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I INTRODUCTION

1. In {his Notice of Proposed Rulemaking, we seek coinmeni on the Commigaion’s rules
governing the ainounl of high-cost nniversal service support provided to competitive eligible
telecommunications cagriers (ETCs). As discussed below, we leatively conclnde that we should
climinate the Commission’s current “idenlical support™ rule — also kmown as the “eqgual support 1ule” —
wlich provides conpetilive ETCs willy the same per-line high-cost universal service support aincunis thal
incumbenl. local exchange carrievs (LECs) receive. We seek comment on this tenfative conclusion. We
also seek comment on our tentative conclusion to provide snpport to a competitive ETC based on its own
cosis of providing the suppartad services. We then seek commelnl on imethodologies Jor delermining a
compelitive ETC’s relevant casts tar universal service support pnrposes, and other marters reiated to how
the suppen should be calenlared, including tie appropriate reporting obligalions, and wiether we should
cap such support at the level of Lhe incumbent LECE,

11 BACKGROUND

2 Seciion 254(b) of the Communications Act of 1934, as amended, (the Act) directs ihe
Federal-State Joint Board on Universal Service i Joint Board) and the Commission to base policies lor the
preservatian and advancement of universal service on several general prineiples, includmg the prnciple
that there should be specific, predictable, and snfficient federal and state universal service suppon
mechenisms.! The Cnmm:ssmn adopted the additional pnucnple ihar federal suppaort mmechavisms showld
be comnpetitively veulral ! Consistent with this principle and with the Jomt Board's recormmendation, the
Commission delermined in 1997 ihat federal universal service support should be made avmlab]r: or
“porlable,” W all ETCs that provide supported services, regardless of the teclmology wsed.? Section
254(e) of the Act requires thal 2 curier that receives support “slal] use thal support only for the provisian,
maintenance, and nperading of facilities and services for which the support is intended.™ Funhennare,
pursuall 1o seetion 214(e) of the Act, an ETC imust provide service aud adverise jm service thuoughout
the entire service area® In order to receive universal service support, competitors must obtain ETC statua
[rom ihe relevani. slale commission, or lhe Commission in cases where (he alele commissiou lacks
jursdiction.”

! See 47 U.5.C. § 254(b). These principles also include, among ather thinga. that: { 1] quality services should be
avadable at jusl, reasonable, and alfordable rates: aud [2) consumets in all regious of the wation should have access
|9 wlecommunicalions and infonnalion services (hal are reasenably comparable lo 1hose services provided in urban
areas and Lhat are available at rales hat are rensogably comparable o rates charged for similar services in urban
arcas, Id.

? See Fedeval-State Joint Board o Universal Jervice, OO Dockel No, $6-45, Report and Order, 12 FCC Ked 8774,
BE0L, parga. d6d8 (1997) (Fire Report and Order) (subgequent history omilled). Section 234(bW 7) of Lhe Acl
allows 1he Commission 10 add lo 1he list ol vuivemal secvice prineiples “[sucl oer principles ay the Foint Boand
and the Comminsion delermine are necessary and appropriste for the prolection of the public inlerzst, convenience,
and necessity apd arc congigtent willi this Act.” See 47 U5 C. § 254(007).

Y First Report and Qrder, 12 FOC Red al B30 1-02, paras. 4648,

00 a1 89128934 paras. 286299, 8944-8945 paras, 311- 13 see alre Alence Communications, Ine. v. Federaf
Communications Cammission, 201 F.3d 608, 621-622 (3™ Cir. 20000 {* . . poriahility is not only conaisten wirl
prediciability, but also is diclaled by (he privciples of compeLivive n.nul:rulny and the statutory cotumand that
universal service suppor be speni. ‘only for Lhe provision, mainensace, and wpgradiug of facilities and services for
which the [universal service] support. is inlended.”™).

P47 U.S.C. § 254(e).
547 U.8.C. 8 214(s).
T See 47 U.S.C. § 254{e)1), (2)b),
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3 Under the Commission’s exisling rules, a compelitive ETC (hat serves a cuslomer iu an
incumbent LEC s service arga recelves the same per-live amowit of high-cost nnivarsal service support
that the incumbent. LEC wonld receive for serving Lhal same customer.” Tle Commission’s universal
service rules do uot disiinguish between primery and secondary lines; therefore, multiple conneclions to a
single end-nser in ligh-cosl areas may receive nniversal sarvice support for each connection.’

4, High-cosl snpport for competilive ETCs has grown rapidly over the last several years,
placing extraordinary pressure on the federal nniversal service fand.” In 2006, the universal service fund
provided approximaiely 4.1 billion per year in high-cost support.’! In contrast, in 2001, high-cost
universal service supporl totaled approximately $2.6 billion.'"* In recent vears, this growth has been due
to incieased support provided 1o competilive ETCs, which receive bigh-cost support based on (he par-line
suppor Ihat the incumbenl LECs receive, rather than on the competitive ETCs’ owl coats. While snppart
to iucusthent LECS liag been flat, or Lag even declined since 2003, competitive ETC snpport, in the six
years [rom 2001 through 2006, has grown from under $17 million to $980 million ~ an annval growth rale
of over 100 percent." Competitive ETCs received $557 million in high-cost support in the (L5t six

"47 CFR.§ 34 A07(a).

¥ See First Report and Order, |2 FCC Red al 8828-8830, paras. 2498, In addition, a coinpettive ETC that provides
suppotted services nrilizing unbundled neiwork eletnens (UNESs) raceives (he lesser of the UNE price or (he per-line
suppott amound available lo e incunbent. LEC. 47 C.F.IL. § 54.30%7{a}2).

10 Suppaort fior the fund derives from assessments paid by providers of interstate telecommunications services and
certain other providers of interstate telecomnunications. See 47 CER. § 54.706. Fund contributors are penmnitted
to, end almost always do, pass those contribution asseasments though to their end-user customers., See 47 CFR. §
54.712. Fund assessmenits paid by contributors are determined by applving the quarterly contribution factor to the
contributors' contribution base revenues. In the second quarter of 2007, the contribution factor reached 11.7
percent, which is the higheat level since its inception. See Proposed Second Cuarter 2007 Ukiversal Service
Contribution Factor, CC Docket No. 96-435, Public Notice, 22 FOC Red 5074 (Off. of Man, Dir, 2007, The
coniribution facior bas since declined slightly to 11.0 percent in the fourth quarter of 2007, Propoyed Fourth
Ouearter 2007 Universal Service Coniribution Facier, CC Docket Mo, 96-45, Public Notiee, DA 07-3928 {Off, of
Man. Dir., Sept. 13, 2007).

' Universal Service Administrative Company 2006 Annnal Reporl, 39 (2006}, available at
hitp:/fwww usac.ony_res/documentysbout/pdliusac-anmual-teport-2006.pdl {SAC 2006 Al Report).

"2 See Universal Service Mowitoring Report, OC Dockel No, 93-202, Prepared by (he Federal aud State 51alf for the
Federal-Slale Joinl Board on Universal Service in CC Docker No. 2645, Table 3.2 (2008) (Universal Service
Mownitoring Reporf).

' lacuinbent LECs received $3.129 billion in high-cosl suppon. in 2003; $2.133 billion m 2004; §3. 186 billiou in
2005; and ¥3.116 billion in 2006, Universal Service Monitoring Report, al Table 3.2 (for 2003, 3004, and 2003
data);, INAC 2006 draual Report at 41 (for 2006 data). Tn 2001, much of the growih iu high-cost supporl was
atiribulable 1o removing implicil subsidies from access charges and the incluaion of these anounds i explicil
universal service mechanisms adopled in the CALES Order and the M4G Plan Order. Sce Accese Charge Reform,
Price Cap Perfonuance Review for Loval Exchange Carriers, Low-Folume Long-Divtance Users; Federal-State
Joint Board on Universel Service, Sixth Report aad Order in CC Docker Wos, 26-262 and 94-1, Report and Order in
CC Dockeat No. 99-249, Eleventh Report and Order in CC Docket No. 96-43, 15 FOC Red 12962 (2000 (CALLE
Ordery; Multi-dxsociciion Group (MAG) Plan for Regulution of fntersteie Services of Non-Price Cap Incumbent
Local Exchange Carriers and Interexchange Carviers; Federal-State Joing Board on Universal Service; Access
Charge Reform for Incumbent Local Exchange Carriers Subject to Rute-of-Reiurn Regulation; Prescribing the
Authorized Rate of Reiurn From Interstaie Services of Locol Exchange Carviers, Second Report and Order and
Further Notice of Propozed Rulemaking in CC Docket No. 00-236, Fifteenth Report and Order in CC Dockei No,
95-4%, and Report amd Order in O Docket Mos. 93-77 and $8-166, 16 FCC Eed 19613 (2001) (M4G Plan Order),
reco, pending.

“ Universal Service Monitoring Report, at Table 3.2; USAC 2008 Annual Reporral 41,

-~
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months of 2007." Annualizing (his amouni projects that they will receive approximacely $1.11 billion in
2007,

L  DISCUSSION
A, Bagis of Support for Competitive ETCs

5. To ensure the snfficiency of the universal service mechanjsm,'™ we believe thal the
Commission mnst fundamentally reform how we distribute support under the existing high-cost
mechaniam, We therelore tentatively vanclude that we should elimmale the Commission’s curreni
identical support 1ule for compatitive ETCs, which bears no relationship o the amouni. of money such
competitive ETCs have iuvesied in 1ural and other high-cost areas of the country."” We Hurther (entatively
conclude thal a eqmpetitive ETC shonld receive ligh-cost suppon based on 19 own cosls, which beiler
rellect real invesiment in roral and other high-cost aress of the couulry, and which creates greater
incentiver for invesimeul iy sunh areas.

6. T i3 1996 Rerconunended Decision, the Ioiut Board recommended frter afia that the
Couunission should “establish ‘compelitive neatrality” as an additional principle npon which it shall base
policies for the preservalion and advancemeni. of universal service.”'® The Joint Board did not define
whal il Ineanl by “competitive nealrali'y,” however. The Joint Roard furthier recommended that the
supporl payments (o incumbeni LECs be nade “portable™ (o competitive ETCs. Specifically, it
recommended that “[a] CLEC should be allowed io receive suppon paymeniy fu Lhe exient thal it is able
to capture subscribers fommerly served by cartiers eligible for ffoze) support peyments or to add new
cusiviners in the incumbent LEC's siudy area.™ The Joint Board alsa recommended that high-cost
support be limirted fu “a single connection o a subscriber’s principal residence. ™

R u May 1997, the Cominisvion adopied the majority of the Joint Board's
recommendatious.” First, it adopted “compelilive newscalily’” as a principle for universal service suppuat!.
The Commissigu provided the following very genetal definilion of eompelilive neutrality: “competitive
neuirality means that universal service suppom mechanisms and rules neither imfairly advanege or
cisadvantage one provider over another, and ueitler unfairly favor or disfavor one lechnelogy over
another.”” The Commigsion did not explain what it meant (o “unfairly advamage of disadvautage one
provider over auother,” however. In addition, the Commission acknowledged (hei, “given the

'* See Universal Scevice Adinivistrative Cownpany, Universal Service Fund Facis — High Cost Quartevly Frogrom
Srrisricy; High Cost Prograr Support Distribution By CETCy & [T ECs [998 Throush 202007,

lutpifwwnw, waiversglservice.orsd  fes'd newnents/gboulpdt Tund -fac 1/ O INCETC-IL.EC Y2 20Distribubion pdf
(July 2}, 2007},

M Saa 47 US,C. § 254¢h)(3).
' Sae 47 CER. § 54.307.

