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L INTRODUCTION

1. In this nolice of inquiry (NOI), we saek (o refresh the record regarding the issues raised
by the United States Coun. of Appeals for (he Tenrh Circuit {Teath Clreuil) In the Gwest I decision.” In
that decision the Tentl Circoil invalidated the Cowmission’s high-cost universal service snpport
mechanism for non-rural carriers, which delermines the amount of suppor. io be provided Lo each stale by
comparing (he statewide average forward-looking cost per line for non-rural carriers 1o a natjonwide cost
benchinark. In Deceinber 200035, ihe Commission issued a notice of proposed milemaking seeking
commenl ou the non-rural suppor. mechanizm in light of ihe Qwest IF decision.” Since the Commission
issued the Remand NPRM, it lias songht conuuneni on various proposals for conprehensive reforin of the
ligh-cosl suppor inechanisms, 1ural as well as non-tural.’ Several parties filed additional proposals in
responge 1o the High-Cost Support Reform NERMs and ihe Comprehensive Reform FNERM, aa well as
specific proposals to address e issnes vaised by the Tenih Circuit. Becanse Lthese proposals may be
helpful io 118 in crafling a support mechanism thal addresses the conrt’s concems, we ask parties (o refresh
the record in this proceeding and specifically seck colnment on several proposals, We also seek comnment
generally on liow our decision in this remand proceeding should relale 1o more compreliensive high-cost
reform and the Commigaiom®s imtialives regarding broadband deployinent.

11 BACKGROUND

2. In section 254 of the Commnnications Act of 1934, as ainended {the Act},’ Congress
directed the Commission, aler consullaliom wilh the Federal-Slale Toint Board on Universal Service
{Joint Board), to establisly specitic, predictable, and sulficient supporl mechanisims to preserve and
advance universal service.” In addition, in seetion 234(b), Congress provided a list of principles upon
which the Comunission musi base poiicies for the preservation and advancement of universal service.*
Among other things, section 254(b) provides that cousuiners in rural, insular, and high-cosl areas should
have access 1o lelecommunicalions services at rates thal are “reasonably coinparable 1o rates charged for

! Oast Communications fnt ', frc, v. FCC, 398 F.3d 1222 (10h Cir. 2005) (Qwest 71).

* Federal-State Jolnt Board on Universal Service, High-Cost Universaf Service Suppori, CC Dockel No. 9645, WC
Dockel No. (5-337, Nolice of Proposed Rulemaking, 20 FCC Red 19731 (2005) (Remand NPRM).

* High-Cost Universal Service Support, Federal-State Joint Board on Universal Service, WC Docket No, 05-337,
CC Docket No. 96-45, Notice of Proposed Rulemaking, 23 FCC Red 1467 (2008) (fdentécal Support Rule Notice),
High-Cosr Universal Service Supporr, Federal-State Joint Board on Universal Service, WC Dockel No. 05-337, CC
Daocket No. 96-45, Nolice of Proposed Rulemaling, 23 FCC Red 1495 (2008) {Reverse Aucrions Notice), High-Cost
Universal Service Suppori, Federal-State Joint Board on Universal Service, WC Docket Mo, 05-337, CC Docket
Mo, 96-45, Nolice of Proposed Enlemaking, 23 FCC Red 1531 (2008) (Joine Board Comprehensive Reform Notice)
(collectively, High-Cost Support Reform NPRMs). In addition, the Commission issued a further notice of proposed
rlemaking seeking comment on comprehensive universal service and intercarrier compensation reforn on
Movember 5, 2008, High Cost Universal Service Reform; Federal-State Joint Board on Universal Service, Lifeline
aerd Link Un,; Universal Service Contribution Methodology, Numbering Resource COptimization; fmplementation of
the Local Competition Provizions in the Telecommunicntions Aot of 1994, Developing a Unified Intercarrier
Compensation Regime, Mrercarvier Compensation jor ISP-Botund Traffic; IP-Fnabled Services, CC Docket Mos.
6-45, 99-200, 9698, 01-92, 99-68, WC Docket Nos. 05-337, 03-109, 06-122, 04-36, Order on Remand and Reporl
and Crder and Furmlier Notice of Proposad Rulemaldug, FCC 08-262 (rel. Nov, 5, 2008) (Comprehensive Raform
FNFPRM).

Y47 US.C, §8 151, ot seq. Seclion 254 was added by Lhe Telecommunications Act of 1996, Pub. L. No. 104-104,
110 Sual. 56 {1998) (1994 Act).

F AT LS.C. § 254; see alvo Faderal-Siate Joint Board on Universal Service, CC Dockel Mo. 96-45, Notice of
Proposed Bulemaking and Order Establishing Joiol Board, 11 FCC Red 18092 (1996).

547 U.8.C. § 254(BY1)AT).
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gimilar services i urban areas,”™ In eddilion, section 234¢¢) provides (hat federn] unjversal service
snpport “should be explicil and sufficient {0 achieve the purposes of this seclion.”®

3 In 1999, based on recominendatians from the Join Board, and building ou the hamework
sel forth by the Commission in prior orders, the Commissiou adopled a non-1ural mechanism that
provided federal high-coat supporl i0 non-rural carriers in states where ihe stalewide average [orward-
looking cost per Liue was above 135 percent of the nationwide cost per line” Tl Chwest £, the Tentl
Circuit concluded that the Commission failed to: (1) define adequately (he key slalutory lerms
“reazonably comparable” and “sufficient;” (2) adequately explain setting the funding benchmark at 135
percent of the national average; {3) provide inducements for state vniversal service inechanisms; and (4)
explain low the non-rural funding mechanism will interact with other nniversal service programs.'®

4, In the Order on Remard the Commiggion adopied a inoditied nalicnal cost benchmark
based on two standard deviations above the national average cost.’! The Commisgion aleo adopted the
Taini Board's recomunendation o impleinent a rale review, and sought eomunenl oy specific issuea relaled
to the raie review. Among olher ihings, in the Order on Remand, the Coonmission set a national urban
rate benchmark af. two standard deviations above the average urban residennial rate in an siwoual raie
survay, and defined the statulory term “‘reasonably compareble™ based o the rate bemchmark for purposes
of the rate review."? The Commission delined the tenn “sufficient™ as “enough federal support 1o elable
slates [o al;:hieve reasonable comperability of rural and urban rafes in high-co90 areas served by non-rural
caniers.”

