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THE FUTURE OF UNIVERSAL SERVICE

WEDNESDAY, SEPTEMBER 24, 2003

HOUSE OF REPRESENTATIVES,
COMMITTEE ON ENERGY AND COMMERCE,
SUBCOMMITTEE ON TELECOMMUNICATIONS
AND THE INTERNET,
Washington, DC.

The subcommittee met, pursuant to notice, at 1 p.m., in room
2123, Rayburn House Office Building, Hon. Fred Upton (chairman)
presiding.

Members present: Representatives Upton, Gillmor, Cox, Deal,
Whitfield, Shimkus, Wilson, Pickering, Bass, Bono, Walden, Terry,
Tauzin (ex officio), Markey, Rush, Boucher, Gordon, Deutsch, Stu-
pak, Wynn, Green, and Dingell (ex officio).

Staff present: Dan Brouillette, staff director; Howard Waltzman,
majority counsel; Will Nordwind, majority counsel and policy coor-
dinator; William Carty, legislative clerk; Greg Rothschild, minority
counsel; and Jessica McNiece, minority staff assistant.

Mr. UpTON. Sorry for the delay. We had a number of votes on
the floor. And I understand that we are going to have votes about
every hour. A couple of votes will not be able to roll this like we
are able to do from time to time.

So good afternoon. Today’s hearing is entitled “The Future of
Universal Service.” We have before us a very distinguished and
very large panel of witnesses. So I am going to keep my opening
remarks brief.

At the outset, I want to offer a special welcome to one of our wit-
nesses, Sid Shank of Bloomingdale Telephone Company, which is
located in my district. Over the years, I have made many visits to
Bloomingdale and Paw Paw, where she lives, with its one four-way
blinking traffic light; yellow, by the way—I think it’s yellow any-
way—and have seen what a terrific difference the nearly 100-year-
old Bloomingdale Telephone Company has made in the lives of the
2,000 customers that it currently serves. As a result, I have wit-
nessed firsthand the valuable byproduct of universal service.

Universal service is a cherished principle of our Nation’s tele-
communications system, which has been and continues to be a vital
link for rural America and those most in need. However, coming
from Michigan, the auto State, I would say that while the car is
still running, the engine light has come on, suggesting that the
universal service engine needs an overhaul if we are going to keep
it running for another 100,000 miles and beyond. Today we are lift-
ing up the hood and checking things out.

o))
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We know that competitive forces, which have evolved since the
Telecommunications Act of 1996, are putting great strain on the
universal service engine.

On the contribution side, trends suggest that the amount of
money coming into universal service is declining. CLECs are com-
peting for business and urban residential customers, which is an
implicit source of universal service funding for the ILECs serving
rural customers.

Also, different technologies are competing against one another.
So, instead of making traditional land line long distance calls an
explicit source of universal service funding, people are using e-mail,
wireless phones, voice over internet protocols, which currently con-
tribute less or nothing to the universal service relative to tradi-
tional land line long distance calls.

Meanwhile, on the demand side, trends suggest that it is increas-
ing at a rapid pace as more and more wireless companies are seek-
ing universal service funding in rural areas where rural ILECs
aren’t currently serving and receiving universal service. Many
rural carriers are also seeking to use universal service funds to
build the infrastructure to provide advanced services.

Of course, every one of our constituents shoulders the burden of
universal service on their phone bills. So we need to be ever mind-
ful about our responsibility to them and their family budgets.

All of these pressures suggest that the current system is
unsustainable. And it is our job to make sure that it is fixed, not
only for today but also for whatever the telecommunications future
may bring.

Today we are going to hear about the problems and some of the
proposed solutions. I suspect that there will be some difference
with respect to the solutions, but I certainly look forward to work-
ing with every member of this subcommittee as we take stock of
today’s testimonies and answers to our questions so that we can
best prepare ourselves for the job ahead of us in the coming days.

At this point, I will remind all members that if they waive their
opening statement, they will get an extra 3 minutes on their first
round of questions. And with that inducement, that will raise to
my friend Mr. Gordon from Tennessee.

Mr. GORDON. It sounds like “Let’s Make a Deal” here.

Mr. UpTON. Yes.

Mr. GORDON. You are right. We have a lot of witnesses. We need
to get on with this. I will just briefly say that my district is well-
represented by BellSouth. And, Ms. Greene, you do a good job with
that organization.

And, as you know, I represent the wealthiest part of Tennessee,
the suburbs of Nashville, and the poorest part, there in the root of
the Appalachian part of Tennessee. So it’s interesting how you are
able to serve both of these well. And I hope the panel as we go
through today will talk a little bit about whether there should be
standards and how we should go about assessing and having stand-
ards for people or for organizations that have to serve this diverse
type of groups, from the wealthiest to the poorest. I think that that
is something that we need to be looking at, and I hope that you
will address it.

Thank you.
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Mr. UprON. I would yield for an opening statement from Mr.
Gillmor.

Mr. GILLMOR. Thank you very much, Mr. Chairman. I have a
very profound and insightful statement that is on the way from my
office. It’s not here, but I will enter it into the record when it gets
here. I do want to commend you for going forward with these hear-
ings.

This is a very important subject area where the changes in the
marketplace are making a significant difference in how we take
care of a universal service fund. There are also some serious ques-
tions of fairness in the way the burden is mapped. And I'm glad
that we’re taking a look at it. I hope that we will continue to do
it in even more depth.

Thank you.

[The prepared statement of Hon. Paul Gillmor follows:]

PREPARED STATEMENT OF HON. PAUL E. GILLMOR, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF OHIO

I thank the Chairman for the opportunity to address the future of Universal Serv-
ice, a critical issue in states with rural, high-cost areas, such as mine. Although the
goals and performance of this program have been successful, a majority of the tele-
communications sector and many Members here today recognize the fund’s current
situation, in which competition and technology have begun to wear away at the Uni-
versal Service system. More specifically, the cost of the fund continues to grow and
revenues diminish as consumers have migrated to data services such as email and
voice-over Internet.

Furthermore, the current formula has flaws that in some cases have led to unfair
results. For example, under the existing system, larger carriers that serve rural cus-
tomers often shortchange millions of rural Americans, as carriers in a few states
currently receive up to 80 percent of the funding. In my home state of Ohio, resi-
dents pay almost $7 million into the fund for non-rural carriers, but none of this
funding actually reaches rural Ohio. As a consequence, rural Ohioans are sub-
sidizing the telephone service of rural residents in other states.

While certainly a worthy issue to address, I also look forward to hearing from the
well-balanced panel of witnesses concerning a comprehensive approach to ensuring
the continued viability of Universal Service in addition to other immediate and long-
term solutions.

Again, I thank the Chairman for holding this timely hearing and yield back the
remainder of my time.

Mr. UpTON. I yield to Mr. Dingell, the ranking member of the full
committee.

Mr. DINGELL. Mr. Chairman, I thank you for your courtesy and
commend you for holding these hearings. This is a great oppor-
tunity, and it is one that I hope this committee will take advantage
of.

I am pleased that we are examining this very important issue of
universal service and its future because I am becoming increasingly
concerned about the future stability of universal service support
mechanisms. Providing high-quality telecommunications services at
affordable rates to all Americans has long been a cornerstone of our
Nation’s telecommunications policy and was enacted into law in the
Telecommunications Act of 1996.

As this committee embarks on critical examination of the uni-
versal service and how to ensure that it is sustained in the future,
we must be willing to ask tough questions of those companies who
have benefited handsomely from deregulation and make sure that
the players are all asked to contribute in an equitable manner.
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In 1996, the Congress believed that universal service programs
could be supported by assessing a charge against interstate tele-
communications services.

As we all know, much has changed in the telecommunications
landscape since 1996. And these changes now demand a thorough
reexamination of the manner in which we support universal serv-
ice.

The explosive growth in the use of e-mail and wireless services
has replaced traditional long distance voice service for many Amer-
icans, and has dramatically slowed the growth of wire line inter-
state minutes. At the same time, cost per minute has fallen. These
events have dramatically decreased the pool of revenue available to
support universal service and caused the assessment on consumers’
bills to rise to 9.5 percent.

Also important, as networks become digital and capable of offer-
ing multiple types of service, carriers have begun to bundle prod-
ucts to consumers in attractive commercial offerings. In many re-
gions, the consumer can purchase local and long distance voice
service, high-speed internet service, and wireless service from a
single carrier at a single price. This is wonderful for consumers,
who are realizing the savings and convenience of real competition,
but it is beginning to wreak havoc on those who must determine
which portion of that bundled rate is for interstate service and can,
thus, be assessed for purchased purposes of universal service.

Finally, the present system also leads to several marketplace in-
equities. For example, though cable companies and phone compa-
nies offer comparable broadband products to consumers, only telco
DSL service offered by the phone companies must support uni-
versal service.

As the Federal Communications Commission and our committee
contemplate action to address these issues, I suggest that we begin
to adhere to certain principles. First, all providers—and I mean all,
A-L-L, providers—of telecommunications should provide equitably
for contributions to support universal service. There is absolutely
no reason to exempt certain products offered by particular indus-
tries simply because those industries have traditionally provided
video rather than common carrier services.

Next, all communications and not simply interstate communica-
tions should be assessed. In a world of packeted networks and bun-
dled service offerings, it is simply nonsense for the FCC to deter-
mine which communications are interstate, rather than intrastate,
in nature.

Finally, as new services come on line, such as voice over the
internet protocol, we should be careful not to play favorites for the
so-called new technologies. Contrary to what some might say, we
are not stifling the growth of new services by asking them to play
by exactly the same rules as their competitors play and to confront
the same challenges and difficulties that they confront. Rather, if
we allow carriers to evade universal service requirements simply
because of the technology or type of technology of their network,
then not only will we be shortchanging universal service support
mechanisms, but we will be picking winners and the losers in the
marketplace. And, worse, we will be stacking the deck unfairly
against certain participants in the industry.
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Mr. Chairman, I look forward to working with you and with
Chairman Tauzin on the issue. We must stand ready to make
tough choices to ensure the continued service of the telecommuni-
cations industry to our people and the continued success of that
service. I thank you for your courtesy to me.

Mr. UpTON. Thank you, Mr. Dingell.

I recognize Mr. Cox for an opening statement.

Mr. Cox. Thank you, Mr. Chairman. I welcome our witnesses
here. I thank you for holding this hearing on an issue that is of
great import to many of us who are determined not to repeat the
disastrous history of overregulation in the traditional telephone
market.

When we debated in this committee the 1996 act, there was a
consideration at that time of an amendment that I proposed that
would have limited universal service to voice-grade telephony. The
truth is that we are living in a world right now where voice and
data are merging, where, indeed, what we call data is very difficult
to define. And the kinds of telecommunications services that con-
sumers can avail themselves of are expanding very rapidly.

One of the reasons that this program is in trouble is that de-
mand for funds has been growing while the support base has not
been growing with it. We need to look at ways to limit what might
otherwise be an inexorable expansion of a program that would at
that point be in search of a purpose.

I think the fundamental purposes that need to be maintained for
universal service include making sure that everyone, whether they
can afford it or not, has a lifeline. They ought to be able to call 911.
People should not be so shut out from the rest of society that they
can’t get an ambulance to take them to the emergency room. But
at the same time, we ought not ask most consumers to pay taxes
to subsidize people getting video conferencing or getting all of the
services that might someday be available in the form of data over
what used to be telephone lines. We certainly don’t want to be pay-
ing for movies on demand or any such thing. And I think it is time
for us to take a very, very hard look at what is it that we are try-
ing to accomplish with this program. And I would think that the
lessons that we have learned since 1996 would be very instructive
in this respect but that now because of the financial problems of
this program would be a fine time to explicitly describe universal
service as voice-grade telephony and use it as a lifeline program.

I thank the chairman. I yield back.

Mr. UpTON. Thank you.

Mr. Stupak?

Mr. STUPAK. Thank you, Mr. Chairman.

The Federal Universal Service Program is of critical importance
to rural parts of America, including my district. Universal service
ensures that households in all parts of America have access to
basic telecommunications services, even in the most rural areas.
But the FCC’s program for non-rural carriers is no longer effec-
tively meeting these goals. Overwhelmingly, the program benefits
carriers and customers in three States, and millions of rural cus-
tomers served by non-rural carriers receive no benefit at all. The
FCC itself compiled a chart that illustrates this clearly.
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According to the FCC, residents in Michigan pay more than $5
million into the non-rural part of USF Program. Yet, carriers and
consumers in Michigan receive no money for the program in return.
Similar cases exist in 42 other States as well.

And I would ask unanimous consent to submit this chart from
the FCC into the record.

[The chart follows:]

USF Net Dollar Flow for High-Cost Rural Areas Served by Mixed Carriers: 2001

(Annual Payments and Contributions in Millions)
High-Cost, Non-Rural Fund ONLY

State Contribs to USF* Paymts from USF Net Dollar Flow

Alabama 2,650,000.29 42,863,000.88 40,213,000.59
Alaska 497,000.70 0.00 -497,000.70
Arizona 4,074,000.18 0.00 -4,074,000.18
Arkansas 1,584,000.18 0.00 -1,584,000.18
California 19,405,000.93 0.00  -19,405,000.93
Colorado 3,997,000.10 0.00 -3,997,000.10
Connecticut 3,131,000.86 0.00 -3,131,000.86
Delaware 779,000.03 0.00 -779,000.03
Florida 13,334,000.32 0.00  -13,334,000.32
Georgia 6,483,000.90 0.00 -6,483,000.90
Hawaii 800,000.08 0.00 -800,000.08
Idaho 1,031,000.32 0.00 -1,031,000.32
Illinois 8,842,000.11 0.00 -8,842,000.11
Indiana 3,700,000.57 0.00 -3,700,000.57
lowa 1,775,000.15 0.00 -1,775,000.15
Kansas 1,886,000.91 0.00 -1,886,000.91
Kentucky 2,468,000.49 0.00 -2,468,000.49
Louisiana 2,635,000.49 0.00 -2,635,000.49
Maine 937,000.83 6,629,000.32 5,691,000.50
Maryland 4,517,000.17 0.00 -4,517,000.17
Massachusetts 5,480,000.82 0.00 -5,480,000.82
Michigan 5,674,000.50 0.00 -5,674,000.50
Minnesota 3,503,000.19 0.00 -3,503,000.19
Mississippi 1,664,000.31 103,960,000.88 102,296,000.57
Missouri 3,801,000.38 0.00 -3,801,000.38
Montana 733,000.33 4,334,000.25 3,600,000.92
Nebraska 1,184,000.37 0.00 -1,184,000.37
Nevada 1,863,000.09 0.00 -1,863,000.09
New Hampshire 1,249,000.82 0.00 -1,249,000.82
New Jersey 8,371,000.35 0.00 -8,371,000.35
New Mexico 1,256,000.82 0.00 -1,256,000.82
New York 13,745,000.77 0.00 -13,745,000.77
North Carolina 5,804,000.34 0.00 -5,804,000.34
North Dakota 555,000.01 0.00 -555,000.01
Ohio 6,791,000.80 0.00 -6,791,000.80
Oklahoma 2,102,000.54 0.00 -2,102,000.54
Oregon 2,592,000.57 0.00 -2,592,000.57
Pennsylvania 8,344,000.42 0.00 -8,344,000.42
Rhode Island 857,000.75 0.00 -857,000.75
South Carolina 2,790,000.75 0.00 -2,790,000.75
South Dakota 584,000.43 0.00 -584,000.43
Tennessee 3,721,000.83 0.00 -3,721,000.83
Texas 12,880,000.80 0.00  -12,880,000.80
Utah 1,532,000.46 0.00 -1,532,000.46
Vermont 560,000.33 10,026,000.78 9,466,000.45
Virginia 6,038,000.66 0.00 -6,038,000.66
Washington 4,434,000.74 0.00 -4,434,000.74
West Virginia 1,161,000.21 25,894,000.38 24,733,000.17
Wisconsin 3,232,000.07 0.00 -3,232,000.07
Wyoming 463,000.12 6,138,000.62 5,675,000.51

TOTAL 199,848,000.13  199,848,000.13 0.00

Source: FCC Universal Service Monitoring Report, CC Docket No. 98-202, October 2002, Table 3.17, page 3-26.
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Notes: Figures may not add due to rounding. Support payments do not include quarterly true-ups. USF is an abbreviation for the Universal
Service Fund, which funds the high-cost support mechanisms.

* Carriers make payments into the fund based on end-user interstate telecom revenues. The estimates in this column are computed by
multiplying the state’s share of end-user revenue times the nationwide total at the bottom of this column. For the methodology used to derive
the state’s share, see the technical appendix to Chapter 1 of the source document.

Mr. UpTON. Without objection.

Mr. STUPAK. When I first learned about this, I was amazed. Ap-
parently, the rationale that leads to this inequity is as follows: The
FCC uses the average cost of the non-rural carriers serving the
State and compares that with the National average cost of pro-
viding telephone service. If a State’s average is more than 135 per-
cent of the National average, the State is eligible for funding. If the
State is below 135 percent, it is not eligible for funding.

On the face of it, this approach makes sense. However, it has
flaws. First, the cost of providing service in a State is skewed
downward if a non-rural carrier provides service to residents in a
city in that State.

In addition, this method ignores the intent of Congress. Congress
told the FCC to ensure comparable rates between urban and rural
areas. Universal service is designed to ensure that rural residents
in all parts of the country are afforded access to telephone service
that is comparable in price and quality to service in cities. A
scheme that sends 70 percent of the funds to two States does noth-
ing to advance urban, rural rate compatibility in my State or most
States in the Nation.

The Universal Service Fairness Act that Representative Terry
and I have introduced would solve this problem by assessing each
rural area independently. Each telephone company wire center is
compared to a National benchmark. If the wire center is over the
benchmark, it would receive support. If the wire center is below the
benchmark, it would not. This method would enable residents,
rural residents, across America to be treated fairly. And it ensures
that lower-cost areas would not benefit.

Mr. Chairman, I share the view of many of the members of this
subcommittee that we should undertake a review of the entire USF
Program. The program has many challenges. However, I believe
that we should consider moving to fix inequities that do rural cus-
tomers a great disservice while we continue to grapple with the
larger issues as well.

With that, I yield back the remaining 6 seconds of my time.

Mr. UpTON. The gentleman’s time has expired. I recognize the
gentleman from Nebraska, Mr. Terry, certainly.

Mr. TERRY. Thank you, Mr. Chairman, for holding this important
hearing.

I would like to as well focus my comments on one aspect of uni-
versal service fund. And that’s the high-cost, non-rural fund. Now,
although the FCC calls it non-rural carriers, in fact, actually, this
service serves more than 70 percent of rural Americans.

This program may be one of the most poorly targeted programs
in the Federal Government. More than half of the program, $120
million out of $234 million, benefits one single State. Nearly 85
percent of this program goes to carriers in only three States. And
only eight States receive any funding under this program. It’s in-
teresting to note that some of the rural States that do not benefit
from this program include Texas, who donates over $12 million to
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this program, and receives nothing; Tennessee, $3.7 million and re-
ceives nothing. Nebraska receives nothing.

Ironically, the States that do benefit from this program, although
rural and deserving of some support, are not the most rural States
in America. For example, by almost every measure, my State, Ne-
braska, is considered rural. According to the cost and the most re-
cent Census data, Nebraska is one-third as densely populated as
Mississippi. Yet, carriers serving residents in Nebraska receive no
support under this program.