¥ Federal-State Joint Board on Universal Servies, Recoimmendsd Decision, 12 TFCC Red 87, 101 at para. 23 (Fed-
State T Bd. 1906) (hereinaller First Revommended Decivion).

1% 14 al 238, pam. 226, The Jqin Board had recommended (hat supporl. [or reral carricrs be frozen at the per-line
anounts they wert roceiving al the liae uotil rorel carricre were pradually shified o 2 proxy-based methndology.
See id, al 151, paras. 28-29. The Conunission declined 10 adopt 1bis recanuoendalion. First Repowt and Grder, 12
FCC Red al 6957-18, pars., 297.

* First Kecommended Decision, 12 T7CC Red al 132, pars. 89,
! First Report and Order, 12 FCC Red 8776,
2 12 al 8801, para. 47.
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complexilies and diversity of the elecomninunications markeiplace # would be extremely difficult 1o
achieve sirict compeiirive aeuleality.™

8. The Commiasion also adopted the Joinl Boand's recommendalion that it make incomben(
camiers’ support payinents “porlable 1o olher eligible telecommunications carriers.” In justifying this
portability requirement, both the Joinl Board and Conunission made clear thal they envisioned fat
coinpetitive ETCa would compete direcily ayainsi. incumbent LECs and uv o lake existing cusiouiers
from them. Thus, for exawmple, the Commission explaiued:

A competitive carvier thar s been designated as an eligible lelecompnications carrier
shall receive universal service suppon {o the extent that it capiires subscrihers” lines
Jormerly served Oy mu incunbent LEC or new customer lines in that incyinbent LEC's
sludy erea. At the same time, the inenmbent LEC will continne (o recaive support for the
cusiomer lines il continues to serve.”

o, The predictions of the Joiul Board and ihe Commission have proven inaccursle, however.
Firat, they did noi [oresee that competitive ETCs might offer supported serviees that were not viewed by
eonsumers ag substilutes for (he incumbent LECs supparted gervice, Second, wirelesk carriers, ratlier
thau wireline competitive LEC, have reseived a majority of competitive ETC desipnations, serve a
majarity of competitive ETC lines. aad have recsived a majority of competitive ETC supparl.™ These
wircless competitive ETCe do nat caplyre lines from the incombent LEC to become a customer’s sole
selvice provider, except ina stall portion of households.” Thus, rather thau providing a complete
substilute for tradil ional wireline service, tliese wireless compelitive BTCs largely provide imobile
wireless Ielephony scrvice in addition (o a cusiomer’s existing wireline service.

10, This has created a number of sericns problems for the high-cost fund, and calls into
quesliok the ratiguele for the identical support 1ule. Fimt, insizad of competitive ETCs compeling ageins
the incumbent LECs for a relatively fixed nomber of subseriber lines, the cenification of wireless
compelitive ETCa has led to significant increases in the tolal number of supported lines.”® Beceuse (Le
majority of households do ot view wirelite and wircless services (o be direct subslilutes,” many

3 14 at 8802, para. 48,
™ 14, at 8832, para. 287; 8644, paca. J11.

% rd at 8932, para. 247 (ampliasis added); see afvo id. al 8944, para. 311; First Recowmmended Decivion, 12 FCC
Rcd nr 238, para. 204,

% See Loler foam Jelfrey A. Eiseuach, Chairman, Crilerion Economics, LLC, 1o Marlene H. Donich, Saoretary.
Federal Coinmunications Coumnisaion, CC Docket Mo, 96-43, WC Docket Mo, 05-337, Alach, The Elfecm ol
Providing Universal Servies Subsidies o Wireleas Camiers st 16-18, App. B {liled June 13, 2007) (Criterion Beport)
{elainung thal, in 2006, 68 percent — 192 oul of 281 — of all coinpetitive ETC service areas were wireleay sorvices
arzas, and that 94 percent — $770.5 mullion otl of $520.3 million — of all competilive FTC suppen went 1o wireless
compelilive ETCs).

¥ See 2006 Commervial Mobile Services Repore, 2| FCC Red at 11027, para. 208 (cilug survey reporiing that only
approximalely & percent of 10.5. households relied exclusively on wireless phones in 2003),

% Batween November [, 2002, and Augusl 2, 2007, the tola) qumber of bnes served by all ETCs receiving Interstate
Conuoon Line Svppaet (ICLS) or Interstale Access Supporl (JAS). including competitive BTCs and incumbent
LECs, increased by appraximately 35.6 miflion, Competitive ETC line counts, which grew by approximately 27.%
1pillion dyring thal pariod, drove the increase. See Universa! Service Administeative Company, Federg! Tsfveriof
Service Support Mechanisms Fund Size Profections for the Fowrth Ouwarier 2007, App. HCO%, HC I Z (Niled Augnst
2, 2007); Universal Rervice Admindslrartve Company, Federad Lnjversal Service Support Mee honfsms Fund Size
Projections jor the First Quayier 2003, App. HUOE, HC14 {filed Moy, 1, 2002).

¥ See Petition of Owest Commenicotions fteretional Ine. for Forbearance jrom Enforeement af the Commicsion's
Doamigant Carvier Bules 45 Thew Appfy After Section 272 Sunsets, W Dockst Mo, 05-333, Memorandum Opinion
{conlinued...)
5
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houseliolds subscyibe 10 both services and receive support for imalliple lines, which has led to a rapid
increase in the size of 1he fand.™ [n addition, the identical support rule fails io create efficient invesiment
incentives for competitive ETC3." Decanse a coinpetitive ETC’s per-line suppon is based solely on the
per-line suppor received by the incuibent LEC, rather than its own network invesimenis in a1 grea, the
cowmpetitive ETC has litrle incenive lo invest in, or expand, its own facilities in areas will low population
densitics, thereky cont@vening the Act's aniversal service goal of improving the access 1o
teleconununications services in rural, insular and high-cost areas.™ Instead, competitive ETCs have a
peealer incenlive (o expand the aumber ot subscribers, particularly thoses localed in the lower-caat pans of
Ingh-cost areas, rather ihan to expand the geographiv scope of their networks.

1. For ihese and other teasons, nnmerpns partics and 1ie Jount Board have recominended
thiet the Commission consider abandoning the identical snppoer rule aod replacing it with a requirament
that counpetitive ETCa receive support based on 1ieir own cos's, Siace 2004, several parliss have
reconunended that the Commission make snch a change.™ Moare recently, on May 1, 2007, the Join
Board iszued a recommended decision that “reconunendfed] the Commission consider abandoning the
identical support rule” and also issned a pnblic nolice thair sought cotunent on comprehiensive high-cost
reform, including “whether the Commission should replace the cunvent idenlical sippor ole wilh a
reqnirement (hat competilive ETCs demonshate (heir own casts in order to receive supper.”™ The Joint.
Poard also sought comment on other possible aveaues of cornprehensive high-cost reform.*

(...continued Fom previcus paget

and Order, 22 FCC Red 5207, 5218, parz, 17 (2007) {stating thar a majorily ol presuhscnbed inlercschonge
costomers aleo snhseribe ko 1onhile wireless service); faplementofion of Seviion 600200} of the Chanibuy udset
Reconcifiation Aot of 190X dnaual Report and Analysic of Competitive Markel Conditions with Resprrt i
Commercial Mobile Services, WT Dockel Ho. 06-17, Elevenlh Report, 21 FOU Red 102047, 11027, para. 205 (1006)
{ciling snrvev repomig that approximately § percent of U.5, lwonseholds ralied exclosively on wireless ghones in
2003).

* See Congrensional Budpet Ofice, Faciors that May Increase Future Spending from the Universal Service Fund
12 (2008) (“The facl that witelesd entranig aee providing addilional elephong service eather than eeplaceinent
parvice in inaimy casey is parl of Lhe reason thal wotal spending for supporl grows when wireless carriers enter a
inarkel covered by {he USE.™).

" Efficient investmenl by ETCs would lower ik amount of high-cost supporl necessary, helping lo keep univerial
gervice supporl suflicienl. See 47 U.8.C. § 254(bY 5,

" See 47 ULS.C. § 254(B)(3).

W Ses, £.g., Reply Conments of the Rural Telecommunications Associatous, CC Dockst No. 96-45 at 11-13 (filed
Sept. 21, 2004); Reply Comments of the Mid-Sized Carmier Coalition. CC Docker No. 86-43, 23-27 (filed Sept, 21,
21iMdY); Comments of the Coalilion of Male Telecommunicationy Associalion and Rwzl Telephone Companiea, CC
Docket No. 9645 at 17-18 (filed Aug. 8, 20064y, Inial Commentd of the Natioual Telecommunications Cooperative:
Amsoctation, CC Docker No. 9645 at 13-14 {tiled Aug. 6, 2004).

4 High-Cogt Unjversal Service Suppen; Federal-State Joint Board on Universal Service, WC Dockel Mo, 05-317,
CC Dockel No.96-15. Recommiended Decision, 22 FOC Rod 8998, 9001, pare, 4 (Fed.-State Ji. Bd. 2007) (2067
Recommended Dlecowm).,

3 Federai-State Joint Board on Universal Service Seeke Comment on Loang Tena. Comprohensive Migk-Cast
Lrivercal Service Reform, WC Dockel No, 145-337, CC Docker No. 96-45, Pablic Melice, 22 FOO Red 94023, 9026,
para. 7 (Fed-State 1 T, 2007) (2007 Joint Board Public Notee).

14, 01 9024-27, paras. -8B, We hereliy incorporate the record Lhal los been and will cominne v be filed in
response 1o e 3007 faint Bogrd Pufic Nofice into Lhis proceading, incloding withnul limication all submissions
made cn eliminating the identical supporl rule and on any ol Lhe other compreliensive lugh-cost relorm issues
identitied in that Public Norice. Auy party wishiug (0 update the commews it fled in respouse W the Public Notice
in Lhiz proceeding may do so,
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12. Given {he pear-nnanimous suppon of Taini Board meinbers for the Commission moving
Lo eliinjnate the identical suppor rule,’’ and for Ui reasons set forth above, we tentatively couclude tat
the goal of noiversal service will be better seyved if we eliminate the identical support rule and instead
provide supper bazed on the competitive ETCs™ own costs. We teuletively conclude that such a change
in policy is further jusiified by the [ailure of ihe identical Jupport tule Lo reward invealment in
communicalions infrastructure in rural and other high-cost areas.*® Additionally, we lentatively conclude
ihal we sliould require compelitive ETCs that seek high-vost support io file cosl data demonstrating their
costs of providing service m high-cost service areas. We seek commen!. on whether ihis proposal is
consistent with (he goal of cowpelitive veuirality, given that the majority ol competitive ETCs generally
da ot sell services (liat consumers view as dincet aubstilotes for wirelive services. To the exlent that
comumeniers argne thal. climination of the identical support rule wonld b inconsistent with the goal of
compelitive neultralily, we seek comment on whether snch a minimal depanure is compensated by the
poteutial stabilizalion of the high-cost fund and iinproved investment incentives thal would result from
the rule chanpe. We scek comment on the above analysis and on these propisals,

B. Determination of Costs for Competilive ETCs

13. We teniatively conelnde that competilive ETCs should [ite cost data showing Their own
per-live costs of providing service in a snpporied service arca in orer to receive high-vost vniversal
service snpport. Specilically, we propose that each competitive ETC <hould lile cost data witl the
Commisgion or Lhe relevant slaie commission — whichever appraved, or subsegnently approves, its ETC
applicalion — on an annual basis and line-cownt data on a quarterly basis. We futlher propose that
competilive ETCs have Lhe option of npdaiing (heir cost dala on & quartesly basis, as do rural incumbenls
today.™ Only iFIhe cost dats is approvid by the relevant state commission or the Cammiddion may the
colnpetiive ETC then file the cost daia snbmission with the Universal Service Adiminisiralive Company
(USAC). We seek comiien! on these tenlative conclusions, Additionally, we invile panies to subinit
detailed cost data propegals or. in the case of competitive ETCs, aclual cost data that wonld enable us lo
- comnpare their codls for suppored services in high-cosl areas to (hose of incumbent LECs for ihose same
areas. We note thal Advocsles Jor Regulatory Action submited a proposal to replace the identical
support n:ulr: with wireless carrier actual costs {(lhe WiCAC Proposal), and we seek comment on that
proposal.