5, Omn February 23. 20035, the Tenth Circuil remianded the (rder an Remand 1o e
Commission.’® The courl again held thal the Commission failed 10 reasonsbly define ihe terms
“su[Ticient” and “Teasonobly comparable. ™ The covt directed the Cominission on retnand Lo articulate a
definilion of “sulfcient™ (hat appmpriah:l} conyiders the 1ange of principles in section 254 af ihe Act, and
o define © n‘:aummbly comparable” in a manner that compor|s wilh ils dufy to preserve and advance
nniversal service.”® Because Lhe non-rural high-cost support mechanism rests on Lhe appliealion of the
definition of* masmmb]y compaceble’ rates that (e conrt invalidated, the courl deemed Lhe support
mechanisin snvalid.’” The court further noted that the Comunission based (he (wo siandard deviations cast
benchmark on & findjng thet rater were reasonehly comparable, wilhont empirically demonsirating a

TATVR.C. § 25400305

Y47 U8.C. § 254¢e). Similarly, mzclion 254(b}(5) states that (lere “shoald be specilic, prediclable, and suficient
Fedetal and Siale mechanising (o preserve and advance universal gervice.” 47 US.C. § 254(b)(5).

¥ Federal-Stute Joint Board on Universal Service, CC Dockel No. 96-45, Minth Report end Order and Eighteenth
Ordet on Recongidaration. 14 FCOC Red 20412 (1999) {Minth Repori and Order), remanded, (west Corp, v. FOT,
258 F.34 1191 {10th Cir. 2003) (Ohviest 1), Fedvral-State Joint Board on Universal Service, CC Dockel Np. 96-45,
Order on Remand, Further Nolice of Proposed Rulemaking, aud Menorandum Opinion and Order, |2 FCC Red
22339 (2002 (Drder an Remand), remarded, Owest I, 398 F.3d 1222,

Y Owest I, 258 F.3d al 1195,

" Order on Remand, 13 FCC Red al 22589, para. 49,
12 k4. al 22582, para. 38.

1 7. at 22562, para. 4.

" Owest IT, 398 F.3d 1222,

* |, at 1233,

6 54, a1 1237,

7 1.
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relationship between the costs and (he rates m the eeord."” On remand, the court direcied the
Commissiou to “utilize its unique expertise (o craft a support weclianisin taking iata account all the
factors that Congress identified m drafiing the Act and its statutary obligation to preserve mud advance
universel service.™”

A, On December 9, 2009, the Coimnission issued the Rewand NPRA seeking comment on a
wwrnber ol [asues Lo enable the Commission Lo ¢raft a non-rural high-cost supporn mechaninm congisient
with the conr's decision and the statute ™ Specitically, the Couunisaion sought cominent an: (1) how
ihe Cormumission should detine the stulatory {erm “suflicient™ 1o Lake ima acconni all of the principles
enunerated i section 254(b); (2) lhow the Commigsion should define “reasonably comparable™ under
section 234(b){}}, cousistent wilh its concurreat dulies Lo preserve and advance universal secvice; and (3)
how, in light of ihe meempreiation of the key stalutory lerms, the Commission should modify the high-cos
funding meclanisi for non-rural cariers ™'

[[L PARTIES’ PROPOSALS

7. In response lo the Commission's regoest for comments responding (o the Tenth Cheuil’s
remand of the nipn-rural high-cosl suppord mechanism and m commeni(s on reform of the overal] high-coat
support disbursement mechanism. several parties have filed specilic propesals rzlaied (o disbursewsent of
high-cosr support (o non-roral carTivrs.

A, Qwenl Proposal

g On May §, 2008, Qwest Coyrununicalicns Ioremational, Ine. (Dwest) Iiled a proposal for
revising the methedology nsed ‘o delamine high-cost supped Ior non-rural incnmbent local exchanpe
caryiers (LEC3) that Qwest argues would comply wilh Ihe Tenth Circuil's decision i Qwest 1.7 Qwesl
claimos thal 1he Commissicn still 1elies heavily on the existence ol implicil snbsidies to wainiain
reasonably comparable roles in rural areay served by non-rural carriers. and that the current non-roral
mechanism provides carriers with only a fraction of 1he high-cost suppon needed 1o serve thoge areas.™
Qwest argucs further lhat these implicit subeidies have eroded sipnificanlly since the 2003 Order on
Ffemand, and Owest fartlier asserts that il is increasingly wntenable for non-rural incombent LECs 10
provide services in rural areas (hat are repzooably comparable 1o those provided in urban areas without
corresponding explicit subsidies that recognize 1the actual cost of serving 1hose areas.™

9, Qwesl proposes thar Lthe Commiskion revise (he cumrent non-rural high-cosl suppon

B
" 1 14, {emphasis in original).

*? See generally Remand NPRM. 20 FCC Red 19731, The Conunission also sought comment on whether the
Comnission sliould adopl a =eparele non-rural igh-cosl supper meclouiam for insuler arcae. 1. al 19746, para.
33

2 1d at 19733, pam. 7.

1 etter from R. Steven Davis, Scoior Yice President — Federal Relations, and Shirley Ploomlield, Semior Vice
Pregident — Public Folicy, Qwest, 1o Marlene H. Derich. Secretary. Pederal Commumcanens Commissicn, CC
Docket No. 9693, WC Docket No. 05-337 (filed May 5. 2008} (Qwesl May ** Ex Parte Leter) (ailachmg Proposal
for Implementing the Tenth Cireuil’s Remand m Checst ST (Qwest Proponaal),

* Qwest Proposal al 11-12.

¥ 1. a1 16. Qweal citas vigorous competition, the substinion of olher services, and the resulting lins lows aw
reagons Lot the erogion ol implicit subsidies. See id a1 13-16.
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mec)wanisit Lo Larget suppon ta (he highesi-cost wire cenrera served by non-rural incombent LECs.* To
advance umversal service, Qwest propoges that the Commission reduce the current non-1ural high-cosi
support benclhimark (o 125 pereent of the wational avarage urban rate, and provide federal supporl. above
that threshold.*® Assuming thai suppori. Lo competilive cligible telecommunications carriers (ETCs) is
[rozen, (rwesl estimales that these changes Lo the noa-rum| inechanism would inciease the alount of
support provided to nou-rural ETCs by §1.2 billion”” Qwesl suggesls (hat the Commission could limit
the increase in non-mral high-cosl supporl fo approximately $322 nillion by imitially largeting Qwesl’s
proposed wire cenler-based high-cost support to ETCs in mural areas served by mediuin-size incumbent
LECs,® Qwest defines medium-size incumbent LECs ag non-mits] cerriers with fewer than 25 million
access lines nalionwide, and neoles that all non-rucal carriers except AT&T and Yerizon fall unde |his
threshold.”

B. VYermnnt and Maine Proposal

10. h commenis responding Lo the Remand NPRM, 1he Vennont Public Service Boand, the
Yennont Department of Public Seivice, and the Maine Public Ulilities Commiagion | Yermont and Maine)
proposed that the Commission use “nel subscriber cost™ as a proxy for rates in ila reasonable
comparabilily rale standard and in its support caloulation.” Under this proposal, ths Commission would
first determine each carrier’s costs for serving local customers, then dedaet revenues from other sources
{including intercartier net revenue, special access revenue, private ling revenue, and customer revenue
from, non-universal service supported services), and finally divide by the number of switched lines to
determine the per-line net subscriber coat.”’’ Although in their initial commenis Yeruant and Maine
suggesied that the Commission could choose to define costs at the male, stndy area, ar wire ccnier level,
in their reply comments they argued thal the Commission should cautinne o deteymine suppor based on
sratewide average cost.”? Rather than using a benchmark based on siandard deviatians, Vermon( and
Maint proposed that the Commission nse a benchmark of no more 125 percent of the nacionwide urbay
rate {defined 35 net subseriber costt.? If 1he Commission continnes (o nse its forward loaking cost model
to detennine non-mra) suppor, Vermonl and Maine urged the Commigsion to address probleins with the
model lo improve its accuracy.” Finally, Yenuont and Maine recoiumended consolidaling the rural and

1. a4, 22-25.
® 1d. w4, 24,

M rd a4, 28,
3. a1 4-3, 26-27.

