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To: The Federal-State Joint Board
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REPLY COMMENTS OF SPRINT CORPORATION

Sprint Corporation, on behalf of its incumbent local telephone company ("ILEC"),

competitive local telephone, wireless, and long distance operations, submits its reply comments

in response to the Federal-State Joint Board's Public Notice seeking comment on certain of the

Commission's rules relating to high-cost universal service support. l

Sprint, as a net contributor to the universal service fund, and as a wireline and wireless

ETC, strongly supports competitively neutral measures to limit the growth of the high-cost

universal service fund. Sprint's reply comments respond to three specific issues: (1) the need for

a comprehensive intercarrier compensation and universal service solution, (2) study area

consolidation, and (3) rural telephone company definition.

I. Resolve Intercarrier Compensation and Universal Service Holistically

Although the questions raised in this Public Notice are important to the future of

universal service, they are largely dependent upon the resolution of the intercarrier compensation

1 See Federal-State Joint Board on Universal Service, Public Notice, 19 FCC Red 16083 (2004)
("Public Notice").
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refonn proceeding2 and eligible telecommunications carrier ("ETC") eligibility issues in the

universal service proceeding3 currently under consideration at the Commission. The outcome of

these proceedings could significantly increase or decrease the size of the universal service fund.

Several commenters4 have encouraged the Commission to suspend taking further action

regarding the questions raised in this Public Notice until comprehensive intercarrier

compensation refonn is achieved, and until questions regarding ETC eligibility and its impact on

the universal service fund are answered. Sprint concurs with those positions. Atthat time, the

questions raised in this Public Notice can be answered more effectively. Notwithstanding, Sprint

offers the following reply comments for consideration by the Joint Board at such point in time

that these specific issues are addressed.

II. Consolidation of Study Areas

In its initial Public Notice the Joint Board sought comment on the concept of

consolidating multiple study areas within a state. Specifically, the Joint Board asked "[t]o what

extent does a carrier operating multiple study areas in a given state achieve some economies of

scale that are not reflected in high-cost support calculations based on separate study areas, and

whether considering all of a company's study areas within a state... [would] better reflect the

appropriate economies of scale achieved by the carrier?"s As discussed in Sprint's initial

comments, the answer is that-with ~ccurate cost estimation-the economies achieved by

operating in multiple study areas or even in multiple states are properly reflected in the costs

calculated for each study area. It is worth noting that Sprint was unable to identify any party

2 Developing a Unified Intercarrier Compensation Regime, CC Docket 01-92.
3 Federal-State Joint Board on Universal Service, CC Docket 96-45.
4 AT&T at 3; General Communications, Inc. at 3-5; USTA at 5-6.
5 Public Notice at,-r 12.
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filing comments in this proceeding that provided evidence to the contrary. Verizon, in its

comments, offered only conjecture, essentially reiterating the Public Notice's question by

implying that the current system "may" overcompensate carriers by failing to recognize scale

economies.6 However, Verizon failed to offer any example, evidence, or proof of such a flaw.

This is particularly noteworthy because Verizon operates multiple study areas in several states,

including several states in which Sprint also operates as an ILEC, and so would be in a unique

position to demonstrate to the Joint Board exactly how carriers (purportedly) ignore scale

economies across study areas.

Similarly, NASUCA, in its comments, addresses this issue but offers no evidence that

economies of scale are not captured by the current system. Instead, NASUCA confuses the issue

of the existence of economies with the accurate reflection of any economies of scale in cost

estimates. NASUCA writes that " .. .if there were no such economies, the existence of carriers

operating multiple study areas ...would not be in the public interest.,,7 Sprint does not disagree,

but points out that the existence of any scale economies is not at issue here; the question at hand

is whether any scale economies that do exist are captured in the current system, and whether the

failure to capture such economies is a reason to consolidate study areas for costing purposes.

The answer to the first question is "Yes" and this renders the second question moot.