1. Mz ibnds (or Examining Compelitive ETC Cnsts

14, Considtent wich our lentative conclusions above, a competilive ETC wonld be required (o
report aufficient cost intonnation ta allow the Comnmission or the slale commissions to evaluala
competitive ETC s costs for purpases ot deterinining high-cost support. We scek comimnent on the inanner
in which camnpetitive ETCs should be required to report their costs.

15 Divadegragation. Incurnbent LECs are required (o separate Lheir nelwork cosls into
components pursnant to Part 12 of ihe Camunission’s rules."" Rural incnmbeni. LEC's receive high-cost

¥ 2007 Recommended Devision, 22 FCC Red at 9007, para. 12,

% Yee Criterion EReport al 42, Elintinating the idenlical support rule 1o compeansate compeiitive ETCs mora direetly
lor their invesiments will help 1o ensure |hal quality services will be available o the competilive ETC’s custouners al
alfordable rales, and (hat access to lelecoinmnanicaiicns services are gvailable in a1l argas of the nalion, including
rurzl and high-cogl areas. See 47 US.C. §§ 254(b) 1) apd {31,

¥ vee 47 CTR 88 36,611, 36,612,

N1 eer from Jeflrey I1. Suniih, Advocales for Reguluory Acrion, 1o Marlene 11 Dorche fecretary, Federal
Communicaiions Commission, WG Dockel No. 05-337 and CC Dockel No. 96-35 (Aled July 12, 2007 (WiCAC

Proposal Leiter),
147 . F.R. Par 32.
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loop suppont. (HCLS) on a per-line baals based on <o9i3 assigued 1o Lhe comemon line network componeni,
and non-rural incombent LECs receive Ligh-cost mmadel suppott (FICMS) on a per-line basis for the
commmeon line, loco] switching, and local teanspon nelwork componenis. Allhough tradilienally we have
not regulaied the manner m which non-dominant carmiers record their costs and revenues, we seek
commenit here on whether we should require competitive ETCs seeking high-cosl. supporl 10 separale
cosly o nelwork components in a similar manner, 5o that their costs can be compared io the incumbent
LECs' cost benchmarks for purposes ol determining whethier compelitive ETCs qualify for high-cost
support. We furiler seek comunent on wliether the Cowrunission should develop a system of acconnls tor
competilive ETCs, including wireless carriers, thail mirror the Part 32 nules applicable to incnmbent
LECs.® For example, the WICAC Proposal would utilize 23 specific Part 32 accounls (0 caleulate
wircless competitive ETC costs.™ We seek commenl on the Wil AC Proposal’s use of Part 32 accounis
specifically 1o delermine wireless compelilive ETC cosiz. We also seek comment generally on other
possible meihods of Ideniifying the nelwork components and associaled costs in a wircless nelwork that
are equivalent to a wireline caivier’s local loop, switching, and Iransporl components. We alse seck
commenl. on wheiler, if we require disaggregation of cosls iwn nelwork components, competilive ETCa
sliould be able Lo recover costs for dilferent nelwork componenis for non-rvral service areas than Ioi tuial
service meas. Finally, we seek comment on whether the Commission should consider any limilations on
{he iotal per-line support available 10 ETCs iu a designated area.™

L6. Geosraphic Disagerepation. We further seek comment on whether, because compeliive
ETCs will, in general, operale in multiple stndy areas of ineuinbent camiers, il will be uecessary 1o
disaggregale cach compelitive ETC?g cosl by relevant competitive ETC service area, and by the relevant
incumbent LEC sindy area, wire cenler, or disaggregalion zone.”® We scek comnent on whether the
defanlt methodology for such geographic disaggregaiion aliould be ta allacare caosts {total or by mdividual
network compouent) in proporion to the active relephone numbers emplayed or the nuriber of customera
served in each sludy area. As an alternative, if a competitive RTC can dewanseeate that il las aintained
separate cosl groounts by individnal sludy area, then these acconnis can be wsed 1o repart cost tov each
study aven individually. We eeek commen! oa these lssues. We also seek coinmeni on how ta besl ensure
that a competitive ETC does ool inllale Kie costs being allocated to high-cost areas ad comnpared to lower

¥ We note that e Part 12 rules apply dilterently io incumbent LECs based on their sizes, with less siringent
requiremens for spaller incumbew LECs. See 47 CF.R. § 32.11. We seek comment on whether simnilar reatment
should be applicd (o sinaller competitive ETCs.

¥ WIiCAC Prpasal Letter at 3-5, 9-17,

u For example, an incumbent LEC that receives support under the rural HCLS mechanism receives supporl based
o ik [oap costs, whereas an jncumbent LEC that receives support under the non-racal ICMS mechianisin receives
suppor based on farwiard-looking loop, local switching, and local interoffice teansport costs. See 47 C.F.E._§
36.631L, 54309, We seck coimruent on whether a competitive ETC seeking HCMS in a non-roral area should receive
suppom based an the costs that would be equivalent ko incumbent LECs? local loop, local swichiug, and local
transport costs, while ane seeking HCLS in a rural area should eeeeive support hased on the costs that would be
equivalent to incumbent LECS” lacal loop costs only, To the extent the Commission concludes that conipetitive
ETCs may confinve to seek support for local switching costg (in thoge areas where local swilching suppon is
available to the incwinbent LEC) in rural areas, we seek comment on whether this support should be based on costy
equivalent to the incumbent LEC's switvhing costs, See injta para. 24.

¥ See infra seclion 11LD.

a Disaggragalion i% Lthe subdivision of a siody area into relatvely high- and low-cost areas for Lhe porpose of
mrgeling wiiversal service support Lo the high-cost areas. The subdivisions are disaporeparion zores. Sev Federaf-
Stare Joint Board on Univarsal Service, Multi-dxscciativer Growp (AMLAG) Plan for Re mufaiion of Interstate Services
of Non-Frice Cap fncimbert Locaf Exchanee Carnicrs amd Iatererchwngy Carriees. Founeenlh Repor and Onder,
Tweuly-Second Order on Reconsideration, and Fonhes Notice of Propeeed Rulenaking in CC Dockel Mo, 96-43,
and Beport and Qrder in OC Docket Mo, 00-256, 168 FOC Bod 11244 11299-30%, paras. 116-64 (2001).
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cost areas for which Lhe conpetitive ETC may not be sceking aupport. For example, should we require
ihat a competitive ETC identify total costs for all sindy areas or wire centers ag well ag the apecific cosis
which e competilive ETC is associaling wilh ilie study or services areas or wire cenlers for which il is
seeking support? '

i7 Wirelesi-Specific Costs. We icnlalively conclude that wireless specimum <osts should be
included in high-cost support cast submissions only to the exient that the compelitive ETC actually paid
for the apecirum, either through sn auclion or by purchasing it on the open market. We also tentatively
conchide that a carrier should not be able (o assign a market valuc or opportunity costs 1o spect rum.
Thus, a wirclcss provider 1hai obtained speciruin at auction would be able to include the price it paid Ior
the spectruin al wochon, but if a carricr oblained ils specirum (hrough a loltery, it wonld not be able to
recover any cosls for the speciium o the high-cost universal service mechanisma.'’ Funher, we
ienlatively conclude that witeless handsets should not be Lrealed as an allowed expense, both because they
are moie akin to aditions] costomer-owned iclephones in & wireling network than o the network
interface device, and because 1)e handsets are purchased by subscribers rather than leased to cuslomers by
carriers, We seek comment on these fenialive conclusions.

2. Cost Reportiop Requicrements

18. To aid e Conunission and slatc commissions m 1heir ieview of compeliive ETC cosl
snhmizsions, we propose a general set of rules tov goveru the cast dala submitied by compstilive ETCs.
We lentatively conclude that the compelitive ETCs should use Geuerally Accepied Acconnting Principles
(GAAT) and, with the exceptions digcussed below, the accounting methodologies should be ihe same as
those used W provide information about lhe company’s performance to exlernal parties, such as inveslors
and cieditors. The cosl of capilal should be sesumed o be 11,25 percent, which is the average cost of
capital used in ihe Commission’s forward-looking model and in other regulalory proceedings,*®
Deprecintion expense should be compuled m & manner consistent with GAAT, and, in addition, the same
depreciation scliedules used by the compeiitive ETC in any other finsucial reponts mnst be used for
pu.poses of detenniniig total nelwark cos! for universal service suppori purposes. Operating and
mainiguance expense sliould be based on astual expenses lucumed. The aliocation for carpordte overhead
shonld be comparable (o the limitations imposed on rural and non-1ural carrjers. Specifically, for rutal
carriers the amannt of corporale operalions expenses included m determining high-cosi loop suppont iz the
leaser of acrval expenscs or the amonnt calenlaled under the formulas in section 36.622(a)(4) of the
Comumission's rules.® For nou-rural carriers, the inpul value for common support services expenses is
$7.32 per Jine, per month. ™ Cansisient. with the approach nnder the HCMS 1ules, coaporaie aperations
expenses for competitive ETCs serving non-rural study areas wonld be the lesser of acinal expenses or
$7.22 per ling, per momth. Funlier, any costs not kept in separate books of arcouwt should be ideatitied
aud alloceled to the appropriate siudy area based on aclive lelephone mnmbers emploved or the nuinber of

7 Similarly, oblaining speciruin by purchasing a comperty or the 233l of 2 company does not in and of jiselt
qnalify the specirum for inclusion in high-vost support costy.

b FPrevcribing the duthorized Rare of Rerurn Yor Interstate Services of Laced Exchange Coarviers, CC Dockel Mo, B9-
624, Order, 3 FCC Bed 7307 (1000} (prescribing anthorized rale af return at 11,25 percent); A7 Plan Order, 15
FCC Red al 19700-02, paras, 206-10 (retining 11.2% pereent awtherized rate ol retom). The Commission’s Highe
Cosr Proxy Model, used 1o calenlated HCMY. agswmes an 11,25 raie of remm. See Federaf-State Jaint Board on
Dnhversal Service, Forward-Looking Mechanism for High Cost Support for Now-Rura! LECs, CC Dockel Mos, 96-
45, 97-160, Tenth Repon. and Oeder, 14 FCC Kod 20 28, 20347, pars, 432 {1999) {Tenth Report and Order),
affirmed, Owest Corp. v. FCC, 258 F.3d 1191 (10® Cir. 2002).

¥ See 47 C.FR. § 36.622(a)(4).

*0 Sze Tenth Report and Order, 14 FCC Red a1 20321, para. 182 & n.844. Rather than using the 57.32 directly ag an
inpul. value, however, lhe Inodal naes this amount, annualized and adjosied for uncollectililes, or $92.443 14,
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customers served ™ Al| elements of the cost report will be subject 1o audit. We seek comunent on these
observalions, propasals, and tentative conclusions.