¥ 1d. a14-5, 26-27. Qwest argues that problemys related 1o the loss of implicit suhsidies and inadequate nniversal
service suppart are 1naac acule for non-rural incumbent LECs that lack the size, scale, end scope of AT&T and
Yeirimo See i, at 20-11.

* Camments of Vermont Public Service Board, Varmont Depariment of Public Service, and Maine Public Utilities

Commiseion, OC Dockel No, 96-43, WC Dockel Mo, 05-137 at 12, 27-29 (filed Mar. 27, 2004) {Vermoni/Maine
Commenis).

74 2t 27-28. Yermont and Maine suggest that the Commission could define cosls as embedded, forward-looking,
or 2 combinalion ol both. Fd, at 17,

* Reply Conunents of Vennont Public Service Board, Vermont Depariment of Pnblic $ervice, and Maine Public
Utilites Comunission, CC Docket No. 26.4%, WC Dockel No. 05-2137 al 23.25 ((iled May 26, 2008)
{(Vermwnu/Maine Reply Connenls). See afse Reply Conmenis of the Vermonl PSB, VDS, Maine PUC, and
ConnectME Aulborily ko Qwesl Proposal o Revise Lhe Non-Rural Mechanism, CC Docker No. 9645, WC Docke:
Mo, 05-337 (Niled Tune 2, 20048).

¥ YermontMaine Comments at 31-32.

M I, al 3830,
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non-rural support mechanisms, and proposed that (he Conunission define “rural” areas as those areas Lhat
are nol defined by the Census Burean as “urbanized areas ™"

C. Embarg Propesal

11 On Seplember 28, 2008, Embam proposed Lhal Lhe Catunission replace all non-miral
high-cosl support and high-cost loop supporl in price cap study areas with a new mechanian —ilie
Eroadband and Canier-of-Last-Resort Snpport (BCS) plan.®® Under Ewnbarg's BCS Plan, snpport would
be funded al approximately $1 billion per year aud allocaled to price cap high-cost wire centers based on
a proxy for hausehold densily fu the wire center.”’ Under the BCS Plan, broadband wonld not be a
suppored service, bul BCS recipients would commil to make availahle broadband ol at least 1.5 Mbps
downsiream (o at least 85 pereent of custouers in each wire cenler receiving supporl.”™ BCS recipients
alay would couunit to provide local services al alfordable and comparable rates, and 10 baild oul and
serve the entire wire cenier using only their own facililies within five years.” The BCS Plan would fund
only the meumbeni LEC and no tnore (han olie competitive ETC in an area.¥ Embary argues thal ity
proposal addeesses and resolves the issues raised by the Tenth Circuil rewnand

D. CostQuest Proposal

12, In a November 2008 Hling, CostQuest Assoclales proposed (hal the Commizsian adopt an
Advanced Services Model for the funding of all high-cost nniversal se1vice mechanisms for all ETCs.*
CostCuest states {hal evesy current universal service program relies on bath a “codt model™ and a “suppac

3 VermontMaine Reply Coaunenm al 20, 3538,

¥ Letter from David C. Bartleu, Vice Presideat — Federal Government AfTairs, (0 Chairman Kevin J. Martin,
Connoissioner Michoel J, Copps Commissianer Janalban 5. Adelslein, Commissioner Deborah Tavlor Tals
Connoissioner Robent M. MceDowell, Federal Comnmmicalions Coinmisaion, CC Dockel No. 96-43, WC Docker
No. 03-337 (liled Sepr. 1%, 2008) (Fmbacq Sepietober 18 Ex Parte Lader) (altaching A Plan 1o Promote Broadband
Deployment and Retorm High-Cast Supporr Wiliowt Increasing Overall USF Levels) (BCS Plan)).

T BCS Plau at §, 20-28. The approximately £1 billian BCS fund would be derived frown Lhe higl-cost niodel
supparl and high-cosi loop suppon curtendy pravided w price cap incumbent LECe and conipelitive ETCs in price
cap arza, and (he inlersiate common [ine suppan and ioterstate access support currenily provided io compelitive
ETCx in those areas. 74, at 21. The BCS Plan wuuld nse the relative cosw penerated by Ihe Conunission’s cost
nwdel o distribute the $1 billion among price cap wire cenlers. fd a5, 27.

% 1d. a1 5.
*H.

*® id, ac 6.

1L 14, ar41-45.

© Comments of CoslQuest Associates, CC Docket Nos. %645, 56-95, 99-68, 29-200, 0]-82, WC Dacket Nos. 03-
109, 0d-36, 05-337, 065-122 {filed Nov, 26, 2008) {CosQuest Comments} (aftaching. ameng other things, a white
paper by James Stegeman, Dr. Sieve Parsons, and Mike Wilson, The Advanced Services Model: Proposal for a
Competitive and Efficient Universal Service Higli-Cos1 Approach lor a Broadbaad Werld {CostQuest Proposal)).
Tlie CostQuest proposal was originally Bled May 11, Z007 by Alllel with 35 comuments in responge to the Joint
Board’s 2007 public notive secking comment on comprehensive high-cost umversal service refomi See Leler from
Gene DeJordy ef of, Allrel Wireless, to Marlens H. Dorich, Secretary, Federal Communications Commission, WC
Dockel No. 05-137, CC Docket No. 96-45 (filed May 31, 2007). The Navember 26" CostQuest proposal was
updated slightly {rom the May 31, 2007 version 10 rzinave some dams and Alliel references. See Cost(Quest

Comnenls al &,
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model,” and focuses ils while paper on the cost model side of ihe universal service debate.’ CoalQuest
argues that the cost models used fa the curmenl [ederal universal service system are outdated, and that it is
critical to get e cost mode] dght (0 make meaninghul clianges to the support model. ™ According to
CostQuest, “the ideal, modern cast madel for use in a reformed universal service aysiem is pne that is
desigued 1o 1mode! forward-loaking cosis; all carrer iypes and all technologies would be modeled, aod
geograpliic grapularity would be used. ™ CostQnest identifies the issues ihat have been raised regarding
the Comunission's cunent]y used cost model, and describes the advances in neiwork casi modelimg ihat
would address many of these issues.*® In addition, CostQuest deseribes recem efforts in madeling (he
cosls of wircless and broadband networks.” Finally, CostQuest proposes ihe developiuent of a noden
cost madel, and describes the key design criteria for the model, the techuologies to be inodeled, the
geograplic paramelers, lhe Inpula required, and sets oul sonie of the policy questions that would need lo
be addressed i adopling such a model.™

13, We seek comment on these proposals, We also seek comments on other proposals or
appraaches nol coniained herein that would address the Tenth Circwit's remand and issues 1elated 1o the
liigli-<ost support mechanism for non-rural carriers.

