
  Chinook Wireless   
  170 S.  Warner  Road,  Sui te  104 
  Wayne,  Pennsylvania 19087 

 
  1211 NW Bypass  

Great  Fal ls ,  Montana 59404 
   

November 8, 2007   
 
VIA ELECTRONIC FILING 
 
Marlene H. Dortch, Secretary 
Federal Communications Commission 
445 12th Street, S.W., Room TW-B204 
Washington, DC 20554 
 
  Re:  Federal-State Joint Board on Universal Service 
  WC Docket No. 05-337 
 
Madam Secretary: 
 
  In accordance with Section 1.1206 of the Commission’s rules, 47 C.F.R. § 1.1206, we 
hereby provide you with notice of an oral ex parte presentation in connection with the above-
captioned proceeding.  
 
  On Thursday, November 1, 2007, undersigned counsel, on behalf of Chinook Wireless, 
along with Jonathan D. Foxman, President and CEO of Chinook Wireless, met with John W. 
Hunter, Chief of Staff and Senior Legal Advisor to Commissioner McDowell, concerning the 
universal service program.  We discussed issues set forth in the enclosed materials, focusing on 
whether a cap on all CETCs would contravene the purpose of the Universal Service Fund and 
could be avoided without significant impact on the Fund.    
 

If you have any questions or require any additional information, you may contact the 
undersigned. 
 
Sincerely,  

 
Julia K. Tanner, Esq. 
General Counsel 
 
 
Enclosures 
 
cc: John W. Hunter, Esq. 



 
There is no crisis in the Fund.   

And increased funding is going more to ILECs than CETCs. 

• See letter from Republican Senators opposing a CETC-only 
cap instead of across-the-board reform:  “such a fix would 
unfairly skew the marketplace.” 

 
• In 2006, the contribution factor was up, due overwhelmingly 

to temporary factors not related to CETC designations. 
o See Chairman Martin’s letter to Subcommittee 

Chairman Markey:   
Adjustments “arose from additional contributions made 
by AT&T and Verizon on past under-reported revenue, 
and from a change in the amount of funds that the 
Universal Service Administrative Company held in 
reserve for bad debts . . . [and] due to reductions in the 
funding base, increases in program demand, including 
for high-cost support.” 

 
• Contributions are otherwise at sustainable, pre-2006 levels. 

o See Table of USF Contribution Factors. 
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Growth in the Fund has not been caused primarily by CETCs. 

 
• See “ILEC Receipts” tab:  Joint Board Monitoring Report, 

Table 3.15 (Dec. 2006). 

• Between 1999 and 2006, high-cost fund payments to ILECs 
increased almost $1.5 billion, from $1.7 B to almost $3.2 B.   

• During the same time period, support to CETCs increased by 
$819.9 million, from $534 thousand dollars to $820.4 M. 

 
• Blaming increases on CETCs is disingenuous and ignores the 

primary source of increase in the Fund.  Congress knew its 
1996 legislation would enable some CETCs to in fact receive 
USF.  But $820.4 million to roll out wireless is minimal 
compared to the $3.2 billion incumbents receive, including 
for lines being maintained or no longer served.   
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The Playing Field Is Imbalanced Enough 

• According to USAC statistics, more than a third of 
contributions are made by CETCs and their customers.      
Yet CETCs do not receive a third of distributions. 

• Most ILECs keep receiving support even for subscribers they 
no longer serve.  They lose support only if they happen to 
spend less – including discretionary spending.  Conversely, if 
a CETC loses a customer, it loses that support. 

• Even when more than one CETC is designated in an area, 
they do NOT receive duplicate support.  When a CETC gains 
or loses a customer, it gains or loses support.  Only by 
serving a line not served by others can they gain support. 

o See “Multiple CETCs” tab:  comparing ILEC support to 
support for multiple CETCs in the ILEC’s territory. 

• Entry of competitors on equal footing creates a healthy 
market, with competition on prices and services.   

 
• Maintenance is not as expensive as buildout.  CETCs are still 

efficiently building areas not previously served.  To limit 
only CETCs sends a message to rural areas that they are not 
entitled to the same services and prices as urban areas. 

 
• Wireless is most useful in rural areas – public safety; 

roadside assistance – distance medicine; farms and ranches; 
economic development.   

o See Public Safety letters –just a few of the many. 
 

• Most rural areas are about 3 years behind urban areas in 
wireless deployment.  A cap will freeze the reach of 
competitive benefits and not allow competitors, whether 
wireless or wireline, to move into those areas. 
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'lanitrd ~tatl'S ~rnatl'
WASHINGTON, DC 20510

April 13, 2007

The Hooarable Deborah Tatc
Chairman
Federal-State Joint Board on Universal Service
Federal Communications Commission
445 12th Street, SW
Washington, DC 20554

Dear Joint Board Chairman Tate,

The Federal-State Joint Board on Universal Service (Board) was established, in part, to
provide recommendations on how best to preserve and advance the federal Universal
Service (USF) program. We arc writing today to provide the Board with our views on
the USF program, which we believe must be substantially reformed to ifit is to continue,
and to share OUf serious concerns over reports of recent and future increases in the
contribulion raetor, which has pushed the entire program closer to a boiling point. The
Board has the opportunity and, in our judgment, the obligation, to suggest refonns and
structural changes to the USF program that could result in long-tcnn solvency, and ensure
that only consumers who truly need the program's support receive it. Failure of the
Board to make the difficult decisions necessary at this critical juncture will reduce
political support and sustainability of the program. We urge the Board to make the tough
decisions and proposals necessary to place the program Oll a new course. In other words,
it is time to be bold.

We strongly request that the Board recommend an overall cap on the entire USF
program. Last year, the four of us and others supported an amendment to a
telecommunications reform bill during consideration in the Senate Commerce Committee
that would have capped the overall USF program. We believe a cap would ensure that
the administrators of the USF program spend the money more effectively and efficientJy,
and would work Lo reduce this limitless and reoccurring tax on consumers.

We do nOl support any plan that would cap only one select group of providers but not
others, as we believe such a fix would unfairly skew the marketplace. Instead, we
reiterate the need for capping the overall program and doing so in a manner that does not
piek winners and losers or favor one technology over anoUler. We also urge you not to
use interim measures, such as a temporary cap, to address the pressing issues facing the
USF program. Many interim measures enacted by the Federal Communications
Commissjon in the past have lived far longer than intended when proposed.

