CoLE, Raywip & BRAVERMAN, L.L.P,

Ms. Karen M. Majcher
September 25, 2006
Page 7

As a matter of arithmetic, then, the number of PRTC lines is the denominator in a
fraction (ICLS entitlement / lines). As a result, if that figure is too large, the resulting
quotient — the per-line amount — will be too small.

In fact, PRTC’s number of lines has been declining each year, so actual 2005 lines
are less than 2004 lines; 2004 lines are less than 2003 lines; etc. The data from the
September 8 meeting shows that USAC used PRTC’s quarterly 2003 line counts to
calculate the true-up for 2004. PRTC, however, had more lines in 2003 than in 2004. As
a result, this error lowers the per-line ICLS to which Centennial is entitled. In the course
of preparing this letter, Centennial contacted USAC’s contractor, Telcordia, and pointed
this out. In response, Telcordia provided Centennial with PRTC’s actual 2004 quarterly
line counts (which PRTC itself submitted in 2005).°

In the attached spreadsheet, in the box headed “Calculation of Per-Line Support
with Correct PRTC 2004 Lines (Line Counts from USAC/Telcordia),” Centennial has
recalculated the applicable quarterly per-line amounts, using PRTC’s actual 2004 lines.
This establishes the per-line amounts that should be applied to Centenmial’s 2004
quarterly line counts in order to determine Centennial’s 2004 quarterly ICLS entitlement.

3. Understated Centennial Line Counts.

As noted above, calculating Centenmal’s ICLS amounts entails multiplying the
per-line ICLS amounts derived for PRTC by Centennial’s applicable lines (residence and
single-line business, and multi-line business). This means that understating Centennial’s
line count lowers the ICLS to which Centennial is entitled.

In fact, while PRTC’s lines have been declining over time, Centennial’s lines
been increasing: 2005 lines are higher than 2004, 2004 lines are higher than 2003, etc.
Just as USAC erroneously used PRTC’s 2003 line counts in calculating PRTC’s
supposedly “actual” 2004 ICLS entitlement, so too did USAC erroneously use
Centennial’s 2003 line counts. As before, the effect is to lower Centennial’s actual final
ICLS amounts for 2004 from the correct level.

In the attached spreadsheet, in the box headed “Calculation of Centennial Support
with Actual Centennial 2004 Lines (Line Counts As Submitted to USAC),” Centennial
has recalculated Centennial’s appropriate 2004 ICLS entitlements using its actual

6 Note that USAC (correctly} makes these calculations on a quarterly basis, with different

per-line amounts derived for each quarter, Nothing in the true-up rule (47 C.F.R. § 54.903(a)(4))
says anything about quarterly calculations. However, because current payments are made on the
basis of the application of per-line amounts to line counts, the “relevant periods” for calculating
true-ups, in this respect, is also a series of separate quarters, not a unified annual number. This
aspect of USAC’s calculation shows that USAC recognizes — as discussed above — that unified
annual calculations are not required by the FCC’s rules when, to reach an accurate result, the
relevant data should be handled on a non-annual basis.
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quarterly 2004 lines. This establishes the “the ICLS for which [Centennial] is ultimately
eligible,” as required by 47 C.F.R. §54.903(a)(4).

4, Overstated Centennial 2004 ICL.S Revenue.

The whole point of doing a true-up is to match the ICLS revenue a carrier
“ultimately” receives applicable to a given year, with the amount it should have received
for that year. Calculating a true-up, therefore, involves comparing the two numbers —
what Centennial actually received for 2004 (pre-true-up), and the amount it should have
received. The difference between these two numbers is the true-up amount.

The prior three corrections all involve ways in which USAC’s original calculation
understates the amount of ICLS that Centenntal should have received in 2004. The data
from the September 8 meeting also shows, however, that USAC overstated the amount
that Centennial actually received for 2004. Specifically, USAC uses a figure of
$10,330,311 as the amount of ICLS “actually received” by Centennial in 2004. This is,
however, in error. The records of ICLS disbursements show that Centennial actually
received only $10,078,638 — about $300,000 less. This error is translated dollar-for-
dollar into USAC’s calculation of Centennial’s true-up amount for 2004, This error is
corrected in the box in the attached spreadsheet headed “Corrected True-Up Amount
(With Correct ICLS Received in 2004).”

kR Kx K

USAC’s original ICLS true-up calculation for Centennial for 2004 came to the
conclusion that Centennial had been over-paid ICLS revenue in that year in the amount of
$6,525,745. In fact, making the corrections detailed above, it turns out that Centennial
was underpaid ICLS revenue for 2004 in the amount of $110,247. We respectfully
request that USAC correct its calculation of Centennial’s 2004 ICLS true-up in the
manner described in this letter. Please note that this would include repayment to
Centennial of the $1,087,624 erroneously withheld from Centennial’s current-period
ICLS payment in Aungust 2006.

We believe that the discussion in this letter, along with the attached materials,
fully and completely demonstrates that Centennial’s 2004 ICLS true-up needs to be
revised as discussed here. Even so, we would welcome the opportunity to again meet
with you and/or other USAC personnel to discuss any aspect of this matter. Such a
meeting would give Centennial the opportunity to “walk through” its calculations with
the relevant USAC personnel, which would simultaneously ensure that USAC
understands the nature of our calculations, as well as allow us to answer any questions
about any aspect of those calculations that may arise. Centennial’s Mr. Roughton will be
in touch with you to find a mutually acceptable date for that meeting.
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Thank you for your consideration of this matter. Of course, if you would like to

contact me for any reason, whether prior to the meeting we would like to schedule or
otherwise, please do not hesitate to do so.

