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November 23, 2004
Ex Parte

Ms. Marlene H. Dortch

Secretary

Federal Communications Commission
445 Twelfth Street, SW, Room TW-B204
Washington, DC 20554

Re:  AT&T Corp. Petition for Declaratory Ruling Regarding
Enhanced Prepaid Card Services, WC Docket No. 03-133;

Expedited Petition to Reduce or Adjust the Proposed Fourth Quarter
USF Factor, CC Docket No. 96-45

Dear Ms. Dortch:

I write on behalf of AT&T Corp. (“AT&T”) in response to an ex parte letter,
dated November 16, 2004, filed by Verizon in connection with the above-referenced
matters. Verizon points out that the universal service fund (“USF”) is under continuing
financial pressure, a fact that is likely to necessitate an increase in the contribution factor
in the next few months. Verizon then proposes to solve at least part of this problem by
urging the Commission to rule that AT&T's Enhanced Prepaid Card (“EPPC”) services
are not “enhanced” or “information” services, so that AT&T will be required to
contribute to the USF on its interstate EPPC service revenues.

Verizon's assertion that EPPC is not an “enhanced” or “information” service and
is thus subject to USF assessments, which AT&T has supposedly improperly withheld, is



simply false. AT&T has shown repeatedly in its pleadings' and in subsequent ex parte
filings in these dockets® that EPPC services are unquestionably “information” services
under Section 3(20) of the Communications Act, 47 U.S.C. § 153 (20), and Section
64.702 (a) of the Commission's rules, 47 C.F.R. 64.702 (a). See Northwestern Bell
Telephone Company Petition for Declaratory Ruling, 2 FCC Red. 5986, 4 20 (1986)
(Service in which a customer “makes a phone call and hears a recorded advertisement . . .
involves ‘subscriber interaction with stored information,” and [thus] falls squarely within
the definition of ‘enhanced service’ in Section 64.702(a) of [our] rules™). See also,
NonAccounting Safeguards Order, 11 FCC Red. 21905, § 102 (1996) (statutory category
of “information services” is broader than “enhanced services” but includes everything
previously deemed to be enhanced services). No party in these proceedings has provided
any plausible legal argument to the contrary. The fact that EPPC services are information
services, not subject to USF assessment, is alone dispositive of Verizon’s proposal.

Nevertheless, as AT&T has also previously shown in response to claims like
Verizon’s, AT&T is fully satisfying all of its universal service obligations. It is, in fact,
the single largest contributor to the USF, having on average contributed more than 30%
of total federal USF program costs since 1998, when the new revenue-based USF
mechanism took effect, with an aggregate contribution exceeding $9 billion.> Moreover,
interexchange carriers — and consequently, the customers of interexchange carriers —
contributed on average 68.7% of total USF costs during 1997-2002 (the last full year for
which the FCC has published data), whereas RBOCs contributed only 18.2% on average
for the same period, including their local and long distance operations.* Thus, the
suggestion that AT&T individually or that interexchange carriers as a group have shirked
their USF responsibilities is plainly absurd. By far, interexchange carriers have
shouldered the lion’s share of the USF.

And, as AT&T has also previously explained, the predominant users of EPPC
services are military consumers, low-income households, African American and

! See AT&T Corp. Petition for Declaratory Ruling, filed May 15, 2003, at 18-21 and
Reply Comments of AT&T Corp., filed July 24, 2003, at 8-22, WC Docket No. 03-133.

2 See, e. g., ex parte Letter dated May 11, 2004, from David L. Lawson to Marlene H.
Dortch, WC Docket No. 03-133.

3 See ex parte Letter dated October 4, 2004, from Judy Sello to Marlene H. Dortch,
responding to Wiltel Communications' Expedited Petition to Reduce or Adjust the
Proposed Fourth Quarter USF Contribution Factor, CC Docket No. 96-45 and

WC Docket No. 03-133.

*J. Lande, K. Lynch, FCC Wireline Competition Bureau, Telecommunications Industry
Revenues, Table 12, Share of Universal Service Contribution by Principal Type of
Contributor Using Traditional Carrier Categories, rel. March 2004. Indeed, even the first
quarter 2004 projected RBOC contribution of 26.1% shown in Table 12, which reflects
increasing long distance revenues as a result of 271 relief, remains substantially less than
the declining IXC contribution of 39.8%.



Hispanic households, recent immigrants, students, senior citizens, and retirees on

fixed incomes, who depend on cost-effective prepaid card services to meet their
communication needs. EPPC is, akin to Lifeline service, enabling excluded groups to
access the telecommunications network at very low rates. Requiring EPPC revenues to
be included in the USF contribution base would not only be unlawful, but would shift
the USF burden from more affluent consumers to individuals who are the least able to
afford it. There is no public interest, universal service or other sound policy objective
that would be served by this result, even if it were legally permissible.

Verizon’s proposed fix for the anticipated USF shortfall is thus both legally
impermissible and bad policy. Contrary to Verizon’s allegations, any savings AT&T has
realized in USF payments is entirely proper and attributable to the fact that the law does
not provide for USF assessments on information services, such as EPPC. Verizon is free
to seek a rule change that would apply the USF assessment to all information services --
including Verizon’s. But there is no lawful basis to apply this assessment only to EPPC
services. AT&T’s EPPC is an “information service” which is simply not subject to the
USF assessment, and the Commission should so hold in granting AT&T's Petition for
Declaratory Ruling.

One electronic copy of this Letter is being submitted to the Secretary of the
Commission in accordance with Section 1.1206 of the Commission’s Rules.

Respectfully submitted,
/s/

Judy Sello
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