While a cap all all USF program funding is truly needed, a cap is only as valuable as the
corresponding changes made to the USF distribution mechanism. Funding multiple
providers without a reduction in the level of support for existing providers losing



customers has put the fund on an uncontrollable growth patlern that will only result in
higher telephone bills for all Americans. If this is not addressed, the USF program wjU
over subsidize some markets at the expense of those markels most in need.

Tn addition, we strongly recommend the Board give signjficant weight to a reverse
auction mechanism for distributing USF support. This can be done in a number of ways,
including establishing the support level for a study area, stale, or otherwise (i.e.,
maximum price support point), or establishing a sole provider eligible for support in a
respective market. However accomplished, allowing all providers to take part of one
unified auction in a market -- not just a platfonn-specific proposal-- to bid down support
needed to serve particular consumers will reduce the total cost of the USF high cost
program. It will also bring much needed efficiency to the system, facilitate regulatory
parity, allow for the emergence of new technologies to many markets, eliminate the
distinction bet\veen rural and non-rural incumbent carriers, and instill necessary market
oriented solutions.

1n sum, the USF program has not kept pace with the remarkable innovation that has
occurred in the communications industry over the last few years. It must be dramatically
refonned to operate in a way that best serves the American people. The Board must
transfonn this program into one that takes in and distributes USF funds in a responsible
manner that ensures Americans are not subjected to limitless increases on their phone
bills. We respectfully request that you take the steps necessary to fully refonn the USF
program and reject short-term solvency solutions.

We ask that this lcttcr be handled in strict accordance with existing agency rules,
regulations, and ethical guidelines.

Sincerely,



Responses to Chairman Markey's April 2, 2007 Letter

Universal Service Contribution Factor

(1) Please identify what you believe to be the root cause for this significant increase in the
contribution factor.

Several factors contributed to the two percent increase of the contribution factor for the second
quarter of 2007. The largest single factor was prior period adjustments that acted to reduce the
Universal Service Fund's revenue requirements in previous quarters. Specifically, these prior
period adjustments arose from additional contributions made by AT&T and Verizon on past
under-reported revenue, and from a change in the amount of funds that the Universal Service
Administrative Company held in reserve for bad debts. The absence of these prior period
adjustments caused a 1.5 percent increase in the contributions factor. The remaining 0.5 percent
of the increase was due to reductions in the funding base, increases in program demand,
including for high-cost support.

(2) What impact did the Commission's designation of Digital Subscriber Line Service as an
"information service" have on the contribution base? What would be the impact on the
overall contribution base if all broadband Internet access services were required to
contribute, regardless of their designation as "information services"?

As part of the Wireline Broadband Internet Access Service Order, the Commission took an
important step in ending the regulatory inequalities that existed between cable and telephone
companies in their provision of broadband Internet services. Because cable modem providers
were not subject to a universal service contribution obligation for cable modem Internet access,
the Commission does not have historic data for these services. In leveling the playing field
between the services, the Commission required telephone companies to continue contributing to
the universal service fund on their DSL Internet access services based on their existing
contribution levels for 270 days following the November 16, 2005, effective date of the order.
On November 16, 2005, telephone providers paid approximately $123 million per quarter into
the USF for their DSL Internet access services. On August 14, 2006, telephone providers were
no longer required to contribute based on DSL revenue. This change occurred in the third
quarter of 2006 and had no impact on the 2 percent rise in the contribution factor in the second
quarter of 2007.

(3) Does the Commission plan to take any action to broaden the contribution base to reduce
the contribution factor and the corresponding burden placed on consumers? If so, please
describe the planned action and the timeframe in which the Commission intends to act.

Preserving the stability of the universal service contribution system is one of the Commission's
most important responsibilities. Changes in technology and increases in the number of carriers
who are receiving universal service support have placed significant pressure on the stability of
the fund. In June 2006, the Commission took action to broaden the contribution base to reduce
the contribution factor by requiring interconnected Voice over Internet Protocol (VoIP) providers
to contribute to the fund. In June 2006, the Commission also took steps to preserve and advance
universal service by raising the mobile wireless safe harbor to 37.1 percent. Although the
Commission took these interim steps to stabilize the fund, the system requires fundamental
reform and I support modifying the current contribution system and moving to a more

user
Highlight

user
Text Box
 Letter from FCC Chairman Martin to House Subcommittee on   Telecommunications and the Internet Chairman Markey Available at http://markey.house.gov/index.php?    option=com_content&task=view&id=2826&Itemid=46 
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Text Box
*     *     *



Year

1998 First Quarter 3.19    % 0.72 %
Second Quarter 3.14    0.76

Third Quarter 3.14    0.75

Fourth Quarter 3.18    0.75

1999 First Quarter 3.18    0.58

Second Quarter 3.05    0.57

Third Quarter 2.94    0.99

Fourth Quarter 2.887  1.10

2000 First Quarter 5.8770

Second Quarter 5.7101

Third Quarter 5.5360

Fourth Quarter 5.6688

2001 First Quarter 6.6827

Second Quarter 6.8823

Third Quarter 6.8941

Fourth Quarter 6.9187

2002 First Quarter 6.8086

Second Quarter 7.2805

Third Quarter 
3

7.2805

 Fourth Quarter 7.2805

2003 First Quarter 7.2805

Second Quarter 
4

9.1

Third Quarter 9.5

Fourth Quarter 9.2

2004 First Quarter 8.7

Second Quarter 8.7

Third Quarter 8.9

Fourth Quarter 8.9

2005 First Quarter 10.7

Second Quarter 11.1

Third Quarter 10.2

Fourth Quarter 10.2

2006 First Quarter 10.2

Second Quarter 10.9

Third Quarter 10.5

Fourth Quarter 9.1

2007 First Quarter 9.7

4
 Beginning with the second quarter of 2003, carriers contribute based on projected, collected, end-user interstate and international telecom-

munications revenues.  Previously, carriers contributed based on historical, gross-billed revenues.  The Commission also released an Order and

Second Order on Reconsideration, which, inter alia, directed the Wireline Competition Bureau to announce the universal service contribution

factor as a percentage rounded up to the nearest tenth of one percent. (See Federal Joint Board on Universal Service, 1998 Biennial Regu-

latory Review - Streamlined Contributor Reporting Requirements Associated with Administration of Telecommunications Relay Service, North

American Numbering Plan, Local Number Portability, and Universal Service Support Mechanisms, Telecommunications Services for Indivi-

duals with Hearing and Speech Disabilities, and the Americans with Disabilities Act of 1990, Administration of the North American Numbering

Plan and North American Numbering Plan Cost Recovery Contribution Factor and Fund Size, Number Resource Optimization, Telephone

Number Portability, Truth-in-Billing and Billing Format, Order and Second Order on Reconsideration, CC Docket Nos. 96-45, 98-171, 90-571,

 92-237, 99-200, 95-116, 98-170, FCC 03-58 (rel. March 14, 2003), at para. 22.)