United States Telephone Association ("USTA"), in its comments, also addresses this

issue and suggests that the economies that exist across geographically diverse study areas are, on

average, quite limited. USTA at 8. Sprint makes no argument regarding the magnitude of the

economies that mayor may not exist across various study areas. Sprint, however, believes that

any economies that do exist, whether limited (as USTA suggests) or more substantial, are in fact

6 Verizon Comments pages 6-7.
7NASUCA Comments page 20.
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accounted for when costs are estimated accurately across any geographic area, included study

areas. The Joint Board has been presented with no evidence to the contrary.

Finally, it is worth discussing what the possible impact would be if the Commission were

to decide that study areas owned by a single carrier within a state were to be combined for

purposes of USF. The announcement of such a decision could create the unintended and

undesirable effect of encouraging companies to sell off study areas. The reason is that a study

area that currently receives support, but which would lose support if averaged with another study

area in the same state, would sell at a purchase price that includes the soon-to-be-eliminated USF

support, because that support would remain available to any other independent carrier that did

not operate a study area in the state. The result of such a move would be that any economies of

scale that were once enjoyed by virtue of single ownership ofmultiple study areas would be

eliminated. The two separate companies would now utilize two separate overhead structures,

two separate workforces, etc. The costs associated with each of the (now independent) study

areas would increase, as would the burden on the federal fund.

As discussed in Sprint's initial comments, the consolidation of study areas for purposes

of rural USF funding would do nothing but perpetuate a system of implicit cross-subsidization

that the Commission has 1) identified as inconsistent with the workings of a competitive market,

and 2) tried to move away from since the passage of the 1996 Telecom Act.

III. Definition of Rural Company

In its Public Notice the Joint Board sought comment on the potential re-definition of a

"rural" company for purposes of federal universal service. As stated in its initial comments,

Sprint is unable to identify any specific goal that might be achieved, or purpose that might be
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served, by re-defining what it means to be a "rural" carrier. The comments filed in this

proceeding provided no clarification on this issue.

For example, NASUCA, in its comments, suggested that a re-definition of "rural" carriers

should exclude companies such as Sprint-Florida because companies such as Sprint-Florida "do

not display the characteristics that require federal support."g Setting aside the fact that

Sprint-Florida serves some of the most rural and isolated parts ofFlorida, it appears that

NASUCA is proposing that only companies that require support should be considered rural, and

if a company does not require support it should not be considered rural. This would, of course,

result in no such entity as a "rural" company that does not receive federal support (which is what

Sprint-Florida currently is: a rural company that does not receive any federal rural support. 9
)

The question that must be asked ofNASUCA is this: What harm is caused by a company being

designated "rural" when it receives no federal support for being rural? The rural designation

places no burden on contributors to the fund and it has no impact on the size of the fund.

Because both non-rural and rural carriers' costs are included when calculating the nationwide

average cost, the rural designation has no impact on nationwide average cost. NASUCA has

failed to identify any harm caused by the current definition.

Furthermore, NASUCA's own proposal for correcting this "problem" is an exact

depiction of the way the existing system currently works. We can see this ifwe take NASUCA's

proposal and apply it, piece by piece~ to the case of Sprint-Florida. On page 14 NASUCA states,

"The presumption should be that, unless a larger rural carrier has high costs, it does not have a

needfor federal support in order to keep service affordable and reasonably comparable. "

g NASUCA Comments pp. 12-13, emphasis in original.
9 Sprint-Florida receives interstate access (CALLS) support, but this has no relationship to its
rural status. Sprint-Florida receives no rural high cost loop support, rural local switching
support, etc.
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Sprint-Florida is a "larger rural carrier". It has "high costs", but not so high that its costs exceed

115% of the nationwide average for loops. Hence, according to the existing system, it "does not

have a need for federal support" in order to keep service affordable. And, appropriately, it

receives no federal support. The existing system-including the existing definition of "rural"

carrier-operates exactly as NASUCA suggests the system should.

More importantly, in its comments NASUCA has chosen to perpetuate a fundamental

misperception thltt permeates much of the discussion regarding universal service support to rural

carriers: the misperception of rate comparability. This misperception is as follows:

1) There is a belief that current levels ofUSF support are needed to keep rural rates

comparable to urban rates.