I am proud to partner with Mr. Stupak in a bill that would cor-
rect this, as he has outlined in his opening statement. By using a
different formula, 40 States, more than 40 States, will receive some
degree of funding, as opposed to just 8.

Now, Mr. Chairman, you and I have discussed the necessity to
review and work toward complete reform of the USF Program. And
I want you to know, as I have told you on the floor, consider me
a partner in that effort.

I do agree that we need to completely reform the Universal Serv-
ice Program on the distribution, on the revenue side, but let’s also
recognize that that is going to be a very arduous, tedious, and
lengthy process. And I would respectfully request that we not pun-
ish in that time States like mine, Nebraska. And let’s resolve the
inequities while we can now.

With that, I look forward to working with you on the Universal
Service Fund and continue to plead that we at least do what we
can and move the Terry-Stupak bill.

I yield back my 9 seconds.

Mr. UpTON. The gentleman yields back the balance of his time.

We recognize Mr. Green for an opening statement.

Mr. GREEN. Thank you, Mr. Chairman. I appreciate the offer of
the extra 3 minutes, but I think I want to say what I have so it
will get into the record now. And I thank you for calling the hear-
ing on the future of universal service.

I expect that we will hear agreement from our panelists today
and from many members that the universal service fund needs to
be preserved. We may have different reasons for that. Mine is be-
cause I believe we must have a healthy fund to improve education
through our schools and library funding known as the e-rate.

People who are talking about reducing claims on the fund should
be warned that if they try to scale back or limit e-rate funding, I
think we will see a tremendous outcry from our teachers and our
parents and our school districts across the country. I don’t want to
get into the nuts and bolts of e-rate or some of its recent publicity,
but I want to talk about what e-rate has done for the school chil-
dren in my hometown in Houston.

With their recent receipt of over $50 million in year 6, the Hous-
ton Independent School District, very urban district, 200,000-plus
children, has received approximately $200 million in universal
service funding through e-rate.

Between 1998 and 2001, internet access in our minority class-
rooms jumped from 37 percent to 81 percent. And we were success-
ful in bridging that digital divide because of the universal service
fund. I believe these investments will be paid back many times
over when these children fully enter our society and our workforce.
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Ninety-five percent of all of our Houston public school classrooms
are now connected, with over 90 percent using high-speed connec-
tions. Teachers are connected to their schools’ resources at their
homes. And hopefully students will also be able to connect through
their homes.

Smaller districts also benefit. I have a number of districts other
than Houston Independent School District. I have one small district
that’s 80 percent economically disadvantaged. And they received
more than $1.5 million in e-rate funding. This low-income district
is now scoring 90 percent on all their State achievement tests. And
the school administrators say that it couldn’t have happened with-
out e-rate-provided funding from the universal service fund. So im-
proving educational opportunities for these schools is my motiva-
tion for seeking solutions to the coming crunch for the universal
service fund.

I don’t know the solution on how to make the deposits and with-
drawals on the fund match up. And I look forward to hearing from
our distinguished panelists on how this may be accomplished. But
I do know the approach should be comprehensive in considering all
aspects of the universal service, both within and without the actual
universal service fund.

Before we hear about potential solutions for universal service in
general and the fund in particular, I will make one observation. If
the FCC is going to continue to demand that the incumbent local
exchange carriers subsidize their competitors to pick off their high-
value customers through the UNE-P system and the TELRIC pric-
ing mechanism behind it, the incumbents are going to become less
and less able to have their business models support the majority
of rural and high-cost customers, whom they now serve.

And if incumbents that do not draw much from the fund can no
longer afford to serve these rural customers, then other companies
will move in using the universal service fund dollars to serve these
customers. If we think the fund is in trouble now, it may get a lot
worse if action is not taken. It is a complicated relationship, but
if balance were restored to this industry by eliminating UNE-P or
the TELRIC pricing, we would retain the ability of the incumbents
to provide universal service without causing increased burden on
the fund.

If incumbents cannot serve their current rural customers, the
burden on the fund is going to get bigger. And soon people are talk-
ing about making more folks pay into the fund, causing a lot more
pain.

All the while, we have critical needs in our schools and our
school children and need telecommunication investments. If these
investments are hit because we would rather subsidize a few com-
panies, I think that would be particularly a shame.

And, again, I'm glad the panel is here, Mr. Chairman. I am glad
you are holding this hearing. Thank you.

Mr. UpTON. Thank you, Mr. Green.

Mr. Walden?

Mr. WALDEN. Mr. Chairman, I will waive an opening statement.

Mr. UpPTON. Good for you.

Ms. Bono?

Ms. Bono. I'll waive also.
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Mr. UpTON. Mr. Whitfield?

Mr. WHITFIELD. I'll waive also.

Mr. UpTON. Mr. Bass?

Mr. Bass. I'll waive.

Mr. UpTON. Ms. Wilson?

Mrs. WILSON. Enter it into the record.

Mr. UpTON. Without objection.

All members’ statements will be a part of the record. So do you
defer as well?

Mrs. WILSON. I'll waive.

Mr. UpPTON. Mr. Pickering?

Mr. PICKERING. I will defer as well.

Mr. UpTON. Mr. Boucher?

Mr. BOUCHER. Well, thank you, Mr. Chairman. I do have some-
thing to say.

As a representative of a rural Virginia district, I have a very
strong interest in assuring that the longstanding commitment our
Nation has made to affordable telephone service for everyone re-
mains at the core of our Federal telecommunications policy.

We have a telephone service penetration rate in the high 90 per-
centile Nationwide, an achievement that few Nations can claim.
That sterling accomplishment is a consequence of and is directly
attributable to this commitment to universal service, through
which the residents of high-cost rural areas receive the basic local
telephone service at the same monthly rate as the residents of the
easier-to-serve metropolitan regions.

In the absence of our universal service policy, the high cost of
stringing telephone lines over large distances and mountainous ter-
rain would place the cost of telephone service beyond the reach of
tens of thousands of my constituents and tens of millions of rural
Americans.

And so, as we embark on these timely hearings—and I think
they are timely—to survey the changes and the universal service
funding and delivery mechanisms, which the arrival of competition
in the telecommunications industry makes necessary, I will urge
the members to retain our core basic universal service policy: af-
fordable local telephone service for everyone with the same basic
monthly rate for rural and urban residents alike. But changes
must come in the mechanics by which we achieve that result.

In an era of highly competitive markets for both wired and wire-
less telephone service, the universal service policy is still based on
the concept of a local telephone monopoly with a single wire line
provider for all voice service. To a large extent, the policy is still
based on the notion of a vertically integrated system with a single
provider for both local and long distance service, a condition which
has not prevailed in the United States for 20 years.

All universal service revenues, the system’s money end, are de-
rived from charges on interstate services while purely intrastate
services escape any universal service charge. CLECs, who serve
business customers only, take the cream off the top, depriving the
universal service fund of much of its traditional revenue service re-
source, which leaving the incumbent CLEC with an even greater
universal service funding responsibility.
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Telephony offered by cable systems through the cable modem
service in packaged switching format looks and feels exactly like
local telephone service, but it escapes any universal service pay-
ment responsibility.

These matters only scratch the surface in a complex system for
which changes must come. I want to commend the chairman for
launching the committee’s deliberations on universal service. I very
much look forward to the witnesses who have joined us here today.
And I want to join the chairman in thanking them for their partici-
pation. And I look forward to participating with the members as we
make the changes which must be made while reserving our core
principle of affordable service for everyone.

Thank you, Mr. Chairman.

Mr. UpTON. Thank you, Mr. Boucher.

Mr. Rush?

Mr. RusH. Thank you, Mr. Chairman. Mr. Chairman, I join with
my colleagues on the committee in applauding you for holding this
hearing on universal services.

Oversight of universal service programs is critical for all parts of
the country. And it is indeed important to residents of cities and
suburbs. We contribute the lion’s share of funding for this program.
And it is important to rural America also to ensure that rural resi-
dents have access to quality affordable telephone services.

Seven years after the passage of the Telecommunications Act, the
goals of the act remain the same to both reserve and advance uni-
versal services. However, the future of the fund is now in danger.

Mr. Chairman, since we passed the 1996 Telecommunications
Act, the technological landscape has certainly drastically changed,
never to return. We are now witnessing an explosion of wireless
and internet technologies. And they're offering a bundle of services,
which, in part, is great for the consumer but, on the other hand,
has the potential to shrink the base of revenues for the universal
service fund. This is, in part, due to the funding mechanism, which
is totally reliant on interstate and international end user tele-
communication revenues, thereby increasing the difficulty of identi-
fying interstate revenues.

As we continue to fund notable programs, like the E-rate Pro-
gram and the Rural Health Care Program, reform will be necessary
to ensure the sustainability of the fund in the long term. That said,
Mr. Chairman, I look forward to hearing the testimonies of our dis-
tinguished panelists, who offer proposals on how we can best re-
structure the universal service fund so that we can ensure that it
is being used responsibly and fairly and that it indeed is fully fund-
ed.

Thank you, Mr. Chairman. I yield back the balance of my time.

Mr. UpTON. Thank you, Mr. Rush. I know you are rooting for the
Cubs tonight, too.

Mr. RuUsH. I predict a victory, Mr. Chairman.

Mr. UpTON. For the Red Sox for Mr. Markey here. He will be
here. He’s at the health conference.

[Additional statements submitted for the record follow:]
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PREPARED STATEMENT OF HON. BARBARA CUBIN, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF WYOMING

Thank you, Mr. Chairman.

I would like to thank you for holding this hearing to examine the state of Uni-
versal Service, and jump-starting the effort to ensure the solvency of this important
fund. We must make certain that the USF continues to assist rural and high cost
communities—and low income Americans—stay connected in our modern world.

Being from a rural state, I can appreciate how difficult it is to provide ubiquitous,
affordable phone service across states like Wyoming. Those who are fortunate
enough to live in Wyoming, however, should not have the misfortune of exorbitant
telephone rates. After all, a phone in New York City is worthless if there isn’t any-
one on the other end of the line.

We have come a long way from the initial concept of Universal Service, and the
means of communication hardly resemble the rotary dial phone that I grew up with.
With new and emerging technologies changing how we stay connected, there have
also emerged new questions on how the USF should operate. For this to be an effec-
tive process, we need to assess the role of telecommunications providers regarding
their obligations to the fund as well as examine who is receiving a subsidy from the
fund. Spiraling contribution rates are not the sign of a balanced program. And no
consumer wants to open his or her phone bill and see a regularly ballooning USF
contribution.

I am certain that ensuring the solvency of the USF has as many different poten-
tial solutions as the witnesses we have testifying today—if not more. Hopefully,
there are some common themes we can build upon and reach a consensus approach
that will be widely supported throughout communities, the industry and Congress.

As a result of this hearing, I would like to learn from our panel just what changes
they would propose to ensure the viability of Universal Service. I would also like
to hea})r everyone’s thoughts on how we arrived at this precipice...what went
wrong?

We have a unique opportunity to take today’s pending troubles with the fund and
craft a common sense, dependable solution. One that had broad support and one
that is rock-solid, so that we won’t be holding a hearing a few more years down the
road and asking, “What went wrong?” again.

Thank you Mr. Chairman, I yield back the balance of my time.

PREPARED STATEMENT OF HON. W.J. “BILLY” TAUZIN, CHAIRMAN, COMMITTEE ON
ENERGY AND COMMERCE

Mr. Chairman, thank you for calling this hearing today. Universal service is a
complicated, but important, topic, and this subcommittee needs to begin to under-
stand its current status and what lies in its future.

Ensuring that all Americans have access to affordable telephone service has been
an important public policy goal for more than fifty years. However, competitive
forces created after the ’96 Act have made the current system unsustainable. Unless
key changes are made in the universal service regime, I fear that the fund will spi-
ral out of control, and that many of our rural constituents, including those in my
district in Louisiana, will be without affordable telephone service.

Competition has impacted universal service in three respects. First, competition
among local exchange carriers for business and urban residential customers has
eroded a primary source of implicit universal service funding for incumbent local ex-
change carriers (ILECs). Competition is great for consumers, but it requires changes
in universal service policies.

Second, competition among technologies has begun to reduce the pot of money
from which universal service derives its funding. People send emails rather than
make long-distance phone calls. That drains revenues from interstate revenues. Peo-
ple use their wireless phones rather than wireline phones. And burgeoning tech-
nologies like Voice over Internet Protocol (VOIP) do not currently contribute to uni-
versal service funding.

Third, competition has begun among different services for universal service dol-
lars. Wireless companies are beginning to use universal service funds to serve wire-
less carriers. And wireless companies are receiving universal service dollars even
though a particular customer is still being served by a wireline company that uses
universal service dollars. In addition, some people want to use universal service
money to fund broadband in rural areas. This has greatly increased the demand on
universal service money.

All of these competitive trends have put unprecedented pressure on the universal
service program. The program needs to be modernized to reflect all of these trends.
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I look forward to hearing the testimony of our witnesses today so that we can
begin to educate members regarding different ideas for universal service reform. I
hope this committee will engage in a vigorous debate about this issue and coalesce
around a strategy for reform. I look forward to working with Chairman Upton, Mr.
Dingell, and other interested parties to ensure that we bring long-term sustain-
ability to the universal service program.

Mr. UpTON. We are delighted to have a distinguished panel with
us this afternoon. And we are joined by Ms. Kathleen Abernathy,
a commissioner of the FCC; Mr. Bob Rowe, Chairman of the Mon-
tana Public Service Commission; Mr. Billy Jack Gregg, Director of
the Consumer Advocate Division, Public Service Commission of
West Virginia; Ms. Margaret Greene, President of the Regulatory
and External Affairs of BellSouth; Mr. Joel Lubin, Vice President
of AT&T; Mr. Glen Post, Chairman and Chief Executive Officer of
CenturyTel; Ms. Sid Shank, General Manager of Bloomingdale
Telephone Company from the greatest city of Michigan; and Mr.
John Stanton, Chairman and CEO of Western Wireless Corpora-
tion.

Ladies and gentlemen, your testimony has been made a part of
the record in its entirety. We appreciate very much that you sent
it up early so we had a chance to look at it last night, for me, my
staff, and other members of the committee. It’s made a part of the
record.

We are going to try to limit your remarks to 5 minutes.

Ms. Commissioner Abernathy, we will start with you. Welcome
back.

STATEMENTS OF KATHLEEN Q. ABERNATHY, COMMISSIONER,
FEDERAL COMMUNICATIONS COMMISSION; BOB ROWE,
CHAIRMAN, MONTANA PUBLIC SERVICE COMMISSION; BILLY
JACK GREGG, DIRECTOR, CONSUMER ADVOCATE DIVISION,
PUBLIC SERVICE COMMISSION OF WEST VIRGINIA; MAR-
GARET H. GREENE, PRESIDENT, REGULATORY AND EXTER-
NAL AFFAIRS, BELLSOUTH CORPORATION; JOEL LUBIN,
VICE PRESIDENT, AT&T CORPORATION; GLEN POST, CHAIR-
MAN AND CHIEF EXECUTIVE OFFICER, CENTURYTEL, INC.;
SIDNEY SHANK, GENERAL MANAGER, BLOOMINGDALE TELE-
PHONE CO.; AND JOHN STANTON, CHAIRMAN AND CHIEF EX-
ECUTIVE OFFICER, WESTERN WIRELESS CORPORATION

Ms. ABERNATHY. Thank you very much, Chairman Upton and
distinguished members of the subcommittee. It is a pleasure to be
here today. And I appreciate the opportunity to discuss the future
of universal service. And I also applaud you for taking the time and
energy to tackle this very difficult issue.

As pointed out by all of you, I think, the goal of providing high-
quality telecommunications services to all Americans at affordable
rates 1s a cherished principle in U.S. telecommunications policy and
one of the cornerstones of the act. All too often, we forget that in
the not too distant past, phone service was a luxury that few in
rural America could afford. Today, however, universal service fund-
ing has guaranteed citizens throughout the country the ability to
communicate at reasonable rates.

I know that every member of this subcommittee understands the
importance of universal service. And as chair of the Federal-state
joint board on universal service, I also make it a top priority.
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My written statement provides details on the challenges con-
fronting universal service and the various rulemaking proceedings
that we have pending at the FCC. So what I thought I would do
this afternoon is highlight two key issues identified in my written
statement; first, the contribution methodology debate; and, second,
the issues surrounding who qualifies for universal service support
in areas served by rural telephone companies. I think everyone
agrees that for universal service to remain vital, we must ensure
that sufficient funds continue to flow into the system and that the
funding burden is spread among contributors in an equitable and
a nondiscriminatory manner.

The commission took some important steps last December to sta-
bilize the universal service contribution factor in an effort to miti-
gate the growing funding burden on some consumers. But the ex-
isting regime remains in jeopardy for several reasons. And I believe
that more fundamental reforms will be necessary to protect uni-
versal service in the long term.

I think, as anyone with a cell phone can attest, the telecom mar-
ket has evolved away from reliance on traditional long distance
service and toward new services, like wireless and e-mail and more
recently voice over IP.

Since universal service funding comes only from interstate reve-
nues and there is a Federal court decision that said the FCC is not
permitted under section 254 of the act to assess intrastate reve-
nues, then this continuing decline in interstate revenue base has
forced the FCC to increase the contribution factor substantially to
meet funding demands.

Another concern arises from the increasing prevalence of bundled
service offerings. And I know a number of you mentioned that.
While these bundles are great for consumers because they’re con-
venient, they save us money, that’s fine, but they also make it ex-
tremely difficult to identify that part of the bundle that is the
interstate telecommunications piece.

Since the FCC’s existing rules only allow us to assess contribu-
tions on the interstate minutes, somehow we have to try and iso-
late those revenues from the revenues that are generated from
intrastate services or from other information services. At the same
time, however, simple economics will likely lead carriers to attempt
to minimize their contribution obligations by shifting revenues to
categories of service that are not assessed USF obligations.

So how do we respond to these marketplace and technological
changes? One option is for Congress to give the FCC the authority
to assess contributions on both interstate and intrastate revenues.
This total revenue assessment approach would be more predictable
and would make it harder for carriers to shield some of their reve-
nues in different categories.

In addition, however, the FCC is considering whether to adopt al-
ternative contribution methodologies under our existing authority.
So, for example, a system based on physical connections or as-
signed telephone numbers might be more stable than the revenue
model we currently use. And proponents note that these alter-
natives would eliminate the need to consider this whole debate
about interstate versus intrastate jurisdiction or telecom service
versus information service monies. But these proposals, neverthe-
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less, remain controversial, in large part, because they would shift
contribution obligations away from long distance carriers and into
the pockets of the LECs and the wireless carriers.

While universal service charges, as we all know, are ultimately
passed through to consumers, industry segments, nevertheless,
strive to minimize the charges on their own bills for competitive
reasons.

Finally, the FCC has also sought comment on broadening the
contribution base to include the telecom component of all
broadband services, including both DSL and cable model services.
Spreading the contribution burden across a broader base of services
would necessarily drive down the USF charge imposed on any sin-
gle service. Those are proposals that are currently in front of us.