Source:  Quarterly Public Notices on universal service contribution factors in CC Docket 96-45.

3
 In the Schools First Report and Order, the Commission concluded that unused funds from the schools and libraries support mechanism would be 

applied to stabilize the collection requirement for universal service for the third and fourth quarters of 2002, and the first quarter of 2003, as 

necessary.  (See Schools and Libraries Universal Service Support Mechanism, CC Docket No. 2-6, First Report and Order, 17 FCC Rcd 11521 

(2002).

2
 Consistent with the Eighth Report and Order, the Wireline Competition Bureau (formerly Common Carrier Bureau) issued a single universal

service contribution factor for November and December 1999.  Effective November 1, 1999, this single contribution factor superseded the fourth 

quarter 1999 contribution factors previously announced by the Bureau on September 10, 1999.  See Proposed Fourth Quarter 1999 Universal

Service Contribution Factors, CC Docket No. 96-45, Public Notice, DA 99-2109 (Com. Car. Bur., rel. Oct. 8, 1999); See Proposed Fourth Quarter 

1999 Universal Service Contribution Factors, CC Docket No. 96-45, Public Notice, DA 99-1857 (Com. Car. Bur., rel. Sept. 10, 1999).

Universal Service Fund Contribution Factors

Table 19.17

Factors for Intrastate End-User 

Revenues
1Quarter

Factors for Interstate End-User 

Revenues

1
 Initially, contributions for the schools and libraries and rural health care support mechanisms were based on interstate, international, and intrastate 

end-user telecommunications revenues, while contributions for high-cost and low-income support mechanisms were based on interstate and 

international end-user telecommunications revenues. See Federal-State Joint Board on Universal Service , CC Docket No. 96-45, Report and 

Order, 12 FCC Rcd 8776, 9200-05 (1997).  Following a decision by the United States Court of Appeals for the Fifth Circuit, the Commission

established a single contribution base for all universal service support mechanisms based on interstate and international revenues. See Federal-

State Joint Board on Universal Service, Access Charge Reform , Sixteenth Order on Reconsideration and Eighth Report and Order in CC Docket 

No. 96-45 and Sixth Report and Order in CC Docket No. 96-262, 15 FCC Rcd 1679, 1685-86, para. 15 (1999) ( Eighth Report and Order).
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*There are three Competitive Eligible Telecommunications Carriers in the CenturyTel Oregon service area

Source: Universal Service Administrative Company, Second Quarter 2007 Projections (www.usac.org)

ATTACHMENT D
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Wisconsin

*There are ten Competitive Eligible Telecommunications Carriers in the Tel USA Wisconsin service area

Source: Universal Service Administrative Company, Second Quarter 2007 Projections (www.usac.org)
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Wisconsin (Cont’d)
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*There are seven Competitive Eligible Telecommunications Carriers in the Frontier Wisconsin service area

Source: Universal Service Administrative Company, Second Quarter 2007 Projections (www.usac.org)
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Wisconsin Cont’d
M

on
th

ly
 U

ni
ve

rs
al

 S
er

vi
ce

 S
up

po
rt

Provider

*There are six Competitive Eligible Telecommunications Carriers in the Amherst Telephone Co. Wisconsin 
service area

Source: Universal Service Administrative Company, Second Quarter 2007 Projections (www.usac.org)
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Wisconsin (Cont’d)

*There are seven Competitive Eligible Telecommunications Carriers in the CenturyTel Midwest/Kendall 
Wisconsin service area

Source: Universal Service Administrative Company, Second Quarter 2007 Projections (www.usac.org)
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*There are seven Competitive Eligible Telecommunications Carriers in the South Slope Coop Telephone Co. 
Iowa service area

Source: Universal Service Administrative Company, Second Quarter 2007 Projections (www.usac.org)
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*There are five Competitive Eligible Telecommunications Carriers in the CenturyTel of Midwest Michigan 
service area

Source: Universal Service Administrative Company, Second Quarter 2007 Projections (www.usac.org)
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Michigan (Cont’d)

*There are five Competitive Eligible Telecommunications Carriers in the CenturyTel of Michigan service area

Source: Universal Service Administrative Company, Second Quarter 2007 Projections (www.usac.org)
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*There are four Competitive Eligible Telecommunications Carriers in the Loretel Systems, Inc. Minnesota 
service area

Source: Universal Service Administrative Company, Second Quarter 2007 Projections (www.usac.org)
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Minnesota (Cont’d)

*There are two Competitive Eligible Telecommunications Carriers in the Embarq Minnesota service area

Source: Universal Service Administrative Company, Second Quarter 2007 Projections (www.usac.org)
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Minnesota (Cont’d)
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*There are three Competitive Eligible Telecommunications Carriers in the Consolidated Telephone Co. 
Minnesota service area

Source: Universal Service Administrative Company, Second Quarter 2007 Projections (www.usac.org)
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Minnesota (Cont’d)

Provider
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*There are three Competitive Eligible Telecommunications Carriers in the Arrowhead Communications Corp. 
Minnesota service area

Source: Universal Service Administrative Company, Second Quarter 2007 Projections (www.usac.org)
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*There are six Competitive Eligible Telecommunications Carriers in the Windstream – SW TX #1 service area

Source: Universal Service Administrative Company, Second Quarter 2007 Projections (www.usac.org)
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*There are six Competitive Eligible Telecommunications Carriers in the CenturyTel Washington service area