Si ely,

Christopher W. Savage
Counsel for
CENTENNIAL COMMUNICATIONS CORP.

cc:  Craig Davis
David Capozzi

ICLS Appeal Letter.doc



Attachment 1: Spreadsheet Showing Corrected
Calculation of ICLS True-Up for 2004



Calculation of PRTC Monthly ICLS, Attributing LTS Revenue Only to First Half of 2004

Access
CCL Revenue Surcharge ccL Correct
ILEC SAC | Data Period | Requirement | SLC Revenue Revenue Line Port Costs | Revenue Actual LTS Correct ICLS | Monthly ICLS
53320041st Half 2004 [ $ 10,837,006 | § 6,200,216 750 | 3 26,068 | $ - ik
53320092nd Half 2004 [ $ 10,837,006 | § 6,200,216 750 | 26,068 | $ -
633201{1stHalf 2004 [$ 66052035 % 40,871,838 188,063 317,313 | & N
633201|2nd Half 2004 | $ 66,052,035 | § 40,871,839 | § 188,963 | $ 317,313 | $ -
Calcujation of Per-Line Support with Correct PRTC 2004 Lines (Line Counts from USAC/Telcordia)
Resldential & Multi-Line
Single Line Multi-Line Company Zane's Monthly | Residential ICLS |Business Rate
Data As Of} ILCE SAC Zone i Lines iness Lines | Monthly ICLS Share Share of Support] Rate Per Line Per Line
31-Mar-04 633200fzone 1 82213 - 115 = § - b -
30-Jun-D4 533200|zone 1 i 3 - 1t 8 - - g -
30-Sep-04 £33200]|zone 1 13 768,329 1 768,329 | § 4.86 | § 2.16
31-Dec-04 633200{zone 1 b 768,329 1 768329 | $ 4.93 | § 2.23
31-Mar-04 6332011zone 1 ] - 14 5 - 3 - $ -
30-Jun-04 633201{zone 1 ] - 1] % - 5 - % -
30-Sep-04 633201{zone 1 § 4,112,320 118 4,112,320 | $ 443 1% 1,73
31-Dec-04 533201 |zone 1 $ 4,112,320 118 41123201 8§ 449 1% 1.78
Calculation of Centennial Support with Actual Centennial 2004 Lines (Line Counts As Submitted to USAC)
Residential & Mutti-Line Quarterly Eligible|
Single Line Multi-Line Residential Business Monthly ICLS & USE Cert
Data As Of] ILCE SAC Zone Business Lines ] Business Lines Rate/Line Rate/Line Support Suppert
31-Mar-04 §33200]zone 1 b § - 138 - 18 - 18 -
30-Jun-04 §33200]zone 1 $ - 3 - ] - $ -
30-Sep-04 633200(zone 1 $ 486 | % 21618 284767 1% 854,302
31-Bec-04 §33200|zone 1 $ 4931% 223 1% 306,580 | § 919,741
31-Mar-04 633201 |zone 1 5 - 3 - $ - $ -
30-Jun-04 633201 |zone 1 $ - § - ] - $ -
30-Sep-04 6533201 |zone 1 § 4431% 173 1% 1,376313 | § 4,128,939
31-Dec-04 633201 [zone 1 $ 44818 1.79 | § 1428634 | § 4,285,902
Annual Total: | § 10,188,885
Corrected True-Up Amount (With Correct ICLS Received in 2004)
ICLS Paid In | ICLS Owed per Monthly True-
SACCODE 2004 above Annual True-Up Up
6380017 $10.0/88638 13 10188885 |3 110247 | § 18,375




Attachment 2: Excerpts from LTS Order Terminating
LTS Program as of July 1, 2004



Federal Communications Commission FCC 04-31

Before the
Federal Communications Comimission
Washington, D.C. 20554

In the Matter of )

)
Multi-Association Group (MAG) Plan for ) CC Docket No. 00-256
Regulation of Interstate Services of Non-Price )
Cap Incumbent Local Exchange Carriers and )
Interexchange Carriers )

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

)

REPORT AND ORDER AND
SECOND FURTHER NOTICE OF PROPOSED RULEMAKING
Adopted: February 12,2004 Released: February 26,2004

Comment Date: 30 days from publication in the Federal Register
Reply Comment Date: 45 days from publication in the Federal Register

By the Commission: Commissioners Copps and Adelstein issuing separate statements.
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III. REPORT AND ORDER ON FURTHER NOTICE OF PROPOSED
RULEMAKING

A. All-or-Nothing Rule
1. Background

6. Section 61.41 of the Commission’s rules provides that if a price cap carrier is in a
merger, acquisition, or similar transaction, it must continue to operate under price cap regulation
after the transaction.'"' In addition, when rate-of-return and price cap carriers merge or acquire
one another, the rate-of-return carrier must convert to price cap regulation within one year."
Furthermore, if an individual rate-of-return carrier or study area converts to price cap regulation,
all of its affiliates or study areas must also convert to price cap regulation, except for its average
schedule affiliates.” Finally, LECs that become subject to price cap regulation are not permitted
to withdraw from such regulation or participate in NECA tariffs."* These regulatory
requirements collectively are referred to as the all-or-nothing rule, and were affirmed by the
United States Court of Appeals for the D.C. Circuit.”

7. The all-or-nothing rule addresses two concerns about mergers and acquisitions
involving price cap companies.'® First, a LEC could attempt to “game the system” by switching
back and forth between rate-of-return regulation and price cap regulation.” A price cap carrier
could increase earnings by opting out of price cap regulation, building a larger rate base under
rate-of-return regulation in order to raise rates, and then, after returning to price cap regulation,
cutting costs back to an effictent level. The Commission reasoned that it would not serve the
public interest to allow a carrier to “fatten up” under rate-of-return regulation and “slim down”
under price cap regulation, because rates would not decrease in the manner intended under price
cap regulation.” The second concern motivating the all-or-nothing rule is that a LEC with
affiliates under both forms of regulation could attempt to shift costs from its price cap affiliate to

"' 47CF.R. §61.41(cX]).

12 47 CFR. §61.41{c)2).

47 CFR. §§ 61.41(b), 69.605 (“[a] telephone company that was participating in average schedule settlements

on December 1, 1982, shall be deemed to be an average schedule company except that any company that does not
join association tariffs for all access elements shall not be deemed to be an average schedule company.”).

