95,715
Verizon Nevada (convan) . 7/27/2000 . 38,685
Vgrizon North Carolina (concan) |  7/27/2000 T 140,159
Verizon Pennsylvania (coptan) | 7/27/2000 | 114,782
L}[9nzon Penngylvaria (gupaan) N __7/27/ j_pr R “_5~57 794 !
Verizop Virginia (covaan) | 7272000 ... 596,20 9
%@jzow Virginia (gtvaql_l}___ . o _;/_/_/.i/mﬂ() R T Z‘?,:'Z", ;
Nt v e e S - )91’5 i '
(3<% of total nationwide |

The dates are based on those reported by the price cap companies at line 475 of the TGT-1 form in their 2002
annual access tariff review plan (TRP) filings.

t Approximate access line counts for the price cap LEC companies are based on these companies’ 2002 annual

" access TRP filinlgs, CAP-1 form, lihe 130. The line count information is annualized in the TRP filing. We have

adjustgd the-anfilialized line count ififormation to represent the average number of lines in use on a monthly basis.
Based-on the, 2002 TRP * filings, the ,price cap companies haye. approximately’. 163,372,660 monthly total lines,

*  Asreported’by Verizon in its April 10, 2003 ex parie filing, the former Bell Atlantic entity reached the ATS
tanget rate;in the.2000 annualfiling. Line counts for the. formerBell Atlantlc entity are based on the 2002 annual

access;ﬁlmgnﬂietteragrg‘nq;%ehard Eglsk;Dlreetorg- ede.rgl.‘Regulatory Advocacy, Venzon, to Marlene H. Dortch
Sesge‘tary,;?gge cal qunmu:ffcatxox%(?onmssmn "CC Dotket; Nos 96‘-262 94-1, 99- 249, and 96- 45 (f" led épr 10,

NI T

2608) ’(ngzomApr 1,0 Ex Paﬁ';e Igtter). ¢ o
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Comgames Reachmg ATST arget Rates in 2001 Annual Access Filing

ompany ( TRP Name) Date ATS Rate Reached” | Approximate Access Lines' |
Amcntech (amtran) 6/18/2001 20,160,284
Citizens Group 5 (ctc5an) 7/3/2001 16,688
Frontier — Rochester Tier I (rtnyan) 6/18/2001 505,442
Towa Telecommunications (gtlaan) 6/18/2001 121,037
Pacific Bell (ptcaan) 5/7/2001 17,669,307
Qwest (ustran) 7/27/2001 16,820,389
Sprint Florida (ucflan) 6/18/2001 2,147,259
Sprint East (utegan) 6/18/2001 634,060
Valor New Mexico (vanman) 6/18/2001 46,687
Verizon Alabama (gtalan) 8/7/2001 166,076
Verizon California (cocaan) 8/7/2001 396,213
Verizon Illinois (coilan) 8/7/2001 136,016
Veerizon Indiana (coinan) 8/7/2001 196,011
Vetizon Indiana (gainan) 8/7/2001 _ 772,588
Verizon North Carolina (gtncan) _.8/7/2001 217,956
Verizon Ohio (gtohan) ~_8/9/2001 929,637
Verizon Oregon (gtoran) 8/7/2001 474,800
Vierizon South Carolina (gtstan) 8/7/2001 214,442
Verizon Pexas (cotxan) - 8/7/2001 114,399
Verizon Texas (gttxan) 8/7/2001 B 1,568,135
Verizod Washington (cowaan) 8/7/2001 | 88,259

Verizon Washington (gtwaan) 8/7/2001 785,108 |

3 Total Lines. | T 54,130,793 |
i . (39% of total naticnvide
access lines)
(75% at target rates;
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Thc’daies are based on ihose repm;ted“by the, price cap’ companies at line 475 of the TGT-1 form in their 2002
annual aceess tanff rev1ew plan (TRP) filings.

o Approxunate aocess Jiné: 'eounts for' thenpnce dap LEC companies are based on these companies’ 2002 annual

- accessiIiRP filing! ’CAPi gl&fom;, lme fBO Jhe l‘kale"counfmfennaﬁon 1s‘anfinalized in the. TRP*ﬁhng ‘W have
Ei’c'ij'ﬁ?fé {heranr ahzeddme ’eoﬁntfmfonnaf on“foc;pré%ent ‘the averagé num’”‘ofﬁ‘lmesm useron'a morthly basis.