Source: Universal Service Administrative Company, Second Quarter 2007 Projections (www.usac.org)

$0
$200,000
$400,000
$600,000
$800,000

$1,000,000
$1,200,000
$1,400,000
$1,600,000
$1,800,000
$2,000,000

CenturyTel Washington Service
Area 

CenturyTel
Washington
Combined CETCs*



Rx DatelT!me OCT-2a-2007(WED) 10: 00
DCT-2a-2007(WED) 09: sa WALDEN PROPERTIES

EMERGENCY & GENERAL SERVICES
1'.0. llUx. 35001
Bllllng..., MT 59107-500·1

October 1, 2007

Montana Public Service Commission
1701 Prospect Avenue
PO Box 202601
Helena, MT 59620-2601

Dear Commission Members:

WALDEN PROPERTIES P 002
(FAX)aOo aa3 0503 P 002/00a

l.·I,.(t.{) 1.1 _I ;S

- fiECF.IVED BY

/[;01 OCl 0,;t) £2j\;55 I
F"" (406) 25b-6917

. , " , ' ---"\/\cE• l"--: ' "'\"I~ •. _,v ... ,- .
"C"'r'I(;"IO"\.' nOll"1 'J;:; l~

Chinook Wireless is a viable telecommunications camer in the Billing;
area and throughout Montana. I understand the company is seeking
eligibility for funding from the Universal Service Fund (USF). My office
would support any effort for Chinook to deploy equipment that would
make ce1.1ular voice and data calls, including 9ll calls, available to the
public throughout the rural areas of Yellowstone County as well as the
State of Montana. Being in public safety for the last 32 years iii
Yellowstone County, I am well aware of the nt:ed for rural residents to be
able to access telecommunications services, especially in an emergency,

I would like to indicate my support for the Commission's designation of
Chinook Wireless as an Eligible Telecommunications Carrier (ETC) so
they may have access to the USF to expand their cellular services. 1
believe this would be in the public's best interest.