' 47 CFR. §§ 61.41(d), 61.41{a)(3).

5 See National Rural Telecom Assoc. v. FCC, 988 F.2d 174 (D.C.Cir. 1993).

'®  See Policy and Rules Concerning Rates for Dominant Carriers, CC Docket No. 87-313, Order on

Reconsideration, 6 FCC Red 2637, 2708, para. 148 (1991) (LEC Price Cap Reconsideration Order); see also
ALLTEL Corporation Petition for Waiver of Section 61.41 of the Commission’s Rules and Applications for Transfer
of Control, Memorandum Opinion and Order, 14 FCC Red 14191, 14199, para. 18 (1999) (ALLTEL Order).

\7 See LEC Price Cap Reconsideration Order, 6 FCC Red at 2706, para. 148,

18 i
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is correct that the price cap mechanism facilitated certain pricing relaxation for price cap carriers,
it does not follow that the cost-based standards of rate-of-return regulation cannot be used to
accomplish the same ends. Rate-of-return regulation was the basis on which cost-based access
rates were established in 1984 when the access charge structure was implemented, and it was the
basis for all incumbent LEC tariff review until 1991, The tariff rates will be subject to the tariff
review process and parties may also file complaints pursuant to section 208 of the Act.'*

C. Consolidation of Long Term Support and Interstate Common Line Support

54. In this section, we adopt the Commission’s tentative conclusion in the MAG
Further Notice that LTS should be merged into the ICLS mechanism.' In the MAG Order, the
Commission retained the existing LTS mechanism solely to provide stability to the NECA
common line pool during the transition to a more efficient access charge regime. At this time,
we find that merging LTS into the ICLS mechanism will provide administrative simplicity by
eliminating a duplicative and obsolete mechanism, without affecting the total support received
by rate-of-return carriers or negatively affecting carriers that choose to participate in the
NECA pool.

1. Background

55.  The LTS mechanism is a legacy of the transition to a competitive interstate long
distance market after the breakup of AT&T. In the /983 Access Charge Order, the Commission
created an access charge regime that included SLCs—monthly flat rate charges assessed on end
users 1o recover a capped portion of interstate common line costs—and CCL charges, which are
per-minute charges imposed on IXCs to recover any residual interstate common line costs.”™
The NECA common line pool was developed as a means of permitting LECs to recover their
interstate common line revenue requirements while maintaining a nationwide average CCL
charge.”™ The nationwide average CCL charge, in turn, permitted IXCs to more easily provide
their services at nationwide deaveraged rates.”® The Commission initially prescribed mandatory

132 Id.

133 MAG Further Notice, 16 FCC Red at 19724-26, paras. 272-76. The Commission tentatively concluded that the
merger would occur on July 1, 2003, but in order to provide adequate notice of our action here, we conclude that the
merger will occur on July 1, 2004,

34 MTS and WATS Market Structure, CC Docket No. 78-72, Third Report and Order, Phase 1, 93 FCC.2d 241,
243-44, paras. 3-5, 279-97, paras. 124-96 (1983) (/983 Access Charge Order).

35 1d at 327-29, paras. 312-18, 333-36, paras. 339-49. Pooling carriers charge rates set by NECA, pool their
interstate access revenues, and recover their costs from the pools, including a return on investment. MAG Order,

16 FCC Red at 19624, para. 20. The Commission concluded that a common tariff and pooling arrangement covering
the CCL charge was necessary because LEC-specific CCL rates could generate significant pressures on IXCs to
deaverage interstate toll rates. /983 Access Charge Order, 93 FCC 2d 241, para. 314.

1% 1983 Access Charge Order, 93 FCC 2d at 328, para. 314, Toll rate averaging and rate integration are
longstanding Commission policies that Congress codified in the 1996 Act. See 47 U.S.C. § 254(g).
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pooling to achieve these goals, but recognized that pooling had some negative effects."*” In
1987, the Commission eliminated mandatory pooling, but created the LTS mechanism to permit
carriers remaining in the pool to maintain their nationwide average CCL charges.””® The LTS
mechanism, as originally designed, required LECs that had left the common line pool to make
payments into the pool sufficient for the pool to charge the nationwide average CCL rate of non-
pooling carriers.™

56. In 1997, the Commission concluded that the existing LTS mechanism was not
explicit, portable, and competitively neutral, as required the 1996 Act.'*® The Commission
concluded, however, that L'TS continued to provide important benefits and should be retained in
a modified form.'"! Specifically, the Commission relied on the 1. TS mechanism’s usefulness in
reducing disparities among CCL charges imposed by LECs: “LTS payments serve the public
interest by reducing the amount of loop cost that high cost [rate-of-return carriers] must recover
from 1XCs through CCL charges and thereby facilitating interexchange service in high cost
areas, consistent with the express goals of section 254.”'* To comply with the Act, the
Commission concluded that LTS contributions must be removed from the access rate structure
and recovered instead through the universal service fund."? The Commission also modified LTS
by fixing each carrier’s LTS at its 1997 level plus growth based on nationwide average loop
costs.'* As a result of these and other reforms, a nationwide average CCL charge was no longer

137 See 1983 Access Charge Order, 93 FCC 2d at 327, para. 312, 328, para. 317. For example, pooling limited
LEC flexibility in cost recovery, established economically inefficient cost and price distortions, and reduced
incentives for LECs to contain costs. See MTS and WATS Market Structure Amendment of Part 67 of the
Commission's Rules and Establishment of a Joint Board, CC Docket Nos. 78-72 and 80-286, Report and Order,

2 FCC Red 2953, 2956-38 paras. 23, 33 (1987) (1987 Access Charge Order). The Commission has also recognized
that the pool provides additional benefits to pooling carriers, including the pooling of risk and tariff agency services.
See MAG Order, 16 FCC Red at 19726, para. 276.

8 1987 Access Charge Order, 2 FCC Red at 2956-58, paras. 23-26, 32-33.
139 ]d

9 Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Report and Order, 12 FCC Red 8776,
9164-65, para. 756 (1997) (Universal Service First Report and Order).