Now, apart from the contribution methodology, the other primary
source of instability in the universal service regime is the support
mechanisms for those carriers that serve rural America. This com-
ponent has grown substantially over time. And this increase in de-
mand for funds when combined with the decreasing revenue base
is responsible for the fact that we now have a contribution factor
that is approaching double digits.

Another funding issue that has received particular attention is
the intersection of competition and universal service in rural areas.
While new competitors, including wireless providers, currently re-
ceive a very small percentage of overall USF support, their share
has been growing rapidly along with a surge in applications to be-
come eligible telecom carriers who were entitled to support.

This trend, together with the fact that incumbent carriers do not
lose any support if a customer switches to a competitor’s service,
suggests that rule changes may be necessary to avoid placing un-
reasonable strains on the overall high-cost support mechanisms.
And, therefore, the FCC has asked the USF joint board to consider
a variety of issues relating to the designation of competitive ETCs
and the manner in which all ETCs receive support.

In closing, while universal service is facing a number of chal-
lenges, I am confident that with your help and your guidance and
the commitment of the FCC, that we will be able to ensure the sus-
tainability of the various support mechanisms. We have initiated
the necessary rulemaking proceedings. Together I think we can re-
spond to the challenges ahead.

And I want to thank you for the opportunity to testify. And I look
forward to answering any questions you may have. Thank you.

[The prepared statement of Kathleen Q. Abernathy follows:]

PREPARED STATEMENT OF HON. KATHLEEN Q. ABERNATHY, COMMISSIONER, FEDERAL
COMMUNICATIONS COMMISSION

Good afternoon, Chairman Upton and distinguished members of the Sub-
committee. I appreciate the opportunity to appear before you to discuss the chal-
lenges confronting universal service and the FCC’s efforts to preserve and advance
this critical policy objective.

The goal of providing high-quality telecommunications services to all Americans
at affordable rates is a cherished principle in U.S. telecommunications policy and
one of the cornerstones of the Telecommunications Act of 1996. I know that every
member of this Subcommittee understands the importance of universal service, and,
as Chair of the Federal-State Board on Universal Service, I make it a top priority
to ensure that the federal support mechanisms fulfill their objectives.

The 1996 Act directed the FCC to promote two key goals that at times appear
to be in tension with one another: opening local markets to competition and pre-
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serving universal service. The prior monopoly environment enabled regulators to
promote universal service by building implicit subsidies into local and long distance
rate structures. In a competitive environment, however, these implicit subsidies can-
not be sustained, since the rates that provided surplus funds—such as business
rates in urban areas—are undercut by new entrants and eventually driven down to
a cost-based level. Congress accordingly directed the FCC to adopt explicit support
mechanisms that would be sufficient to ensure that rates remain affordable and rea-
sonably comparable throughout the nation. In response, the FCC developed several
explicit support mechanisms for carriers that provide service in high-cost areas.
High-cost support will total approximately $3.3 billion in 2003.

The 1996 Act also expanded the scope of universal service by directing the Com-
mission to establish support mechanisms for schools and libraries and for rural
health care facilities. The schools and libraries program (often called the E-Rate pro-
gram) provides up to $2.25 billion in annual support and has enabled millions of
school children and library patrons to gain access to advanced telecommunications
and Internet services. While the rural health program generally has been underuti-
lized, the FCC is considering a variety of measures to strengthen it, as discussed
below.

In addition to the high-cost support mechanisms and the programs supporting
schools, libraries, and rural health clinics, the FCC’s Lifeline and LinkUp programs
provide discounts off monthly service charges and connection fees to ensure that
low-income consumers have access to basic telephone service. This year, these pro-
grams will provide approximately $691 million in support.

All of these programs promote the universal service goals set forth in section
254(b) of the Act, including the availability of quality services at affordable rates;
access to advanced services in all regions of the Nation; comparable access to tele-
communications services for all consumers, including low-income consumers and
those living in rural, insular, and other high-cost areas; and access to advanced
services for schools, libraries, and rural health care facilities. Shortly after
Congress’s enactment of the 1996 Act, the FCC adopted rules regarding the collec-
tion and distribution of universal service support. Now, with several years of experi-
ence under our belts, we are engaged in a reexamination of many aspects of the pro-
gram to ensure that each component is administered as efficiently and effectively
as possible and that the overall program remains sustainable. A host of marketplace
and technological developments have already prompted some course corrections, and
may ultimately cause us to reassess certain fundamental policy choices made in the
initial implementation period. As we engage in this review, our commitment to pre-
serving and advancing universal service remains unwavering.

I describe below some of the challenges confronting universal service and the ef-
forts the FCC has underway to ensure that each component of the universal service
program remains faithful to the principles set forth in section 254 of the Act. These
proceedings aim to improve and strengthen all of our support mechanisms, and
therefore will benefit consumers in high-cost areas, families with low income, and
patrons of schools, libraries, and rural health care facilities. In my opinion, the FCC
will soon need to revise its rules regarding the collection of funds and their distribu-
tion through the various support mechanisms. I will begin with the contribution
methodology and then discuss issues pertaining to the distribution of support.

CONTRIBUTION METHODOLOGY

The Commission collects funds for the various universal service support programs
pursuant to section 254(d) of the Communications Act. Service providers must pay
a percentage of their revenues from interstate end-user telecommunications services
to the Universal Service Fund. This percentage fee, called the contribution factor,
changes on a quarterly basis depending on the demand for funding and the base
of reported revenues. The current contribution factor is 9.5 percent.

Several trends have combined to put upward pressure on the contribution factor,
which in turn has increased the funding burden on some consumers. While long dis-
tance revenues grew between 1984 and 1997, they have since been flat or in decline
as a result of price competition and substitution of wireless services, e-mail, and,
more recently, Voice Over Internet Protocol (VOIP) services. Because federal uni-
versal service contributions under existing rules are assessed only on interstate reve-
nues from end-user telecommunications services, this shrinking of the applicable rev-
enue base has contributed to a steady rise in the contribution factor over time—it
has increased by more than six percentage points over the last six years. While the
contribution factor for the fourth quarter of this year will be 9.2 percent, the slight
reduction from the current factor likely represents a one-time reprieve resulting
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from an earlier over-collection, considering that the reported revenue base remains
in decline.

Another important trend has been the increasing prevalence of bundled service
plans. For years, wireless carriers have offered buckets of any-distance minutes at
flat rates, and now wireline carriers are offering packages including local and long
distance for a single price. In addition, many carriers offer business customers bun-
dles that include local and long distance voice services, Internet access, and cus-
tomer premises equipment. Such bundling has been a boon for consumers but has
made it difficult to isolate revenues from interstate telecommunications services.
And the problem is likely to get worse as bundling becomes more and more popular.

In December 2002, the Commission adopted a number of measures to stabilize the
universal service contribution factor in an effort to mitigate the growing funding
burden on consumers. For example, the Commission increased from 15% to 28.5%
the safe harbor that wireless carriers may use to determine the interstate percent-
age of their revenues. The Commission also eliminated the lag between the report-
ing of revenues and the recovery of contribution costs, which lessened the competi-
tive disadvantages facing long distance carriers with sharply declining revenues.
And the Commission prohibited mark-ups of contribution costs on customers’ bills
to ensure that carriers cannot profit from inflated line charges.

While these were important steps, I believe that more fundamental reform will
be necessary to ensure the sustainability of universal service funding in the long
term. Bundling together interstate and intrastate services—and telecommunications
and information services—gives carriers the opportunity and incentive to understate
the portion of their revenues that are subject to assessment and increases the dif-
ficulty of identifying interstate revenues. Contribution factors therefore are likely to
continue their ascent under a contribution methodology based on interstate tele-
communications service revenues.

For this reason, the Federal-State Joint Board has recommended that Congress
amend section 254 to provide the FCC with authority to assess intrastate revenues,
in addition to interstate revenues. A total revenue assessment would be far lower
and more stable than one based solely on interstate revenues, and, just as impor-
tantly, it would prevent carriers from avoiding their contribution obligations by allo-
cating revenues to the intrastate jurisdiction.

In addition, the Commission has been considering whether to make substantial
changes under its existing statutory authority. The Commission has sought com-
ment on alternative methodologies based (in whole or in part) on end-user connec-
tions or assigned telephone numbers, because such approaches arguably would cre-
ate a more sustainable model for funding universal service in the future. The num-
ber of end-user connections has been more stable than the pool of interstate reve-
nues, and connection-based charges can be adjusted based on the capacity of each
connection to ensure an equitable distribution of the funding burden among busi-
ness and residential customers. Moreover, proponents of a contribution methodology
based on telephone numbers (with connection-based charges for high-capacity busi-
ness lines) argue that it would not only be more stable but also promote number
conservation. Critics of these proposals—including carriers that would face in-
creased assessments based on connections or telephone numbers—argue that reduc-
ing the contributions of long-distance carriers (which have very few assigned tele-
phone numbers or end-user connections) would violate the statutory requirement
that all carriers contribute on an equitable and nondiscriminatory basis.

Finally, the Commission also has sought comment, in the Wireline Broadband
NPRM, on whether all facilities-based providers of broadband services should be
subject to the same contribution obligations. While a total-revenue methodology or
one based on end-user connections or telephone numbers would address problems
arising from the blurring of the line between interstate and intrastate telecommuni-
cations services, such changes would not necessarily broaden the contribution base
to include all broadband transmission services and new services such as VOIP. The
Commission accordingly sought comment on whether or not to change the contribu-
tion pool to include new services that currently are not assessed. Regardless of
whether such services are classified as telecommunications services or information
services, section 254 gives the FCC permissive authority to assess contributions on
“telecommunications,” which underlies both types of services.

DISTRIBUTION OF SUPPORT

The steady increases in the contribution factor have resulted not only from the
shrinking of the interstate revenue base, but also from the significant increases in
the demand for funding. Much of the increased demand has resulted from the FCC’s
reform of interstate access charges: Many incumbent LECs now recover from the
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Universal Service Fund costs that previously were recovered from long distance car-
riers. In addition, the increasing entry of wireless carriers and other competitors as
eligible telecommunications carriers (ETCs) has raised questions about the long-
term sustainability of the high-cost support mechanisms. Demand growth has been
less of an issue with respect to the mechanisms that support schools and libraries,
rural health clinics, and low-income consumers, but I describe below the FCC’s re-
c%r‘lt initiatives to revise those programs to ensure that they remain efficient and
effective.

HIGH-COST SUPPORT

1. ETC/ Portability Issues

Before enactment of the 1996 Act, only incumbent LECs received universal service
support. In recent years, however, wireless carriers and competitive LECs have been
designated as ETCs. While competitive ETCs receive a very small percentage of
high-cost funds overall, their share has been increasing dramatically in recent
months along with a surge in the number of ETC applications. Competitive ETCs
receive support under the “identical support” rule (also called “portable support”),
which provides per-line support based on the incumbent ETC’s costs. Incumbents do
not lose support when a competitive ETC captures lines; rather, both carriers re-
ceive universal service funding. Rural LECs have argued that this regime creates
uneconomic arbitrage opportunities and threatens the viability of universal service,
while competitive ETCs generally contend that providing identical support—wheth-
er based on the incumbent LEC’s embedded costs or based on forward-looking eco-
nomic costs—is essential to competitive neutrality.

In November 2002, the Commission asked the Federal-State Joint Board to con-
sider the intersection of competition and universal service in rural areas. The Joint
Board subsequently sought comment on several key issues, including the manner
in which competitive ETCs receive support and the impact of providing support to
competitive ETCs on the growth of the universal service fund. The Joint Board also
sought comment on the process for designating ETCs and whether the FCC should
establish guidelines for consideration by the state commissions that make these de-
terminations under section 214(e)(2). In July, the Joint Board held a public forum
on these issues, and a wide range of industry representatives, consumer advocates,
and state commissioners provided valuable insights.

Parties advanced a variety of proposals in their comments and at the public
forum. Several groups of incumbent LECs argue that competitive ETCs should re-
ceive support based on their own embedded costs. Some competitive ETCs argue
that incumbents and competitors should receive support based on forward-looking
economic costs. To control growth, some parties advocate capping support upon
entry of a competitor and dividing the funds pro-rata based on the percentage of
lines each carrier serves; other parties advocate supporting only a single connection
per household (current rules do not limit the number of wireline or wireless connec-
tions that are funded). Incumbent LECs generally oppose these proposals, arguing
that reforming the ETC-designation process—in particular, making the public inter-
est analysis more exacting—would suffice to keep the Universal Service Fund from
growing too large.

The Joint Board is now considering the record and plans to provide a rec-
ommended decision to the FCC as expeditiously as possible.

2. Support for Non-Rural Carriers

While the rural high-cost support mechanism provides the lion’s share of the
funding—and correspondingly has received most of the attention—“non-rural” car-
riers (the Bell operating companies and other relatively large LECs) also receive
high-cost support. Whereas rural carriers receive support based on their embedded
costs, non-rural funding is determined based on forward-looking economic costs.
Non-rural carriers receive support in a particular state if the statewide average cost
per line, as determined by a computer cost model, exceeds the national average cost
by a certain margin. Currently, non-rural carriers receive support in eight states
(Alabama, Kentucky, Maine, Mississippi, Montana, Vermont, West Virginia, and
Wyoming). While non-rural carriers in other states serve many high-cost wire cen-
ters, their statewide average costs are not sufficiently high to receive support. More-
over, rural carriers receive substantial support in each of the states for which non-
rural support is unavailable.

I understand that this Subcommittee is considering legislation that would alter
the distribution of non-rural support. The Commission is nearing completion of its
own review of this support mechanism in response to a remand by the Tenth Circuit
Court of Appeals. The court ruled that the Commission did not adequately explain
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how the non-rural support mechanism is sufficient to enable states to set affordable
rates that are reasonably comparable in both rural and urban areas. In addition,
the court directed the Commission to consider how to induce states to develop their
own support mechanisms to fund high-cost areas within their borders, since the fed-
eral mechanism aims primarily to mitigate cost differentials among the states. The
Joint Board issued its recommendations last October, and the Commission will com-
plete its consideration of these issues next month.

LOW-INCOME SUPPORT

A separate component of the federal universal service program is the low-income
support mechanism, Lifeline/LinkUp. These programs provide funding that enables
low-income consumers to receive discounts on monthly service and installation
charges. An additional layer of discounts is available for eligible consumers living
on Indian tribal lands. Earlier this year, the Joint Board released a Recommended
Decision on proposals to bolster the effectiveness of Lifeline and LinkUp. This Rec-
ommended Decision suggests new ways for low-income consumers to qualify for sup-
port and also addresses questions regarding states’ efforts to engage in outreach and
to verify program eligibility. The goal of the pending rulemaking is to remove im-
pediments to beneficiaries’ receiving support while simultaneously preserving the
integrity and enhancing the efficiency of the program.

SCHOOLS AND LIBRARIES AND RURAL HEALTH CARE FACILITIES

Finally, the Schools and Libraries support mechanism (E-Rate) and the support
mechanism for rural health care facilities provide additional support that enables
these institutions to receive discounts on basic and advanced telecommunications
services (as well as internal connections in the E-Rate program). Now that the Com-
mission has had significant experience overseeing these programs, we are consid-
ering a variety of rule changes in pending rulemaking proceedings. These pro-
ceedings, like the Lifeline/LinkUp rulemaking, aim to eliminate red tape while en-
suring continued program integrity.

In particular, the Commission will soon consider an Order that would modify the
rural health care mechanism. This support mechanism has been underutilized, so
the notice of proposed rulemaking sought comment on ways to alter eligibility re-
quirements to eliminate obstacles to rural health clinics’ receiving support, while re-
maining faithful to the statutory purposes. Facilitating telemedicine by connecting
rural health clinics to regional hospitals and universities has always been an impor-
tant goal, and it takes on added importance in light of the increased threat of bioter-
rorism.

Taken together, the reforms being considered by the Commission should ensure
the continued vitality of the federal universal service support mechanisms. The
Commission has no higher priority than delivering on the promise of ubiquitous,
high-quality, and affordable services. I would like to thank you, Mr. Chairman, for
calling this hearing, and I look forward to working with you and other members of
the Subcommittee on these challenging and critical issues.

Mr. UpTON. Thank you very much.
Mr. Rowe, welcome.

STATEMENT OF BOB ROWE

Mr. Rowe. Thank you. Mr. Chairman, members of the com-
mittee, I am Bob Rowe. I am Chairman of the Montana Commis-
sion, also a member of the Federal-state board on universal service.
I am speaking here today entirely in my own capacity.

I join in commending you for holding this terribly important
hearing. I am very honored to be sitting here between two good
friends of mine and with this very distinguished panel. I am going
to speak fast, like a Yankee, to stay within my timeframe.

This program does face real crucial and time-sensitive chal-
lenges. All of you in your opening statements did a superb job lay-
ing out what those challenges are.

I am actually more optimistic now than I have been in years that
we are going to really get at this and make progress. I am opti-
mistic based on the experience we have had and the appreciation
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by industry and consumer groups, by the FCC, the joint board, and
by Members of Congress that we have to act quickly and we have
to act wisely because the risk of failure is so high. And, again, I
think your thoughtful and intellectually diverse opening state-
ments coupled with the great work being done on the Senate, led
particularly by Senator Burns and Senator Dorgan, really can give
us some optimism that we can get it right.

I start with two basic questions. The first question is, is uni-
versal service the problem or the solution as the saying goes? I
would argue that section 254 may be the most successful part of
the Telecommunications Act. And as I drive around Montana, as I
visit other States every day, I appreciate the successes of all four
elements of the Universal Service Program.

In my testimony, I describe, in particular, some of the good work
being done by the rural independents and cooperatives in Montana,
deploying really remarkable services in very tough-to-serve, very
costly to serve areas. Consistent with Mr. Cox’s point, most of the
services, the advanced services they provide, aren’t funded directly
by universal service, but the network over which both basic and ad-
vanced services typically are provided is supported in part, the loop
and the switch elements, by universal service. That’s the no-bar-
riers base approach.

There are good things happening in rural America. And those are
very much associated with the success of the Universal Service
Program.

The second basic question, are we more concerned about sup-
porting individual customers or supporting a network? My answer
is both. In my testimony, I discuss the key role of support to indi-
viduals, but I also describe the history of universal service coming
out of the system that was put in place over the Twentieth Century
to support the network with payments back and forth between car-
riers. This system was modified, became more complicated after the
breakup of AT&T, and was again modified after the 1996 act, par-
ticularly through creation of the CALLS and MAG Programs. So,
again, we're supporting both networks and being mindful to the
needs of individual customers, who take service over those net-
works.

In terms of what is driving growth in the fund, I include some
charts provided by NECA at the back of my testimony. Two key
factors in recent years: first, again, the movement away from inter-
carrier payments or so-called implicit support to explicit support.
An enormous amount of the growth in the fund is the result of the
CALLS and MAG Programs putting money explicitly on universal
service-type payments.

The second issue—it’s a new issue in the last several years, but
it’s growing—is, of course, the relatively rapid uptake of competi-
tive eligible telecommunications providers, particularly but not en-
tirely, wireless. And, again, I go into that in more detail in my tes-
timony.

What are the issues? In my written testimony, I describe in more
detail issues in the contribution area. I think others will go into
those in some detail, lay out the alternatives. I have been on record
since actually 1996 in supporting an assessment on all tele-
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communications revenue. That’s not the only solution, but it is a
good solution.