Sincerely Yours,

~~~
James L. Kraft, Director

Cc: Chinook Wireless, Michael Strand
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COi'\i'l!SSION
September 20,2007

Montana Public Service Commission
1701 Prospect Ave,
PO Box 202601
Helena, MT 59620-2601
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~ Il ....., '.., ,
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Dear Commissioners:

As director of the Great Falls Public Library, I would support the Commission's
designation of Chinook Wireless as an Eligible Telecommunications Carrier and
would support their use of funding from the Universal Service Fund to expand the
availability of cellular services, including 911 services.

Chinook has supplied our bookmobile with free wireless connections for a
number of years as a public service.

,
I

;

.'
/'

Thank you.

Jf~ eel, 'rector
Great Falls Public Library

..301-2nd Ave, North, '

. Great Falls, MT 59401
phone: 406-453·9706, x221;
jheckei@mtlib.org

301 2nd Avenue Norlll
Great Falls. MT 59401,2593

(406) 453-0349
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Lindo Williams, CocrdlnalDr
Phone (406) 622-3751

Home (~06) 622-3653
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~RECEIV BY
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Montana Public S~rvice Commission
170J Prospect Avenue
PO Box 20260.1
Helena, MT 59620

To whom il may concern,

I ·"i, ~t~ I,

Iil t.,;.l", •... <~ t:. tJ
SF.) 2·~ 2nD?

."ONT. P. So COMMI5::ill.'!

Reference: Application of Chinook Wireless [or ETC Designation in Docket 02007.2.18

On behalf of the Choulcau County Disasl~r and Emergency Services, I would simply lik~ to
indicate my support for the Commission's designation of Chinook Wireless as an Eligible
Telecommunication Carrier or ETC.

Chouteau County is a very rural county with low population. Becftuse oflhat, there is lirniteda:1I
towers and financi<l! incentive for eell phone companies to provide service to the ar~a_ The
county r~cently became Phase IT enhanced 9-1-1 compliant. This means lhal we Cml identify
caller location from cell phone calls for emergency purposes. It is extremely important to
increase the areas oflhe county that have cell phone coverage.

r would like to see them use the funding from the Universal Service Fund to expand the
availability of affordable cellular telephone services, including mobile 9!l services. I believe
that doing so would be in the public interest.

Thank you for your consideration.

Sincerely,

PA/~-
Linda Williams
Chouteau County DES Coordinator
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June 8, 2007

The Honorable Deborah Taylor Tate
Commissioner
Federal Communications Commission
445 12 Street, SW
Washington, DC 20554

Commissioner Tate:

It is my understanding that the Federal-State Joint Board may recommend that the FCC
impose a "cap" on Universal Service Funds (USF) which may stay in effect for two
years. In my state of Kansas, with a rural population separated by large distances; it is
hard to over-estimate the value of the partnership between the wireless carriers and the
Universal Service Fund. Without USP support, I can safely say that many rural
communities in Kansas would not have the necessary infrastructure and wireless
coverage they have today.

As you are aware, reliable wireless service is a vital part of today' s telecommunications
landscape. It allows Kansas farmers to stay apprised of the markets; it provides peace of
mind to parents whose children travel on our rural roadways; and it gives cottage
businesses the opportunity to compete in the global marketplace.

Rural telecommunication service has also provided for the delivery of healthcare to rural
Kansans who live hundreds of miles from needed specialty care. The Kansas University
Center for TeleMedicine & TeleHealth of the Kansas University Medical Center began
delivery of healthcare to the rural areas of Kansas in 1991 with a single connection to a
community in western Kansas. Since that time, the telehealth network has grown to more
than 60 sites across the state and has delivered over 13,000 clinical consultations. This
service has allowed Kansas residents to receive specialized medical care and follow-up in
the comfort of their home communities.

I recognize that the Joint Board is struggling with pressures to contain the costs of the
Universal Service Fund, especially the rapidly growing funding of the competitive
Eligible Telecommunications Carriers (CETCs). I also appreciate the need for proper
stewardship of the universal service mechanism. I am, however, very concerned that an
approach which would only cap CETCs could have a detrimental effect on Kansas' rural
consumers. I also question the fairness of burdening the rural population with the full
brunt of any cap.

9ove rn or@state.ks. uswww.ksgovernor.org

Capitol, 300 5W 10th Ave., 5te. 2125, Topeko, K5 66612-1590

Vaice 785-296-3232 fax 785-296-7973



June 8, 2007
Page 2

In light of the possible health, public safety, and economic consequences to rural
consumers as a result of this cap; I urge you to pursue a long-term solution that will hold
all recipients to similar standards and accountability and continue to provide the best
service possible to all Americans.

Sincerely,

\~.~
Kathleen Sebelius, Governor

kgs: sa

cc: Chairman Kevin 1. Martin, FCC
Commissioner Michael J. Copps, FCC
Commsssioner Jonathan S. Adelstein, FCC
Commissioner Robert M. McDowell,FCC
Senator Daniel Inouye
Senator Ted Stevens
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HOUSE OF REPRESENTATIVES

JODY RICHARDS
20th Leglslatl"e Olstrct

817 Culpeper Street
BowHn~ Green Kent,ucky 42103-D902

STATE CAPITOL
Room 309

Frankfort Ken~uL;ky 40Ei01
(502) 564-3366

SPEAKER OF THE HOUSE

June 5,2007

Chairman Kevin J. Martin
Federal Communications Commission
Room 8~B201

445 12th Street SW
Washington! DC 20554

Re: Proposed Cap on universal service support

Dear Chairman Martin:

As you know, the Federal-State Joint Board on Universal Service has
recommended that the Federal Communications Commission adopt an interim
cap on high..cost universal service support for competitive eligible
telecommunications carriers. As the Commission considers this proposed cap,. ]
urge you to proceed cautiously to ensure that rural residents in need of expanded
access to 'Wireless communications are not adversely affected.

One of the important goals of Universal Service, as mandated by the 1996
Act~ is to increase access to advanced telecommunications services to rnral
consumers at rates comparable to those paid in urban areas. This goal is
particularly important for Kentucky where many citizens still reside in rural areas
"With limited access to state-of-the art wireless and broadband services.
Expanding access to high quality and affordable wireless technology is essential
to the economic development of our rural areas~ as well as safety and mobility of
rural residents. Without necessary resources for the expansion and upgrade of
rural wireless netvvorks, rural consumers will not be able to enjoy these benefits
at the level they deserve.

GosbeeJ
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Chairman Kevin J. Martin
June 5, 2007
Page 2

While curbing the rapid growth of the Universal Service fund in order to
reduce costs to customers is a legitimate goal, I am concerned that accomplishing
this goal through the proposed cap may unfairly burden rural residents. Any cap
on universal service support to particular carriers must be carefully evaluated for
its impact on rural areas of the country still waiting to enjoy the level of advanced
telecommunications now taken for granted by most Americans. 1also urge you to
take an approach to addressing the rapid growth of the fund which is fair and
equitable to all telecommunications providers without regard to the underlying
technology. I believe that you will be able to identify proposals which are both
competitively neutral and promote the continued expansion and improvement of
much needed services in rural areas.

Please contact my office ifyou have any questions about this matter.

Sincerely,

~~
.,

/ .~
J dyRic rds
peaker of the House

GosbeeJ
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Stanley E. Reed
President

June 5, 2007

Chainnan Kevin Martin
Federal Communications Commission
44~ 12m Srreet, SW
Washington, DC 20554

Dear ChaiJD1an Martin:

03: 15:08 p.m. 06-05-2007 2/2

The Arkansas Farm Bureau Federation with over 230,000 member families is the state's largest advocacy