41 fd at 9165 para. 757.

"2 Id; see Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Access Charge Reform,

CC Docket No. 96-262, Price Cap Performance Review for Local Exchange Carriers, CC Docket No. 94-1,
Transport Rate Structure and Pricing, CC Docket No, 91-213, End User Common Line Charge. CC Docket No. 93-
72, Fourth Order on Reconsideration, 13 FCC Red at 5361-63, paras. 74, 76 (Universal Service Fourth Order on
Reconsideration).

Y Universal Service First Report and Order, 12 FCC Red at 9165-66, paras. 757-39.

9 1d at 8942, para. 306. Beginning in 2000, the annual growth was based on inflation. See 47 C.F.R.
§ 54.303(a)(4).
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possible, though LTS and the common line pool continued to reduce disparities among
CCL charges.'*

57. In the Universal Service Fourth Order on Reconsideration, the Commission
declined to eliminate the requirement that carriers participate in the NECA common line pool in
order to be eligible for LTS.'* At that time, several petitioners argued that requiring pool
membership as a condition of eligibility for LTS was unnecessary in light of the decision to
remove LTS from the access rate structure and would hamper the ability of LTS recipients to
pass savings from new efficiency gains on to their customers.'” The Commission concluded that
maintenance of the existing LTS program was warranted to avoid disruption to rate-of-return
carriers until it undertook comprehensive access charge and universal service reform for such
carriers."® In support of this conclusion, the Commission repeated its conclusion in the
Universal Service First Report and Order that LTS reduced CCL charges and thereby facilitated
interexchange service in high cost areas."” The Commission also cited its desire not to
“undermine the pool’s usefulness in permitting participants to share the risk of substantial cost
increases related to the CCL charge by pooling their costs and, thereby, charging an averaged
CCL rate close to that charged by other carriers. This operation of the pool, like LTS payments,
serves section 254°s goal of facilitating interexchange service in high cost areas.”™'*

58.  Inthe MAG Order, the Commission undertook comprehensive access charge and
universal service reform for rate-of-return carriers. As noted above, the Commission created a
new explicit universal service mechanism, ICLS, to replace implicit support provided by CCL
charges.”" This support mechanism provides each incumbent rate-of-return carrier with its
allowable common line revenues to the extent they cannot be recovered through end user charges
and, at the present time, LTS."** In this respect, ICLS is specifically designed to preserve
incumbent rate-of-return carriers” ability to provide affordable, quality services to rural
consumers while allowing carriers to recover their common line revenue requirements through a

195 1n October 1997, the Commission granted a request for waiver by NECA, permitting the NECA pool to charge
a CCL rate other than the average CCL rate charged by price cap carriers. Access Charge Reform, CC Docket No.
96-262, Price Cap Performance Review for LECs, CC Docket No. 94-1, Transport Rate Structure, CC Docket No.
91-213, Second Order on Reconsideration and Memorandum Opinion and Order, 12 FCC Red 16606, 16334-36,
paras. 86-89 (1997). Under the conditions of the waiver, the NECA common line pool was permitied to compute
the CCL rate as the per-minute amount necessary to recover the difference between revenues from SLCs, LTS, and
special access surcharges and the pool’s common line revenue requirement. /d. at 16335-36, para. 89.

¥ Universal Service Fourth Order on Reconsideration, 13 FCC Red at 5361-63, paras. 74-76.
" 1d at 5360, para. 69.

148 ]d.

"9 J1d at 5362, para. 74.

150 1d

BUMAG Order, 16 FCC Red at 19667-69, paras. 128-31.

2 1d at 19668-69, para. 130, 19673-74, para. 142,
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more efficient rate structure.””* The Commission concluded that ICLS should be available to all
rate-of-return carriers that would otherwise have recovered interstate common line revenues
through CCL charges, and not limited only to participants in the common line pool.”*

59.  The Commission concluded that its action to eliminate the CCL charge in the
MAG Order negated the primary reason for LTS s existence.'” The Commission considered
immediately merging LTS into the ICLS mechanism, but concluded that LTS should be retained
temporarily in order to ensure the stability of the NECA common line pool during the transition
to the new access rate structure.’”® Accordingly, the Commission retained the LTS mechanism
and adopted rules providing that carriers leaving the pool and foregoing LTS would be ineligible
for increased ICLS to make up for the lost LTS."”” The Commission also issued a notice seeking
comment on its tentative conclusion to merge LTS into ICLS effective July 1, 2003, after the
completion of the MAG Order’s access charge reforms.””® The Commission explained that,
during the interim, LTS would serve to reduce ICLS amounts for carriers but would not affect
the total support levels or revenue recovery for rate-of-return carriers, provided they remained in
the pool.'”

60.  Inresponse to the MAG Further Notice, the Commission received comments both
supporting and opposing its tentative conclusion. AT&T, CUSC, and GCI support the
Commission’s tentative conclusion.'*® NECA and Western Alliance argue that the merger of
LTS into ICLS should be delayed pending “longer-term™ analysis of the effects of the MAG

33 Id at 19667-69, paras. 128-31.
34 fd at 19672, para, 138.
33 Id at 19672-73, paras. 139-41, 19724-26, paras. 272-76.

B¢ 1d at 19672-73, paras. 139-41. The Commission ordered a graduated phase-out of the CCL charge between
January 1, 2002, and July 1, 2003, contemporaneous with increases to the residential and single-line business SLC
caps. Id at 19644-45, para. 65. This phase-out of the CCL charge prevented a spike in ICLS during the gradual
phase-in of increased SLC caps. /d.