5. [t wmay be necessary (0 adopt additional requiremens conceming tie inanner in which
compelitive ETCs are allowed to report their costs. For example, alihough specimum acquired througl: an
auchiou or purehased air the open market may be a legilimate busivess expense, it is not clear that we
shiwuld allaw carriers lo earn a return of [ 1.25 percent on these invealnents in perpeluity 1 specimum costa
are nol depreciated  In addiiion (o thoge issues identified above, other issues may arise duc io
fundanental dilterences between witeline and wireless uetwork desion. We seek coiminent on these
issues. We also seek commenl. on wheiher we should adopt any additional requiremenls on the
compeditive ETC cost submiasions.”

C. Celculation of Suppert

20, As noled above, we seel comment on whether a competitive ETC should recelve Ligh-
cost universal service support based oo its own cosls by applying the same benchmarks that are applied to
the incumbent LECs cosls 1o determing s supporl. For example, in the case of 4 competitive ETC
providing service in a non-rural stody ares. 2 cost per line would be developed, which would be compared
lo the benchmark threshold for suppont caleulated by the High-Cost Proxy Model. For competilive ETCs
providing service to raral stody areas, & cast per line would be developed for cach compelitive ETC for
gach incumbeni study area that il serves. Support couldd be determined by comparing the competilive
ETC’s cosl. per loop incurred (o provide the suppottad services to the national average cost per loop
developed by the MNational Exchange Catvier Assaciation (NECA) pursuant to seciion 36.613 of the
Commission®s rules, a3 adjited 1o accoinmodale the cap an incombent high-cost loop support.™ We
seek comunent o this meihodology and oiher possible methodelogies for providing support io
competilive ETCrs serving miral arcas. Similarly, we seek colsmenl on a melthodelopy for developing
support based on wireless costs for competitive ETCs serving non-riral areas. We also geek cominent on
wliether we shovid develop a method of estimaling wireless canpetitive ETCs” forward-looking
ceonomic coals analogous Lo the High-Coat Proxy Model the Commission curentdy uses to caleulate
HCMS.

21, HCLS and HCMS both are calenlated in tenns of per-line support. Becanse a
compeiiiive ETC may have few or no lines when it fist receives its ETC designation, performing a
caleulation of per-line snppor al the milial (ime of markel entry likely would resolt in a considerable
upward bias in the resulting support aimount, We therefore seek commenl on whether 4 competitive ETC
shauld be required (0 praject its subseribership for some fotore poial in dme when perfonning its cost
submissions. 1o the exteni thal we require such snhscribership piojections, we seek comment on how [ar
into the fulure a coinpelilive ETC shonld be 1equired to project {e.g., 3 years, 5 vears). We also seek
coinment on whether, and when. it wonld be appropriace ty switch fromn projected future snbscriberihip 1o

* Lee infra Section [1LB.3.

*2 See Finaucial Avcounting Standards Board, Statement of Financial Aceomting Standards No. 142. Goodwifl and
(ther Infangible Avyets (June 2001) (providing thal an inlangible asset willi an indelinile usatul life shall not be
amortized, but rather evalnated for inipairmesi af value each reponting period); see ala, ez, Alllel Corporation,
Form 10-K, at ¥-23-26 (Feb. 20, 2007} (“lit accardance will 3FAS No. 142, ‘Goodwill and Other Tniangible
Asgsels,” Alltel lesta ils goodwill and oiher mdefinite-lived inlaugible assets for impairment at least anmually, which
requires the Company o determine the fair valne of these inlwiglble assets, as well sa the Lair valus of its reporting
upils, ... The Compaty's ndehinie-lived inlangible aseats consise of ils cellular and PCS licenses.™).

3 We seek conunenl. on wiiether the metliods lor determining compelitive ETC cosls discussed above would
signilicantly ccemomically affect amaller compedlive ETCs. 1f 20, we peek commment on allemative methods for
smaller compelilive FI'Cs to submil informalion thai would allow the Coingussion and the slake compmissions
adequalely lo asuces thege companies’ coals for purposes of delermining hgh-cost support.

4 Sve 47 CF.R. 55 35.613, 36.622(c).
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actual subscribership. Furlher, for wireless ETCs, we seek comment on wietlher subscribership should be
based on the nuaiber ol handsels or on some other slalisiic, such as lxdividual billing accounts.

22, We glso seek commeni. on whether the Commission should examine wireless compelilive
ETC costs independenily (rom wireline LEC costs tor purposes of determining high-cosc suppart.
Wireless nelwarks inay be very different lrom wireline neiworks, potentially resulling in vary different
cogls, We seck cainmeni on methods for reviewing and delennining wireless high-cosi supporl on a
sepaate basis (rom the existing wireline mechanisms, and whether adopting such a separate wirsless
high-cost suppon ineclauism comports wiih the goal of competilive nevlralicy.

23 We lentatively conclude thal compelilive ETCs should na longer receive Iniersiate
Agcess Support (IAS) and Interstate Common Line Support (ICLS). IAS and ICLS were created hy the
Counmission in order lo maiulain e Comuission's cap on subscriber line charge (S1.C) mies that
incwnbent LECs may charge end users, winle eliminating the luplicil support found in cominon line
access charges, imposed by Incumhent LECs on interexchange cairiers, thal previously preserved the
lower SLC rales.” Some parties previnusly have argued that, because compelitive ETCs’ mies generally
are 1ot regulaled and they are nol subject 1o 8LC caps, they are able to recover their revenucs from end
ugers and have no need to recover additional interstate revenues from access charges or from nniversal
service, and therefore should not be eligible for suppart under IAS or ICLS,** We tentatively conclude
that permilling compelitive ETCS 10 reeeive [AS or ICLS s incousistenl with how competitive ETCs
recover (their cosls or set rales. We seek camment an fhese 1endalive colclngions,

24, Similarly, we seek commend. on whether competilive TTCs should no longer receive
Local SwitcInng Support (LE3). The Comunission created LES in the First Report and Order by
remo¥ing the existing Diel Equipment Minutes weighting subsidy from the access rale struchore and,
instead, providing carmriers explicit support from the universal service fund.” LSS (herefore includes a
number of agsampliong regarding switching cosls, such as the economies of scope and scale, thal are not
likely to be accucate for competitive ETCs. We seek eommunent on whether LES should uo lomger be
available W competitive ETCs.* Accordingly, if competilive ETCk no longer receive [AS, ICLS, and
LSS, competitive ETCs would be permilled Lo receive high-cost suppoen nuly Ior theic local loop-
equivaient cosls, W the extenl such costs can be shown to be high-cost. ' We seck copuneit on whether to
limit competitive CTC support in this inanner.

* See CALLS Order, 15 TCC Red at 12975.76, paras, 31-32; MAG Order, 16 FCC Red at 19667-69, paras. 128-31.

* See Letter from Mary L. Henze, Senior Direclor Federal Regulatory, AT&T, to Marleue Dortcll, Secrelary,
Federal Comnunications Commission, WC Docket No, 05-137, CC Dockel No. 96-45, Alach. {[iled Mar. 22,
2007

T Universal Service First Report and Order, 12 FUC Red at B940-41 pﬂIﬂS.. 303-4.

% We also note (hat the Conunisaion and the Joinc Board are currently considering reform of ligh-cosl support
mcloding LS8, (or mueal camiers. Sea Federm!-Seue foint Roard op Dimiversal Service, O Dockel No, 248-45, Crder,
19 FCC Red | 1438 (2004) (requesting recommendations from the loint Board regarding reform of roral higl-cost
support mechanisms). Federal-State Joint Board on Universal Service Seeks Comment on Certain of the
Commission s Rules Relating to High-Cost Universal Service Support, UC Docket No. D6-43, Public Notice, 19
FCUT Red 16083 (Fed. -State Jt. Bd. 2004); Federal State Joint Board on Uniwersaf Semvice Seeks Comment on
Proposals o Modify the Commission's Ruies Relating fo High-Cost Universal Service Sugpors, CC Docket No. 96-
45, Public Notice, 20 FCC Red 14267 (Fed.-Slale Tt Bd. 2005); Federal-Stute Joimt Boged on Liniversal Service
Seeks Comment on the Morits of Using Auctions to Determine High-Cost Umiversafl Svvice Support, WC Docket
N, 05-337. Public MNotice, 21 FCC Red 9292 (Fed.-State Tt Bd. 2008, 2067 Joint Board Public Motice, 22 FCC
Red at 9024, para, 3,
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D. Ceiling on Competitive FTC Per-Line Supporl

23 We seck comment ou whelliar we should establish a ceiling on the per-line high-cosi
suppart thal a competitive ETC may receive. An incumbent LEC's HCMS is limited by the forward-
lyaking esiimated costs produced by the inodel, even if the incumbeni LEC’s actual costs are higher, For
competitive ETCs providing service in non-rural study areas, we seek comment on setling He ceiling at
the per-ling HCMS thar the incumbent LEC receives in a particular wire center, For cotnpetitive E1'Cs
praviding service in rural areas, we seek comunenl on setling the ceiling at the amount that the incumbent
LEC eceives fiom HCLS ar, in the allernative, at the sum of the per-line HCLS and LSS that the
incumbent receives.” Adopting a ceiling for competitive ETCS at the level of incuwnbent. LEC support
cauld avoid rewandiug compeiitive ETCs for being inelficient and reduce incentives for compelitive
ETCs ta inflate their cos1s. We seek commeni. on this analyaia, a3 well a3 on whether ihere are any other
approaches for adopling a ceiling for comnpetitive ETC fouding.

E. Qeher Tsgues

25 We also seek coinnent regarding the sufficiency of the Commission’s exisling use
certilications with respect to competitive ETCs. Section 254(e) of the Act mquires that *[e] carrier 1hat
receivis [universal service support] shall use i suppont enly for the provision, maintenance, and
upgrading of Eacilities and services for which the support is intended. ™ Currently, the Commission
requites ach state to file an annal certification staling that all federal high-cost universal service support
provided 19 LECs or compeatitive ETCs withio the stale will be used only for the purposes for which the
sappart is jutended ® The Commission also requires that cach LEC or compelitive ETC 1eceiving TAS or
ICLS must file a cefification 1lat the high-cost snpport received porsuant to tose mechanisme will be
used for the intended purpose.” Some parties contend, however, thal wireless competitive ETCs are uot
using (heir universal service support Lo promote nnlversal service goals.™ We seek comment on whether
these certifications, as well as the Commission’s rules requiring competilive ETCs Lo submil [Ive-vear .
build ont plans {beginning October 1, 2006)," provide sufficient prolection against misuse of nmiversal
service support by comnpetitive ETCs. We raquesl thal parties arguing that stronger proteclions are
necessuy identily wilh specillcily any recommended additional proteciicns.

Iv. PROCEDURAL MATTERS
A. Initial Regolatory Flexibility Analysls

27. As required by the Regulalory Flexibility Azt of 1980, as amended,” the Commission has
prepared an Initial Regulalory Flexibility Analysis (IRFA) for this notice of proposed rolemaking, of the
possible aipmificant ¢coonomic impact on a substantial vunber of small entities by the policies and rules

* 1t the Commisaion ultipalely concludes thal compelitive ETCs are nol eligible for LS, the ceiling would be sat
at the per-line suppert anounls lhat the ineninbent LEC receives fren the HCLS.

%47 V8.C 5 2%de)
8 47 CFR. BE 54.313, 54.314.
847 CFR. §§ 54.809, 54.504.