IV. ADDITIONAL ISSUES FOR COMMENT

A. Definition of Reasonably Cnmparable

14. i Crwest §1. the court rejected the Commigsion’s reliance om the renge of wban rates o
ideulig,' an appropriate measure Of what sliould be cousidered reasonably comnparable rum) and wrban
mies.” The Comunission Jud reasoned thal Congress was aware of the vaniability of urban 1alea when it
sought to preserve nniversal service by enacling section 254 of the Act, and wonld nol have required rural
rates to be any closer to the aversge urban rate than other urban rates,™ The court found that e
Commission erred in premising its consideralion of the tetm ‘preserve’ on 1):e disparity of rales exieling
in 1996 while ipnaring its concurrent obligation to advance universal service, a comeept thal certaiuly
conid include a narrowing of the existing gap between urban and rural raes."' Tle court found that by
designaling a comparability benchmack at two standard deviations nbove the patianal average urhan rale,
Ihe Commission had “ensured that significant variatice between raral and urhan retes will canttinge
wabated ”* Althongh the rale data in the record indicated that, in most states, rural rates were the same

* CostQuest Proposal at 3. According 10 CosiQuest, a cost model produces an estimate of the coat. of providing a
telecommunications service, and A supporl inode] produces o universal service suppon. amount for the carrier or il
customer hased, in parl, on the costs of service. Id.

* fd. CoslQuest idenlifies ag the carent cosl models the NECA erobedded book process used lor determining the
costs ol rural cartiers, and the Commission's cost nadel used for delermining the cosls of non-roral carriers. .

oy

“ 1d. at 19-32,

 Id. al 32-47.

14 al4a-53.

# See Owert £, WS F.3d a 123437

Y See Crrder on Remand, 1B FCC Rod at 22584, para. 40, The Comission found (i the geal of advencing
universa) service relaled o the provision defining universal zervice as an “evolving leve] of lelecommunications
services” and iis wndemtandung that ilie Commission's nniversal service rules should evolve g3 markels and
reclunlogy change. See id. Al 22583, para, 39 & n. 138; 47 U.5.C. § 254(¢)

| fwant I, 18 F3d 4l 1216,

 Owesi If, 398 F.3d al 1236.
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or lower Lhan urban ralee in the same state, the data also showed conaiderable variance in botli urban and
rural rates among slates,™

15. We seek comment on the conrt’s suggestion that “advancing™ univeraal service is a
“concepl. that certainly could include a narrowing of the existing gap between urban and rural mtes,” and
on how the Commistion eould narrow the existing gap between urban and rural rates to advance universal
service,” Notwithstanding the variance in urban rates and siale raiz-making palicies, should ihe
Commission find thaf a similar variance in rural rales is incongisteint with the reasouable comparabilily
standord in vection 254(b)(3) of the Act?" I so, how slionld the Commission detine reasonably
comparable rales? Should the Commission conlinne to compare rural raies in all states t¢ o single
nationa) urban rate benchinerk? IF so, whicl urban rogs should the Commission nse to establish 1he
benclutiark” Should the Commisksion compare roral rales (o a natiopal avermge urban rale, rather Lhan
some benchmack above the average?™ Should the Commission compare rural rates to the lowest uchan
rate? What would be the 1anpe of reasonably comparable rales? For exnmple, shoold the Commisaiou
require Lhat rural raled in all states be 110 more than ten pereent, or perhaps Iwenly-1ive percant; abave the
lowest urban rale?”’ We seek comment. on how the Commisaion wonld nstify any panicular percentage
above a benchmark, and on sources of raie data to use in this analysis.

16. We also seek comment on whether we ahould coutinue 1o detime reasonable
cowparabilily in terms of tcgal rates. Althougl the Commission sought comment in the Remand NPRM
on nding a rate-based niechanism instead of the curent cost-based vieclunism Lo determine sopport,™
none ol Lhe commenters proposed 3 workable funding mechaniem hased solely on rales. The
overwhelming majority of eotrunenters supporied a funding mechanism based on costs, although some
proposaly vye a meile or revenue benchmark in delermining the level of supporr. For example, as discussed
above, Urwesl proposed uding wire cefiter cosls lo provide supporl. with costs higher than a rate
benchmark.”® Venuont and Maine proposed using "net snbscriber cost” Lo calculale support, which is
based on costs and revennes.”” Should the Commiesiou define reasonable comparability by vsing costs
{or codts and revennes) as a proxy for rates? If so, how <an we explain ihe relationship betwean cosls and
the resulting rates to the satisfaction of 1he court™' [f the Commission defines reasonably canparable
caosts, should il compare codls Lo walionwide averspe costs, or should it also define yural and urban areas
and coinpare rural costs to-orban coste? The coun Lnplied that the Commission could advance uiiversal
service by namrowing the gop beiweel rural and urban rates. Parties advocating that we vse a cost
benchmark should exploin iow # would advance vniversal service.

# See Order on RBemand, \R FCC Red at 22571, pata. 22 n.55, 22658-7), App. C; see also Remand NFRM, 20 FCC
Red ar 19740, para. 15 w.71.

H Ot f7, 358 B2 8t 1234,
47 U.5.C. § 254()(3).

® (west £, 398 F.3d at 1237 ("Even il sich ruml rales are compared againgt the national wrban averagpe, we Gil o
se¢ haw thev could be deemed reasonably comnparabie . . . .").

*" The court seemed 1o reject. the use of ihe natianal average urban rate, wlich was 149% above Lthe lowest urban rate
i 2002 28 2 benchmark. See id.

™ Remand NFRM. 29 FCC Red a1 1974243, patas. 23-26.
* See supra para. 5.
® Qoo Fupra pata. 10,

%1 The court [auled the Cammission for noi “empirically demonziraling » sfationship hetween the costs and rales”
nsed [n im auslysie, Gwes £, 398 E3d au [ 237,
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B. Definition of Safficient

17. In (hwest IT, the court directed the Coinmissiol to cousider all (he section 234{b)
principles in addilion Lo reasonable colpauabilily in section 254¢b)(3) of the Aci in definlug the lenn
“gufTicieat.”™™ [ particular, (e cour. was “troubled by the Commission’s sesining snggestion thal otler
principles, including affordability, do not underlie (e federal non-rural support. mechanisms.™ We seek
camnment on how ihe Commission should balance all seven principles in section 254(b) of the Act in
defining the term “sufficient.” Shonld the Commission give greater weighi 10 some principles over
athers? Are soine principles more directly related lo Lhe specific purposes of non-rural high-cost support
than the other principles, and should they be given greater weight than (the remaining principles? We note
it tlis regard that, although some commenters in this proceeding discussed all the section 2591
principles in relationship to the non-roral support mechanism, two principles—reasenable comparabilily
and affordability—received the most attention.