Telecommunications revenues are increasing. Interstate revenues
are declining. That is one solution. It is a solution addressed in a
letter the joint board sent to Senator Burns earlier this year.

The second set of issues has to do with eligibility. The third set
has to do with the cost basis for payment. Both of these com-
plicated sets of issues are being addressed by the joint board right
now. And I'm encouraged that we are going to make some progress.

In the large company area that a number of the members dis-
cussed,—and by “large company,” I am referring to large compa-
nies, the Bell companies, that serve rural America—I have two con-
cerns. The first has to do with the hybrid cost proxy model that is
the basis for determining costs by these companies. There are fun-
damental problems with that model. I have certainly addressed it
with the FCC. And they are issues that the FCC commissioners are
mindful of.

The second is that the payment, the statute that you passed says
rates and services in rural and urban America are to be reasonably
comparable. The standard adopted by the FCC addressed by the
court in the Tenth Circuit and then ultimately proposed for some
modification by the joint board instead compares rural costs to a
National average. And there is a very big difference between a Na-
tional average and an urban average.

The final set of issues I address is whether there should be fur-
ther modification of inter-carrier payments. I know a number of
people on the panel will speak to that issue. My concern is that to
the degree that issue was addressed, that the particular effects on
the rural carriers be factored in. They are, if anything, more de-
pendent upon so-called access revenue and have less ability to av-
erage that revenue somewhere else if it goes away. If it is replaced
with universal service-type funds to some extent, that again puts
more pressure on the funds. So you have to have a robust base. But
we have to understand what we are doing there.

In my testimony, I recommend basically a three-part approach.
The first, I do think focused legislation would be very helpful. And,
again, both you and your colleagues in the Senate are looking at
that. Second, I think the joint board with congressional oversight
will make progress on the so-called portability issues having to do
with contribution and eligibility. And, third, to the degree that we
are going to address inter-carrier payments, I think we need a very
structured, a very rigorous approach to do that.

We spend our days in the weeds, in the details of this. From your
opening statements, you know the details very well as well. But ul-
timately your job is to basically provide a beacon to us to get us
out of the woods and back on the path to making this program the
success that you intended it to be.

Again, when I drive around Montana, look at the telemedicine fa-
cilities, the great facilities being deployed in schools and libraries
as well as the basic high-cost fund programs, I am optimistic. And
I recognize that this is an important program. Once you modify the
program, I think we need to do so in light of its successes and in
light of the critical place that you in passing the act gave it.

Thank you very much, Mr. Chairman.
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[The prepared statement of Bob Rowe follows:]

PREPARED STATEMENT OF BOB ROWE, CHAIRMAN, MONTANA PUBLIC SERVICE
COMMISSION

Mr. Chairman and Members of the Committee, I am Bob Rowe, Chairman of the
Montana Public Service Commission, and a member of the Federal-State Joint
Board on Universal Service. I am speaking only on my own behalf. I commend you
for holding this important and timely hearing. I am truly honored to be here.

Real challenges face the federal universal system, as they do the entire tele-
communications sector. However, I have perhaps more optimism now about the abil-
ity to address the challenges facing universal service than I have in quite some
time.

Why am I optimistic? Experience and an appreciation of the risks of failure to act
wisely have made the discussion of universal service issues more informed and con-
structive. I credit that to hard work among industry and consumer stakeholders, to
an engaged and effective Joint Board and FCC, and to leadership by Congress. More
on that later.

My testimony will briefly cover the following areas:

1. Several basic questions about universal service.

2. Factors driving the past and future growth in the fund.
3. Summary of current key issues in universal service.

4. Narrow versus broad approaches to issue resolution.

5. The critical role of Congress.

I will conclude by suggesting a combination of measures, including strong and
continuing Congressional oversight. These suggestions build in part on approaches
developed throughk the Universal Service Summits convened by Senators Burns
and Dorgan, along with focused legislation in several areas, especially contributions
to support universal service. I also suggest for consideration a possible approach to
addressing difficult issues in intercarrier compensation.

A. SEVERAL BASIC QUESTIONS ABOUT UNIVERSAL SERVICE.

Two questions seem especially important to me, and help shape the solutions we
craft:

1. Is universal service the problem or the solution?
2. Is universal service best understood mainly as a support system for customers
or for networks that serve customers?

Is universal service the problem or the solution?

It is disturbingly easy to encounter those who believe that the universal service
system is itself “the problem,” especially the high cost fund portion. I believe that
the programs embodied in Section 254 may perhaps be the Telecommunications
Act’s most tangible success. Each of the four programs—high cost fund, schools and
libraries, rural telemedicine, and lifeline-link-up—has produced real achievements.
In particular, the high cost support programs have allowed service providers to
maintain their networks while keeping rates affordable.

Universal service really is working in Montana. The seventeen rural carriers have
built high quality networks capable of supporting a wide range of services. They
have deployed DSL in 183 rural communities, including remote, low income areas
such as Crow Agency on the

Crow Reservation.! Rural carriers have formed consortia to provide switched ATM
backbone and to provide at least 123 state-of-the-art video studios (Vision Net, Mid-
Rivers and Range) for everything from distance learning to supporting local busi-
nesses. Every Native American Indian Reservation in Montana has, for example, at
least one video studio operated by Vision Net. Most of these efforts are not sup-
ported by universal service,2 but the high cost fund has helped pay for the critical
local network facilities over which all these services originate and terminate, facili-

1All four of the Project exchanges on the Crow Reservation have DSL. Exchanges with as few
as seventy lines have been provisioned with DSL.

2For example, universal service does not support transport, which can be a key cost driver
for everything from connecting remote households [Joint Board Recommended Decision, Re-
leased July 10, 2002 (FCC 02J-1), Bob Rowe Separate Statement Concurring in Part Dissenting
In Part (pp. 43-53)], to getting broadband traffic back to the Tier 1 Internet [Victor Glass,
“NECA Rural Broadband Cost Study: Summary of Results,” June 21, 2000; Victor Glass, “Rural
Realities: Will rural dwellers be forgotten in the broadband boom?” July 15, 2002].
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ties on which services such as DSL are directly deployed.3 A map of facilities de-
ployed by rural Montana carriers is attached to this testimony.

The other programs supported by universal service have also produced real suc-
cesses.4

The very high level of service provided in some of the nation’s most challenging
areas shows that the program is successful and important. Essential reforms should
be built upon this foundation.

Support for customers or for the network?

Many still argue that the existing high cost support system should be replaced
with one that makes payments to individual customers, as does the current Lifeline
program. Congress resolved this issue in the 1996 Act, saying that rates and serv-
ices should be reasonably comparable between urban and rural or insular areas, not
customers. It is worth noting, however, that factors such as small local calling areas
in many rural areas (compared to the hundreds of thousands who may be within
an urban local calling area make rural customers’ total phone bills higher than
urban customers’ even where the nominal local exchange rate is lower. Moreover,
non-metropolitan status correlates very closely with low per capita income. I offer
two examples:

1. InterBel Telephone Cooperative serves about 3110 access lines in several small
communities in Northwest Montana. The residential and business basic ex-
change rates, including the Subscriber Line Charge, are $18.50 and $26.20.
Without universal service support, these figures would be $81 higher each
month. The per capita income in Eureka is $12,6195. For the State of Montana
as a whole the per capita income was $17, 151.

2. If it were not for universal service support, local rates on the Crow Reservation
could be as high as $60 for residential customers and $70 for business cus-
tomers. Per capita income on the Crow Reservation was $9,440 dollars in 1999,
with 21.8 percent unemployment.

Getting services to customers at affordable and comparable rates is obviously a
fundamental goal. However, we must also remember that existing universal service
arrangements arose out of the system of payments created over the years to pay
for building, maintaining, and operating the “network of networks” that served most
telecommunications carriers and most of their customers. Initially, most of this oc-
curred by the independent companies allocating some of their costs to the interstate
jurisdiction. These costs were then recovered through the “settlements” between
AT&T and the independent carriers.® With divestiture, this system was modified to
incorporate “access payments” by the inter-exchange carriers to the local carriers,
to support the local network required by IXC customers to originate and terminate
long distance calls. This has been compared to “rent” paid for use of the local net-
works. The FCC created a variety of programs to support specific services, such as
high-cost loops and switches deployed by smaller carriers. At the same time, a por-
tion of the “non-traffic sensitive” costs were moved to end user payments, and the
“subscriber line charge” (SLC) was created.

After passage of the 1996 Act, even more costs where shifted to end users, as the
FCC tried to make “implicit” support explicit (at least as to interstate costs), to
lower interstate access charges, and to move more “non-traffic sensitive” costs to end
users. The CALLS (Coalition for Affordable Local and Long Distance Service) pro-
gram for large companies and the MAG (Multi-Association Group) program for small
companies are the prime examples.

As will be noted below, a network focus, in addition to a customer focus, helps
provide analytical clarity, sheds additional light on one of the key cost drivers (fur-
ther replacement of access by universal service type payments), and helps focus the
discussion about what services should be covered by universal service. This history
shows that one cannot understand universal service solely as a program for reduc-
ing customers’ rates. Equally important, it has been used as a method of financing
the construction of quality plant in high-cost areas.

3.Support for the loop has also likely allowed carriers to allocate more resources for advanced
services deployment than otherwise would have been the case.

40n June 9, 2003, the FCC issued a Notice of Proposed Rulemaking, requesting comments
on a Joint Board recommendation concerning the Lifeline and Link-up programs.

5U.S. Census Bureau, 2000 Census.

6The initial “Ozark Plan,” following out of the 1934 Act, was driven by the distance traffic
had to be hauled and the hold time for interstate calls, and resulted in as much as 85 percent
of costs being assigned to the interstate jurisdiction for some rural carriers. From 1981 to 1997,
the interstate allocation of loop costs was gradually moved to a uniform 25 percent.
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B. FACTORS DRIVING GROWTH IN THE FUND.

High cost loop support was capped by the FCC in 1994. The cap was intended
to be temporary, while universal service was “reformed.” Instead the cap has re-
mained in place, although modified when the FCC adopted recommendations of the
Rural Task Force. The attached tables and charts were provided by NECA7 at my
request.

Illustration 2 summarizes the current elements of universal service. Rural health
care ($20 million per year), and the Lifeline and Link-up programs for low income
customers ($741 million) are by far the smallest components. The Schools and Li-
braries program is substantial, but has been capped at $2.25 billion since 1997, and
therefore is not a driver of current fund growth. Programs comprising the High Cost
Fund are projected to total $3.4 billion for 2003. Illustration 3 shows the growth in
total high cost fund support since 1998, roughly a doubling in size.

Illustration 4 shows growth in the High Cost Fund from 1998 through 2003, by
components. The most significant increases in recent years, by far, have resulted
from two similar decisions. First, the “CALLS” plan adopted by the FCC caused a
roughly $650 million increase in the high cost fund. This new money limits how
much SLC charges may increase in rural areas as a result of the decision to reduce
access payments paid to price cap regulated (mainly large) ILECs. Then, the “MAG
plan” as adopted by the FCC, created a similar support plan, the Interstate Com-
mon Line Support (ICLS) program for rate-of-return regulated (mainly small)
ILECs. This program now costs about $425 million per year. These two programs,
costing more than $1 billion per year, were designed to reduce interstate access
charges.

Other factors have also caused costs to increase.® Illustration 5 shows estimated
ILEC and Competitive Eligible Telecommunications Carrier (CETC) funding,
annualized, based on third quarter, 2003, numbers. ILECs will receive $3.41 billion
this year. CETCs will receive $251 million. Recent analysis indicates this figure may
be exceeded.

Illustration 6 shows the growth in the number of CETCs and funding from the
third quarter of 2002 to the third quarter of 2003. There were 30 CETCs in the
third quarter of 2002, and 165 one year later. CETCs received $56 million (1.8 per-
cent of the fund) in 2002 and $ 252 million (7.3 percent of the fund) one year later.
It is generally agreed that there is substantial potential for further growth from
CETC certification.

C. SUMMARY OF ISSUES IN UNIVERSAL SERVICE.

1. Contributions.® Currently, universal service is supported by an assessment on
interstate revenue. The FCC has made several adjustments to the contribution base
(most notably increasing the portion of wireless revenue assumed to be interstate
and therefore subject to the assessment from 15% to 28.5% and basing assessments
on prospective revenues). As a result, the assessment has temporarily stabilized at
slightly above nine percent. However, most observers expect this to be a temporary
reprieve from an increasing assessment on a decreasing base. Alternatives proposed
by various parties include:

a. Per connection assessment,;
b. Capacity based assessments;
c. Per-telephone number and number equivalent assessments; and
d. Modifications to the revenue-based approach either by:
i. broadening the base to include more services (such as broadband services in
addition to DSL), or by eliminating the wireless “safe harbor,” or
ii. Deepening the base to allow assessment for the federal fund to be based on
intrastate as well as interstate revenue (with a similar modification for state
funds).

7"NECA operates the various intercarrier rate pools, conducts economic and technical analysis,
and provides other services to the telecommunications industry. It does not take positions on
policy issues. Use of this material does not constitute an endorsement by NECA for any position
in this testimony. This information was derived by NECA from reports filed with USAC and
other publicly-available information.

8Loop support increased due to regulatory changes resulting from MAG and RTF implementa-
tion, where the cap was increased and the payment calculation modified to incorporate growth
in the number of loops and in DGP-CPI.

9The “contribution” issue was not referred by the FCC to the Joint Board. However, the Joint
Board did hold a public meeting on the subject June 21, 2002, and state members did submit
two sets of comments to the FCC, most recently on May 20, 2003.
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Most of these proposals have been subjected to criticisms based on possible ille-
gality under Section 254 as interpreted by the courts10; administrative workability,
fairness, or other grounds. Most current attention is focusing either on the number
and number-equivalent approaches (developed most thoughtfully by FCC Commis-
sioner Martin), or on expanding the revenue base to include more telecoms revenue.
Notably, the federal and state members of the Joint Board submitted a letter to
Senator Burns stating that deepening the base to include intrastate revenue was
a workable option.11

It has also been suggested that Congress clarify that any of the approaches are
acceptable, based on a determination by the FCC, thereby eliminating any possible
legal barrier to an approach determined most workable by the Commission.

2. Eligibility.12 The Joint Board is currently examining numerous questions re-
garding carrier eligibility for universal service support. What standards should
“competitive eligible telecommunications carriers” (CETCs) have to meet in order to
be certified by a state commission or the FCC under Section 214, especially in areas
served by rural carriers? Should the FCC adopt a set of standards applicable to cur-
rently-certified ETCs and CETCs alike? Should this issue continue to be left to the
state commissions? Should the FCC set a floor, with state commissions able to build
on this floor? Could a set of wireless-appropriate standards be developed? Could a
“best practices” or model standards for state commission consideration be developed?
Are there relevant differences between wireline CETC applicants (often rural over-
builders) and wireless CETC applicants? Is there a risk of diminished quality if one
set of carriers faces a lower standard than does another? How should state commis-
sions evaluate the “public interest” component of the current statutory standard,
and ghould they consider the effect on the federal fund of multiple ETC designa-
tions?

3. Cost basis for payment. Currently, all “nonrural” companies, including all
the Bell Companies, receive support based on forward looking costs, determined
through the FCC’s Hybrid Cost Proxy Model (HCPM). Small companies receive sup-
port based on embedded (historical) costs. CETCs receive support based on (and on
a per-line basis identical to) the support of the incumbent for whose area the com-
petitive carrier is granted ETC status. The Joint Board is currently considering a
number of issues here as well. For example, should the CETC receive payment
based on the incumbent’s costs, or on its own costs, and should those be forward
looking or embedded? Given concerns about the HCPM, should it ever be used for
rural carriers, and should it continue to be used even for large carriers?

4. Large Company Issues. The 10th Circuit Court of Appeals remanded to the
FCC its “large company” Ninth Report and Order.13 In turn, the FCC referred this
issue to the Joint Board, which issued a recommendation on October 16, 2002. The
Joint Board suggested several modifications, which the FCC is now considering. The
FCC’s order is expected soon. In my opinion, the combination of an imperfect cost
model 4 with the formula used to award support does result in significant under-

10See, Texas Office of Public Utility Counsel v. FCC, 183 F. ed 393 (5th Cir. 1999), prohibiting
assessment of intrastate revenues to support the Schools and Libraries program. Others have
suggested that a per-connection or per-telephone number approach would not comply with the
statute that requires all interstate carriers to contribute, or would not be equitable and non-
discriminatory. See 47 U.S.C. Section 254(d).

11Letter dated May 19, 2003, Attachment 1. While the state members of the Joint Board en-
dorsed this approach, it is likely to be strongly opposed by a number of state commissions.

12Eligibility-related and cost and payment issues were included in the “portability” referral
from the FCC to the Joint Board. The Joint Board held a very productive en banc hearing in
Denver on July 31, 2003, and is currently considering comments. This proceedmg also concerns
specific issues such as whether support should be limited to a “primary line,” and how primary
line would be defined.

BQRuwest Corp. v. FCC, 258 F.3d 1191 (2001). The FCC’s order was challenged by Maine,
Vermont, and Montana, as well as by Qwest. The court held, inter alia, that the FCC did not
provide an adequate explanation for its decision that the non-rural mechanism in the Ninth Re-
port and Order achieved the statutory principles in Section 254; that the FCC failed to define
the key statutory terms “reasonably comparable” and “sufficient”; that it did not adequately ex-
plain the 135 percent of national average funding benchmark.

14Montana, Maine, and Vermont have repeatedly urged the FCC to address problems with
inputs, formulas and maintenance of the model, but have generally been frustrated in their at-
tempts to obtain critical information about the model. See, letter to the FCC from counsel for
the Vermont Public Service Board, September 12, 2003 (Attachment 2). Possible problems in-
clude but are not limited to assuming that cabling runs on straight compass lines,
underweighting the cost of traveling over mountains or rivers; apparently ignoring physical bar-
riers such as highways or railroads; apparently not accounting sufficiently for physical barriers
such as shallow bedrock or rocky soil; not accounting for increased maintenance cost in snowy
regions; inconsistently treating broadband facilities.

Continued
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funding to areas served by the largest companies. This includes many states in the
west, but also New England states such as Maine and Vermont (a rural state in
which 85 percent of lines are served by Verizon).15> In my dissent to the Joint Board
recommendation, I argued that Section 254 requires that rates and services in rural
and insular areas be “reasonably comparable” with rates and services in urban
areas. Comparing rural rates 16 with a national average and then providing support
only for costs exceeding 135 percent of the national average falls far short of this
clear directive. A rural or insular area might be required to have rates or costs as
high as 165 percent of the urban average cost before it would be eligible for support
under the current system.