organization for rural Arkansans. As such, we feel it important to our membership that we provide input
into the proposal by the Federal-State Joint Review Board ofthe Federal Communications COlmnission
(FCC) that would cap subsidies to wireless carriers from the Universal Service Fund (USF).

A high percentage ofour members are farmers and ranchers who rely on the availability and convenience
ofwireless communications to conduct their business. Continued development of infrastructure for
wireless communications is extremely important to our members who operate in rural areas which are
naturally higher cost service areas. It is our understanding that infrastructure development in these areas is
the primary purpose for which the USF was established.

We understand the need for the FCC to reform the entire USF program but we strongly support
continuation of the USF to maintain affordable communication services in rural America, in generaJ, and
rural Arkansas specifically. We do not feel that capping payments to wireless service providers while
determining reform measures is the answer, especially when one considers the fact that wireless consumers
will continue to contribute to the fund.

Agriculture is our state's largest industry. Impacting the ability of our state's agriculture producers to have
access to the latest wireless network, and the ever-changing applications that come with that technology,
would hamper our state's most significant economic engine.

Again, please note our strong opposition to the proposal to cap payments from the USF for wireless service
providers. We encourage the FCC not to implement the proposed caps on the wireless industry. I
appreciate the opportunity to express the concerns ofour organization on this most important issue.

~'CA(
Stanley E. Reed
President

cc: Senator Blanche Lincoln
Senator Mark Pryor

ArkanBu Farm. Bureau • P. o. Box 31 • Little Rock. AR 72203-0031 • (Ml) 224-C4(N) • tII7WW_Arflu~nm
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WI R E L E 5 5,"

1211 NW Bypass
PO Box 3387
Great Falls, MT 59403

June 15,2007

406-727-9742
Fax: 406-590-3295

Senator John E. Sununu
III Russell Senate Office Building
Washington, DC 20510

Dear Senator John E. Sununu:

As you recall, I recently testified before the Committee on Commerce, Science and Transportation.
Thank you for the opportunity to share with you my thoughts on Universal Service reform and the Joint
Board's recommended cap in particular. I have communicated the details of my testimony and my
interaction with the Committee with our managers and employees, who live and work in Montana and
Wyoming, and with our customers via our web site. I am pleased to tell you they are very gratified to
know that the Senate is interested in their needs and that their local, Montana-based wireless carrier was
given an opportunity to speak on their behalf.

I would like to take this opportunity also to address a question that Senator Stevens raised in his opening
remarks and again when questioning some of the other witnesses on the panel. The question was
whether paying competitive carriers (CETCs) "identical support" - that is, the same amount that is paid to
the incumbent local exchange carriers (LECs) per line - represents an inappropriate "windfall" for the
wireless companies.

My perspective is that it is not. If the government gives the incumbent !LEC $1, then it should give the
CETC $1; that is competitive neutrality. Anything else amounts to favoring one technology or type of
competitor over another. Specifically, if you support the highest cost competitor in a marketplace with
greater subsidization, are you not favoring them? Are you not accommodating their inefficiency and
interfering with the workings of the free market?

Furthermore, wireless is required and accountable to use the $1 to expand its network. Ifit happens that
the wireless company can do more with that $1, for example build two cell sites instead of one, that is a
good thing; it benefits consumers and avoids waste of public funds. Every penny of the dollar will be
spent to further the public interest, as intended by Congress in the Telecommunications Act of 1996 and
as mandated of the FCC in its formative statute. In fact, when the dollar goes to rural construction
investment by the low-cost competitor, more of the dollar goes to serving the public interest than if the
dollar were given to an incumbent ILEC, many of whom are guaranteed a very comfortable rate of return
which they can send to their investors. Further, if identical support results in pressure on the incumbent
!LEC to maximize its efficiency or even to improve or change its technology, those improvements will
benefit consumers.

The benefits of identical support, regardless of how the level of support is determined, include resulting
fairness, public service, and efficiency: (a) the government will have done its job of ensuring competitive
neutrality, i.e., "I gave you each $1; I did not arbitrarily decide that one ofyou would receive that funding
but not the other," (b) the CETC will have done its job by investing that $1 in its network as required by
law, benefiting the customer and again with clear accountability because of the detailed accountings



required by state government, and (c) the marketplace will have done its job by then pressuring all
competitors to be as efficient as possible, even to the point of evolving their businesses and technologies
if necessary, to meet the needs of rural consumers. Perfect!

If the cap is imposed, it would reach back to 2006 levels, derailing business plans based on reasonable
expectations. Chinook Wireless, as one example, will be able to build up to 20 fewer sites in rural
Montana than it would be able to build without the cap. Fully II3 of its expected 2008 buildout funding
will be foregone simply because efficiency in the fund has not yet been improved by appropriate means
such as, for example, requiring portability of support, or ensuring that wireline carriers are accountable
for their alleged costs to an organization not funded by LECs. We certainly hope a cap will not be
imposed; the absence of a cap would help motivate the FCC to act very quickly to improve efficiencies in
the underlying regulatory regime.

As Senator McCaskill noted, all carriers are not going to join hands and sing "Kumbaya." The intended
beneficiary of the Universal Service Fund is the customer, as a result of the benefits of competition, not
the carriers. The Act intends us to compete with each other, for the benefit of customers. But the drafters
of the Act intended that as new carriers started to obtain funds, previous carriers who lost customers to the
new ones would give up some funding. The pain of fund reduction should be inflicted equitably on all
funding recipients, when we lose customers, not arbitrarily solely on carriers whose services are the most
useful for rural customers.

You mentioned concerns for the welfare of local employers. Many wireless carriers are local, and our
offices employ many local residents in rural states. Conversely, many LECs are now multi-state
conglomerates. Consider the mergers that have been reuniting the Bell System. It is inaccurate to
generalize that CETC's are not local and ILECs are. Any effort by LECs to assert that all or even most
wireless companies are somehow less local, is simply not true.

I hope this adds a useful perspective for your consideration of the issues. Thank you again for the
opportunity to testify before you.

cc: Committee Members
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Chairman Inouye, Ranking Member Stevens, and Members of the Committee, my name 
is Jonathan Foxman and I am the President and CEO of Chinook Wireless.  I thank you 
for this opportunity to be here to discuss the universal service system.   
 
Chinook Wireless opposes the cap recommended by the Joint Board, and in this 
Testimony provides specific proposals for rapid and actual reform of the universal service 
system. 
 
I. Chinook Wireless – Background  

Our company provides wireless services to customers throughout Montana and northern 
Wyoming, and recently acquired licenses to also provide these services in central and 
southern Wyoming and western North Dakota and South Dakota.   
 
We are a fully capable wireless communications company with our own network of cell 
sites and switching core, call center, and retail stores, all in Montana and Wyoming, 
representing a variety of high quality jobs in the markets we serve.  Over the last two 
years, we have made a significant investment to upgrade and greatly expand our network 