® Lee Rurgl 11 ECs Petilion for Revocslon ol Sprink/Nextel's ETC Designation in Virginia or, Altemalively,
boniom 10 Slww Cruse, OC Dockel No. 96-45 [liled June 4, 2007). On Tuly 2, 2007, the Windlins Comperition
Buoreaw songht conunent oo s pelition. Cemment Sought on a Perition by TDS Teleconmnunications Corp.,
Fafrpoint Commuaricarions, Inc, aind Burke s Garder Felephane Company for Revocation of SpringiNexte! s ETC
Derignation in Firgimi, or, Altcraativel), Mofion o Shew Cayse, CC Dockel No. 96-45, Public Notice, 22 FCC
Red 12727 (Wireline Comp. Bur. 2007

M AT CFR. § 54.207 () 1)),
Y5150 § 603,
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proposed in Ihis notice of proposed rulemaking. The IRFA is ic Lhe altached Appendix A. Wrilten public
comments arc requested on this IRFA. Conuneunts must be identified as responses Lo the IRFA and must
be filed by the deadlines for comnents on the nolice of proposed ruleinaking. The Commission will send
a copy of ihe nolice of proposed rulemaking, including this IRFA, to the Chief Conngel for Advocacy of
ihe Small Business Administration.® In addition, the notice of proposed 1ulemaking and IRFA (or
summaries thereol) will be published in the Federal Register.”’

B. Paperwork Eeduction Acl Analyris

28, This documen! contains proposed new mmformnalion collection requirements. The
Commission, as parl of ils continuing effon. lo reduce paperwork burdens, invites the general pnblic and
the Office of Management and Budget (OMB) to commenlt on the infonnation colleclion regniremenis
contained in this document, as regnired by the Paperwork Reduction Acl of 1995.% Public and agency
commenls arc due 60 days alter this nolice of proposed rulemaking is published in the Federal Register.
Coinmenls slionld addvess: (a) whethar the proposed collection of information is necessary for the proper
performance of the [inclions of the Commission, inelnding whether (he inlormatiom shall liave practical
ulility; (b} the accuracy of lhe Commission’s burden estimates; {¢) ways 1o enhance the qualily, uiility,
and clacity of the informalion collected; and (d) ways (0 minimize the burden of the calleetion of
information on the respondenls, including the use of antomated collestion technignes or other forms of
information technology. In addilion, pursuant to the Small Business Paperwork Rehiel Act of 2002, we
seek speeific comment on how we mighl “lurlher mduce the inforination collection burden for smatl
business concerns will fewer than 25 employees.”™

C. Ex Parte Presentations

29. This proceeding shall be treated as a “permii-bul-disclose” proceeding in accordance will
ihe Commission’s ex parfe rules.” Persous making oral ex parie presentalions are teminded that
memnoraida sununarizing the presentations wnst contain surmmaries of the substance of ihe presenfalions
and not merely a listing of the subjects discussed. Mors Lhan a ong or two seulence description of the
views and arguiients presented is genesally rtaqm'reu:i."r1 Other requirements perlaining to oral and wrillen
preseniations are set forth in section 1.1206(b) of (he Commission’s rules.”™

D. Comment Filing Procednres

a4, Pursuant 1o sections 1.415 and 1.419 of the Couunission’s miles,™ interested parties may
lile coirunents and reply cominents on or betore the dates indicaied on the firsl page of ihis document.
Coinments may be liled using: (1) the Commission’s Electronic Coinneln Filing Systam (BCFE); (2) the
Federal Government’s eRuletnaking Portal; or (3) by filing paper copies.™

*8 See 5 U.8.C. § 603(a).
71
® Paperwork Reduction Act of 1993, Pub, L, No. 104-13, 109 Stat. 163 (1995).

® Sinall Pusiness Paperwork Relief Act of 2002, Pub. L. No. 107-198, 116 Stat. 729 (2002); 44 US.C. §
1506(2)().

47 CRR §§ 1.1200-1.1216.
"L 47 C.F.R § 1.1206(b)(2).
47 C.FR. § 1.1206(11).

™ 47 CFR §§ 1.415, 1.419.

™ See Electronic Filing of Documents in Rulewiaking Proceedings, GC Docket No. 97-1 15, Report and Order, 13
FCC Red 11322 (1998).
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Electronic Filers: Comments may he filed elecironically ngiug {he Inteanet by accessing Lhe
BCFR; hitpfwww . fee povieohseely or the Faderal eRulamnaking Portal:

hitpefpaww regulations. gov. Filers shonld fallow the instruetions provided on the website for
ubmitling columents.

=  For ECFS filers, if multiple docket or rulemnaking numbers appear iu the caption of this
moceeding. filers must transmit one electonic copy of (the conunents for each dockel or
rulemaking uumber referenced in the caption. o completing the transmillal screen, filers
should fuclude their full nmne, U.5. Posial Service mailing address, and Lhe applicable
dockel or rulemaking number. Pariies (ay also submit an elecironic comment by
Infcrnel e-mail. To get filing instiuetions, filers should send an e-nail W eefaf@fce goy,
and inchude the following words m the body of Lhe message, “gel lonn” A sample form
and directions will be zent i reaponse,

Paper Filers: Parties who choose (o file by paper inmst file an original and four copies of each
filing. [f more than one docket or tulemaking number appears m 1he caplion of (s proceeding,
filers wmat submil two additional copies for each additional docket or mlemaking nuinber.

Filings can be sent by liand or messenger delivery, by commercial ovemight coutier, or by flest-
class or overnight U.S. Poslal Service mail {although we continue (0 experience delays i
receiving U.S. Poslal Service imail). All fillugs must be addzedsed o the Coimnissiou’s Secrelary,
Office of the Secrelary. Federal Communicaiions Comunigsian.

*  The Commission’s conractor will feceive hand-delivared or messenger-delivered paper
NRlings for the Conunission's Secretary al 236 Massachuseits Averme, NIE, Suite | 10,
Washington, DC 20002, The fimg hours al this location are 8:00 aan. to 7200 p.m. All
hand deliveries must be held together with rubber bands or fasteners. Any envelopes
nnost be diapaged ol belorg enlenug the building.

*  Commereial overnight mail (oder than U.8. Tostal Service Express Mail and Priority
hLaill tnust be sent ta 9300 East Hampton Drive, Capitol Heights, MD 20743,

= LI.8. Postal Service first-class, Express, and Priority eail musi be addressed to 445 12*
Street, SW, Washinglon DC 20554,

People wilh Disabilities: To request materials in accessible foimats for people wilh disabilities
{Braille, large priut, electronic files, audio format), send an e-mail to leeS04(E fee.poy or call the
Consumer & Govammental Affairs Burcau al 202-418-0530 (voice), 202-418-0432 (11y).

al. I additicm, oue copy of each pleading must be senl o each of the following:

(1) The Commission’s duplicating contractor, Best Copy and Prmtiug, Inc, 445 12" Sirest, .W., Room

CY-B402, Washington, D.C. 20554; websile: www bepiweb.com; phone: 1-590-378-3160;

{2) Antoinele Stevens, Telecommunicalions Access Policy Division, Wireliue Competition Bureau, 445

12" Sirest, S.W., Room 5-B540, Washinglon, D.C. 20554, e-mail: Autolnetic.Stevens@fce.goy.

Az For further informaiion regording 1his proceeding, conlact Ted Bunnsister, Atlomey

Advisor, Telecomimmications Access Policy Division, Wireline Competitiou Burean al (202) 418-7389,
or theodore.bunneisied@licc.gov, or Kalit King, Telecommunications Access Policy Division, Wireliue
Competition Bureau, (202) 418-7491, ov karie kineme e wov,
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Y. ORDERING CLAUSES

33, Accordingly, 1T IS ORDERED Lhai, pursuani. 1o the authorily coutaised in seetions 1, 2,
A(L), 407), 201-205, 214, 254, and 403 ol the Communicalions Act of 1934, ag ainended, 47 U.S5.C. §§ 151,
152, 154(D)(}), 201205, 214, 254, 403 and sections 1.1, 1.411-1.419, and 1.1200-1.1216 ol'ile
Comunission’s rules, 47 C.F.R. §§ 1.1, 1.411-1.419, 1.1200-1.1216, this Notice of Proposed Rulemaking
IS ADOPTED.

14, IT IS FURTHEE. ORRDERED that the Commission’s Copsumer and Governmenial
A [Mairs Bureau, Reference hiformation Center, SHALL SEND a copy of this Nolice of Froposed
Rulemaking, including the Initial Regulatory Flexibility Analysis, 1o the Chjef Counsel for Advocacy of
the Small Business Adininisiration.

FEDERAL COMMUNICATIONS COMMISSION

Marlene I1. Dortch
Secretary
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APPENDIX
Initial Regulatory Flexihilicy Aunalyxis

1. As required by e Regulatory Flexibility Act (RFA),' the Comnmission has prepared this
Initial Regnlalory Flexibilioe Analysis (IRFA) of the possible signilleant econoinic iinpacl. on sinall
entities by the policies and mles proposed in the Notice of Proposed Rulemaking (Nollce). Wriden public
cominents are reqmested on rhis [RFA, Comineunls inust be identified as responses 1o e TRFA znd 1nnst
be filed by the deadlines for cotminents on the Nolice provided in paragraph 30 of (he iem. The
Cownmission will seud a copy of the Natice, including this IRFA, to the Chiel Counye] for Advocecy of
the $mall Business Administration (SBA).? In addition, the Notice and TRFA (or sunmaries thereof) will
be poblisied i the Federal Register.'

A Need for, and Objeclives of, the Pruposed Rules

2 {hver the lasl few years, the size ol the univeysal service fond has grown rapidly,
threatening the sosiainability of the fund." This growih hae been driven largely by ihe inctease in high-
cost universal service support for competitive eligible leleconununications caniers (ETC8).” The increase
in high-cost snppor. 1o competitive ETCg is, in turn, a product of the growing number of competitive ETC
lines (dae io both new designations of competitive ETCs ancl growth in subscribership to wireless
services), the availability of support for multiple lines per household, and the identical support rule, which
provides that cach competitive ETC receives (he same pee-line sopport amnount that the incumbent local
exchange carrier (LEC) receives.® In the Notice, the Commission tentatively concludes that the identical
support rule shonld be climinated because it bears no relationship to the amount of inoney competitive
ETCsg have inveated in rural and other high-cost areas of the country.” The Commission seeks comment
on ila lenlalive conclasion (0 provide support based on a competitive ETC’s own ¢osls as 4 iaeans af
conslraining e growih of ihe universal service fund and providing appropriste investment incentives for
competiiive ETCs.®

. Legal Baws

L} The legal basig for any action that may be raken purswani to ihe Notice is contained in
sections 1, 2, 4€0), 4()), 201-205, 214, 254, and 403 of the Counmuuicatians Act of 1934, ak amended, and
seclions 1.1, 1.411-1.419, and |.1200-1.1216 of the Conmission's rules.’

C. Deseriplion and Estimate of the Number of Small Eatiiies (0 Which Rules Will

Apply
4. The RFA directs agencies (0 provide a description of, and, where feasible, an estimate of

' See 3UB.C. § 603, The RFA, see § US.C. §§ 601 612, has been amended by the Small Business Regulatory
Enforcement Faimess Act of 1996 (SBREFAY, Pub. L. No. 104-121, Title 11, 110 Scat. 857 {1906},

P See SUSCL § 6D3a),
1d

* See Notice, paca. 4.
'id

¢, parss. 5-12.
Tid para. 5,

¥ d. paras. 5-12.