13. We seek comment on whether (he Commission should define “alfordable rales.” as well
a3 reasonably comparable rates.® Although the Commission has nat. explicitly linked the goal of ensuring
reasonably comparable rural aud urben rates o the 254(b)(1) primciple of affordabilily, Il hay explained
that 2 **major objective of high-cost universal service support is to help ensure affordable acocss W
telecommunications services to consumers living in areas where (he cost of providing such services would
otherwise be prohibitively high.”® Some commeniers in this proceeding argued that the non-rural
support. mechanism could satisfy the principle of affordability if rural rates are reasonably comparable to
urban rates.” On the other hand, some commenters propose thal the Comunission specifically detine an
al'fargahilil}r benchmark. for example by vsing consumer expenditure data andfor houschald income
data.

15, It the Commission determines Vb2 il ahovld sel an affordability benclunark, shoald it
collect additional rale data? The Conumizsion currently conducls an annnal survey of incumbent LEC

@ 7. at 1234, The coun agreed witlh the pelitoners wha argued that the Commission’s delinilion of seffcient is
impermissible because it ignores all bt one principle enumerated in secton 254(b).

@ Owesr 1, 04 F3d a (234,

* Section 254(bi(1) provides that (4 Jualit¥ secvices should be available at just, reasonable, and alfordable rates.”
47 SE.C. § 234bw ).

 Remand NPRM. 20 FCC Red at [9736, para, §.

¢ See, e.g., Reply Comments of BellSoudy Caorporation, CC Dacket Mo, 96-43, WC Dockel No. 05-337, 25 ([iled
May 26, 2006) (BellSouth Beply Camments} (“Reasonable comparshility, il achieved and maintained, inherently
addresses ‘affordability.”™); Comments of CTIA - The Wireless Association®, CC Docket No. 96-45, WC Docket

"Wo. 05-337, 4 (filed Mar. 27, 2006) (CTIA Conunents) (M Taking into account the other Seclion 254(b) principles, a
high-cost support mechanism satisfies the *affordability” pringiple if rural rales are reasonably conparable, butl not
necessarily the same, with urban rates.”); Reply Comments of the National Association of State Ulilivy Consmner
Advooates, CC Docket Mo, 96-45, WC Docket Mo. 05-337, 18 (filed May 26, 2006) (NASUCA Reply Comimenis)
(*The key thing is for the Commission to recognize, as argped by MASTUCA and others, that reasonably comparable
rates will satisfy the affordability principle, so there it no need 1o focus on affordability.”) {citations omitred); Reply
Comments of Nebraska Eural Independent Companies, CC Dockel No, 9645 W Dockel Mo, 03-337, 6-7 {filed
Mar. 27, 2006) (Nebraska Companies Comoients) (“Competition 1 urban areas lends o ensure that rates are
generally not priced above cost. This, given the relalively low cost of providing service in urban wreas, ensuring bl
rates in roral areas are reasonably comparable to ratee in orban areas. also ensures tha those rural cales are
affordable.™).

7 See, e.g., Commens of AT&ET, CC Docket No, 9645, 23-32 (Rled Mar, 27, 2004) (AT&T Comments);
Comments ol Qwest Communications Intemationa), Tne., CC Dockel No, 9655, 22-29 (filed Mac. 27, 2006) {Qwest
Comments).



Federal Communleations Comminrian FCC 09-28

local teleplione service rates in 95 nrban areas.® Does ihe Commission need additional rate data to define
affordabilily in today’s elecomununicaliens marketplace? Mot consumers do upt purchase only local
service, bul purchase bundles of ielecommunirations serviees Irom oue or more providers, Acconding Lo
the Couunigsion’s inost recent data, there are imore wireleas subscribers than wireline switched access
lines.® According to a recent survey reieesed by the Centers lor Disease Coutrol end Prevention (CDO),
more lhan one out of every six American homes (17.5 percent) had only wireless Ielephoney dJuring 1ie
first Lall of 2008. Consnmers (ncreadingly eve purchasing packages of services thal inclode not only
un/imiled nationwide calling, but alqo broadband Inlernel. aceeds and video gervices. We seek comment
on whether the Compmission should consider a broader range of rates in delermining wliether rales are
affordable and reasouably comparatle. How would the Commission determine the elfordability of
bundled pervices {thai include wireless, broadband Tnternet aceess, and/or video serviees? Should the
Cominission collect rate data from the broader renge of entilies thal provide these services, inclndiag
mcutbett LECs, ETCs, compelitive ETCs, wireless providers, cable pperalors, olhers?

20 I the Commission defines alfordable rates for purposes of the non-rural support
mechanism, should itnlso consider the burden on vuiversa! sevvice contributors when determining
wheiher rates are alfondable? The Comunission previcusly found thar the principle of sufficiency meang
that non-rural high-cest support shonld be “only as larae as necessary” to meet the statutory goal.”
Although the U.S. Coun of the Appeals for the Fifth Circuit found that “excessive funding may ilself
violate the sufficiency requirements of the [1596] Act,”™ the Tenth Cireuil linked ihe idea that the amount
of support should only be ps large as necessary to the principle of affordability, rather than sufficiency.™
The Tenth Circuit explained that “excessive subsidization arguably may affect the affordability of
telecommunications services for unsubsidized users, thus violating the principle in [section] 254¢b)(1)."™
Wlhiether or not we consider the burden on eontributors in defining allordability, conmenters should
address the elfect onihe uuiversal service fund of any proposal they edvocale.

. Funding Mechanism

21, We seck commenl on how “to crafi & support mechanism taking inte acconnt all the
factaws thal Congress identilied in drafiing 1lie Act and [the Commjgsion’s] siattary abligation to
presecve and advalce universal service,” as directed by the court.” We also scek camunent on the
relationship between the Comunission’s resolotion ol (he 28sucs i Lthis renand proceeding and more
comprehensive reform of the high-cosi nmiversal rervice support system. One approach wonld be o

% Ses Reference Book of Rates, Price Indices, snd Hausehold Expendilures for Telephone Service, Indusiry
Analysis snd Technology Division, Wireline Competition Bureau (2008} (2008 Reference Book).