7 Id at 19672-73 paras. 139-40.

158 1d at 19724-26, paras. 139-41. In an order released on June 13, 2002, the Commission amended its rules
governing LTS. Multi-Association Group (MAG) Plan for Regulation of Interstate Services of Non-Price Cap
Incumbent LECs and IXCs, CC Docket No. 00-256, Federal-State Joint Board on Universal Service, CC Docket 96-
45, Order and Second Order on Reconsideration in CC Docket No. 00-256, 17 FCC Red 11593, 11594-97, paras. 4-
10 (rel. June 13, 2002) (June 2002 MAG Reconsideration Order). The amended rules capped LTS support for
certain carriers that would otherwise exceed their common line revenue requirements due to increased SLC revenues
as a result of the MAG Order reforms.

13 AMAG Order, 16 FCC Red at 19672-73, paras. 139-41. Because ICLS is reduced by the amount of LTS that a
carrier receives or, for carriers that have left the NECA common line pool, the amount of LTS that they would have
received had they remained in the pool, a pooling carrier that currently is eligible for both ICLS and LTS will
receive less total support if it chooses to leave the pool. 47 C.F.R. § 54.901(a). Due to caps on other revenue
sources, such a carrier likely would not be able to recover the lost universal service support from other sources.

90 AT&T Comments at 23 n.20; CUSC Comments at §-9; GCI Comments at 18.
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Order reforms and other pending proceedings.'s' NTCA contends without elaboration that
merging LTS into ICLS will diminish the viability of the common line pool, which provides
benefits to small rural carriers that participate in it."> NRTA, OPASTCO, and USTA, the other
members of MAG, have not adopted an official position on the issue of merging LTS into
ICLS.*®

2. Discussion

61.  We adopt the Commission’s tentative conclusion in the MAG Order that LTS
should be merged into the ICL.S mechanism. First, merging LTS into ICLS would promote
administrative simplicity. LTS and ICLS duplicatively provide support directed to the rate-of-
return carriers’ interstate common line costs.'® ICLS is narrowly tailored to individual carriers’
support requirements under the current interstate access rate structure, acting as the residual
source of revenue for rate-of-return carriers and ensuring that they can recover their common line
revenue requirements while providing service at an affordable rate. LTS, on the other hand,
normally provides each carrier with a fixed level of support grown annually by inflation and may
bear little relevance to a particular carrier’s support requirements. In most cases, LTS will not be
sufficient to ensure that a carrier will recover its common line revenue requirement under the
current rate structure.'® Although LTS effectively served the purposes it was designed to serve,
it was not designed to meet the requirements of the rate-of-return access charge rate structure in
place after the MAG Order. Eliminating LTS will make the interstate access rate structure and
universal service mechanisms simpler and more transparent.

'*l' NECA Comments at 10-15; Western Alliance Comments at 10-12; NECA Reply at 8-10.
"2 NTCA Comments at 6; see also NTCA Reply at 6-7 (supporting NECA s comments).

1% See Letter from Colin Sandy, Associate Attorney, NECA, to Marlene H. Dortch, Secretary, FCC, dated March
14, 2003, Attachment {(memorializing ex parte presentation by NECA, NRTA, NTCA, OPASTCO, and USTA).

"% We find that Innovative’s and CUSC’s concerns regarding LTS and ICLS are misplaced. Innovative neither

opposes nor supports the Commission’s tentative conclusion, but raises concerns, based on language in the MAG
Order, that a rate-of-return carrier may receive less support under the }CLS mechanism than it had previously
received under LTS, Innovative Comments at 5-6. That would only occur, however, if the carrier would otherwise
recover higher revenues than permitted by its common line revenue requirement, a situation that has been remedied
by the Commission’s amendment of the LTS rules in June 2002. See June 2002 MAG Reconsideration Order,

17 FCC Red at 115396-97, para. 8. CUSC argues that the current coexistence of LTS and ICLS permits rate-of-
return carriers to receive double support for the common line. CUSC Comments at 8-9. Although LTS and ICLS
perform duplicative functions, the two mechanisms are complementary with respect to the amount of support
provided. Because a carrier’s ICLS is reduced by any LTS received, the carrier would not recover more combined
support than it would receive if ICLS or LTS were the sole sources of support for the interstate common line.

See MAG Order, 16 FCC Red at 19673, para. 141.

185 In other cases, LTS would have permitted some carriers to earn more than their common line revenue

requirements had the Commission not amended its rules to limit support in a manner consistent with the ICLS rules.
See June 2002 MAG Reconsideration Order, 17 FCC Red at 11596-97, para. 8.
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62.  Moreover, even proponents of retaining LTS acknowledge that the Commission’s
elimination of the CCL charge obviates LTS’s primary historical purpose.’® As the history of
LTS makes plain, the Commission’s primary concern in developing and retaining LTS over the
years has been to reduce disparities in CCL charges among LECs. In its original incarnation,
LTS was specifically designed to guarantee that all carriers would charge a nationwide average
CCL charge. ' When the Commission later amended its LTS rules to comply with the 1996 Act
rather than eliminating LTS, the Commission continued to focus solely on the public interest
served by LTS in reducing the disparities in CCL charges among rate-of-return carriers (though
the mechanism no longer guaranteed the maintenance of a nationwide average CCL rate).'®
Having outlived its primary purpose as of July 1, 2003, when the CCL charge was completely
phased out, we conclude that LTS should be discontinued in the interest of administrative
simplicity.

63.  LTS’s secondary role as an incentive for continued participation in the NECA
common line pool also is no longer a valid reason to maintain LTS as a discrete support
mechanism. LTS is only available to carriers that participate in the common line pool.'*
Removing LTS as an artificial incentive for pool participation will give each carrier the freedom
to choose to set rates outside of the NECA pool without sacrificing the universal service support
that ensures affordable service for its customers. We recognize that NECA has made great
strides in providing common line pool participants with increased flexibility in setting individual
end user rates and that it anticipates further innovation in this respect.'” Carriers will
undoubtedly regard such flexibility as a tremendous value in making their determinations
whether to continue participating in the pool. Nonetheless, we find that each individual carrier is
in the best position to decide whether pool participation promotes its particular best interests.
We conclude that the decision whether to participate in the pool should be left to each individual
carrier based on the pool’s inherent administrative benefits for that carrier without additional
regulatory inducements.