5. Covered services. The Joint Board is required periodically to review the list
of services eligible for support, and recommend changes. “On July 10, 2002, the
Joint Board recommended that the list remain unchanged on July 10, 2002 [Rec-
ommended Decision, Release Date (FCC 02J-1)]. The FCC issued an order adopting
that recommendation on July 14, 2003. In that proceeding, I dissented in part, sug-
gesting that a focus on support for the network over which most services are pro-
vided would be a more reasonable approach than attempting to evaluate specific
services. For example, the primary requirement for DSL service (or similarly, high
speed wireless service) is a robust network, with clean loops. This is consistent with
the “no barriers” approach advocated by the Rural Task Force.1”

6. Further modification of inter-carrier compensation systems. Many car-
riers, including but not limited to the largest ILECS and the IXCs, argue that fur-
ther modification of inter-carrier compensation is required because of a variety of
threats to the current system. The full scope of the problem is being identified only
now, including through specific data requests by the FCC. It is abundantly clear,
however, that rural carriers are much more dependent on access payments than the
larger carriers. “Bill-and-keep” approaches are especially problematic for small car-
riers because they lack the ability to average costs over a larger area and the cur-
rent pooling mechanisms function like high-cost support but are vulnerable if bill-
and-keep is adopted. Also, intrastate access may eventually be as significant a con-
cern as interstate access. If universal service support is further substituted for ac-
cess payments, the upward pressure on the fund could be tremendous.

A. NARROW VERSUS BROAD APPROACHES TO ISSUE RESOLUTION.

Generally, one group of stakeholders prefers focusing on a particular issue, prin-
cipally stabilizing the revenue base. Another group argues that a comprehensive ap-
proach is required, one that addresses all issues as part of the same package. The
narrow approach is advocated based on feasibility, and the urgency of the contribu-
tions issue. The broader approach is advocated based on the desirability of address-
ing all related issues, especially including intercarrier payments, in a consistent
manner, and that does not risk making decisions on narrower issues that may limit
the ability to address the larger issues. Some have said that it is unwise to resolve
contributions issues without also addressing eligibility issues at the same time.

A reasonable middle approach might be: 1. to move forward with a focused ap-
proach to the contributions issue, including legislation; 2. to address the portability
issues through the ongoing Joint Board process, with Congressional oversight; and

In the 10th Circuit litigation, Qwest mounted an unsuccessful general challenge to the use
of forward looking cost models for universal service purposes. Based on several years of experi-
ence, one wonders how a court would view under Section 254 the model as implemented and
maintained. The Congress could instruct the FCC, if it continues to use cost models, to ade-
quately staff and maintain the model, and to document and publicly disclose all modifications
to it.

150nly eight states receive high cost fund support under the large company program. Qwest
serves fourteen states, including twelve of the fifteen least densely populated states, but receives
high cost fund support for only two states: $10.307 million per year for Montana and $7.243
million per year for Wyoming. (It must be noted that many of the highest cost areas within
those states are served by rural carriers.) Verizon will receive $9.259 million per year in high
cost model support in Vermont and $5.529 million per year in Maine [based on 4th quarter 2003
projections by USAC]

160r costs, as there are many variables in rate comparability, including but not limited to
the size of the local calling area, how costs are assigned to different rate elements, the deprecia-
tion rates assumed, and so on.

17The Rural Task force recommended to the Joint Board and the FCC a “no barriers to ad-
vanced services” policy, including universal service support for plant that can (as built or with
the addition of elements) provide access to advanced services; encouraging carriers to remove
infrastructure barriers to such access; and, sizing the federal universal service fund so that it
does not present barriers to investment in plant needed to provide access to advanced services.
See, Joint Board’s Recommended Decision concerning covered services, Separate Statement of
Commissioner Rowe, Sections IV and V (July 10, 2002), pp. 47-52.
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3. to address intercarrier payments through a rigorous, structured approach. For
consideration, I suggest exploring a structured, analysis-based approach to resolving
intercarrier payments concerns. We can learn some positive and negative lessons
from “alternative dispute resolution” efforts such as CALLS, MAG, Rural Task
Force, and the Qwest Multi-state Section 271 collaboratives. Such a process would
require effective participation by all affected, especially the small carriers who are
especially vulnerable to changes in access revenue. It would likely benefit from a
high degree of transparency and independent facilitation; it should have access to
sound and extensive analysis. Its decision rules and eventual deliverable product
(e.g., a recommendation to the FCC, along with any dissents) should be clear. It
would be difficult to achieve a rigorous outcome based purely on consensus. There-
fore, it might be desirable for the facilitator to be charged as an arbitrator or deci-
sion-maker. As noted before, revision of intercarrier compensation has strong impli-
cations for universal service, and also potentially implicates the process of jurisdic-
tional separations.18

B. THE CRUCIAL ROLE OF CONGRESS.

Throughout implementation of the Telecommunications Act, Congressional over-
sight has been valuable, and has been appreciated by all of us concerned with day-
to-day implementation. It’s easy for us to get lost in the forest, and Congress regu-
larly provides a good beacon guiding us back to the main path.

I particularly commend to you the unique efforts of your Senate colleagues. As
you know, Senators Burns and Dorgan, with strong support from Senators Stevens,
Rockefeller, and others have convened two Summits. I was privileged to help mod-
erate these two sessions. They were unique: The Senators sat at the table with a
very broad spectrum of stakeholders, participating in a very lively give-and-take,
furthering everyone’s understanding,

and significantly clarifying the issues and options. No stakeholder perspective
that asked to participate was excluded. (Reporters and investment analysts were not
invited in until the end of the meeting, but were then free to talk to participants.)
The Senators, of course, will decide what they do with this input. I commend this
process to you, and urge you to discuss the results with your colleagues in the Sen-
ate. Specific options include formal oversight proceedings, a Sense of the Congress
resolution on several key topics, and specific legislation, focused on issues including
the contribution base.

C. CONCLUSION.

When I drive across Montana or other rural areas, when I see a rural telemedi-
cine facility, when I'm in a school where students are learning on-line, I recognize
universal service as a rip-roaring success. The programs included in universal serv-
ice do face significant challenges. Some of those challenges are especially time-crit-
ical. All stakeholders desire a greater degree of certainty as they plan how to meet
their customers’ demands. Modifications should be designed to preserve what works,
and to achieve Congress’s vision in the remarkable language of Section 254.

18The separations process identifies and assigns costs to the interstate and intrastate jurisdic-
tions, and matches those costs with cost recovery. A separations process of some sort is required
when a provider of telecommunications service is regulated by two jurisdictions at once. Smith
v. Ilinois, 282 U.S. 133 (1930).
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Attachment 1
Joint Board Members Letter to Senator Conrad Burns Concerning
Universal Service Support

FEDERAL STATE JOINT BOARD ON UNIVERSAL SERVICE
445 127TH STREET, S.W.
WASHINGTON, D.C. 20554

May 19, 2003

The Honorable Conrad Bumns

187 Dirksen Senate Office Building
United States Senate

‘Washington, DC 20510

Dear Senator Burns:

The members of the Federal-State Joint Board on Universal Service greatly appreciate
your taking time to meet with us on April 21, and we are writing in response to your request that
we suggest legislative changes to strengthen the federal universal service support mechanisms.
We also include a brief summary of ongoing efforts by the FCC and the Joint Board to use
existing statutory authority to promote the goals you identified, including ensuring that support is
distributed equitably, efficiently, and with adequate oversight. We share your commitment to
preserving and advancing universal service, and we thank you for the opportunity to work with
you on this critical public policy objective.

We are pleased to offer two informal legislative suggestions, but we note that the Joint
Board has not had an opportunity to seek public comment on any proposals. And although three
federal Commissioners serve on the Joint Board, the full Commission has not had a chance to
provide its views on the issues we raise below.'®

Our principal suggestion for your consideration concerns the FCC’s authority to assess
contributions for the federal universal service mechanisms. As you have recognized, universal
service can be sustained over time only if a stable and broad contribution base is available. The
FCC’s limited authority to assess contributions presents a significant obstacle to achieving this
goal. Although the FCC initially determined that it had jurisdiction to require contributions
based on the provision of interstate and intrastate services, the U.S. Court of Appeals for the
Fifth Circuit later held that the Commission may impose fees only based on interstaze services.”
In recent years, the pool of interstate revenues has been on the decline, and demands for high-

' In addition, while individual members of the Joint Board may have additional recommendations for legislative
action, the Joint Board unanimously supports the two suggestions discussed below,
® Texas Office of Public Utility Counsel v. FCC, 183 F.3d 393 (5th Cir. 1999).
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cost support have steadily increased. As a result, the universal service contribution factor has
climbed rapidly and now exceeds 9.1 percent. This percentage almost certainly will continue to
rise going forward.

Granting the FCC explicit authority to assess contributions based on interstate and
intrastate revenues would yield substantial benefits. Most importantly, the much broader
contribution base would dramatically lower the contribution factor (from 9.1% to less than 3%,
based on current funding needs). Consumers presumably would find the lower assessment rate
less objectionable, even if overall contributions remain the same. Consumers also might find it
less confusing to pay a USF surcharge on all revenues rather than on interstate revenues only,
given the greater fluctuations in long-distance calling and the seeming arbitrariness of
contributing based on some telecommunications services but not others. Moreover, as the
marketplace continues to evolve towards bundled service offerings that include local and long-
distance services at a flat rate, a total-revenue assessment would eliminate the difficult task of
calculating the portion of such bundles that should be assigned to the interstate jurisdiction.

If Congress were inclined to adopt such a proposal, we believe it could be accomplished
through minimal textual changes. Section 254(d) could be amended as follows:

Section 254. Universal Service.

* * *

{d) Telecommunications carrier contribution

Notwithstanding the provisions of Section 152(b) of this Title, Eevery
telecommunications carrier that provides interstate telecommunications services
shall contribute, on an equitable and nondiscriminatory basis, to the specific,
predictable, and sufficient mechanisms established by the Commission to preserve
and advance universal service. The Commission may exempt a carrier or class of
carriers from this requirement if the carrier’s telecommunications activities are
limited to such an extent that the level of such carrier’s contribution to the
preservation and advancement of universal service would be de minimis. Any
other provider of interstate telecommunications may be required to contribute to
the preservation and advancement of universal service if the public interest so
requires.

In addition, Congress might also wish to consider a minor modification to the
Communications Act to address the Government in Sunshine restrictions as applied to the Joint
Board. The Joint Board conducts numerous conference calls and meetings, and at least one of
the three FCC commissioners must be absent at all times. As you witnessed at our April 21
meeting, this restriction makes it difficult for the Joint Board to conduct its business. We believe
that the Joint Board could significantly improve its deliberative processes if Congress clarified
that the Government in Sunshine restrictions were not intended to apply to the participation of
the three FCC commissioners in the activities of the Joint Board. Specifically, the new language
could specify that matters before the Joint Board do not become “official agency business” prior
to the adoption of a Recommended Decision by the Joint Board, or that FCC commissioners

2! Alternatively, the introductory clause could be omitted if Congress amended section 152(b) to include an
exception cross-referencing section 254(d).
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deliberating in their capacities as Joint Board members are not conducting or disposing of
Commission business.

Finally, we wish to emphasize that, even if Congress chooses not to amend the statute, we
remain firmly committed to doing everything in our power to advance the policies embodied in
section 254. The Commission is considering changes to its contribution methodology under
existing authority (the state members of the Joint Board have provided input in this proceeding,
but the Joint Board has not been asked to provide a formal Recommended Decision). The
Commission and Joint Board also are reviewing each of the support mechanisms to ensure that
funds are disbursed in an equitable and efficient manner and to develop additional means of
rooting out waste, fraud, and abuse. We briefly summarize these efforts below.

First, the Commission and Joint Board are reviewing the high-cost support mechanisms to
ensure the sufficiency and sustainability of funding. The Joint Board has commenced a
critical proceeding, in which we recently received opening comments, focusing on the
intersection of competition and universal service in rural areas. Parties were asked to
comment on several aspects of the process for designating competitive carriers as eligible
telecommunications carriers (“ETCs”), including whether the FCC should establish
guidelines for consideration by the state commissions, which generally make these
determinations under section 214(e}(2) of the Act. The Joint Board’s public notice also
sought comment on the manner in which competitive ETCs receive support (often called the
“portability” of support), the consequences of supporting multiple lines per household, and
the overall impact of supporting multiple ETCs on the growth of the universal service fund.
The Joint Board plans to hold a public forum on July 31, 2003, to hear more about portability
from interested parties, including rural LECs, wireless carriers, competitive LECs, and
others.

The Commission also is considering two Joint Board Recommended Decisions issued in
2002 pertaining to high-cost support.”? One recommendation concerns the core services that are
funded by the federal support mechanisms. Supported services include voice-grade local service,
access to 911, access to interexchange services, and other basic local services. The Joint Board
recommended preserving the status quo, and the FCC will release an order in response to that
recommendation by mid-July. The other recommendation concerns the “non-rural” support
mechanism, which provides funding to the Bell carriers and other large LECs to the extent they
serve high-cost areas. In 2001, the U.S. Court of Appeals for the Tenth Circuit held that the FCC
did not adequately explain how this support mechanism would ensure that states are able to set
affordable rates that are reasonably comparable in both rural and urban areas. In particular, the
court directed the Commission to consider how to induce states to develop their own support
mechanisms to fund high-cost areas within their borders, since the federal mechanism aims
primarily to equalize cost differentials among the states. The Joint Board suggested ways to
respond to the court’s concerns, and the Commission will complete its consideration of these
issues by October.

Second, the FCC is taking steps to improve the efficiency, effectiveness, and

2 We note that some members of the Joint Board have dissented from part or all of each Recommended Decision,
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accountability of the support mechanisms for schools and libraries, rural health care
facilities, and low-income consumers. On April 23, the Commission adopted an order that
makes several important changes to the schools and libraries (“E-Rate™) program. The
Commission both eliminated unnecessary impediments to the flow of support to deserving
applicants and complemented existing measures to combat waste, fraud, and abuse. The
Commission also sought further comment on the waste, fraud, and abuse issues and held a public
forum on May 8 to discuss concrete proposals to close any loopholes that may permit wasteful
spending.

The Commission’s pending rulemaking on the support mechanism for rural health care
facilities likewise seeks to eliminate obstacles to legitimate funding requests without sacrificing
cost-effectiveness. As the Notice of Proposed Rulemaking recognized, facilitating telemedicine
by connecting rural health clinics to regional hospitals and universities takes on added
importance in light of the increased threat of bioterrorism.

Lastly, the Commission is reviewing the low-income support mechanisms, Lifeline and
LinkUp, with an eye toward cutting red tape and ensuring adequate oversight and accountability.
The Joint Board released a Recommended Decision last month containing suggestions for
modifying the eligibility rules and outreach mechanisms, as well as proposals to prevent waste,
fraud, and abuse.

In closing, we reiterate our eagerness to work with you and the Telecommunications
Subcommittee to strengthen universal service, including through the legislative process, where
necessary. We look forward to continuing the dialogue we have started and welcome any
questions about our legislative suggestions or ongoing rulemaking proceedings.

Sincerely,

Kathleen Q. Abernathy Nanette Thompson

FCC Commissioner Commissioner, Regulatory Commission of Chair of
Federal-State Joint Board Alaska

State Chair of Joint Board
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ATTACHMENT 2
LETTER FROM COUNSEL FOR THE YERMONT PUBLIC

SERVICE BOARD CONCERNING COST MODEL ISSUES

September 12, 2003

VIA ELECTRONIC FILING

Marlene H. Dortch, Secretary

Federal Communications Commission
Office of the Secretary

c/o Vistronix, Inc.

236 Massachusetts Avenue, N.E., Suite 110
Washington, D.C. 20002

Re: €C Docket No. 96-45

Dear Ms. Dortch:

On September 11, 2003, Joel Shifman, Senior Advisor to the Maine Public Utilities Commission (Maine PUC),
Peter Bluhm, Director of Regulatory Policy of the Vermont Public Service Board (Vermont PSB), and | had a
teleconference with Christopher Libertelli, Senior Legal Advisor to Chairman Powell, on issues related to universal
service support for Vermont and Maine costumers.

In particular, Vermont and Maine complimented the Wireline Competition Bureau on its efforts to improve the
model, document versions of changes, and move to a sy ic change tent system where all changes
would be documented and published in releases. However, Vermont and Maine expressed concerns that the
information that they had requested to identify all changes to the model structure and inputs made since the Staff
began “updating” the model still had not been provided. Vermont and Maine stressed the importance of identifying
each change made to the model so that they could evaluate the appropriateness of the change and determine the
impact of the change on their customers® support levels. Without this information, they would not be able to assess
whether the FCC’s method for determining support was reasonable.

The FCC’s recent request for comment on whether it should eliminate special access lines as inputs
itlustrated the problem. Vermont and Maine asked the Bureau to provide information that it had generated showing
the impact of removing special access lines. The Bureau refused to provide this information. It was impossible for
Maine and Vermont to calculate the impact themselves for several reasons. OQutside parties do not have a model
version that includes all the changes and “corrections™ that the FCC staff has made. Also, parties have to run results
for the whole country to determine a revised nationwide average before they can identify the impact on any one state.
Running the model in this way takes several days and requires several banks of computers. When the Bureau refused
to provide the information, Vermont and Maine asked several larger carriers for their results, While other carriers
had the resources to run the mode! with the changed inputs, their results varied from carrier to carrier. In fact, the
carriers’ data runs inexplicably had produced widely different results, illustrating the instability of the model.
Therefore, Vermont and Maine were unable to determine the impact and could not file comments. Unless the
Bureau develops a model release that produces consistent and reliable results when run by all parties, it is impossible
for parties to determine with any certainty what the results will be.

Vermont and Maine expressed continuing interest in working with the Bureau to make the USF
support/model process more open and simpler. This would include advance notice and an opportunity for third
parties to verify effects of changes before they were formally adopted. Overall, Vermont and Maine said they are
interested in achieving: 1) a theoretically sound method of delivering support that is predictable and stable; 2) an
open process that allows changes to the model and inputs to be objectively evaluated based on common assumptions;
and 3) sufficient support so that rates charged in Vermont and Maine are reasonably comparable to rates charged in
urban areas of the country, Vermont and Maine continued to express concern that their support has changed due to
undocumented/unreasonable changes in the model, even though their costs have not changed materially.

Pursuant to Section 1.1206 of the Commission's rules, this letter is being electronically filed with your
office. If you have any questions concerning this submission, please contact the undersigned.

Sincerely,

Elisabeth H. Ross
Attorney for the Vermont Public Service Board
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Mr. UpTON. Thank you, Mr. Rowe.
Mr. Gregg?

STATEMENT OF BILLY JACK GREGG

Mr. GREGG. Thank you, Mr. Chairman. May it please the com-
mittee, I am Billy Jack Gregg. I am Director of the Consumer Ad-
vocate Division of the West Virginia Public Service Commission.

Prior to addressing issues related to the long-term sustainability
of the universal service fund, I think it is important that we review
where we are today with the universal service fund. Since 1996,
when section 254 of the act was passed, the fund has grown from
$1.8 billion to $6.2 billion for this year, 2003.

$6.2 billion sounds like a lot of money, and it is. But we have
to put it in perspective. Last year the telecommunications industry
had total revenues of over $230 billion. That means that by col-
lecting and redistributing less than 3 percent of the total telecom
revenues in this Nation, we have been able to keep phone service
affordable in all areas of our Nation. We have allowed phone serv-
ice to be affordable to low-income individuals. We have assisted
rural health care providers. And we have wired all of our schools
and classrooms to the internet. That is quite an accomplishment
and something that all of us involved in universal service should
be quite proud.