Based /ox'ﬁthe 20(92 TRP ﬁlmgs, the price cap compames have approximately 163,372,660 monthly-total liries.
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i  Companies Reaching ATS Tatgetiates 12002 Annual Access Filing |
Company (TRP Name) Dato ATS Rate Reached' ) Approximate Access Lines'
SWRT (swtran) 7/2/2002 14,490,907
Sprint Indiana (utinan) 7/2/2002 - 269,421
Sprint Midwest (utmwan) 7/2/2002 . 1,010,581
Verizon East — North (nxtran)* 7/2/2002 16,423,404
Verizon Illinois (gailan) 7/2/2002 ' 704,829
Verizon Kentucky (gtkyan) 7/2/2002 457,694
Verizon Michigan (gamian) 7/2/2002 795,676
Verizon Minnesota (comtan) 7/2/2002 255,338
Verizon Wisconsin (gtwian) 7/2/2002 400,562

Total Lines: 34,808,412
(21% of total nationwide

access lines)

(96% at target rates)

- - To determine which companies reached their target ATS rates in the 2002 annual access filing, we identified the
: compames that resporided “No” at line-475"of the 2002 TRP form TGT-1, asking whether the ATS target rate was
met in prigr ﬁhngs We then compared these companiés’ proposed ATS rates at line 1120 of the TGT-3 TRP form,
-with the ongmalt-target ATS rate at line 470 of the TGT-1 TRP form. Those companies with a proposed ATS rate
lower than,the target ATS.rate met the targét as of the effective date of the 2002 annual access filing.

\ t Approxxmate accgss»lme counts for the;pnce cap LEC'companiés are based on these compames * 2002 annual
access-TRP filifgs, CAP-1 form, lirie 130. The line count information-is annualized in the TRP filing, We have
adjusted the‘s,ann';ég'hzedﬂ‘me count mformatlon to represent the average number of lines in use on a monthly basis.
Based. op the 2002 TKP ﬂlmgs, the ,pnce cap companies have approximately 163,372,660 monthly total lines.

P Y ~As reportedh"‘{ by Venzon in its April 10, 2003 ex pdrte filing, the former NYNEX entity-reached the ATS target
AT > rateqm the &0: annual, ﬁlmg, Lme«counts for the former NYNEX entity are based on the 2002 annual access filing,
Hee g VenzonrApr 10 ’E&,Parfe“Leﬁer
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B Companies Not Yet at Their Target Rates ]
Company (TRP Name) Likely to Reach ATS | Approximate Access Lines'
Rate in 2003 Filing?

Aliant (linean) No ‘ 278,372

Citizens Group 1 (ctclan) : No 881,794

Citizens Group 2 (ctc2an) No : 142,834

Citizens Group 3 (ctc3an) No ' 23,134

Frontier Minnesota & Iowa (vitcan) Yes 202,657

Frontier Rochester Tier II (rtcsan) No 267,188

Nevada Bell (ptnvan) No 362,684

SNET (snctan) Yes 2,164,403

Sprint Northwest (utnwan) No 162,537

Sprint Ohio (utohan) Yes 631,095

Verizon Arizona (coazan) No . ' 8,347

Verizon Hawaii (gthian) No 709,498

Verizon Idaho (gtidan) No* 136,322

Verizon Micronesia (gtmcan) No - 21,011

Total Lines: | ) 5,991,876

T L ¢@% of totgl_r}a_tlgnwme access

T . hnes)

Total Lines Likely to Reach ATS | ) B 2,998,155

Target Rate in 2003: . (2% of total nationwide Access |
- T lines)
o o (98% ai target raies afier 2003 ©
B - I 1 |

¥ For purposes of this analysis, we expect that companies with 2002 annual access tariff ATS rates less than
$0.001, above:their target,rates are likely to reach-the ATS target rates in thelr 2003 annual access tariff filings.

T

Approxxmate‘ acge.:srs Lme counts for the price cap LEC compames are based on these companies’ 2002 annual
access TRP, ﬁlmgs, CAP-1. form, line 130. The line count mformatlon is annualized in the TRP filihg. We have
adjusted the annualized lme- count mformatlon to represent the average number of lines in use on a monthly basis.
Bascd,on,the 2002 TRP;ﬁl'mgs thegprice cap compames hayve approxunately 163,372,660 monthly total lines.

* Xithough the Venzon “Idaho efi’tltﬁs 2002 A’FS rafe is less than $0.001 above its target rate, Venzon clairns that
it is not likely to; ‘reaeﬁ\the AS target-rate'm the 2003 annual filing. Verizon Apr. 10 Ex Parte Lettér,' *
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