64. We do not believe that eliminating LTS as an incentive for pool membership will
risk or undermine the important benefits for carriers that elect to remain in the NECA common

166 See, e. g., NECA Comments at 13 (“As the FNPRM points out, however, the principal rationale for providing
LTS funding to NECA pool participants (i.e., assuring nationwide comparability of NECA pool CCL rates) will no
longer apply following elimination of the CCL charge.”). No commenter contends that LTS serves any purpose
other than encouraging participation in the NECA common Jine pool. See NECA Comments at 10-15; NTCA
Comments at 6; Western Alliance Comments at 10-12; NTCA Reply at 6-7.

187 1987 Access Charge Reform Order, 2 FCC Red at 2957, para. 33 (“The long term support mechanism allows
[pooling] carriers to maintain the nationwide averaged CCL rate that would have existed had the mandatory full
common line pool been retained.”)

15 Universal Service First Report and Order, 12 FCC Red at 9165, para. 757,
18 47 C.F.R. § 54.303,
17 NECA has introduced rate-banding and plans to allow pooling carriers to disaggregate their SLCs as means for

carriers to set their prices competitively, and notes that pooling carriers may file their tariffs separately in any event.
NECA Comments at 14.
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line pool. We recognize the continued benefits of pooling identified by NECA and other
commenters, including the reduction of administrative burdens associated with tariff-filing and
protection against the effects of short-term revenue fluctuations.'” We anticipate that many, if
not most, carriers will continue participating in the common line pool because of such benefits.
In this regard, we note that the NECA traffic-sensitive pool remains viable despite no
comparable regulatory incentive for participation. Based on examination of the record, however,
we cannot conclude that the benefits of pooling warrant continued use of universal service
support to induce carriers to participate in the pool if they are not otherwise inclined to do so.'™

65.  Moreover, the regulatory concerns which justified the use of LTS to induce pool
participation no longer hold. In the past, a non-pooling carrier might not recover its common
line revenue requirement if it underprojected its costs or overprojected its demand in developing
its access charge tariffs. The NECA common line pool spread that risk among all carriers,
reducing the likelihood that any one carrier would suffer a major shortfall in revenue.
Eliminating the CCL charge renders irrelevant this primary risk-pooling benefit of the common
line pool. While the pool formerly ensured that an individual carrier would not suffer if CCL
charge revenues were insufficient to recover its common line revenue requirements, the ICLS
mechanism now ensures that no individual carrier will fail to recover its common line revenue
requirement.

66.  Finally, we note that we have taken a more measured approach by deferring
implementation of this change for an additional year beyond that originally proposed by the
Commission in the MAG Further Notice. The Commission adopted a cautious approach to
access charge and universal service reform in the MAG Order, in recognition of the unique needs
and broad diversity of rate-of-return carriers. The Commission had previously retained LTS
pending comprehensive reform to the access rate structure. Absent any specific concern, we
conclude that the elimination of the LTS mechanism should not be further deferred.’”

"I See MAG Order, 16 FCC Red at 19726, para. 276; see also Regulatory Reform for LECs Subject to Rate of
Return Regulation, CC Docket No. 92-135, Notice of Proposed Rulemaking, 7 FCC Red 5023, 5030 (1992); MTS
and WATS Market Structure, CC Docket No. 78-72, Amendment of Part 67 of the Commission’s Rules and
Establishment of a Joint Board, CC Docket No. 80-286, Memorandum Opinion and Order on Reconsideration,

3 FCC Red 4543, 4560 n. 108 and accompanying text (1988).

12 To the contrary, some commenters supporting the retention of LTS argue that LTS itself does not provide a
significant incentive for pool participation. These commenters argue that, for the low-cost carriers most likely to
leave the pool, “availability or non-availability of LTS is not likely to be a significant facter in reaching a decision
as to whether to exit the pool.” NECA Comments at 14; Western Alliance Comments at 11 (“Those carriers having
relatively low common line costs are unlikely to be influenced to a significant degree by the availability or non-
availability of LTS.”); NTCA Reply at 7.

S NECA generally asserts that the MAG Order carried out “extraordinary changes in universal service support and
access charge mechanisms,” but offers no specific concerns to justify deferring the merger of LTS into ICLS.
NECA Comments at 10-15.
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The reformed access rate structure adopted in the MAG Order possesses greater inherent stability
than the prior rate structure.'™

67. In order to effectuate this decision, we amend our rules to provide that LTS shall
not be provided to any carrier beginning July 1, 2004. We note that overall support will not be
reduced because our existing rules will operate to automatically increase ICLS by an amount to
match any LTS reduction. For that reason, no further action by the Commission is necessary to
implement the merger of LTS into ICLS.

IV. SECOND FURTHER NOTICE OF PROPOSED RULEMAKING
A, Alternative Regulation and the All-or-Nothing Rule

68.  In this further notice of proposed rulemaking, we seek additional comment on
incentive regulation and on the all-or-nothing rule. CenturyTel and a group of carriers
(ALLTEL, Madison River and TDS) filed separate alternative regulation proposals as ex parte
filings in response to the 2002 notice.'”™ These two proposals each contain a feature that would
permit a rate-of-return carrier to elect to move some, but not all, of its study areas to incentive
regulation. We therefore will address the remaining all-or-nothing issues not resolved above in
conjunction with our evaluation of the two incentive regulation plans before us.

1. Background
a. All-or-Nothing Rule

69.  Section 61.41 of the Commission’s rules sets forth certain requirements governing
elective entry into price cap regulation and restricting the ability of price cap carriers to leave
price cap regulation. We describe these provisions in Section I11.A, supra. That section also
describes the issues raised in the MAG Further Notice concerning the modification or
elimination of the all-or-nothing rule and the general tenor of the comments we received in
response to the notice.

b. Alternative Regulation

70.  The traditional regulatory model for incumbent LECs has long been rate-of-return
regulation.'™ LECs subject to rate-of-return regulation establish tariff rates targeted to achieve

'™ For example, an individual carrier’s common line revenues will no longer be threatened by fluctuating minutes
of use or inaccurate cost projections that may result in insufficient CCL charge revenues because each carrier will
recover its precise common line revenue requirement from ICLS.