PATULS.C§§ 151, 152, 15410 201-208, 214, 254, 403; 47 CER. §5 1.1, 1L411-1.419, 1.1200-1. 1216
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the number of small entities that may be afficted by Ihe rules, if adopted.”® The RFA generally delines
the lerm “sinal] entity”™ as having the same meaniug as the ienms “small buginess,™" “amnail
organization,” ** and “amall govermunental jurisdietion ™ In addition, the term “small business ™ has (e
same meaning a3 [he tenn “simnll business concern™ under the Small Business Act, unlesa the
Cominission has developed one or wore definitions that are appropriate Lo its activities."” Under the
Sinall Business Act, a “smal] hysiness concern” is one that: (1) is imdependently owned and cperated; (2)
is not. domminani. in its field of operation; and (3) meets any additienal criteria established by the SBA '
Nationwide, there are a total af approximately 22.4 million small businesses, according to SBA data."” A
small orpanization is genanlly “any not-for-profit enterprise which i3 independently owned and operated
and is not domiuant in its field.”™'* Nationwide, a3 of 2002, there were approximately 1.6 willion smal)
organizalions.'”

3. The mosl reliable source of infonnalion regarding [he lotal mumbers of cerlain common
camier andd relaled provideis naiionwide, a8 well 35 the munber of commercial wireless entilies, is Lhe dala
that the Conmission publishes in its Trends in Telepkone Service report.™ The SBA has developed
sinall business size standards for wireline and wireless amall businesses within the twee commereial
cendus categories ol Wired Telecommunications Curiera,” Paging,?* and Cellular and Other Wireless
Telecomummications.™ Under these caicgories, a business is amall il it ias 1,500 ar fewer employees.
Below, using he ahove gize slendards and olhers, we discuss the lotal estimnaled numbers of small
businesses that inipht be affecied by our actions,

1. Wiretine Carriers and Service Providers

6. We have included sinall incombent LECs in (g present RFA analysis. As noted above,
a “small business™ under the RFA is one Lhat, inter afia, meets the pertinent amall busiiess size standard

%5 U.5.C. § 604(a)(3).
5 Us.C §601(8).
Y5 uUs.C §601(3).
Y5 US.CL g 601(4).
45 U.8.C. § 601(5).

rUs.c § 60 [ {incorperaing by relerence the defindlion of “sniall business concarn™ in 7 U.S.C.§ 6320,
Pursuanl b 5 LS., & 60073, the statulory definition of & =mall business applies “unless an agewy afer
consultation with the Gffice of Advocacy of the Small Business Adimnistcation and afler opportunity for public
commenl catablishes gue or more defndlions of such teem which are appropriale o e aclivilies of U agency and
publishes sueh definilion in the Federal Regisler.” 5 ULB.C. § 6014]),

B 15 ULC 66
'7 Sve SBA, Programs aud Services, SDA Pawplilel No. CO-0028, at 40 (fuly 2002),
\* 5 U.S.C. § 601{4).

9 Independent Seclor, The New Nonprofn Almanac & Desk Relerence (2007).

*1 FCC, Wireline Compelition Dareae, lndusicy Analysis and Technology Division, Trends in Telephone Servics,
Table 3.3, page 5-5 (February 2007) {Trends in Telephone Service). This seurce ukcr dala collected as of Oclober
20, 2003,

113 C.F.R. § 121.207 North Americen Indusiry Classilication System (NAICS) cade S17111.

2 £ 8121.201. NAICS code 517211 {This cateory will be cliiged for purposes of the 2007 Ceusus o “Wircless
Telecomununicalions Carriers (except Salellite),” NAICS code 517210}

14, § 120,200, NAICS code 517212 {This category will he changed lor purposss of the 2007 Ceneus 0 "Wireless
Telecorununicaliang Carriers (axcepl Salellite}™ NAICK cade 517210.).
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(¢.g., 2 lelephone commmunications business having 1,508 or fewer ewnplayees), and “is not dominant i its
field of operation.™ The SBA’s Office of Advocacy contends tlat, for RFA purposes, small incumbent
LECE are nol dominant in their lield of operation because any such dowminance is not “national” in
scope’ We have therefore included small incumbent LECs in'this REA analysis, althongh we emnphasize
that this REA aciion hae no ¢[T001 on Cowmission analyses and determinalions in other, non-RFA
contenis.

7. Freumben: LECS. Neither the Comuinission nor the SBA haa developed a size slandard for
small businesses specifically applicable to incumbent LECs, The closest applicable aize standard under
SBA nules is for Wired Teleconununications Carriers. Under that size standard, such 2 business is small
il it has 1,500 or fewer employees.™ According lo Commisaion date,”™ 1,307 carriers reported thar they
were engaged in the provision of local exchange services. Of these 1,307 carriers, an eglimated 1,019
have 1,500 or fewer employees, and 288 have more (han 1,500 employees. Cousequently, the
Commission estimates thal most providers ol incuibent logal exclunge service are amall businesses that
may be alfected by our aclion.

K, Competitive LECy. Competitive Access Providers (CAPs), “Shared-Tenant Service
Providers,” and “Other Local Service Providers.” Neither ihe Commission nor the SBA htis develeped e
small business size standard specifically for 1hese service providers. The appropriate size standard under
SBA rules is for the category Wired Telecormamunications Carriers. Under that. size standard, such n
business Is sinal] if it has 1,500 or fewer employees.™ According to Commission dala,” B59 camiers
reported thai they were engaged in the provision of either competitive LEC or CAP services. OFf thess
859 carriers, an estometed 741 have 1,500 or fewer employees, and 118 have more than 1,500
employees.™ In addilion, (6 carriers lave reported tlat they are “Shared-Tenant Service Providers,” and
all 16 are estimated 19 have 1,500 or fewer employces. In addition, 44 carriers have reponted 1hat (hey are
“Oiher Locel Service Providers.” Orthe 44, au estimated 43 have 1,500 or fewer eaployees, and ow: has
more than 1,300 employees, Consequently, the Commission eatimargs thal mosl competitive LECs,
CAPs, “Shared-Tenant Service Providera,” and “Other Local Service Providess™ are sinel| encilies (hat
may be alfecied by our actioy.

1. Wireless Carriers and Service Providers

9. Hireless Service Providers. The SBA has developed a sinall business size standard [or
wireless Firms within the two bmad econemic census categories of “Paging™* and “Cellnlar and Other

M5 U.8.C. 8 632,

* Sev Leller from Jere W, Glaver, Clnet Counsel for Advosacy, §BA, 1o Claninan Willom E. Kemnad. Federal
Comnumicalions Commission (May 27, 1999). The Small Buginess Aot conlains a definition of “small business
concern,” which e RF A incorporares into it own definilion of “amall business.” See 15 U.B.C. § 432(a) (Small
Brnsiness Acth, 5 U5, § 601(3) (RFA). SPA regulalions interprel “small business concend wa include the consept
of domuwrce on a national hazis, |3 CER. § 121.102(b).

*13C.ER. § 121.201, NAICS code 517110.
Y Frunds in Talophone Service al Table 5.3,
® 13 C.FR. § 121.201, NAICS code 517110.
® Trends in Telephone Service al Table 5.3,
¥ 5d

13 C.FR. 8 121.20), NAICS vode 517211 (This category will be changed For purposcs of the 2007 Census io
“Wireless Telecommunications Caniers fexcept Sedellite),” NAICS code 517210.).

1B
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Wireless Telecommunications.”™ Under bath categaries, the SBA deems s wireless buginess to be small
1€t has 1,500 or fewer employees, For the census category of Paging, Census Burean data for 2002 show
thal there were 807 finus i this category that operated for the eatire vear.” Q[ 1his lolal, 804 finna had
emplovment of 999 or fewer employees, and thice [irms had employwent of 1,000 emnployzes or were.
“Thus, under this ¢category and associated small business size standard, the majority of [irms cim be
comsidered smiall. For the census catepory of Cellular and Other Wireless Telecommunications, Census
Burean date for 2002 show thai there were 1,397 firms in this category that operated for the entire year.™
Of this {otal, 1,378 (irms had employment of 999 or fewer employees, and 19 firms had emplovment of
1000 employees or more.” Thus, nnder this second category and size standard, the wiajosity of Grms
calL, agaii, be cousidered small.

L, Wireless Telephony, Wirelcss ielephony includes cellnlar, personal communications
services {TMC8), andd specialized mobile radic (SMR) telepliony carriers. As noted earlier, the SBA lias
developed ¢ sinall bnsiness size standard for “Cellnlar and Other Wircless Telecomimmeations™
services.’ Under 1hal. SBA sinall busincss size standard, a business is small if it has 1,300 or fewer
@mplu:.n.r:s. Acgording 1o Conunigsion data, 432 cairiers reported thal they were engaged inthe
provision of wireless lelephnn:.r * We have cstimated that 221 of these are sumll under the SBA smail
bnsiness size slandard.

A Satellite Service Providers

11. Satetiite Telecommunications ard Other Telecompnmications. There is ao amall busipess
size standard developed specilically for providers of inlernational service. The appropriate size standards
nnder SBA rules are for 1ie {wo broad census calegories of “Sailellile Telecommuaications™ and ~Orher
Teleeomnunications.” Under both calegories. such a businees is small il it has $13,3 willion ar less in
average annual receipta’”

12. The first category of Satellile Telecouununications “cowprises éstablishments primarily
engaged in providing poini-to-pomt telecommunical ions services (o other egtablislunents in the
telecommnnicalions and broadeasting industries by fowarding and receiving communications signals vie
a system of saiellites or veselling sateflite ielecommmunications.™" For this category, Census Dincau data
for 2002 show 1hal there were 2 tolal o0 371 Eirma thet operated for the entire year.” OF this total, 307

¥ 13 CFR. § 121201, NAICS code 517212 {Tlis f&tﬂgﬂr}’ will be changed Lor purposes ol the 2007 Census lo
“Wireless Telecomnuanications Carriees {except Saellite),” NAICS code 517210.).

#*11.8. Censas Bueean, 2002 Feomontic Census, Subject Series: “Information,” Table 5, Employment Size of Firins
Ior the United Siales: 2002, NALCS cade 517211 {issued Nov, 2005).

" 14 T'he census data do not provide a more precise esiimate of the number of firms that. heve employment of 1,500
ar fewer employees; the langest category provided i3 for firms with “1000 enployees or mor,”

Y18, Census Bureau, 2002 Econowic Census, Subject Series: “Inlormaiion,” Table 3, Employmeni Size of Firme
lor the Unired States: 2002, NAICS code 517212 (issued Mov. 2005).

® 14 The census dam do nol. provide & more precise galirmate of the purnber of {irma that have employinenl of
1,300 or fewer emploviees, (he larpes! calegory providad is for firpws wilh *1000 employess or more.”

13 C.F.R. § 121201, NAICS code 517212,

=L

® frends in Telephone Service at Table 5.3,

13 CER. § 121201, NAICS codes 517410 and 517910,

*111.5. Ceensus Bureau, 2002 NAICS Definilions, “$174)0 Saclliie Telecommunications™
hilp:{ waw.census. poviepedinaics02/de fNDEF 31 7. HTM.

42115, Census Buresn, 2002 Economic Census, Subject Serice: Informalion, "Esiablislunent and Firm Size
{continued....)
14




Federal Comumunications Commission FCC 08-4

firms had anoual receipis of uider 10 millian, and 26 fums had receipts of 10 million to $24,999,999f“
Consequently, we estitnate that the majority ot Satelfite Telccommunications finns are small entities that
might be alfecied by our aciion.