2) But the fact is that in many regions, rural rates are not comparable to urban rates

because they are significantly lower than urban rates.

3) This means that rural rates could be rebalanced to cover more costs-and explicit USF

support could be reduced accordingly-and rural rates would still be comparable to

urban rates.

This misperception is visible in the comments ofNASUCA, one section of whose comments is

titled "Why rural rates might not be reasonably comparable to urban rates absent support.,,10 In

that section, NASUCA states (p.8): "It is important to recognize why rural rates might tend to be

higher than urban rates" and puts forth a discussion of costs, and the inability of rural carriers to

spread common costs over large numbers of access lines. The flaw in NASUCA's argument is

that it gives the impression that because rural costs are higher, rural rates are higher, or would be

higher, in the absence of support, so the support is needed to achieve rate "comparability".

10 NASUCA Comments page 8
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In response to NASUCA's argument, in the table below Sprint presents an illustrative

example of some of the rates charged by rural carriers in the state of Ohio for basic residential

service (Ohio was chosen as an example because NASUCA's comments focus on the state of

Ohio).11

Middle Point Home Telephone Company
Patterson Telephone Company

Kalida Grove Telephone Company
Glandorf Telephone Company

Fort Jennings Telephone Company
Doylestown Telephone Company

Bascom Mutual Telephone Company
Sycamore Telephone Company

Columbus Grove Telephone Company
Ayersville Telephone Company

FCC's Nationwide Average Urban Rate

$4.05
$4.75
$4.95
$5.35
$6.05
$6.30
$7.90
$9.50

$11.80
$12.35

$14.57

As the table clearly shows, Rl rates such as $4.05 or $5.35 per month could be increased

significantly toward covering more of the carrier's costs-and explicit universal service support

could be reduced accordingly-and rates would still be "comparable" to the FCC's average

urban rate. Furthermore, information from USAC indicates that the companies listed in the table

receive thousands of dollars of federal USF support annually. Sprint believes that a fundamental

flaw in the existing system-vastly more important than the definition of "rural"-is the fact that

end users across the country are paying dollars into the federal fund so that a select few

11 All information presented is publicly available at http://www.puco.ohio.gov
12 From Table 1.1 in FCC's Reference Book ofRates, Price Indices and Household Expenditures
for Telephone Service 2004.
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customers of small companies can continue to pay less than $5 per month for basic telephone

service. 13

An additional reason that Sprint emphasizes this misperception is because refining the

definition of"rural' and examining proper costing methodologies are increasingly undergoing

scrutiny with the objective of controlling the size of the federal fund. Correcting abnormally low

rural rates, allowing end-user revenue to replace explicit USF revenue, and reducing the size of

the fund accordingly, are the economically efficient and competitively-neutral steps toward

addressing problems of fund size and burdens to contributors. Creating ad hoc definitions of

rural carriers, and perpetuating implicit cross subsidies, will only exacerbate existing problems

instead of solving them.

Respectfully submitted,

Sprint Corporation

\

:~i~a~$
6450 Sprint Parkway
Overland Park, KS 66251

JeffLindsey
Richard Juhnke
401 9th St. NW
Washington, DC 20004
(202) 585-1921

December 14, 2004

13 Traditional arguments used to defend low rates, such as value-of-service pricing, are
economically indefensible and are unsustainable in a competitive market.
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Washington, DC 20036-3101
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Fred Williamson & Associates, Inc.
2921 East 91 st Street, Suite 200
Tulsa, OK 74137-3355

Gene DeJordy
Mark Rubin
Western Wireless Corp.
401 Ninth Street, NW, Suite 550
Washington, DC 20004
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SBC Communications
1401 Eye Street, NW
Washington, DC 20005
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AT&T Corp
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Washington, DC 20004
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Verizon
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Suite 500
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Paul Schudel
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The Plains Independent Companies
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301 South 13th Street, Suite 500
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