® See Local Telephone Competition: Smtas as of December 11, 2007, Indusiry Analysis and Techuelogy Division,
Wireline Competilion Bureay, & Tables 7, 14 (Sepi. 2007). According o the most recent data released by 1le
Conunizsion, there were 129,729,167 wireline end-user switched acress lines ae of December 31, 2007, and
249,235 713 mobde wireleys wleplione snbseribers. See id. Inaddition, |8 pervent of wirzline end-user limes are
provided by compelitive LECH, whose rales ars wot reflecied i e Commission’s sarvey of Inoumbent LEC rates,
See id. al Table 7, 2008 Reference Book atl-2,

® Goe Siephen I. Blnmberg, and Julian V. Luke Division of Realth Ineriew Slalinics, Mational Cewer for Health
Blatistics, O, Wireless Suhslinlion: Farly Releace of Eslinates From the Nanonel Health Interview Survey,
January-June 2008, at Luip:/fwww.ede.govincha/data/ahis/earlyrelease/wire (ens 2005 1 2 pdlL.

7 See Order on Remand, 18 FCC Red al 22578, parz. 30,

2 dlenco v. FCC, 201 F.3d 608, 820 (01 Cir. 2000).

™ Gwest I, 398 F.3d at. 1234; see afso Pwest £ 258 F.3d a1 1200,
™ Owest If, 398 F.3d al 1234,

™ Id. {empliasis in origiual).
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modify the existing wechanisi for non-reral carriers pending coinprehensive reform.  Another approach
would be to 1eplace the current non-rural meshanism with a new mechaniam that conld hecome a basis on
which to crafi. more compreliensive refarm,  Yet another apprvach would be to move forward with 2 more
comprehensive relorm of higli-cost suppemt. We seck cominent on which of these approaches or other
approaches Lo be snggested by commeniers the Cowmission should pursue at this time. Our decision here
should also be consisien with our longer tarm goal of developing a comprehensive nalional broadband
rlan. We also seek comment on the impacl ol any increases in non-rural support om 1he size af the fund
and oo cur ability ta achieve reform in olher arsas. Should the Commission phage-in any ivcreases in
von-reral support? We ask parties to supgest options for offeelting eny potential increases [n non-rural
soppor,

12, [n Section IIl above we seck coimment on proposals to modily the exisling vou-nral
mechanism, which lake fundainentally different approaches. Some proposels do not change the
meihadalogy and underlying assumplions about the federsl eud smte 1oles in supporling universal service.
For example, the Vermont and Maine proposal would lower the beachmark used to calculale snpport, but
coniinue 1o compare siatewide average cosls (o ihe benclmerk. ™ Qwest also proposes a lower
benchmark, bul it would eliminate stalewide averaging and compare wire ¢enter coste to Lhe benchmarlk,
which results in considerably higher support levels.” The Comiuission explamed that “[s]tatewide
averaging effectively enables the slate 1o suppor s high-cost wire centers with funds from ils low-coat
wire centers though implicil or explicit support mechanisins, rather than vniiecessarily shifting fimds from
other states.”™™ I Owast 1, 1he court rgjected the argument that the Commission alone must support the
full costs of universal service,” apd said that it saw “nothing in [section] 254 re%.‘nij‘iug the FOU 10 replace
implicit support previously provided by the states with explicit federal support.™ In Qwest £, the court
rejected the argument that section 254 requires the states to replace implicit subsidies with explicit
subsidies, and found that the Commission had nol acted unlawfully by failing to ensure 1hat the states
transition to an explicit subsidy system.® We seek comment on whether the Commission should re-
evaluale ils conceptiom of the stats and federsl roles in providing universal service support, aud ¢onsider
whether i3 sliould now replace implicil state support with explicit federal suppor.

23.  The coud. in Qwest I found Lhel, in pairing rales with costs in ils non-rural high-cosi
support funding mechanism the Comnission had not “empirivally demonstrat[ed] o relationship belween
the costs aud rates,™ We seek commenl on how best to empirically demonstrate this relationslip. Could
the Commission nse the non-rural cosi iodel to approximale vrhan and non-urban rates? Should any
such esrimation of rales lake inlo account the availability ol explicit end implicit stale-based supporl
meclianisms, such as slale universal service funds and infrastate access charge reveline? How shounld

* See mipra para. 10. Maine recently supgested adjusiing the beuclimark to 120 or 125 percenr of wban rales,
making cerlain changes 1o {he Commisgion’s cost model, and adding a screem for pavment of addilicnal support,
such a5 densily or largest cily criterion, ar regulalory scruliny. See Leter from Elisaheth H. Ross, Counsel [or
Vemmont Public Servige Beard, 1o Morlews Dorteh, Secreinry, Federal Communications Commission. W Docket
No. 05-337 {fled Mar, 10, 2009,

" See supra pam. 9.

™ Order on Rewond, 18 FCC Red ot 22573, para. 24.
™ Owest £, 238 F.3d au 13203,

* rd. at 1204.

B Owest £f, 398 F.3d 123033 "In keeping with the Acl, Congreds intended thai rhe atites petain signilicant
ovarsight aud authority and did nol diclale an arhitrary tinie line for trangition form ane sywlem o anether. ... Nor
did Caugress expressly forecloge the posiibility of the continued existence of stawe iwplicir support niechenisms that
funcron eflectvely lo preserve and advence wniversal service.”™) (citation omitted).

1 a 1237,

11
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urban and nomn-urban areas be identifed?

24, We seek commenl! on the extent to wlich we should continue 16 use the Conunissiown’s
forward-looking cost model in detennining high-<ost support for non-roral carriers without updating,
changing, or replacing (e imedel, Many of the inputs in the model have not been updated since they were
adopted a decade apo.” The Commission last updated the: lines used in the model to estimaie costs in
2003 (using year-end 2092 Imes), and l1as been basing non-rural high-cost suppori on these cosl estimates
since 2004, Updeting lines in the currenl model is probleiyaric beceuse the customer locatiou data has
not been updated, and the methodology used to estimate special access line costs does not accurately
reflect the costs of high-capacity lines. In addition, the Commission’s inodel estimates (he costs of
consinicling and operating a wireline lelephone network. Since thal (ime, the Intemnel aud the increasing
use ol wireless and broadband iechnologies have transtfoimed the way the world conummnicates,
CostQuest [dentifies many o) 1he issues (hat hove been raised aboul the Commission’s cost modal and
describes iow the problems could be sddressed using & inore advanced cosl mode]. Although Einbarg
proposes using (the Commission's cost jodel Lo identify relalive estimated loop coats, il snggesis doing 50
“one lasl lime™ aud “using a superior madel or some other ieclanism® in the fnlnre ™

25, We ask thal parlies advocaling ihat the Commission update ite cost model propose an
efficieni, limely, and cost effective process lor dojug s0. As parties mvolved in the development of the
Commisszion's currenl mindel well know, it was an exiremely Lime-consuming pracess, wilk several
rounds of conuments, inumerable éx parte meelings. and mnltiple workshops over mauy years.