175 See CenturyTel, Inc., Ex Parte in CC Docket Nos. 96-45, 98-77, 98-166 and 00-256 (filed Dec. 23, 2002),
ALLTEL Communications, Inc., Madison River Communications LL.C and TDS Telecommunications Corporation,
Ex Parte in CC Docket Nos. 96-45, 98-77, 98-166 and 00-256 (filed Jan. 31, 2003); letter from Stephen Kraskin,
Esq., counsel for ALLTEL Communications, Inc., Madison River Communications LL.C and TDS
Telecommunications Corporation, to Marlene H. Dortch, Secretary, FCC, dated May 9, 2003 (Kraskin letter)
(amending plan to reflect availability to all rate-of-return carriers rather than just to rural rate-of-rcturn carriers).

17 See MAG Order, 16 FCC Red at 19622-24, paras. 16-20.
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Federal Communications Commission
Washington, D.C. 20554

March 2, 2004

Irene Flannery

Vice President

High Cost and Low Income Divisions
Universal Service Administrative Company
2000 L St., N.W.

Washington, DC 20036

RE: CC Docket 96-45 -- True Up of 2002 ICLS
Dear Ms. Flannery,

This letter addresses how USAC should perform the annual true up of Interstate Common Line
Support (ICLS) for rate-of-return carriers for 2002 under the Commission’s rules and the MAG
Order. We conclude that USAC should prorate each revenue component of the ICLS calculation
based on a uniform factor reflecting the industry-wide revenue recovery experience.

Section 54.903(b) requires USAC to use calendar year data to perform ICLS true ups. Rate-of-
return carriers began receiving ICLS on July 1, 2002. Therefore, any ICLS true-ups for 2002
would relate only to the second half of the calendar year.! The MAG Order specified the manner
in which the cost data should be adjusted for true up purposes (“... 50 percent of the 2002 actual
costs will be attributed to the final six months of 2002”),  but the order did not specify precisely
how 2002 revenue data should be adjusted. Because the MAG Order made a number of reforms
to the interstate access rate structure, assigning a 50 percent share of 2002 revenues to the second
half of the year would not provide an accurate calculation of the final ICLS amount that carriers
require to meet their common line revenue requirements for the second half of 2002.°

The National Exchange Carrier Association (NECA), acting as the filing agent on behalf of
nearly all rate-of-return carriers, filed data that provides the ability to calculate a uniform factor
for each revenue component of the ICLS formula reflecting the industry-wide revenue

! Under the ICLS mechanism, rate-of-return carriers receive support based on the difference between their common
line revenue requirement (or costs) and their revenues from the Subscriber Line Charge (SLC), Carrier Common
L.ine Charge (CCLC), Long Term Support, special access surcharges, and line port costs in excess of basic analog
service. 47 C.F.R § 54.901(a). Procedurally, the carriers first file projected cost and revenue data, which are used to
calculate monthty ICLS payments, but later file actual cost and revenue data, which are used to “true up” the earlier
payments to the correct final amount. 47 C.F.R. § 54.903.

? Multi-Association Group (MAG) Plan for Regulation of Interstate Services of Non-Price Cap Incumbent Local
Exchange Carriers and Interexchange Carriers, CC Docket No. 00-256, Federal-State Joint Board on Universal
Service, CC Docket No. 96-45, Access Charge Reform for Incumbent Local Fxchange Carriers Subject to Rate-of-
Return Regulation, CC Docket No. 98-77, Prescribing the Authorized Rate of Return for Interstate Services of Local
Exchange Carriers, CC Docket No. 98-166, Second Report and Order and Further Notice of Proposed Rulemaking
in CC Docket No. 00-236, Fifteenth 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, 19684-85 para. 167 (2001).

*1d. at 19633-46 paras. 40-68 (amending the Commission’s rules governing SLC and CCLC rates).



experience. NECA filed 2002 actual cost and revenue data for the 2002 calendar year pursuant
to section 54.903(a)(4). NECA also filed an alternate set of data that reflects only those revenues
attributable to July 1 to December 31, 2002. These data sets show, for each revenue component
of the ICL.S formula, the revenues received by nearly all rate-of-return carriers in the calendar
year as a whole and in the second half of the calendar year. From these data sets USAC may
reasonably determine, for each revenue component of the ICLS formula, the industry-wide
revenue experience for the second half of 2002, as compared to the entire vear.

We conclude that USAC should utilize the revenue data provided by NECA for July 1 to
December 31, 2002, to calculate factors that reflect the actual industry-wide distribution of
revenues for each component of the ICLS formula between the first and second half of the 2002.
For example, if rate-of-return carriers in the aggregate recovered 15 percent of their 2002 CCLC
revenues in the second half of the year, for true-up purposes USAC should assign 15 percent of
each carrier’s 2002 annual CCLC revenues to the second half of 2002. We believe that the
above calculation of a uniform factor for each revenue component would be appropriate because
it would accurately reflect the industry’s experienced distribution of revenues between the first
and second half of 2002,

Please contact the Wireline Competition Bureau, Telecommunications Access Policy Division, if
you have any further concerns with regard to this matter.

Sincerely,

Carol E. Mattey
Deputy Chief
Wireline Competition Bureau
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Fr: "Pillai, Manoj" <mpiliaieételcordia.coms

To: <DRelkagRhoads-Sinon.coms

09/20/2006 05:04 PM
Cc: "Postigo, Fedor" <fpostigo@telcordia.coms,
<cdavis@universalservice.orgs,
"Pillai, Mancj" <mpillai@telcordia.coms
Subject: ICLS ILEC lines submitted for 2005 support.

Dave,

As requested, listed below are the ICLS ILEC lines submitted by the ILECs
from Puerto Rico.

Do let me know if you have any questions.