Moreover, every State and every territory of this Nation benefits
from universal service. I have attached to my testimony as attach-
ments 1 and 2 printouts from USAC’s annual report for 2002,
which shows payments under each support mechanism to each
State on both a total basis and ranked by total receipts and on a
per-line basis and ranked on a per-line basis.

In response to the statements from some of the members today,
I think it is important to see that when you look at the high-cost
fund, every State and every territory has received benefits from the
high-cost fund alone except the District of Columbia because it does
not have any high-cost areas. Otherwise, every State from the
Northern Mariana Islands to Delaware to Montana to Wyoming to
West Virginia all receive high-cost support.

The universal service fund has been one of the great public policy
successes of this country for the last 100 years. The issues we are
talking about today is, how do we sustain that success into the fu-
ture? And, as has been mentioned by the members and the first
two speakers, we have to look at both sides of the equation: the in-
come for the fund and the outgo from the fund.

In terms of the contribution base, I would just ratify what my fel-
low members on the joint board, Ms. Abernathy and Mr. Rowe,
said, we have to expand the base for universal service. The joint
board has previously sent a letter, as Mr. Rowe said, to Senator
Burns suggesting very targeted, very focused legislation that would
give the FCC the authority to assess on all revenues and all serv-
ices. Since all benefit from universal service, all should contribute.
It’s a very simple proposition.

On the outgo side, the most important thing we can do is target
the high-cost support to fulfill the principles that are laid out in
section 254. And I believe that there are three very basic measures
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that can be accomplished by the FCC to focus the support of the
high-cost fund.

No. 1, we need to limit support to a single line per household.
Right now under current rules, all lines supplied by all eligible
telecommunications carriers are eligible for support. A household
that has two land lines and three cell phone lines would receive
support for each of those lines. I believe that that is excessive. If
you limit it to a single line, we would get back to the original pur-
pose, which was to provide comparable services at comparable
rates.

Second, we need to reform the basis of per-line support to be
based on each carrier’s own cost. Right now they are based on the
cost of the incumbent carrier. We believe that if you adopt this pro-
cedure, it should be capped at the incumbent’s level of support to
prevent any windfall to any competitor.

And, finally, we believe that the FCC should adopt guidelines for
the States in making public interest determinations for eligible
telecommunications carriers. I believe that those guidelines should
be based on very simple support guidelines. Those areas that are
truly costly to serve, where it makes no sense to have more than
one subsidized carrier, are the ones that would be targeted.

I propose $20 and $30 guidelines. Above $20 per line per month,
those study areas should be allowed one additional eligible tele-
communications carrier, those eligible to receive universal service
funding. Above $30 per line per month, only one eligible tele-
communications carrier would be allowed.

About half of the rural study areas would be encompassed by
those guidelines, but they only serve 1.7 percent of the access lines
in this Nation. Yet, they receive 45 percent of total high-cost sup-
port. They are the truly small high-cost areas. And there should be
some limitation on subsidization of competition in those areas.

I want to thank you again for the opportunity to appear here.
And I look forward to the other statements.

[The prepared statement of Billy Jack Gregg follows:]

PREPARED STATEMENT OF BILLY JACK GREGG, DIRECTOR, CONSUMER ADVOCATE
D1viSION, PUBLIC SERVICE COMMISSION OF WEST VIRGINIA

My name is Billy Jack Gregg and I am the Director of the West Virginia Con-
sumer Advocate Division. My office is charged with the responsibility of rep-
resenting West Virginia utility ratepayers in state and federal proceedings which
may affect rates for electricity, gas, telephone and water service. My office is also
a member of the National Association of State Utility Consumer Advocates
(NASUCA), an organization of 43 state utility consumer advocate offices from 41
states and the District of Columbia, charged by their respective state statutes with
representing utility consumers before state and federal utility commissions and be-
fore state and federal courts.! I am a former member of the Board of Directors of
the Universal Service Administrative Company (USAC) and currently serve on the
Federal-State Joint Board on Universal Service. I greatly appreciate the opportunity
to testify at this legislative hearing on the sustainability of the Federal Universal
Service Fund (USF).

I. BACKGROUND

The most important issue facing the Federal Universal Service Fund is its long-
term sustainability. We must ensure that the USF is sufficient, predictable and af-
fordable for all parties involved: fund recipients, telecommunications providers and

1In most respects, my testimony reflects the positions taken by NASUCA, although there are
some areas where NASUCA has not yet reached a consensus position.
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consumers. Before I address the current problems facing the USF, I believe it is ap-
propriate to review the achievements of the USF since the passage of the Tele-
communications Act of 1996 (the Act).

Section 254 of the Act enshrined and expanded universal service principles which
had been followed by the Federal Communications Commission for decades. Based
upon the requirements of Section 254, the FCC, after consultation with the Federal-
State Joint Board on Universal Service, created a new Universal Service Fund in
1997 containing several distinct support mechanisms. As a result, total USF funding
has grown from $1.8 billion in 1997 to $6.2 billion during 2003. While these support
amounts are large, they must be kept in perspective. Total telecommunications reve-
nues in the United States last year were in excess of $230 billion. By annually col-
lecting and redistributing less than 3% of these total revenues, we are able to make
phone service affordable in all high-cost areas of the nation; support low-income cus-
tomers; assist rural health care providers; and connect all classrooms to the inter-
net. Moreover, all states and territories benefit from the USF as shown on Attach-
ments 1 and 2.2 That’s quite an accomplishment, and one that everyone involved
in the USF should be proud of as we move forward to ensure the long-term sustain-
ability of the fund.

II. THE FUNDING BASE

As T mentioned earlier, total funding for the USF has grown from $1.8 billion to
$6.2 billion. Unfortunately, the funding base for the USF has not kept pace with
the growth in the fund, resulting in higher and higher USF assessments on carriers
and their customers.

The contribution base problem stems in large part from the wording of the Act
itself. Section 254(b)(4) states that: “All providers of telecommunications services
should make an equitable and nondiscriminatory contribution to the preservation
and advancement of universal service.” However, Section 254(d) states: “Every tele-
communications carrier that provides interstate telecommunications services shall
contribute on an equitable and non-discriminatory basis, to the specific, predictable,
and sufficient mechanisms established by the Commission to preserve and advance
universal service.” In other words, even though the principle set forth in the Act
is that all telecommunications providers should contribute to the fund, and even
though the fund benefits all areas of the country, Section 254(d) limits the obliga-
tion to support the fund to a subset of telecommunications carriers—providers of
interstate telecommunications services.3

In 1997 the FCC decided to base the funding for the high-cost and low-income
support mechanisms on each carrier’s interstate and international revenue, while
the funding for schools and libraries and rural health support mechanisms were
supported by assessments on all revenues, interstate and intrastate. The use of
intrastate revenues for USF assessment purposes was struck down by the Fifth Cir-
cuit Court of Appeals in 1999.4 Since that time the contribution base for the USF
has been limited to only interstate and international revenues. As the USF has
grown in order to meet the Act’s direction that support be sufficient and explicit,
and as the interstate revenue base has leveled off, the assessment rate has in-
creased rapidly.

Attachment 3 shows the change in USF funding since 1997, along with changes
in the interstate revenue contribution base for the USF.5 As you can see, the intro-
duction of the schools and libraries fund and increases in the high-cost fund have
driven the overall size of the fund. As a result, the fund has tripled, rising from
approximately $1.8 billion in 1997 to approximately $6.2 billion this year. So long
as interstate revenues grew at a reasonable rate, the ultimate impact of fund
growth on the USF assessment rate and customers’ bills was fairly moderate. How-
ever, beginning in 2000 interstate revenue growth began to flatten out, and during
2002 started to decline. The result has been a steep escalation in the assessment

2Attachments 1 and 2 show actual disbursements to states during 2002 under each of the
federal USF support mechanisms. Attachment 1 ranks the states based on total support re-
ceived. Attachment 2 considers the number of access lines in each state, and ranks the states
based on monthly support received per line.

3As a practical matter, virtually all telecommunications carriers provide some sort of inter-
state service.

4Texas Office of Public Utility Counsel v. FCC, 183 F.3d 393 (5th Cir. 1999) at 448.

5Through 2002 the interstate revenue base for a particular year represents revenues reported
from the previous year. The USF assessment rate shown on Attachment 3 is not the actual rate
used in any quarter, but is derived by dividing annual funding by the annual interstate revenue
base. The interstate revenue base for years 1998-2003 comes from USAC reports. The interstate
revenue base for 1997 is estimated. Beginning in the second quarter of 2003, assessments are
based on projected collected revenues.
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rate, from 5.7% in the fourth quarter of 2000 to 9.5% in the third quarter of 2003.6
A universal service fund which cannot depend on the stability of its funding base
is not predictable, is not sufficient, and is clearly not sustainable.

III. ALTERNATIVES FOR THE CONTRIBUTION BASE

There are several alternatives available in order to stabilize the USF contribution
base. One alternative would be to retain the current system, but remove restrictions
in current rules which artificially depress the existing interstate revenue contribu-
tion base. One such restriction is the so-called “safe harbors” which limit the con-
tribution responsibility of certain classes of carriers. Beginning in the second quar-
ter of 2003, the FCC raised the safe harbor for wireless carriers from 15% to 28.5%.7
However, in spite of these changes the interstate revenue base continues to decline.

Another restriction limits the contributions from broadband providers, one of the
fastest growing areas of telecommunications. Under current rules, providers of
broadband by means of digital subscriber line (DSL) service must contribute to the
fund, while cable modem service providers are exempt. It is obvious that such an
inequitable and artificial system of assessment on similar services cannot be main-
tained. However, proposals to eliminate the inequity by eliminating contributions
from DSL providers would only further shrink the interstate contribution base.

A second alternative would be to grant the FCC the authority to base contribu-
tions to the fund on total telecommunications revenues. While growth in the inter-
state revenue base has flattened out and begun to decline, total telecommunications
revenues from end-users have continued to grow at a healthy pace. Shown on At-
tachment 4 is a comparison of changes in the universal service fund, the interstate
revenue base, and total telecommunications revenues from 1997 to 2003.8 As you
can see, total telecommunications revenues would provide an adequate funding base
for the USF. In fact, if total telecommunications revenues had been used as the
funding base from the start, we would not be discussing this issue today. The
growth in the fund could have been accommodated while keeping the assessment
rate below 3%.

Use of total revenues would also eliminate disputes about whether revenues are
intrastate or interstate, and would equitably spread the obligation to support uni-
versal service to all providers and to all customers based on their use of the net-
work. However, basing federal universal service on total revenues would require a
statutory change to clarify that the FCC has the authority to base contributions on
all revenues, intrastate as well as interstate.® In addition, a total revenues base
could be susceptible to erosion in the future as more and more traffic, including
voice traffic, migrates to the internet and is classified as “information services,” cur-
rently exempt from USF assessment.10 Finally, the impact of the use of total reve-
nues on state universal service programs is unclear.

A third alternative would be to base assessments on connections to the public
switched telephone network, or on assigned telephone numbers. The FCC is cur-
rently considering several such proposals. While these connection-based or numbers-
based proposals do enlarge the base of the USF, and minimize problems with classi-
fication of services or revenues as information services, they do have several flaws:
(1) each proposal radically shifts the funding of the USF among industry groups;
(2) each proposal appears to exempt pure providers of interstate long distance from
making any contribution to the fund in contravention of the plain wording of Section
254(d); (3) each proposal requires capacity-based connection equivalents for high-ca-
pacity customers; and (4) each proposal shifts responsibility for payment of USF
charges from high-use to low-use customers.

6These increases have been flowed through to most customers by means of line items. Begin-
ning in the second quarter of 2003, carriers can no longer mark up these assessments, but can
only flow through the assessment rate approved by the Commission.

7Under the “safe harbor” provisions, a wireless carrier can claim that 28.5% of its total reve-
nues are interstate without further documentation. A wireless carrier claiming a smaller per-
centage of interstate revenues must have adequate documentation to back up such a claim.

80n Attachment 4 USF Funding and the Interstate Revenue Base are taken from USAC re-
ports. The Total Revenue Base is taken from the FCC’s Telecommunications Industry Revenues
reports. The funding base for 1997 is estimated. Beginning in the second quarter of 2003, the
USF funding base has been based on carriers’ projected revenue collections.

90n May 19, 2003, the members of the Federal-State Joint Board on Universal Service sent
a letter to Senator Conrad Burns of Montana suggesting legislative changes to enable the FCC
to use a total revenue base for universal service contributions.

10Tt should be noted that the FCC already has the discretionary power under 254(d) to require
contributions from any other provider of interstate telecommunications “if the public interest so
requires.”
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A final alternative, which my office has proposed to the FCC, would be a hybrid
of the proposals described above. For example, the Commission could continue to
base 50% of the universal service assessment on interstate revenues, and assess the
remaining 50% on end-user connections to the public switched network. Such a hy-
brid would not require a statutory change and would ensure that all providers of
interstate services, even those that did not provide end-use connections, would con-
tinue to contribute to support universal service. In addition, this 50/50 hybrid ap-
proach would mitigate impacts on low-usage customers, and result in contributions
from various industry sectors that are very close to those produced by use of total
telecommunications revenues.

In finding a solution to the contribution base problem, I agree with Senator Ste-
vens of Alaska who said last spring: “All companies that use the network, in my
judgment, should contribute to universal service, regardless of the type of service
they provide.” 11 I believe we must expand contribution responsibility to encompass
all revenues and all services that connect to the telecommunications network. Since
all benefit, all should contribute.

IV. ISSUES RELATED TO PARTICULAR SUPPORT MECHANISMS

In looking at the long-term sustainability of the fund, we need to focus not only
on broadening the contribution base, but also on controlling and focusing the funds
paid out for the individual support mechanisms which make up the overall USF.
Each of these support mechanisms presents unique issues which will have to be re-
solved. Even though many have argued that we must stabilize the fund—which im-
plies that we should limit funding—we must be mindful that the Act requires the
fund to be sufficient to carry out each of the universal service principles. For some
mechanisms this may require a limitation in funding, while for others an expansion
will be needed.

A. HIGH-COST SUPPORT

The high-cost support mechanism is the oldest portion of the fund, and is still the
biggest, amounting to $3.3 billion this year. Of this amount, approximately $800
million goes to non-rural companies, while $2.5 billion goes to rural carriers.12

As shown on Attachment 3, total high-cost support has grown by over $1 billion
since 2000. Most of this increase is the result of three new mechanisms which have
been added to the fund: high-cost model support, interstate access support, and
interstate common line support. These new funds have helped adapt the USF to the
introduction of competition by making support explicit and portable. However, the
continued growth in the high-cost fund has added to the unrelenting pressure on
the assessment rate which must be paid by all consumers.

Earlier this year, the FCC referred to the Joint Board a number of issues related
to the growth of the high-cost fund. These issues include determination of how many
lines to support, the cost basis of per line support, and whether guidelines should
be adopted for state eligible telecommunications carrier (ETC) determinations.

1. Limitation of Support to a Single Line Per Household

There is one issue common to all parts of the high-cost fund which threatens to
enlarge the fund to an unsupportable size. Under current rules, all lines provided
by ETCs in high-cost areas receive support. The support in any particular wire cen-
ter is the same for all carriers, and is based on the costs of the incumbent carrier.
However, rather than competing for universal service support, all ETCs that provide
service receive support in equal per line amounts for all lines that they provide to
a home or small business. For example, a single family in a high-cost wire center
could be provided two landlines by an incumbent ETC and three cellular lines by
a wireless ETC. Each of these carriers would receive equal support for each of the
lines provided.1® As a result, the potential exists for a large increase in the high-

11TR Daily, March 26, 2003.

12The term “rural carrier” is defined at 47 U.S.C. 153(47). Generally, rural carriers are small
carriers serving rural and high-cost areas, while non-rural carriers tend to be larger carriers,
such as the regional Bell operating companies. There are approximately 80 non-rural carriers
which serve 90% of the access lines in the nation, while the 1400 rural carriers serve the re-
maining 10%.

13Under the example provided above, if the per line support in the wire center was $10 per
line per month, the incumbent ETC would receive $20 (2 X $10) per month in support. Once
the wireless ETC began providing the three wireless “lines,” the wireless carrier would receive
$30 (3 X $10) per month for providing service to the same household. However, the incumbent’s
support would not be reduced. Thus, the USF would be obligated to pay out $50 per month in
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cost fund as more and more carriers—especially wireless carriers—attain ETC sta-
tus.

It is estimated that during 2002, support for secondary lines amounted to $336
million, or 11.5% of the entire high-cost fund. Moreover, support paid to wireless
carriers represents the fastest growing component of secondary line support. As
shown on Attachment 5, high-cost support for wireless carriers has grown from
$500,000 in 1999 to approximately $120 million in 2003.

If the high-cost fund is going to continue to provide affordable access in all parts
of the country, then it cannot continue to subsidize the unlimited desires of each
individual. I believe that federal USF support should be limited to a single line for
each household,’# and that the choice of which carrier receives USF support should
be left to each customer. This would mean that carriers would have to compete for
the USF subsidy. This will increase customer benefits and stabilize the federal high-
CﬁSt fund. Individual states should be free to subsidize additional lines if they so
choose.

2. Determination of the Cost Basis of Per Line Support

As I previously mentioned, the current high-cost system bases per line support on
the costs of the incumbent carrier, and offers this support to all ETCs serving the
same area. This is true even when competitive carriers—such as wireless carriers—
may have costs that are substantially less than the wireline incumbent. Another
means of limiting the growth of the high-cost fund would be to use each carrier’s
own costs as the basis for per line support. In order to ensure that no carrier re-
ceives an unwarranted windfall from USF support, support to competitors should
be capped at the per line support received by the incumbent.

3. Guidelines for ETC Public Interest Determinations

Under Section 214(e) of the Act, two different standards were adopted for designa-
tion of ETCs, depending on whether an area is served by a rural or non-rural in-
cumbent carrier. For areas served by non-rural carriers, the Act mandates that
states must designate additional carriers as ETCs if they can provide all of the sup-
ported services® and advertise the availability of those services throughout the
service area. However, for areas served by rural carriers, states may designate addi-
tional ETCs, and must first find that it is in the public interest to do so0.16

Unfortunately, there are currently no standards to guide states’ determination of
the “public interest” under Section 214(e) of the Act. As a result, state ETC deter-
minations in rural study areas have varied widely in terms of conditions which must
be met by carriers prior to and after ETC designation. In many states the obliga-
tions on competitive ETCs are less than those imposed on incumbent ETCs.

Almost every party agrees that one of the purposes behind Section 214(e) was to
allow states to identify those areas where it was so costly to serve, that it made
no sense to have more than one subsidized carrier. However, since states have no
responsibility for funding the federal USF, and under current rules additional ETCs
mean more federal USF money coming into the state, it is very difficult for states
to find that it is not in the public interest to designate additional ETCs in rural
areas. This is true regardless of the cost to serve any particular area.

I believe the FCC should establish guidelines for the public interest determina-
tion. The guidelines should allow states to level the playing field among ETCs by
requiring all ETCs to offer an unlimited local calling plan, equal access to long dis-
tance carriers, and a comparable monthly price for local service. ETCs should also
be required to follow the same consumer protection rules, including billing and col-
lection rules, that apply to incumbents.