26, 1f the Commission does not updaie its cosl model, whal allematives could it use to
delermine high-cast support for non-rural carriers? Would i be eppropriale io return io wsing embedded
cost given the Cammission’s previous aiatements concetning the use of forwand-looking economic costs
versus embedded ¢oats? I addition, would it be [easible 10 use embedded costy in light of the cos
allpcation reliel granted to several of the largest non-rural LECe in forbearance proceedings?™®

27 Aliernarively, could the Comumission use n sunplified model or algorithi lo distnbuie
won-reral high-cost snppon? Such a model could incorporale the key tactors thal determine the relative
<ost of serving varions peograplne areas a3 demonsgtrated by geopraplne informotion systems (GIS)
technology. Possible factom covld include population density, lerrain, and clinate conditions. The
analysis conld also include income or athec indicators of poterial for addilional revenue. We specitically
seek comment on Whal inputs—baoth camrier-specific and non-carer-specilic—should be used, and how
the relafive weighis shiould be determined. Also, could such a inode] be used (o delermine how nuch
non-rnral high-cos! support should be disbursed, or wonld ils use be hinited lo distributing a set amouul

¥ Federol-State foint Bogrd on Universal Service, Forward- Loacking Mechanism fhr High-Cost Supporf for Non-
Rural LECs, CC Doclast Nog, $6-43, 97-160, Tearh Report aud Ocder, 14 FCC Red 20156 (199%) (selecling iopul
values for the non-rural high-cost supporl cost model), af ' Gwest £, 238 F.3d al 1206,

* Non-ruml earriers [ile wirz center line count dala quacteely, and per-line supporl amounly based on he model's
cogl eatimates are adjusied (o reflect vpdated lines.

¥ See BC'S Plan al 27.

* See Patition of AT&T Fnc. for Forbewrance under 47 US.C. § 160 from Enforcement of Certain of the
Commission's Cost Assignment Rufvs, WC Docket Nos. 07-21, 05-342, Memorandom Cpinion and Order, 23 FOC
Ecd 7302 (2008); Service Dualiny, Customer Satisfaction, Infrastructure and Operating Dote Gathering, WC
Dockel Nos. 6B-190, 07-139, 07-204, 47.273, 07-21, Memorandom Opinion and Crdar and Notice of Proposed
Rulemaking, 23 FCC Red 13647 (2002): Petiion of Owest Corporation for Forbearance from Enforcement of the
Commission s ARMIT and 4924 Reporting Requivements Pursuant to 47 US.C. § 160{e); Petition of Verizon for
Forbearance Under 47 US.C. § 160(c} From Enforcement of Cerigin of the Commissian’s Recordheaping and
Reponing Regnirements, WC Docket Nos. 07-204, 7-73, Meporandum Opinion and Order, FCC 08-271 (rel. Dec.
12, 2008).

iz
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of nuiversal service support?

28, Finally, we seek coimmneyl gn the relationship of any inodifications o the non-rural high-
cost support mechanisin o ont boadband policies. On March 25, 2009, the Wireline Competition
Bureay and the Wheless Telecommunicalions Burean issued a public notice seeking ¢ouninent on
Conpress’s direcrive in ihe 2008 Farm Bill that the Chairman of the Counnission develap, in consultalion
wilh the Secrelary of Agricnlune, a comprehensive rural broadband atiategy.”’ More mecenily, Congress
reqnired 1hal 1lie Commission develop a cowprehensive nalional broadband plan®® How can the
Commission accomplish Lhese broadband iniljatives in o mannert that is consisient wilh ils direcijve 1o
craft a revised woy-rural high-cosl suppon. mechamam?

Y. PROCEDURAL MATTERS

A, Ex Parfe Prescntalions

28, This proceeding shall be reated as a “permil-but-disclose™ proceeding in accordance with
ihe Commission's ex parfe rules.” Persons making oral ex parte presentslions are reminded thar
memorada sunmarizing the presenral jons musl contain snmmaries of the aubetance of the preseniations
311d not nerely a liating of the subjects discnssed. More than a one or Iwe sentence description of Lhe
views and argumenis presented is generally required.” Otlier reqnirements perfaiming to oral and wrilien
presenlations ers sel forth in section L.1206(b) of the Commission's mies.™

B, Comment Filing Provedures

30, Pursuanl Lo sections 1,430, 1.415 and 1,419 of ihe Commission's mles,” inleresied
parties may lle comments and reply commenl: om or before ie dates indicated on ihe first page of this
docoment. Comments may be filed using the Counnission's Electromic Comunent Filing Sysierm {ECFS)
or by filing puper coples.”

#  Elecmonic Filers; Comuinents may be fiied electrauically neing the Internel by acoeasing tle
ECF3: htp:ffwaw foc.povicghfecls’. Filers should follow the instructions provided on thie
webgile for submilting comments.

o For BCFS Llers, if muliiple docket or rulemaking numbers appear ia the caplion of this
proceeding, Flers sunst rausmil one eleclronic copy of the comments for each dockel or

_ ruletneking number referenced in the caption. In ecunpliting the 1vansmittal screen, filers

should include their full uane, U.S. Postal Service mailing address, and the applicable
dockct or mlemaking number. Parlies may also submit an electromic comment by
Interuet e-mail. To get fling instruciions, filers should send an e-juail to eclsi@ice.pov,
aad inclnde 1lie following words in the body of Lie message, “get form.” A sample form
qud directions will be sent in reaponse.

" Commant Date Extablished for Report on Rural Broadband Sirategy, GN Docket No, 09-28, Pubic Notice, DA
09-381 | Wireline Comp. Pur,Wireless Tel. Bur, rel. Mar. 10, 2009} Foed. Conservalion, and Energy Aci ol 2008,
Pub. L. L10-244, 122 Stat, 1651 fJun. |8, 2008) (2004 Fana Ball).

% See id. at |; American Recovery aiid Reinvesiment Aei of 2009, Pub. L. No. 111-5, 123 S1ar. 115 (2009}
{Recovery Act).

¥ 47 C.F.R §§ 1.1200-1.12]6,

** 47 C.F.R. § 1.1206(b)(2).

47 CER § 1.1206(b).

47 CFR. §§ 1.430, 1315, 1 .419.

™ Fee Electronic Fifing of Documents in Rulemaking Proceedings, GC Docket No. 97115, Report and Order, 13
FCC Red 1132271998), .
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o Paper Tilers; Parties who choose io file by paper musl. file an original and four copies of
each filing. If more than one docket or rulemaking nmber appears in the caption of thia
proceeding, fllers must submit two additionel copies for each additional docket or
rulemnaking number.