and systems to bring state-of-the-art wireless voice and data communications to much of 
Montana.  We now provide broadband wireless voice and data, including access to the 
Internet.  We believe we are answering the urgent need for better telecommunications 
services and public safety in rural America.  With universal service support, we could do 
so much more to answer what is truly a desperate need.   

 
The fundamental limitation to addressing this need is that the high cost of deploying cell 
sites in these areas, while so important for public safety and other reasons, cannot be paid 
back by merely a handful of customers.     



 
II. Universal Service Funds Are Critical For Extending Wireless Service to 

Rural Areas 
 
To date, unlike any wireline carrier we know, we have built our business in rural America 
without subsidies of any kind.  We have built our business entirely with private 
investment and loans.  We do not have a guaranteed rate of return, we have not received 
government funding, and we do not have an embedded subscriber base.  As a result, we 
are what I would term, “business case limited. We have to build and operate as efficiently 
as possible.  Our lenders and investors set very finite limits, and they will not fund 
infrastructure without a business case to support it.  This constrains how much coverage 
we can provide in rural and remote areas where the need is greatest.  Yet, citizens who 
live in and travel through these areas both deserve and demand wireless service, 
particularly for public safety purposes.  We have had people beg us to build cell sites on 
their farms so they can have decent phone service.  We have also had people tell us that 
they cannot understand why there is no wireless service on some of the highways they 
frequently travel.  We want to serve these customers.  We recognize the need, but we 
simply cannot meet it with private funding alone.  Therefore, we have asked the Montana 
Public Utility Commission for authority to be eligible for universal service fund (USF) 
support.  This support would greatly expand our company’s ability to build systems to 
serve areas that we otherwise could not reach.  We urge Congress and continue to urge 
the FCC to recognize that there is a critical need in rural America for improved 
telecommunications services, particularly the public safety benefits that only wireless 
service can provide.   
 
III. The Recommended Cap Would Inhibit Competition, Contravene the Intent 

of Drafters of the 1996 Act, And Would Not Repair Actual Flaws In The 
Universal Service System 

 
A. Capping Funds Only To Competitive Providers Impairs The Competitive 

Benefits For Consumers Envisioned By Drafters of the 1996 Act. 
 
We strongly oppose the universal service cap recommended by the Joint Board.  This 
proposal would limit funding for “competitive carriers” (CETCs), a group that includes 
all wireless providers in the universal service system, but not incumbent landline carriers 
in the same rural areas.  Any action taken should be balanced and applied equitably to all 
carriers, the older incumbents as well as their newer competitors.   
 
Among “the four critical goals set forth for the new universal service program” the FCC 
identified in implementing the Telecommunications Act of 1996, was the goal “that the 
benefits of competition be brought to as many consumers as possible.”1/  The cap 
proposed by the Joint Board in the Recommended Decision would directly conflict with 
this goal of bringing the benefits of competition to consumers.  That would be 

                                                 
1 /  Federal-State Joint Board on Universal Service, Fourth Order on Reconsideration, 13 FCC Rcd 
5318, 5321-22, para. 2 (1997) (“Fourth Reconsideration Order”). 



irresponsible.  Where competition exists, it has dramatically driven down service prices 
and increased quality of service.2/  Universal service funding to competitors as well as 
incumbent carriers allows that beneficial competition to take place.   
 
 B. The 1996 Act Was Intended To Increase Funding to Competitive Carriers 

– But It Was Also Expected To Result In Reduced Funding To Carriers 
That Were Less Efficient And Lost Customers, Whether They Proved To 
Be Incumbents Or Newer Carriers. 

 
We understand the alarm over increases in the Fund, but those increases are caused by 
permitting surpluses and inefficiencies to remain in the program.   Increased payouts to 
competitors were foreseen by the drafters of the 1996 legislation.3/  Growth in the Fund 
was viewed as necessary in order to bring new technologies into rural America without 
materially harming rural ILECs in the short-term.4 /  What legislators did not anticipate5/ 
                                                 
2 /  As an example of consumer benefits from competition:  consider the wireless industry, which 
became highly competitive after the introduction of spectrum auctions in 1996.  From 1995 - 2005, the 
average cost per minute for wireless service dropped from 43 cents/minute to 7 cents/minute.  See 
Implementation of Section 6002(b) of the Omnibus Budget Reconciliation Act of 1993–Annual Report and 
Analysis of Competitive Market Conditions With Respect to Commercial Mobile Services, Eleventh Report, 
21 FCC Rcd 10947 (2006), App. A, Table 10.  Factoring in the current 11.7% contribution factor, the cost 
of a wireless call for 1995 is calculated at 7.8 cents/minute, as compared to the 43 cents of 10 years earlier.  
In other words, even including customers’ contributions to the universal service fund, competitive forces 
have driven down the total amounts they pay for wireless service, even as those customers make more and 
longer calls, increasing 119 to 740 average wireless minutes per month over the same 10-year period.  Id.   
3 / If concern over Fund size relates to carrier receipts, consider the fact that wireline carriers still 
receive an enormous share of universal service funding.  In the state of Montana, in 2006, according to the 
Joint Board, incumbent wireline carriers received $69.7 million in funding, and competitive carriers such as 
wireless received $7.2 million in funding.  See Federal-State Joint Board on Universal Service, Universal 
Service Monitoring Report, Table 7.2 (2006), attached hereto (“Monitoring Report Attachment”).   
Incumbent wireline carriers still receive more than three times as much funding as their wireless and 
wireline competitors, and in some states, they receive 100% of universal service funding. 
 
4 /  In fact, the FCC adopted a five-year transition period during which rural ILECs would not lose 
support when CETCs entered.  See Federal-State Joint Board on Universal Service, Fourteenth Report and 
Order, Twenty-second Order on Reconsideration, and Further Notice of Proposed Rulemaking, 16 FCC 
Rcd 11244, 11294-95 (2001).   
5 / Joint Board Member Billy Jack Gregg, in testimony before the Communications Subcommittee of 
this Committee, described legislative intent and expectations in 1996 as follows: 
 

It should not be surprising that funding for competitive ETCs has increased. After all, before the 
advent of competition incumbents received 100% of high cost funding. It was expected that as 
competitors gained ETC status and won customers in high cost areas, their high cost funding 
would rise. What is surprising is that incumbent support has not dropped by an amount 
proportionate to the increase in competitive ETC funding. . . .  
 
Not only was the introduction of competition expected to lower prices of telecommunications 
services, it was supposed to lower the cost of universal service as providers competed for the 
universal service subsidy. 
 

Testimony of Billy Jack Gregg before Communications Subcommittee, Senate Commerce, Science and 
Transportation Committee, at 6-7 (March 1, 2007), referencing House Report No. 104-204 (I) (1995), 



was that after competitors entered rural markets, there would be a failure of will by 
policymakers to concomitantly reduce funding to carriers who lost customers or used 
funds inefficiently.6/  We understand that regulatory decisions in these matters cannot be 
universally popular with all industry participants, regardless of the choices made – but 
consumers, not carriers, are the intended beneficiaries of universal service. 
 
For the short term at least, we think decreasing phone service rates7/ will ensure customer 
bills do not increase overall, despite increases in the Fund.8/  But we are concerned that 