In order to provide guidance to the states in identifying those areas where there
should be a limit on the number of subsidized carriers, I believe the FCC should
also establish ETC guidelines based on the amount of per line support received by
each study area. Under this approach, in rural study areas receiving an average of
$30 or more per line in monthly support the guideline would state that it is pre-
sumed that it is not in the public interest to designate more than one subsidized

total support for this household, even though per line support for the wire center is only $10
per month.

14Tn order to mitigate the impact of this change on rural carriers, per line support should be
redetermined based only on single lines. However, once an additional ETC enters the rural in-
cumbent’s service territory, per line support should be frozen. This will prevent an unwarranted
spiraling of per line support which is possible under current rules.

15The complete list of supported services is found at 47 C.F.R. §54.101(a).

16Section 214(e)(5) of the Act also requires any additional ETCs in a study served by a rural
carrier serve the rural carrier’s entire study area, unless the state and FCC concur that an area
less than the entire study area is appropriate.



44

carrier, i.e., more than one ETC. In areas receiving more than $20 per line in
monthly support, but less than $30 per line, it would be presumed that no more
than one additional subsidized carrier should be designated. There would be no limi-
tation on the number of ETCs in study areas receiving less than $20 per line in
support. States would be able to overcome these presumptions by specific evidence
about particular carriers or particular areas.

Establishing such presumptive benchmarks based on the amount of monthly per
line support for each study area would be easy to administer, and would encompass
the truly small study areas where it is especially costly to serve. Of the 1400 rural
study areas, those study areas receiving over $20 per line in monthly high-cost sup-
port serve only 1.7% of the total access lines in the United States, but receive al-
most 45% of total high-cost support. In other words, these study areas represent the
small, high-cost areas where presumably it makes no sense to have more than a
limited number of subsidized carriers. Placing limitations on the number of ETCs
in these truly high-cost areas will help ensure the long-term sustainability of the
fund, and will help ensure that consumers in those areas continue to have high-
quality access at affordable rates.

B. LOW-INCOME SUPPORT

The FCC greatly expanded the eligibility criteria and the size of the low-income
support mechanism in 1997. Nevertheless, participation in the Lifeline and Link-Up
programs varies widely among the states. As shown on Attachment 1, of the $673
million paid out for low-income support in 2002, almost half went to one state, Cali-
fornia. This is not to disparage California’s low-income program, but to point out
that low-income support funds are distributed very unevenly throughout the nation.
There are also overall fund size implications from this skewed distribution. If every
state’s program was as successful as California’s, the size of the low-income support
fund would more than double to $1.5 billion. The FCC currently has a proceeding
open to review the operation of the low-income support mechanism. A Recommended
Decision from the Joint Board was issued in April 2003 which endorsed expanding
Lifeline and Link-Up eligibility to include customers with incomes at or below 135%
of the federal poverty guidelines. NASUCA has supported the use of a benchmark
based on 150% of the federal poverty guidelines, and has encouraged the use of
automatic enrollment and self-certification to ensure that as many eligible cus-
tomers as possible receive Lifeline benefits.

C. SCHOOLS AND LIBRARIES SUPPORT

The schools and libraries fund has been capped since its inception at $2.25 billion.
Demand for schools and libraries funds have always far exceeded the cap. As noted
by the FCC in its Order of June 13, 2002, annual demand for e-rate funding is al-
most double the funds available. As more and more schools have become connected
to the internet through the e-rate, the demand for recurring or priority one funds
has increased. The result has been that the money available for internal connections
in the schools yet to be wired has been declining. The FCC’s decision to allow un-
used schools and libraries funds to be rolled forward to increase future funding may
help resolve this problem, but pressure on the cap is likely to continue. The FCC
is also currently considering comments on reforms to the schools and libraries fund
to address allegations of fraud and abuse, and inefficiency in the administration of
the program.

D. RURAL HEALTH CARE SUPPORT

Unlike the other support mechanisms, the rural health fund has had difficulty
generating sufficient demand. The FCC originally anticipated a rural health fund
sized at $400 million per year. However, in spite of repeated attempts to remake
the fund, disbursements have remained low, only $16.4 million in 2002. Like the
low-income program, benefits under the rural health care program are distributed
unevenly. During 2002 Alaska received 72% of total USF rural health care funding.

Although the FCC is currently examining the operation of the rural health fund,
it is clear that the root cause of the problems with the fund lie in the wording of
Section 254. Unlike the schools and libraries support mechanism which provides dis-
counts from regular prices on all telecommunications services, and pays for internal
connections, Section 254(h) limits the rural health fund to the difference between
rates available to health care providers in rural and urban areas of a state. Since
many states have rural rates which are lower than urban rates, or have “postage
stamp” rates for data services, the rural support mechanism has been of limited
utility in meeting the needs of rural health providers. A statutory change should
be considered which would make the rural health section of the Act parallel with
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the schools and libraries by providing services “at rates less than the amounts
charged for similar services to other parties.”

V. CONCLUSION

In order to be stable and sustainable in the long-term, the USF must be config-
ured like a pyramid: it must have a broad and stable base of contributions at the
bottom, and a narrow but sufficient focus of support at the top. The current uni-
versal service fund requires work on both ends of this structure. Issues related to
the contribution base must be resolved. Since all benefit, all should contribute. In
addition, the limited resources of the fund must be properly targeted to carry out
the purposes of the Act. In order to continue the public policy success of the uni-
versal service fund, we must support access, not excess.
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Attachment 1
FEDERAL UNIVERSAL SERVICE SUPPORT
RANKED BY SUPPORT IN EACH STATE
2002 DISBURSEMENTS IN MILLIONS
Schools &
High Cost | Low income| Rural Health] Libraries Total
State Support Support Support Support Support

1 California $65.4 $3136 $0.1 $266.6 $645.7
2 Texas $187.8 $45.6 $0.1 $171.8 $405.3
3 New York $49.0 $532 $0.0 $300.5 $402.7
4 Mississippi $199.7 $24 $0.0 $24.8 $226.9
§ Florida $79.2 $15.6 $0.0 $45.0 $1390.7
€ Georgia $81.7 $74 $0.0 $49.1 $138.2
7 Oklahoma $89.5 $12.9 $0.1 $26.6 $129.1
8 Pennsyivania $45.9 $10.4 $0.0 $70.1 $126.4
8 Alabama $100.2 $2.7 $0.0 $17.9 $120.8
10 Arizona $67.0 $11.6 $0.3 $38.5 $118.4
11 Arkansas $101.6 $1.0 $0.1 $124 $115.0
12 Ohio $34.7 $26.3 $0.0 $53.3 $114.3
13 Puerto Rico $97.7 $6.6 $0.0 $4.9 $108.2
14 Alaska $81.2 $25 s $10.8 $106.3
15 South Carolina $69.5 $2.4 $0.0 $34.2 $106.1
16 Washington $79.2 $10.1 $0.1 $156 $105.0
17 Louisiana $756 $1.9 $0.0 $24.3 $101.8
18 North Carolina $60.1 $10.9 $0.1 $28.8 $100.9
18 Kansas $90.9 $15 $0.2 $7.8 $100.4
20 Missouri $70.7 $3.2 $0.1 $258 $90.6
21 Kentucky $76.4 $5.5 $0.1 $16.9 $98.8
22 Wisconsin $706 $6.8 30.0 $20.7 $98.1
23 Hlinois $38.0 $8.7 301 $50.0, $96.8
24 Virginia $71.5 $2.1 $0.1 $20.2 $93.9
25 Michigan $26.5 $12.0 $0.4 $53.0 $51.9
26 Tennessee $48.9 $5.3 $0.0 $33.2 $87.4
27 West Virginia $81.5 $0.5 $0.0 $5.0 $87.0
28 Colorado $68.6 833 $0.1 8127 $84.7
29 Oregon $67.7 $4.1 $0.0 $9.8 $81.6
30 indiana $54.5 $4.1 $0.0 $15.0 $73.6
31 Minnesota $49.8 $3.9 $04 $19.0 $73.2
32 New Mexico $28.3 $5.3 $0.1 $38.3 $73.0
33 Montana $64.7 $1.7 $0.5 $34 $70.3
34 Maine $40.7 $8.8 $0.0 $4.8 $55.3
35 Massachusetts $13 $17.6 $0.0 $30.1 $48.0
36 idaho $40.2 $3.1 $0.1 $3.1 $46.5
37 New Jersey $9.2 $4.7 $0.0 $31.2 $45.1
38 Nebraska $36.2 $1.7 $0.6 $6.0 $44.5
38 Wyoming $42.1 $03 $0.1 $1.2 $43.7
40 South Dakota $33.9 $3.9 $0.2 $5.5 $43.5
41 Connecticut $18.3 $5.5 $0.0 $18.4 $43.2
42 Guam $39.3 $0.3 $0.0 $2.3 3419
43 Nevada $33.9 $3.5 $0.0 $31 $40.5
44 North Dakota $34.9 $2.0 $0.2 $2.7 $30.8
45 lowa $32.0 $16 $0.1 $5.8 $38.5
46 Virgin islands $31.8 $0.0 $0.1 $5.3 $37.2
47 Maryland $20.0 $0.4 $0.0 $10.0 $30.4
48 Vermont $25.8 $3.2 $0.0 $1.3 $30.3
48 Utah $18.6 $2.1 $0.0 $4.6 $25.3
50 N. Mariana Is. $21.7 $0.0 $0.0 $2.0 $237
51 New Hampshire $13.5 $0.6 $0.0 $1.0 $15.1
52 Hawaii $6.7 $1.4 $0.2 $1.7 $10.0
53 D.C. $0.0 $1.2 $00 $8.5 $9.7
54 Rhode Isiand $0.1 $4.9 $0.0 $3.6 $8.6
55 Detaware $1.5 $0.2 $0.0 $1.1 $2.8
56 American Samoa $0.7 $0.1 300 $1.6 $24
TOTAL $2,978.0 $673.1 $16.4 $1.68827 $5.350.2

Note: Numbers may not add due to rounding. Annual support amounts less than $50,000 show as $0 due to rounding.
Support amounts shown are actual amounts disbursed. Amounts assessed and collected may be higher.

Source: USAC 2002 Annual Report
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Attachment 2
2002 FEDERAL UNIVERSAL SERVICE DISBURSEMENTS
RANKED BY PER LINE SUPPORT IN EACH STATE

Schoois &

High Gost | Low Income | Rura! Health| Libraries Total Monthly

Support Support Support Support Support Total Support
State $ Miltions Lines M

1 N, Mariana Is. $21.7 $0.0 $0.0 20 $23.7 21,621 $81.77
2 Guam $38.3 $0.3 $0.0 $2.3 3419 74,008 $47.18
3 Virgin Islands $31.8 $0.0 $0.1 $5.3 $37.2 69,073 $44.88
4 American Samoa $0.7 $0.1 $0.0 $18 $24 10,328 $19.37
§ Alaska $81.2 $2.5 $11.8 $10.8 $106.3 461,194 $19.21
6 Mississippi $199.7 $24 $0.0! $24.8 $226.9 1,443,218 $13.10
7 Wyoming $42.1 $0.3 $0.1 $1.2 $43.7 312778 $11.64
8 Montana $64.7 $1.7] $0.5 $3.4 $70.3 563,795 $10.58
% South Dakota $33.9 338 $0.2 $5.5; $435 410,229 $8.84!
10 North Dakota $34.9 320 $0.2 $2.7 $39.8 302,284 $8.45
11 West Virginia $81.5 $0.8 $0.0 $5.0 $87.0| 1,035,885 $7.00
12 Puerto Rico $97.7 $6.6 $0.0 $4.9 $109.2 1,333,656 $6.82
13 Arkansas $101.5 $1.0 $0.1 $124 $115.0 1,508,333 $6.35
14 New Mexico $29.3 $5.3 $0.1 $38.3 $73.0 1,003,993 $6.06
15 Vermont $25.8 $3.2! $0.0 $1.3 $30.3 426,028 $5.93
16 Oklahoma $895 $12.9] $0.4 $28.6 $120.1 2,035,798 $5.28;
17 Maine $40.7 $9.8: $0.0 $48 $55.3 883,970/ $5.21
18 idaho $40.2 $3.1 301 331 $46.5 762,986 $5.08
19 Kansas $90.9| $1.5 $0.2 7.8 $100.4 1,666,830 $6.02
20 Alabama $100.2 $27 $0.0 $17.8 $120.8 2,497,624 $4.03
21 Nebraska §$36.2 $1.7 $08 $6.0 $44.5 955,967 $3.88
22 South Carolina 3$69.5 $2.4 $0.0 $34.2 $1086.1 2,366,512 $3.74
23 Kentucky $76.4 865 $0.1 $18.9 $98.9 2,208,741 $3.73
24 Louisiana $75.6| $1.9! $0.0 $24.3 $101.8 2,575,040 $3.29
25 Arizona $67.0 $1186 $0.3] $30.5 $1184 3,095,149 $3.19
26 Oregon $67.7 341 30.0 388 $81.6 2,171,014 $3.13
27 New York $49.0 $53.2 $0.0] $300.5 $402.7| 13,076,558 $2.57
28 Texas $187.8 $45.6 $0.1 $171.8 $405.3] 13,192,081 $2.56
29 Nevada $33.9f $3.5 $0.0 $3.1 $40.5 1,348,473 $2.50
30 Colorade $68.6 $3.3 $0.1 $127 $84.7 2,948,466 $2.39
31 Washington $79.2 $10.1 301 $15.8 $105.0 3,743,055, $2.34
32 Wisconsin $70.6 $6.8 $0.0 $20.7 $98.1 3,525,444 $2.32
33 California $65.4 $3138 $0.1 $266.6 $645.7] 23,385,691 $2.30
34 Missouri $70.7 $3.2 301 $25.6 $586 3,630,138 $2.29
35 Georgia $81.7 $7.4 $0.0 $49.1 $138.2 5,148,317 $2.24
36 Tennessee $48.9 353 300 $33.2 $87.4 3,385,853 $2.15
37 Minnesota $49.8 $38 $04 $19.0 $73.2 3,136,277 $1.94
38 iowa $32.0 $18 $0.1 $58 $39.5 1,704,785 $1.93]
38 Utah $18.6 321 $0.0 3486 $25.3 1,172,443 $1.80
40 North Carolina $60.1 $10.9 $0.1 $29.8 $100.9 5,106,718 $1.65
41 Virginia $71.5 $2.1 $0.1 $20.2 $93.9 4,760,302 §1.64
42 Indiana $54.5 $4.1 $0.0 $15.0 $73.6] 3,803,634 $1.61
43 Connecticut $16.3 $5.5 $0.0 $18.4 $43.2 2,406,704 $1.50
44 New Hampshire $13.5 $0.6 $0.0 $1.0 $16.1 855,403 $1.47
45 Ohio $34.7 $26.3 $0.0 3$63.3 $114.3 7.053,650 $1.35
46 Pennsyivahia $45.9 $10.4 $0.0 $70.1 $126.4 8,301,408 $1.27
47 Michigan $26.5 $12.0 $0.4 $53.0, $91.9 6,148,365 $1.28
48 Hawaii $6.7 $14 $0.2 $1.7 $10.0 721,233 $1.16
49 Rhode Island $0.1 $48 $0.0 $36 $8.6 841,977 $1.12
50 Florida $79.2 $185 $0.0] $45.0 $139.7] 11,317,933 $1.03
51 lilincis $38.0 $8.7 $0.1 $50.0 $96.8 8,012,870 $1.01
§2 Massachusetts $13 $17.6 $00 $30.1 $48.0 4,410,394 $0.93
53 D.C. 300 $1.2 $0.0 $85 $8.7 919,587 $0.88.
54 Maryland $20.0 $0.4 30.0 $10.0 $30.4/ 3,940,615 $0.64
55 New Jersey $9.2, $47 $0.0 $31.2 $45.1 6,923,410, $0.54
56 Delaware $1.5 $0.2 $0.0 $1.1 $2.8i 589,979 $0.40
TOTAL $2.978.0 $673.1 $16.4 $1.682.7 $5,350.2| 185,588,578 $2.40

Note: Numbers may not add due 1o rounding. Annual support amounts less than $50,000 show as $0 due to rounding.
Support amounts shown are actual amounts disbursed. Amounts assessed and collected may be higher.

Source: USAC 2002 Annuatl Report
NECA 2002 USF Filing
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Attachment 3
CHANGE IN USF FUNDING
19897-2003

§ Change % Change
USF Mechanism 1897 1808 1998 2000 2001 2002 2003 1987-2003  1987-2003
High Cost Support 16137 16508 17456 29154 27408 29265 3261t 16474 1021%
Schaols & Libraries 00 1,200 189786  1,8850 21300 22208 21840 21840 nla
Low Income Support 1478 4637 501.2 5368 5775 680.5 7128 565.3 383.0%
Rural Health Care 0.0 78 -7 9.4 1.3 7.2 78 218 na

§To(al USF Funding 17613 34124 38427
interstate Revenue Base  65,350.0 68,2740 753055 80,3505 60708.0 74,1581 889121 35621 5.5%
USF Assessment Rate” 2.70% 4.93% 5.24% 5.83% 8.78% 7.90% 8.98% na 233.1%

“USF Funding Divided by interstate Revenues. Not actual assessment fate.
A figures in millons of dollars, except where noted.

Source: USAC Repornts; Universal Service Monhoring Reparts

Interstate revenue base fos 1997 estimated.

CHANGE IN USF FUNDING

1997 - 2003
3500
BHigh Cost Support BSchaols & Libraries
3000 4 : Blow Income Support ORural Heaith Care

21164 -

18909

clusackelecom revenues xis
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Attachment 4
CHANGES IN USF FUNDING AND TELECOM REVENUES
1997 - 2003
$ Billions
1997 1998 1998 2000 2001 2002 2003
Total Revenue Base 177.0 186.0 198.0 2158 229.1 2358 na
Interstate Revenue Base 654 69.3 75.3 80.4 80.7 74.2 68.9
USF Funding 1.8 34 3.9 4.5 55 59 6.2
CHANGES IN USF FUNDING AND TELECOM
REVENUES 1997 - 2003
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Attachment 5

GROWTH IN UNIVERSAL SERVICE SUPPORT
FOR WIRELESS CARRIERS 1999-2003
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Mr. UpTON. Thank you very much.

Those buzzers, you might have guessed, were not a fire drill. But
we have got a couple of votes on the House floor. And we will tem-
porarily adjourn at this point for about 20 minutes. We will resume
with Mrs. Greene’s testimony after these two votes.

[Brief recess.]

Mr. UproN. I think we are okay for votes for a little while. Our
next votes will be many more. So it will put a real crimp to where
we are at. So we will try to get finished.

Ms. Greene, you are next. Welcome to the committee.

STATEMENT OF MARGARET H. GREENE

Mrs. GREENE. Thank you, Mr. Chairman. It is my honor to join
this panel today in discussing universal service, one of the most im-
portant issues facing the future of the telecommunications indus-
try, and its contributions to the country.

Connecting virtually all Americans is a key goal in a fundamen-
tally altered communications world. Far beyond these halls, of
course, we see broad evidence of this new world. Your son goes off
to college and calls home via the computer. You walk down the
street. And it seems the whole world has sprouted a cell phone
from their ear. You sign up for cable television. And you get not
just TV but internet and phone service as well.