# Filings can be senl by hand or messenger delivery, by commercial overnight courder, or by first-
class or overnight U.S. Postal Service mail (althougl we continue to experience delays in
receiving U8, Postal Service mail). All filings mnost be addressed to the Commission's Secrefary,
Office ol the Secrelary, Fedenl Communications Commissiown.

o The Commission's contractor will recejve haud-delivered or inessenger-delivered paper
filings for the Comunission's Secretary al 236 Massachuseiis Avenue, NE. Suite 110,
Washinglon, DC 20002. The filing houra at this location are 8:00 a.an. to 7:00 pm, All
liauid deliveries must be lield together with 1ubber bands or fasteners. Any envelopes
musl. be disposed of belare entering the building.

o Commerclal overnight nail (other than U.S, Postal Service Exprass Mail and Priority
Mail} must be genl 1o 8300 East Hamplon Drive, Capilol Helghta, MDD 20743,

o U.S. Postal Service lirst-class, Express, and Priorily meail shiould be addressed 1o 445 124L
Sireet, SW, Waslingiou, DC 20554,

3l In addition, one copy of each pleading must be sent (o the Commission's duplicaling
conlractor, Besl Copy and Printing. Lic, 445 12th Sireel, SW, Room CY-B442, Washington, DC 20554;
website: www bephweb.comn; phone: 1-800-378-3160, Furthenuore, one copy of each pleading musl be
gent to Auloinetle Stevens, Telecommunicalions Access Policy Division, Wireline Competilion Bureau,
445 12th Strecl, SW, Room 5-B521, Washington, DC 20554; e-umil_: anloinetie. sievens@ice. gov.

32 Filings and commenis are also available for public inspection and copying during repular
business hours al. the FCC Reference Information Center, Portals I1, 445 12th Sireel, 3.W., Roon Y-
A257, Washingion, D.C., 20554, Copies may also be purchased lrom the Coimnissicn's duplicating
comlractor, BOPTL, 4435 12th Street, 8, W ., Eoom CY-B402, Washinglon, D.C. 20554, Cusiomers may
contact BCPI through [is website: www . bepiweb.com, by e-inail at fee{@bepiweb.com, by telephoue al
(202) 488-5300 or {800) 378-3160 (voice), {202) 488-5562 (Lty), or by facsinile al (202) 488-5563.

33, To request malerials in accessible formats far people with disabilities (Braille, large prinl,
elecironic files, audio formal}, send an e-mail to fee304(@lce.gov or call the Consguner & Governmental
Allairs Burcan at 202-418-0330 (voics) or 202-418-0432 (TTY). Conlact the Commission lo request
reasonable accommodations for [ling comments (accessible fonnat documenis, sign languags
inlerpreters, CART, ele.) by e-mail: FCC30d@ice.gov; phone: (202} 418-0530 or TTY: (202) 418-0432.

34, For further inlonnation regarding Lhis proceeding, contact Katie King, Special Counsel,
Telecommunicalions Access Policy Division, Wireline Competition Bureau at (202} 418-7491, or
katie.king(f fee.gov, or Ted Bummeister, Attomey Advisor, Teleceimnunications Access Policy Division,
Wireline Competition Burcau at {202) 418-7349, or theodore. burmeisier{@fee. gov.

VI ORDERING CLAUSES

35, Accordiugly, IT IS ORDERED that, pursuant o the anthority contained in sections 1,
4(i), 201-205, 214, 254, and 403 of the Communications Act of 1934, a5 amended, 47 U.S.C. §§ 151,
154(1), 201-205, 214, 254, and 403, this nolice of inquiry IS ADOPTED,

FEDEBAL COMMUNICATIONS COMMISSION

Marlene H. Dortch
Secretary
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STATEMENT OF
ACTING CHATRMAN MICHAEL 1. COPPS

Re: High-Cost Universal Service Support; Federal-State Joini Board on Uhiiversal Service, WC Dockel
Mo 03-337, CC Dockel No. $6-45.

Universal Service policy is built on the principle thel all ol vy benefil when more of us are
connected. The principle resides at the core of the Telecommunications Azl. And Congress made clear
ihat the Commission musl be working to ensure thal all Americans—roral, urpan end everything in
between—Nhiave access lo reasonably comparable services al reasonebly comnparable rales. Clearly. al this
time, for the future of our cowntry, it is crocial that we strive Lo preserve and advance Unlyersal Service

policy.

Today, we are laking a finn step on a deliberale timeline for considening he High Cosl Universal
Serviee wechanisin for non-rural providers. Comments elicited Lrean the Notice of Inguiry will refresh
the record and bring the malter of nou-roral High Cost Universal Seyvice suppon up-to-dale, The
Commission will couclude with a final order by the middle of April 2010, Ry that time, we will have had
the benefit of completing the National Broadband Plan, which will forther inforn ns when it comes to
advancing universal service, I look forward lo reviewing the comments and completing tlis matter once
and for all. Today’s action puts us on the road to achieve Llis,
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STATEMENT OF
COMMISSIONER JONATHAN S. ADELSTEIN

Ro: High-Cost Universal Service Support; Federal-State Joint Board on Universal Service, WC Docket No.
05-337, CC Dackel Na. 9635,

Universal service has lang been at the heart of teleconununications policy. The resulting benefits
— ecenolnic and social, in health care gud educstion, among many others — accrue Lo us all, no matter
where we live, SoTan pleased taday o snpport this Notice of Inquiry that will respond 1o the Tenth
Cirenit Courl of Appeals review of the high-cosl suppert inechenism for non-1ural camriers. [ suppord Lhis
broad inquiry into the merils of several plans to modify the exisling mechaniam and o define key
stalnlory terms thal are essential to carrying out Congress’ wish Lhat we preserve and advance Lhe ad.
By working wilh all slakeholders - stales, camiers, and other agencies — I am confident we will ensure (e
fund continues io bring the benelits ol universal service (o uF all. no matter where we live. And yet
today's action is jusl one piece of the larger universal service end brcadband puzzle. 1am pleased that
{his NOI seeks comment on the effects of Ligh-cosl inechaniem reform on both lhe national broadband
plan and thie 2008 Fum Bill’s comprehensive rure! broadband sirelegy. Through these different
proceedings, the Commission is laking essential sieps te enswe thal umversel Bervice candinues to inect
our comununicatious cliallenges.
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The Commission has for oo long evolded answering the fandamental qnestions raised on remand
by 1lie United States Court of Appeals for the Tenth Circuit (Tentlh Circuil) regarding the high-cost
universal service support mechanisin for non-rural carriess. [ was therefore pleased whew the
Commission commided to release a nolice ol inquity no later than April 8, 2008, issue a further NPRM
no laler (than December 15, 2009, and release a final order that responds W the remand no later than April
16, 2014,

With this Naiice of Inquiry we have taken the first step towards fulflllimg cur commitment. 1
lave consistently stated thai, while the Universal Service system has been imatramenial in keeping
Americans connected and inproving their qualily of life, this system is in dire need of comprehensive
reforn. | have maintained that we musi. follow five principles when considenng referma 1o Ihe Universal
Service Fund, We must: (1) slow the growtl of the Fund; (2) permanenily bmaden the base of
contributors; (3) reduce the contribntion burden For all, if possible; {4} ensure competitive nentrality; and
(5} eliminate waste, frand and abuse. I will remain mindful of these prineiples as we censider the reciord
" in this proceeding.

Tlook forward to working with my colleagues to salisfaclorily resolve the quesiions posed La ys
by thie Tenth Circuit nnd to continuing our work Ipwards fundamenial refarm of the interearmer
compensalion and Umversal Service syslenss.
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