imposition of the cap might permit the Commission to again avoid actual reform of the 
universal service system.  So-called temporary measures often stretch into years of 
prolonged renewals.9/   

 
Rather than risk infinite reduction of rural wireless services, we urge Congress to strongly 
suggest that the Commission rapidly and finally repair the Universal Service system, 
keeping in mind the goals of reducing inefficiencies and facilitating true competition, as 
mandated by the 1996 Act.  It is crucial to level the playing field, which will improve 
prices, service quality and choice for consumers, rather than permitting cuts in funding 
only for newer market entrants. 
 

                                                                                                                                                 
Arnold & Porter Legislative History P.L. 104-104 (A&P) at 60; Senate Report No. 104-23, A&P at 254 
(1995). 
 
6 /  In 2006, the FCC extended indefinitely the transition period during which rural ILECs would not 
lose support, without enacting any reforms.  Federal-State Joint Board on Universal Service, Order, 21 
FCC Red 5514 (2006). 
7 /  Consumer Price Index data shows that telephone service costs are decreasing compared to other 
services,  From 1995 through 2005, the annual rate of change in the Consumer Price Index (“CPI”) for all 
goods and services was 2.5%, while the annual rate of change for all telephone services was -0.2%.  In 
2005, CPI for all goods and services rose 3.4%, while the increase for all telephone services was only 0.4%.  
See Monitoring Report Attachment. 
8 /  The Joint Board decision did not cite any evidence that consumers would be harmed absent a cap.  
And we believe any increase in customer bills from increasing contributions will be offset by declining 
rates.  According to FCC analysis, average monthly rates for wireline and wireless services have decreased, 
for wireless as much as 20% to 30% per year, even when the universal service charge is taken into account.  
Average monthly combined charges for local and interstate/international long distance telephone service, 
approximately $42 in 1995, declined to approximately $28 in 2004 (the most recent year for which average 
bills can be calculated).  FCC, Trends in Telephone Service, Table 3.3 (Feb. 2007) (“Trends Report”).  
Average monthly charges for residential local service taken from Trends Report at Table 13.3. Average 
monthly charges for residential interstate/international long distance service calculated by multiplying 
average revenue per minute by average monthly interstate and international long distance minutes for the 
same year.  See Trends Report at Tables 13.4, 14.2.  Wireless prices (reflected by average cost per minute) 
have dropped as much as 20% to 30% per year between 1998 and 2005.  The overall decline in revenues 
per minute for wireless services from 1993 through 2005 was 84.1%.  Average wireless service monthly 
bills fell by 18.7% from 1993 - 2005.  See Implementation of Section 6002(b) of the Omnibus Budget 
Reconciliation Act of 1993–Annual Report and Analysis of Competitive Market Conditions With Respect to 
Commercial Mobile Services, Eleventh Report, 21 FCC Rcd 10947 (2006), App. A, Table 10. 
9 /  See, e.g., nn. 4 and 6, supra. 



The FCC has scrutinized universal service reform for years, repeatedly requesting 
comments.  The proposed cap would only permit maintenance of this cycle.  Instead, it is 
time to fix the system.  The Commission could adopt meaningful reforms within a year, 
without using a cap that would injure rural citizens’ access to wireless service.  The FCC 
implemented spectrum auctions within a year, and drafted and released its Local 
Competition Orders under the ’96 Act within a single year as well.  This is no different – 
just another complex undertaking that the agency certainly does have the institutional 
expertise and resources to accomplish. 
 
IV. Actual Flaws Should Be Repaired, In Order To Reduce Fund Size More 

Equitably. 
 

A. Solve the “Cost-Plus” Problem.   
 
Today, some carriers receive support on a “the more you spend, the more you get” basis, 
termed “cost plus.”   There is no scrutiny of whether expenditures are efficient or 
appropriate.  In addition, the current system guarantees a comfortable rate of return.  
These factors are incentives to inefficiency, motivating more spending on overhead and 
marketing, rather than finding the most efficient method of delivering service to a 
customer.   
 
If the FCC would modify or eliminate “cost plus” support, that will reduce the Fund’s 
size and free up resources that instead can be invested in broadband or other technologies 
– because competition will help discourage inefficiencies that regulators cannot 
effectively excise.  States including Montana do not allow CETCs to serve only low-cost 
areas.  Therefore, we must be efficient in building and operating our network.  Support 
for all carriers should be based on the cost of providing an efficient network, in order that 
any carrier that wants to make additional expenditures will do so only out of its own 
pocket, not the public purse. 
 

B. Make Support Fully Portable. 
 
Portable support means support funds that travel with a customer:  the carrier that retains 
a customer, receives the support for serving that customer’s line.  And logically, when a 
carrier loses a customer, the support should stop arriving.  This approach was  
upheld by the Fifth Circuit Court of Appeals in the case of Alenco Communications, Inc. 
v. FCC: 
 

…[T]he [FCC’s universal service] order provides that the universal service 
subsidy be portable so that it moves with the customer, rather than stay with the 
incumbent LEC . . . The purpose of universal service is to benefit the customer, 
not the carrier. “Sufficient” funding of the customer’s right to adequate telephone 
service can be achieved regardless of which carrier ultimately receives the 
subsidy.10 

                                                 
10 / Alenco Communications, Inc. v. FCC, 201 F.3d 608, 615 & 621 (5th Cir. 2000). 
 



 
Yet, inexplicably, this course was reversed and now, the cost of USF subsidies that are 
still being paid to wireline carriers for customers those carriers have lost (lines that were 
built long ago and paid for many times over) is over $300 million per year.  Wireless 
carriers, in contrast, lose support when we lose customers.  The Commission can reduce 
waste in the system by requiring that a carrier no longer serving a customer give up its 
claim to funds initially relating to that connection. 
 
IV. Conclusion:  Competition is Encouraging A Beneficial Paradigm Shift.  
 
In the broader perspective, a nationwide paradigm shift is taking place – a shift toward 
consumer desire for the benefits of competition:  lower prices, higher quality service, and 
more options.  Some markets are already supporting multiple, often complimentary, 
communications technologies.  To the extent government chooses to aid extension of 
these technologies to the “last mile,” all services should be placed on an equal footing, 
and all market participants should receive equal support per customer, based on the costs 
of building an efficient network in a particular area.  The FCC reached these conclusions 
between 1996 and 2001, and they remain valid today. 
 
Universal service improvements should be consistent with the core principles of the 1996 
Act:  that all Americans deserve the benefits of competition, and support should work 
with competition, rather than hamper the success of a free market.  Support should be 
distributed efficiently, freeing up funds for investments in broadband. 
 
Government’s role is not choosing winners in the world of business.  Instead, a level 
playing field can support competition for the benefit of consumers.  The current focus on 
new entrants simply distracts attention from true issues threatening the future of USF.   
 
I urge Congress to oppose this inequitable cap on funds for competitive carriers.  Instead, 
Chinook Wireless supports rapid and diligent reform of the underlying system, in order 
that the goals Congress enacted in 1996 may finally be realized.  Competition can coexist 
with a policy of supporting service to underserved areas.  By encouraging a level playing 
field and efficiencies in the use of funding, regulators can curb Fund growth while 
providing consumers with the benefits of universal service and competition.   
 
END  