13. The second category of Other Telecommunications “comprises establishments peimarily
engaged in (1) providing speciglized telecommunications applications, such as salellile racking,
communications telemetry, and radar slalion operalicns; or {2) providing satellite terminal stailons and
associated facilities operationally connecled with oie or more texrestrial communications systems and
capable of transmiting lelecommunicalions to or receiving telecommunications from satellite systems,™
For this calegory, Census Bureau dala for 2002 show that there were a tolal of 332 firms that operated [or
the entire vear.® OF ihis total, 259 finns had enoyal receipts of nnder $10 millioo and J 5 finus had
awnual receipts of $10 million to $24,999,999 % Consequently, we estimale (hal 1ie majonity of Cther
Telecoimmuonications firms are sinall entilics that miglit be alfecied by cor action.

D. Drescription of Projected Reporilng, Recordkeeping. and Other Complinoee
Requirenients
[4. This Notice seeks commenl on whether io caleulate support for competitive ETCa based

on their own costs.” If the Commission ulfimately adopis such a method for detenmiaiog high-cost
suppon. for compeltitive ETCy, it will likely requira competitive ETCr to besin recardiog and reporting
their cosl data in order Lo receive high-cost support. Specifically, (he Notice seeks comment oo how such
costs should be identified and reported, aud proposes that the costs innsl he jeparted W the Commission
or ihe relevanl slate authority for approval before submisaion Lo the vniversal serviee adininiswator for use
in calculating and disbursing support.*®

E.  Steps Taken to Minimize Signiflcant Economic Impact an Small Entitier, and
Significant Alternatves Considered

15 The RFA requires an agency (o describe any significant alternatives that it has cansidered
in reaching its proposed approach, which may include the following four altematives (among others): (1)
the eslablishinent of differiog compliance and ceporting requirements or timetables thai take into acconnt
the respoices available (o small entities; (2) the clarification, congolidation, or simplification of
compliance or reporimg requirements under the rule for small entities; (3) the nse of perfonnance, rather
than desqi&gn. standards: and (4) un exemplion [rom coverage of the rle, or part theyeof, for small
enlitics.

16, This Notice seeks couunent generally on how competilive ETCs should identify and
repif their costs and how to culeulate their high-cost nniversal service snpport.” Furthennore, ihe Notice

{...cominued lran previous paga)
{Includimg Legal Farm of Organization),” Table 4, WAICS code 317410 {issued Now. 2005).

“ f4. An additional 38 Arma had aumal receipls of $25 1nlllion or weore.

U8 Census Bureau, 2002 NAICS DeRnitions, “317910 Other Telecommunications®™;
Lo i www celdus.goviepedinaiesl 2AdetNDEFS 1. HTM.

4 11.8. Census Bureau, 2002 Ceononie Ceusus, Subject Series: Information, “Establishment and Firin Size
{Including Legal Form of Organizauion),” Table 4, MAICS code 317910 {issued Mov. 2005).

% 4. An additionel 14 Frms had awmal receips of $25 million or more.
4 Nolice, para. 12, '

® Notice, parad. 14-26,

* See 5 U.S.C. § 603(c).

** Notice at paras, [4-26,
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specilically seeks comment on whether less stringent cost aceounting requirements should apply to
smaller comperitive ETCs.!' The Notice scelts conunenl on whether the methods for determining
campefitive ETC casts discussed therein would significantly economically affect stnaller competitive
ETCs.™ Ifso, the Natice secks comment on alternative methods for smaller competitive ETCs to submit
infoimation Lhat would allow the Commission and the state commissions adequately to assess Lhese
companies’ costs for purposes of detennining high-cost support.™ The Commission expects (o conaider
the ecaneinic nupaet on sinall entities, as idenlificd in comments filed in response 1o the Notice, in
reaching ils final conclusions and talang astion in this proceading. Moreover, the Nolice seeke comment
on whether Lo eliinate or retain the existing idenlical suppor! rule, hut tentatively conclodes that the
existing rule threatens the sufliciency of (he universa] service fund.™ The Nolice seeks comment o
wheiher replacing the exisiing rule will a support mechanism that provides support 10 competitive ETCs
based on their own cosls may have a signihcanl economic jmp.-u..l' on some competilive ETCs, aud, if so,
seeks comment. on aliernalive methods mr smaller comperitive ETC's lo 1eporl Vheir costs lo ihe
Commission and s state commissions.”

F. Federal Rules thai may Daplicate, Dverlap, nr Conllict with the Propnosed Rules
17, Norne.

! 1d., pata. 15 n.40,
%2 14, pata. 19 n.53,
53 Ix

H1d., para. 12,

33 Id., poarn. 12 150,
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STATEMENT OF
CHAIRMAN KEVIN J. MARTIN

Ke: High-Cost Universal Service Support; Federal-Siate Joimt Board on Universal Service, Notice of
Propossd Rulemaking, WC Docket No. §3-337; CC Docket No. 96-43, FCC 08-22 (Joint Board
Cumprehensive High Cost Recommended Decision Notice).

Re: High-Cost Unfversal Service Support; Federal-Siate Joint Board on Unhversal Service, Natice ol
Proposed Ruleinaking, WC Docket No. 05-337; CC Docket No. 8643, FCC 08-3 (fdentical
Suppari Rule Notice).

Re: High-Cost Universal Service Support; Federal-State Joini Board or Universal Service. Notice of
Piopased Rulemaking, WC Docket No., 05-337; CC Docket No. 9645, FCC D8-3 {Ryverse
Auctions Notiee).

Today, the Commission edopls several proposals to reform the high-cost universal service
programn. It is esseniial thal we lake aclions thal preserve and advance the benefits of the universal
se1vice program.

The United Siates and the Commission have a long history and iradinion af ensuring Ll rural
areas of the country are connected and have similar opporiunities [or communicidiond aq other areas, Our
ulliversal service program mus! centinue to promole investment in rura! Ainerica’s infrasicucture and
ensure aceess Lo telecommuynications services thal are comparable (o (Lwse available in urban areas today,
as well ag provide a platinrm for delivary of advanced services.

Changes i technology and increases i the number of carriers ithai recedve univarsal service
support, however, have placed significant pressurs on the stability of the Fund. A large and rapidly
growing portion of the high-coal support prograin is now devoled (o supporting multiple competitors lo
serve areas in whicl costs are prohibitively ¢xpensive [or even one carriar, These additional networks
don’l receive support based on their owil casts, but rather on the cosls of the incumbent provider, even if
their coats of providing setvice are lower, [n addilion to reconunending an inleriin cap, the Joint Board
has recoguized the problems of uwintaining Uis identical support rule.

1 am suppartive of several means of comprehensive reform for the universal service program. I
have circulated ainong iny colleagues at the Commission an Order that adopts the recoimendation of the
Joint Board (o place an imleédm eap oa the arnount ol high-cost suppori available to competitive ETCs.
And ioday we adopl 2 Notice of Proposad Rulewaking that would require thal high-cosi snppori be based
alL @ carrier’s own costs in the same way that rural phone cowpanies’ support ia based. 1'm supportive of
both measnres as 2 means o contain the growlh of universal seivice in order io preserve and advance the
benellts of the fund and protect the abilily of people in rural areas lo conlinue to be connected.

I conlinue W belisve the long-lenn anawer for refonm of high-cost universal service support ig to
ove Lo a reverse auction methodology. Ibelieve thal reverse anctions conld provide a technologically
and competilively neniral means of controlling the cwrent growih in the fund and ensuring a move to
moast efficient technologies over time. Accordingly, 1 am pleased thal we adopt today’s Notice of
Proposed Rulemaking o nse reverse auctions o disitbote vuiversal service supporl.
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STATEMENT OF
COMMISSIONER MICHAEL J. COFPPS,
AFPROYING IN FCC 08-22
APPROVING IN FCC 08-4
APPROVING IN PART, DISSENTING IN PART IN FCC 08-5

Re: High-Cost Universal Service Support, Federal-State Joint Board on Universal Service, Notice of
Proposed Rnlemaking, WC Docket No, 05-337; CC Docket No. 9645, FCC 08-22 (Joint Board
Comprehensive High Cost Recommended Decision Notice) (Approving).

Re: High-Cogt Universal Service Support, Federal-State Joint Board on Universal Service, Notice of
Propased Rulemaking, WC Docket No. 05-337; CC Docket No. 9648, FCC 084 (Jdfemniical
Support Rule Notice) [Approving).

Re:  High-Cost Universal Senvice Support, Federal-State Joint Board on Universal Service, Nolice of
Prapased Rulemaking, WC Docket No. 05-337; CC Dockel No. 96-43, FCC 08-3 (Reverse
Auctians Notice) (Approving in Parl, Dissenting in Pari).

The Cominission adopts and seeks commenl. on three Nolices of Proposed Ruleinaking
concening: the Federal-State Joint Board on Universal Service’s (Joint Board) recommendation an
. comprehensive refionu of the high-cost Universal Service supporl mechamdm: Lhe elimination of ihe
“Identical Support” 1ule; and 1he ments of using reverse auctions in distributing ligh-cost support to
eligible felecommunications ¢amers (TFTC9). T am pleased thal the Comunission today iniriated all tiese
NPRMs simnltanecusly as | have long believed that Universal Service reform inust be done in a
comprehensive, syslemalic manner. | wrile here o express iny views on all three proceedings.

I continne 1o believe that there are a vadely of ways 1o promole Universal Service and at the same
Time ensure the snalajnability and integrity ol the fund. | believe much would be accomplished if the
Commission were 1o include broadband on both the distribution and contribution side of the ledger;
eliminate the 1dentical Support rule; and increase its oversight and anditing of the high-cost fund.
Additionally, Congressional authorization (o permit the assessment of Universal Service contributions on
infrastate ak well a3 interstate revenus would he a valuable tool lor supporling broadband.

That being said, ihe Toint Board imede an assortmenl. of recommendations of its own, Tagreed
with some of thew and not wich athess. In myv view, the most. important panl of the recomimendation is its
inclnsion of broadband as part of USF lar ithe 21 Ceninry, My views on ihe recommendation are
explained in farther delail ininy slatement that accoinpanied the Joint Board’ s recommendation aud
whicli is attacled as an appendix Lo the NFRM adopled today. I believe the recoinmendation merits
fnriher aclion by the Corrunission, and theratore, [ am pleased to suppori the NPRM initialed today.

Let me briefly (ake this opporionity (o thank 1he memnbers of the Joint Board who worked
lirclessly on the difficult task of developing a comprehensive propogal for the FCC’s consideration. I
congrainlale Chairwoman Tate for her leadership in bringing Ihese recominendalions to the Commission.
We arz all deeply indebted (o her co-chair, Commissinner Ray Banm of Crepon, Jor his tirelcss and
energetic work in shepherding the Joint Board ioward consemsue on many ilemns, And 1 want o pay
tribule (o the always visionary yer praciical elforts ol the indefatigable Billy Jack Grepg whose ¢ndless
good counsel [s sewi thronglhont the Joint Board’s recomnmendations.

Wiih regand to the NPRM on the Identical Sopport mle, it is clear o me that the costs of invesling
and naintaining wireless and wireline infrastructure are inherently different. [ beligve (har wireless can
and should be a part of Universal Scrvice, but ihe 1ine has eome ta put an end lo the imational and cosily
system of supporting wireleas carriers based on the cosl ol wireline incumbents. [ therefore amn supporiive
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of the teutative cauelnsion that we elimiate this rule, The NPRM is pacticulacly (inportant because it
sezks camment an how best 1o replace this rule and m partticular the wethodologies by which CEI'Cs
should be able ro recaver cosld for Universal Secvice support puuposes.