Thanks
Manoj

khkkkkkhkhkhkhkhkthtidx

Notice: This email transmission,

including any attachments, may contain

confidential information protected by the attorney-client or cother legal

privilege.

Unauthorized use, distribution or copying is prohibited.

If you

received this email in error, please notify the sender by replying to this
email or by calling Rheoads & Sinon LLP at 717.233.5731 and deleting the

erroneous transmission from your system without copying it.

Thank You.

ke ne | ILEc sac | |DATE AS OF |RES & SLB LINES| MLB LINES
PUERTO RICO TELEPHONE COMPANY T 633200 3/31/2008] 157326 27822
PUERTO RICO TELEPHONE COMPANY T 633200 6/30/2008] 1s3800] 11955
PUERTO RICO TELEPHONE COMPANY T 633200] 9/30/2008] 1s266] 11822
PUERTO RICO TELEPHONE COMPANY T 633200] 12/31/2008] 1s07sa] 11460
PUERTO RICO TELEPHONE COMPANY, INC. | 633201 3/3i/200a] s03187| 125111
PUERTO RICO TSLEPHONE CoMpany, InC. | 633201] e/30/2008] soseiz| 121142
PUERTO RICO TELEPHONE CowpANy, INC. | 633201] 9/30/2008] ss2025|  118190]
PUERTO R1CO TELEPHONE CompaNy, TNC. | 633201] 12/31/2008] sesres| 115668
------------------------------------- R et e
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FCC Form 525
High Cost Support Mechanism
Competitive Carrier Line Count Report

COMPETITIVE CARRIERS HIGH COST DATA SUBMISSION

9/30/04

FCC Form 525
OMB Control No. 3060-0986
January 2005

143000449

639001

entennial Puerto Rico Operations Corp.

Centennial Puerto Rico Operations Corp.

Check Box if this is a new address/contact from a previous data submission: D

3349 Route 138, Bldg. A, Wall, NJ 07719

Karen Groschel Administrator-Regulatory Affairs

732-556-2200 (x3262)

karoschel@centennialcorp.com

Do Not Write in this Area:
For Administrator's Use Only

High Cost Loop Support (HCL) Complete HCL and LSS

Local Switching Support (LSS) Complete HCL and LSS
|interstate Commeon Line Support (ICLS) 3/30/2004 X Complete ICLS Worksheet
|I-Iigh Cost Model Support (HCM) Complete HCM Worksheet
l[nterstata Access Support (IAS) ' Complete IAS Worksheet

Competitive Carrier Information

Page 1



INTERSTATE COMMON LINE SUPPORT (ICLS) LINE COUNT WORKSHEET

FCC Form 6256
High Cost Support Mechanism
Competitive Carrier Line Count Report

FCC Form 625
OMB Control No. 3060-0966
January 2005

FHL R RN SRG 4{‘\.1 it

Line Count Data for Path1,2& 3 C

| Complete one row for each disaggregation zone.

Puerto Rico Tel. Co, 633201 Yes 1)Not applicable 270,804 46,813 317,617
PRIC-Central 833200 Yes 2|Culebra (culbprxa) ___ICULBPRXA 49 0 49
PRTC-Central '633200f  Yes 2|Vieques (vauesprxa)  |VQUSPRXA 472 2 a74
PRTC-Central 633200 Yes 2!5@3@ [n:bumJASBSPRM 1612 25 1,637
PRTC-Central 633200 Yes 2|Cicra (cdrapoa) _ [CORAPRXA 2,908 75 3,071
PRTC-Central 633200 Yes 2|San Lorenzo 2,354 26 2,380
|PRTC-Central 633200 Yes 2|Las Piedras (Ispoprza) |LSPOPRXA 2,954 75 3,028
PRTC-Cenral 633200 Yes 2| Gurabo (qurbprea) GURBPRXA 3,674 135 3,809
PRTC-Ceniral 633200 Yes 2|Juncos (juncprsz) JUNCPRXA 3,096 72 3,168
PRTC-Central 633200 Yes 2[Cavey (cayyprxa) FJROPRXA 3,032 85 4,017
PRTC-Central 833200 Yes 2] Aibanito {abj ABITPRXA 1,665 38 1,601
PRTC-Central 633200 Yes 2|Caguas (cguspnxb) COUSPRXB 17,046 4,043 21,088
PRTC-Central 633200 Yes 2| Guaynabo (quynprxa) | GUYNPRXA 12,044 430 12,534

922,507 51,877 374,474

Use an additional sheet If nocossary.

ICLS Ling Count Worksheat

Page 3
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FCC Form 525
High Cost Mechanism
Competitive Carrier Line Count Report

TO BE COMPLETED BY THE REPORTING CARRIER, IF THE REPORTING CARRIER IS FILING FCC FORM 525 ON ITS OWN BEHALF:

Certification of Officer or Employee as to the Accuracy of the Data Reported in FCC Form 525, Line Count Report for Competitive Carriers, on
Behalf of Reporting Carrier

| certify that | am an officer or employee of the reporting carrier; my responsibilities include ensuring the accuracy of the actual line count data reported on FCC
Form 525; and, to the best of my knowledge, the information reported on this form Is accurate.

Name of Reporting Carrier: Centennial Puerto Rico Operations Corp.
Service Provider Identification Number: 143000449

Signature of authorized officer or employee: Date:
Printed name of authorized officer or employee: William L. Roughton, Jr.

Title or position of authorized officer or employee: VP Legal & Regulatory Affairs

Telephone number of authorized officer or employee: ( 732 556 - 2261 ext.

Filing Due Date for this form
Study Area Code of Reporting CETC 630001 9/30/2004 ‘

Persons willfully making false statements on this form can be punished by fine or forfeiture under the Communications Act of 1934, 47 U.5.C. §§ 502, 503(b), or fine or
Imprisonment under Title 18 of the United States Code, 18 U.S.C. § 1001,

Certification-Reporting Carrier

FCC Form 525
OMB Control No, 3060-0986
January 2005

Page 7