The NPRM ou reverse auctions is much inore ol 2 mixed bag. On e one hawd, 1 support the
Commission's decision to seck comment on the merils of reverse auclions as 2 melhod for distribuling
high-coat Universal Service support. The Jaint Board spent a great deal of dine exemining the nse of
reverse auclions, but [ muae say that our ceview raised in iy nind mauy more questions than il answered.
For instance, how do we enjure that the winning bidder provides adequale qualily of service? What
happens if the wiimer later decides it is na longer peofirable 10 continue its operation? And who will be
responsible for esiablishing Ihe rules and enforzing them? [ronically, This purporiedly markel-based
approacl airikes ine as lypec-tegulatary. For tliese reasans, | must dissent from the NPRM?s teniative
conclnsion thai the Commission should develop an auction mecluouian to deteymine high-cost support. 1
believe that the oplions I outlined above—including broadband as part of Universal Service; eliminalion
of the Identical Snpport 1nle; stepped-up accound ing oversight; and Congressional action Lo enable
Universal Service colleclions o an iilraglate a9 well as an intexslale basis provide a more effective and
less disnuplive approach Lo Universal Service relorm.

The good news is that these three itews, padicularly the Joint Board recommendalion, pul. (he
nrgent need for comprehensive Universal Service reform aquarely in frout of the Commission. I liope the
FCC will deal wiih ihess recommendations expediliously and comprehensively. This 1s no place for
piecemeal actions. We necd to think expansively aud crealively abont implemeniing the path-breaking
broadband decision thal has now been presenied ta us, This couniry desperately needs a comprahensive
broadbaud atrategy. The Joint Board recommendation provides (he opponunily for the FCC 1o move
toward such a simlegy, working wilh our own rules and making suggestions to Congress in (hose areas
where legislative action may be raquired lo ensure such a siralegy. 1 am looking [orward to working with
1y colleagues in order lo nm ihese proposald inlo workable solulions,
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STATEMENT OF
COMMISSIONER JONATHAN 5. ADELSTFEIN,
APPROVING IN FCC 68-21
APPROVING IN FCC 08-4
CONCURRING IN PART, DISSENTING IN PART IN FCC 08-5

Re: High-Cast Universal Service Suppori; Federal-State Joint Board on Universal Service, Nolice of
Propased Rulemaking, WC Dockel No. 05-337; CC Docket No. 96-43, FCC 08-22 {Joinf Board
Comprehensive High Cost Reconmiended Decision Notice) {Approving).

Ee: High-Cust Universal Service Support; Federal-Stare Joimt Board on Universal Service, Nolice of
Proposed Rulamaking. WC Dockel No. 05-337; CC Dockel No. 96-45, FCC 08-4 ({dcnvical
Support Rufe Notice) [ Approving).

Re: High-Cost Universal Service Suppori: Federal-State Joint Board on Universal Service, Notice of
Proposed Rulemaking, WC Docket No. 03-337; CC Docket No. 96-45, FCC 08-5 (Reverse
Awctions Notice) (Concorring in Port, Dissenting in Pacl).

Througli these Notices, the Coinmissiou seeks comment on potentially prolound changes io the
Umwnal Service High Cost program. While [am nol withoul reservations aboul some of the propisals
in these ileme, 1 am pleased thal (he Commigqion is engaging in serious conrideralion of how to preseive
and advance universal service, one of the bedrack principles of U5, lelecommunications policy. Iam
particulaly encouraged ihat the Commissiou ia seeking cominent on the recommendations of the Federal-
Siate Joiul Board on Univeraal Service (Joint Board), and 1 thank Lthe members of the Joint Board for their
considerable efforts fa bring us this Recommended Decigion.

Conpress and ihe Commission recognized eady ou Lhal e economic. social, and public health
benefils of the telecommunicslions nelwork are increased for all subscribers by the eddition of each new
subsgriber. [n Section 254 of the Communicalions Act, Congress aflinned the broad principle 1hal
“consemers in all regions of the nation . . . shonld have access o 1elecommunications and inlormation
services . ., that are reasouably comparable to those services provided in arban areas and that are
available at rates that are reasonably comparable (o rates charged for siniilar setvices in wehan areas.”
Implementing universal service as inlended by Congress in Seclion 234 of the Act is among the hiphest
priorvities tar the Commission.

The lask betore ns — ensuring the continned vilality of universal service — is particularly
important as technology and the markeiplace coniinue o evolve. Our choices in Lhis proceeding will lave
a dramalic etfecl on the ability of communities and consumers in Rurzl Ainerica to luive and grow wilh
the rest of the couniry. Historv has shown (hoat jueay rural consumers would be lelt behind 11 il weren't
for the supporl made avallable through our universal seivice policies.

The Joint. Board’s Recominended Decisjon for comprehensive reform of the high cosl support
mechanisi — and, in paricnlar, the decision lo include broadband as a suppored service — is a landmark
development. [ have long argued that 1he universal service tund js an integral component. of our efforts 1o
meet Lhe broadband challenge. So, the decision 1o embrace broadband, througl the list of supponed
services and through targeted tundmg for unserved areas, and Lhe recopnilion of the effectiveness of the
current High Cosl Loop Furd in supporing the capital cosis of providing broadband -capable loop
Facililies for rural carriers are encouraging developmenrs.

I mus! express a degree of reservation over Lhe amount of suppor allocaled to the Broadband
Fund. among olker limitations on supporl. Mainlaining our commilent to conneclivity, paicularly in
the broadband age, s inore important than ever, and Lhe Commission mmust stor W provide realistic
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assessmenis of what will be required. Ta Lhat 2nd, [ am also concerned aboui. ihe impact of reverse
auetions and whetler such imechanisins can provide adegqnate meentives for build out iy Roral America.
For theae reasons, I dissent from the lentalive canclusions in Lhe separale Reverse Anctions Notice.
While I appreciale the majoricy®s willinguess to flesh ont details of their reverse auction proposal, [
cannot support these premalue (enlative conclusions, and would have preferred a inore balanced
presentation of the potential disadvanlages of such an approac):.

There reinain many questions aboul the Recommended Decisjon and details to be vetted. While ]
reserve jndgmeni. on many of the proposals, there is mucl here that warraniz carelu] consideration. The
Joint Board has wrealled with many dilficult issnes, including 1he unigue role of providers of last resort,
compensation for mnliiple providers, and the role of the Siates in Iosering universal service. and 1 look
forward 1o seeking comment on their recommendations, Tagree with 1he Joint Boand's ncommendation
on the identical support rule and support the separate Nolice seeXing comment oy aliemative sppreaches.

As we move forward with these proceedings at the Cominission, I would like o express my
siicere gralitude Lo all the members and staff of the Joinl Board. The Joint Board, and the many paries
who panticipated in those procecdings, engaged in @ loug and armduous effon 10 bring us these
reconmeneldacions. T know that we will benefit considerably from their expenise and judyinent, and [ look
forward (o the coming dialogne on these proposals with our state commission calleagues, cansuiers,
providers, and the mauy others witl a stake in ilie tulure of universal scrvice.
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STATEMENT OF
COMMISSIONER DERORAH TAYLOR TATE

Re: High-Cost Universal Service Support, Federal-State Joint Board on Universal Service, Notice of
Proposed Ruleinaking, WC Docket No. 05-337; CC Docket No. 9645, FCC 08-22 (foint Board
Comprehensive Higk Cost Recommended Decision Nofice} (Approving).,

Re: High-Cost Universal Service Suppori; Federal-State Joint Board on Universal Service, Nolice of
Proposed Rulemaking, WC Docket No. (05-337; CC Docket No. 96-45, FCC 08-4 (fdensical
Support Kule Notice) (Approving).

Re: High-Cost Universal Service Support; Federal-Siate Joint Board on Universal Service, Nolice of
Proposed Ruleinaking, WC Docket No. 05-337; CC Docket No. 96-45, FCC 08-5 (Reverse
Anctions Notice) (Approving).

Ag Federal Clair of the Federal-State Joint Board on Universal Service {Joint Board} Tam
particularly pleasad that we are taking this significant step forward in the journey toward comprehensive
reform of the high-cost universal service program. This is an important program at the heart of naral
America. Its purpose, to connect all Amercans to telecommunications at affordable rales, liag over the
years pemniifed people to be connceled even in rural and remols pars of our naiion. Goeing forward, the
Universal Service Fund will continue to play a critical and increasing role in one of our (op prioriics al
the Commission — encouraging broadband deployment Lo all comers ol Aunerica,

Specitically, we seek colmmnent on the recommendation of the Joint Board regarding
comprehensive reform of high-cost universal service supporl. It is also signilicant that we also
incorporale by referance the fdentical Support NPRM and Reverse Auctions NPRM, including ihe records
o be developed in response Lo those WPBMSs. I look [orward lo receiving public inpul and examining
ihese isaues.

I wonld like (o thank my Co-Chair, Commissioner Ray Baum of ithe Onegon Public Ulility
Commisaion. 1am especially pleased that all eight Joint Board meinbers, large and smallfiural and
nrbar/donor and recipient, were able 1o come Lo this consensns and hope (his will move ug forward and
provide the basic building blocks for fondainental refonn to ensure Fond stability and viability in a
liscally responsible manper, All of the Joinl Board mcinbers deserve praise for (heir commiiment io the
in-deplh apalysis of these complex issucy, their degire lo positively affect public policy and 1o 1nake
decisions in the public interest i a thoughiful and deliberative maomer. They should all be commended
for their comnriiiment to serve on the Joinl Board in addifion (o their foll (ime positions as govenuuent
ofTicials.
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STATEMENT OF
COMMIFSIONER KOBERT M. MCDOWELL

Re:  High-Cosi Umiversal Service Swpport; Federal-State Joint Board on Universal Service, Notive of
Proposed Rulemnaking, WC Docket Na. 05-337; CC Docket No. 96-45, FCC 08-22 (foinf Bogrd
Couniprehensive High Cost Recommended Decizion Notice) (Approving).

Re: High-Cost Universal Service Support; Federal-State Joint Board on Universef Service, Natice of
Propozed Bulenaking, WC Docket Mo, §5-337; CC Dockel No. 9645, FCOC 084 (fdentical
Support Rule Notice) { Approving).

Ke: High-Cost Universal Service Support; Federal-State Joint Boord sn Universad Serice, Natice of
Proposed Rulemaking, W Docket No. 05-337: CC Diocket No. 96-45, FCC 0B-5 {(Rewerse
Atecrigns Nodies) (Approving).

I have consisiently slated thal, while the Universal Service system has been [nstrumenltal in
keeping Americans conneeled and improving their quality of Life, this svstem is iu dire need ol
compreliensive retonn. [ have mainiained that we must follow five principles when considering refonns
lo the Universal Service Fund, We must: (1) slow the growrh at the Fund; (2) permanently broaden the
base of contributors; (3) reduce ihe contribution burden for all, if possibie; (4) ensure competitive
neatrality; and (5) eliminate waste, raud and abuge. A number of proposals have been put forth,
paricularly the Jom! Board™s recommendations for compreliensive refonm sent to the Commission an
WNovember 19, 2007,

By adoming ihese three notices of proposed mulemaking, we are moving forwadd to advance
specilic reforme Lo the way the Universal Service High Cosi Fuud is administered, [ favora
comprehensive approach where we can consider all ideas and options For reform ot this imporiant
program. This year the Commission has an hisloric opportnniiy to implement meaningful and nsling
fiscal reform thel balances stakeliolders’ conceins and promoles ihe interests of consumers. 'We shonld
sgize thig opportunity and take a bold step forward,
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