It’s an exciting time for consumers. It’s a challenging time for our
companies. And it is also a challenging time for this body. The old
rules, written for the old world, have less and less application
today. These rules have to be adapted as quickly as possible to a
new marketplace that is being defined today by rapid technological
change and mounting competition.

This is the challenge for U.S. telecom policy. The universal serv-
ice is no exception. The fund is in significant jeopardy today. As
communications migrate to broadband, the old world base of uni-
versal service funds, local and long distance wire line, is shrinking.

At the same time, demand for the fund’s resources is exploding.
The 1996 act dramatically expanded the size of the fund by declar-
ing that universal service was no longer merely about ensuring
folks in remote areas had service. Instead, it became about financ-
ing a choice of providers, a profoundly more expensive proposition
in areas where the market alone struggles to support even one
company at reasonable rates. This change opened the floodgates
and could cost ratepayers an extra $2 billion annually in less than
4 years’ time.

Some suggest we should cap the fund. Such an approach ignores
a history of distorted economics around achieving universal service
and allows the excesses that do exist to continue unabated. The
more constructive approach, restore discipline in terms of who and
how many companies have access and get all participants in the
Twenty-First Century communications marketplace to contribute to
a Twenty-First Century universal service fund.

In a marketplace being defined by the fact that cable satellite,
wireless, wire line, and internet offerings all compete directly, it is
imperative that outdated rules not be permitted to distort what
should be consumer-driven competition. For universal service, that
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means ensuring neutrality on both sides of the equation, who pays
in and who takes out?

For contributions, a reasonable fee assessed across today’s far
broader pool of market participants would help ensure the fund’s
viability without overburdening any set of companies or unfairly
throwing a price advantage to newer platforms.

On the distribution side, United States Telecom Association, of
which I served as chair this year, believes that the Federal fund
should be asked to support only one ETC in each high-cost area.
States that wish to subsidize companies by designating additional
providers should be permitted to do so provided that they pay the
additional cost so the fund is not destabilized for the entire Nation.

USTA also believes that there should be one high standard for
eligibility across all platforms. Either you deliver true universal
service or you don’t. Of course, these public resources should serve
their original purpose: helping offset the high cost of actual infra-
structure. Given the candle-lit weekend so many East Coast resi-
dents have had in recent weeks, we as a Nation have a newfound
appreciation of the need for policies that ensure essential infra-
structure remains robust and reliable.

In terms of telecommunications, we can do that through a fo-
cused, adequately funded universal service fund, through policy
that encourages companies to invest on their own, and by being
less prescriptive in how networks are built.

Today universal service requirements go down to the service and
the line. Why not demand one result? You've got to serve everyone.
You've got to do it reliably. And you have to deliver service com-
parable in scope with what is available elsewhere in terms of pub-
lic safety obligations like 911. And then let the companies figure
out how best to get there.

Command and control regulations by nature are based on the
past. Network architecture at such a pivotal moment in the infor-
mation revolution must be free to look to the future. U.S. policy
should encourage vigorous investment that keeps our infrastruc-
ture sophisticated and strong.

Grafting the old ways onto a new world doesn’t get us there.
That is primarily our concern with H.R. 1582. While we certainly
appreciate Congressman Terry’s leadership, we think this bill does
not go nearly far enough to safeguard universal service. It does not
address at all the contribution side of the equation. And it imposes
no new discipline in either how many companies have access or
what standard of service they provide. And the bill addresses only
the non-rural side of universal service, leaving out the lion’s share
of the communities that the fund serves.

Mr. Chairman, we need to be bold in preserving the future of
universal service in a new communications era. And time is of the
essence. By asking everyone to pay in and everyone to meet the
same high standard for eligibility, we can deliver a true, fair, and
constructive universal service policy for the Twenty-First Century.

I thank you for holding this hearing today. It is an important
issue. I thank you for your leadership and timely consideration.

[The prepared statement of Margaret H. Greene follows:]
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PREPARED STATEMENT OF MARGARET H. GREENE, CHAIR, UNITED STATES TELECOM
ASSOCIATION

Universal service is one of the most important issues facing the future of the tele-
communications industry and its contributions to the country. Connecting virtually
all Americans to the opportunity and security of the dial tone was one of the most
important achievements of the last century. In today’s Information Age, universal
service continues to embody the nation’s commitment to keeping the American
dream alive in every community—urban and rural.

The United States Telecom Association represents the entire local telecommuni-
cations industry—from my company, BellSouth, to small rural companies to a host
of innovative companies in between. We have worked extensively to forge an indus-
try-wide position to ensure a strong future for this vital national priority in a fun-
damentally altered communications world. The old rules, written for the old world,
have less and less practical, constructive application today. These rules have to be
adapted—as quickly as possible—to a new marketplace that is being defined today
by rapid technological change and mounting competition. In a marketplace being de-
fined by the fact that cable, satellite, wireless, wireline and Internet offerings all
compete directly, it is imperative that outdated rules and antiquated regulatory
classifications not be permitted to continue to distort what should be consumer-driv-
en competition.

This is the challenge for U.S. telecom policy. Universal service is no exception.
The Fund is in significant jeopardy today, caught in a perilous limbo between our
regulatory past and a future that’s already here. The revenues that serve as the
base for contribution to the universal service fund are shrinking, putting pressure
on the revenue side of the Fund that is unsustainable. At the same time, demand
for the Fund’s resources is exploding in an undisciplined and arguably unproductive
way. The issue of universal service must be dealt with in a comprehensive way.
Both the assessment mechanism and the distribution formula must be addressed,
and quickly, if we are to sustain this long held goal of affordable and robust commu-
nications for all Americans.

The funding side of universal service is in trouble. It focuses on historical distinc-
tions in geography and technology that no longer serve as viable definitions in to-
day’s telecommunications world. Universal service funding is derived from an as-
sessment on wireline companies, local and long distance, and wireless companies,
based on a factor applied to interstate revenues. In a world of bundled minutes de-
%ivered over at least four different technologies, this becomes increasingly meaning-
ess.

As communications migrate to broadband, the old world base of universal service
funds—Ilocal and long distance wireline—is shrinking. And increasingly, alternate
technologies, like cable modem and VOIP, offer directly competitive services while
being exempt from the social responsibilities attendant to universal service. Like so
many other aspects of our current regulatory scheme for telecommunications, this
puts the historic providers of universal service, those living with the legacy of using
wireline revenue flows to subsidize social goals, at a competitive disadvantage in a
robustly competitive marketplace. This situation cannot exist without serious det-
riment to the regulated carriers and it must be fixed.

Fixing this competitive/social policy mismatch means, for the issue of universal
service, ensuring neutrality on both sides of the equation. Parity of obligation must
exist between those who offer functionally equivalent telecommunications services.
If broadband connections are to be assessed, as DSL is today, then functional
equivalents, like cable modem service, must pay.

Furthermore, users of intrastate as well as interstate services should contribute
to universal service. The distinction between intrastate and interstate services is ar-
tificial and unsustainable in today’s world. It creates perverse incentives to
mischaracterize traffic and again places the burden of supporting universal service
on less than the full universe of subscribers benefiting from universal service. It fur-
ther puts a cost on the consumer of having to Fund the arcane regulatory exercise
of allocating revenues to a particular geography or jurisdiction even though those
revenues are derived from services, like bundled wireless or local and long distance
minutes, designed to free the consumer from the constraints of geography.

Besides these serious issues that constrain the funding area, demand for the
fund’s resources is exploding. This is due to the 1996 Act, which dramatically ex-
panded the size of the Fund by declaring that universal service was no longer mere-
ly about ensuring folks in remote areas had service. Instead, it became about financ-
ing a choice of providers—a profoundly more expensive proposition in areas where
the market economics make it difficult to support even one company at reasonable



54

rates. This change opened the floodgates. Left unabated, it is expected to cost rate-
payers an extra $2 billion [annually] in less than four years’ time.

On the distribution side, USTA believes this rise in demand on the Fund is un-
wise, unnecessary and unsustainable. Discipline must be brought to bear around
distribution of the Fund. This can be accomplished by implementing some specific
principles governing eligibility to draw from the Fund. Specifically, USTA asserts
that the federal Fund should be asked to support only one ETC in each high-cost
area. That ensures universal service. States that wish to subsidize competitors by
designating additional providers should be permitted to do so, provided they pay the
additional cost, so the Fund is not destabilized for the entire nation. Again, basic
connectivity is the goal of universal service.

To ensure connectivity, rates in high cost study areas should be comparable to
rates in other parts of the country and, thus, widely affordable. To that end, uni-
versal service support should be used to encourage continued investment in and re-
habilitation of high cost study area infrastructure and help recover the actual or em-
bedded cost of such networks (not lines or services) consistent with the recognition
of appropriate distinctions based on the size of the study area. Telecommunications
is a capital intensive business and steady investment is required for consumers to
be well served. Choosing only certain lines or services to support ignores the essen-
tial nature of telecommunications as a network industry. Each part of the network
can support multiple lines or services. It is administratively burdensome as well as
nonsensical to attempt to allocate support to only certain lines or services provided
by a network that operates as an integrated organism.

USTA also believes there should be one high standard for eligibility across all
platforms. Either you deliver true universal service or you don’t. Of course, it should
go without saying that these public resources should serve their original purpose:
helping offset the high costs of actual infrastructure. Given the candle-lit weekend
so many East Coast residents have had in recent weeks, we as a nation have a new-
found appreciation of the need for policies that ensure essential infrastructure re-
mains robust and reliable. In terms of telecommunications, we can do that through
a focused, adequately funded Universal Service Fund; through policy that encour-
ages companies to invest on their own; and, by being less prescriptive in how net-
works are built.

Today, universal service requirements go down to the service and the line. Why
not demand one result? You've got to be willing to serve everyone; you've got to do
it reliably; and you have to deliver service comparable in scope with what is pro-
vided elsewhere, including meeting all public safety obligations. This is precisely the
constructive role that government should play today. Yes, consumers should define
the market—prices, services, technology. But government can ensure essential serv-
ices—from 911 to ready, affordable access to a dial tone—reach all Americans. And,
U.S. policy should encourage vigorous investment that keeps our infrastructure so-
phisticated and strong.

Grafting the old ways onto a new world doesn’t get us there. That primarily is
our concern with HR 1582. We certainly appreciate Congressman Terry’s leadership,
but we think this bill does not go nearly far enough to safeguard universal service.

There are three large categories of support in the federal Universal Service Fund;
the e-rate for schools, libraries and rural health care, the low income program, and
high cost support for high cost areas. The Terry bill focuses in on one of about
twelve categories of funding in the high cost support program and essentially redis-
tributes funds from high cost rural communities in Mississippi, Alabama and West
Virginia. Its companion measure in the Senate (S. 1380) spares West Virginia from
harm and slashes funding from the Commonwealth of Puerto Rico by redistributing
two categories of funding.

In part to control the size of the Universal Service Fund and to ensure that sup-
port went to carriers providing a substantial amount of service to the highest cost,
most rural areas, the FCC determined that levels of support for non-rural carriers
should be averaged on a state-wide area. For large carriers, this is relatively con-
sistent with the practice of averaging support on a “study area” basis, which for
these carriers was generally an entire state.

Those non-rural carriers with large numbers of lines concentrated in urban areas
relative to their rural lines did not generally receive support from this category of
funding. Funding went to those carriers in states serving large numbers of rural
lines relative to total lines.

The Terry bill seeks to change the granularity of calculation of the burden of high
cost, largely rural lines from a state-wide average to a much smaller wire-center av-
erage and then impose an artificial “state-wide” cap of 5% in the House bill and 10%
in the Senate bill on the distribution in the large company category of funding. The
apparent purpose of those caps is to simply redistribute funding among large car-



55

riers without regard to the needs of affected consumers or actual investment. It in
fact rewards carriers that have sold off rural exchanges and punishes those carriers
that have consistently served rural communities.

The Terry Bill does not truly impose new discipline, either in how many compa-
nies have access to the fund or what standard of service they provide. It robs from
Peter (Puerto Rico) to pay Paul (Qwest) and even then addresses only the non-rural
side of universal service, leaving out the lion’s share of communities the Fund
serves.

Similarly, universal service cannot be looked at in isolation—the entire regulatory
regime under which carriers operate today impacts their ability to provide universal
service. Government managed competition is far inferior to the free market in its
ability to efficiently allocate resources to provide quality ubiquitous services to con-
sumers. Market based competition in telecommunications will lead to increased cap-
ital investment, new jobs, economic growth, and a positive impact on the ability of
network operators to provide universal service with, in some cases, a lesser depend-
ence on universal service funding.

We need to be bold in preserving the future of universal service in a new commu-
nications era. And, time is of the essence. Without significant change, four years
from now, ratepayers will have a tab that’s $2 billion higher—Federal policy will
continue to discourage investment in vital national infrastructure—and outdated
government rules will continue to pre-empt the consumers’ judgment in defining the
shape of American innovation.

By asking everyone to pay in and everyone to meet the same high standard for
eligibility, we can deliver a true, fair and constructive universal service policy for
the 21st century, one that keeps the nation’s commitment to ensuring real oppor-
tunity in every American community.

Mr. UpTON. Thank you very much.
Mr. Lubin, welcome.

STATEMENT OF JOEL LUBIN

Mr. LuBIN. Thank you, Mr. Chairman and members of the sub-
committee. Thank you for inviting me here today to testify on be-
half of AT&T on the subject of universal service.

AT&T is the Nation’s oldest and most far-reaching telecommuni-
cations carrier. And we are proud to serve customers in every cor-
ner of the country. More than any other carrier, we tie the Nation
together. And we are proud to be the carrier that brought the term
“universal service” to the telecommunications lexicon.

In 1996, Congress directed the FCC to ensure that universal
service was reformed in a manner that would make subsidies spe-
cific, predictable, and explicit. Seven years later, this directive has
not been met fully. The universal service system is struggling to
keep up with the dynamic marketplace, technologically driven mar-
ketplace. And without change, the system will come under increas-
ing pressure and ultimately become unsustainable.

Fortunately, there are changes that could be implemented by the
FCC within the existing structure of the act that can both alleviate
the pressures and provide a universal service system that will be
compatible with technological change and competition. Today I
wish to highlight two of these issues that we believe are essential.

First, the change necessary because of the demands on the sys-
tem are ever-increasing while the base on the service, universal
service, funds are collected is shrinking. The situation is both com-
petitively biased and economically unsustainable. Left unchanged,
it will put the USF in a death spiral while raising the assessment
rates, will erode public support for the universal service concept.
This would be a problem, not just for rural America but for all of
America.
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I estimate that the universal service assessment in the year 2004
will exceed 10 percent. AT&T’s solution to the problem is to move
away from a revenue base system to a contribution base system on
telephone numbers for those services that have telephone numbers
and on a connections to the public network for special access and
private line services that do not utilize telephone numbers.

A numbers-based solution has several advantages over the cur-
rent system. First, it would be competitively neutral. Second, it
would be predictable and simple, two things that customers tell us
they appreciate. Let’s remember it is the customer who pays the
bill. We all act as collection agents to collect the money and hand
it off to USAC.

Third, a numbers-based solution will ensure that the system is
not left to crumble as telephone traffic migrates to new tech-
nologies and protocols, such as voice over the internet. We believe
that a numbers-based solution to the question of how carriers con-
tribute to universal service could be achieved under the existing
law. And we believe that a numbers-based solution would provide
adequately for both current and future demands on the universal
service system. What is needed is the will to reform the universal
service assessment mechanism.

The second change that I would like to highlight today is the
issue of eliminating the remaining disparities associated with
interstate access rates. As I said at the start, AT&T is proud of its
heritage as the carrier that truly ties America together, but today
the challenge of tieing America together is being borne significantly
by AT&T. AT&T is carrying the burden even as it must increas-
ingly compete in the long distance market with regional Bell oper-
ating companies that provide service only in their largely urban
lower-cost service areas.

As part of the 1996 act, Congress ensured that all Americans
could be tied together affordably by mandating rate averaging and
rate integration for long distance services. But interstate access
charges, a significant component of the cost of long distance serv-
ices, are not the same in all parts of the country. So that when
AT&T averages toll rates Nationwide, it has to charge its cus-
tomers in the RBOC territory more than it otherwise would in
order to charge customers in small rural telco areas the same rate.
This puts carriers that serve rural America at a competitive dis-
advantage vis-a-vis carriers that serve primarily urban and subur-
ban customers. We do not believe this is something that good pub-
lic policy should encourage.

Two years ago AT&T presented a proposal to reform rural access
rates to the FCC. Since then, the economic challenges that led to
our plan have gotten worse. We need relief. Without relief, the
marketplace will drive AT&T and other National carriers to find
other less optimal solutions to the problem. Options are not attrac-
tive, and rural America should not be forced to bear their costs.

I look forward to answering your questions. Thank you again for
the opportunity to appear this afternoon.

[The prepared statement of Joel Lubin follows:]
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PREPARED STATEMENT OF JOEL LUBIN, VICE PRESIDENT, AT&T CORP.

Mr. Chairman, and members of the Subcommittee, thank you for inviting me to
te?tify on behalf of AT&T as you address the important topic of universal service
reform.

It was AT&T that brought the term “universal service” to the telecommunications
lexicon. We are proud of our more than 125-year history as the nation’s oldest and
most far-reaching long-distance carrier; more than any other carrier, we tie together
all parts of America. On the basis of this experience, we understand the importance
of maintaining a vibrant and sustainable universal service system.

In 1996, the Congress directed the Federal Communications Commission, with the
assistance of a Federal-State Joint Board, to charter a new universal service mecha-
nism—one that would work with, not against, competition in all markets. This new
universal service mechanism was to be specific, predictable, and sustainable as com-
petition grew, and it was to be competitively neutral, both in the way that contribu-
tions were collected and support distributed.

Unfortunately, seven years and many Commission proceedings later, these goals
have yet to be achieved. Some progress has been made, most notably through adop-
tion of the CALLS plan in May 2000 and later with adoption of the MAG plan in
October 2001, but we cannot yet say that we have a universal service system that
meets all of the goals set forth by Congress in 1996. Instead, we have an ever-in-
creasing fund that is being raised from an ever-shrinking funding base—interstate
and international end-user telecommunications revenues—and a collection mecha-
nism that is discriminatory and self-defeating. Something has to give.

It is beyond question that the fund is increasing. The fund today stands at more
than $6 billion per year. Both the Office of Management and Budget and FCC staff
project additional increases in the size of the universal service fund, even if the
Commission makes no further policy changes that add to the obligations supported
through the USF. OMB projects total growth at just under 2% per year for FY2004-
2007. Only two parts of the fund won’t grow—the schools and libraries fund and
the $650 million interstate access support for areas served by price-cap carriers. All
other parts of the USF can and are likely to increase.

At the same time the system faces increasing demands for support, the universal
service funding base—interstate and international end user telecommunications rev-
enues—continues to shrink. In 2001 and 2002, the universal service funding base
shrank by an average of 8% per year. If that rate of decline continues in combina-
tion with the projected growth in the demand for universal service support, in three
years, the USF contribution factor—the rate carriers are assessed and that they
pass on to consumers at the bottom of the bill—would rise from 9.5% today to 12.8%
in 2006. I believe that such a result is likely to be both economically and politically
unsustainable.

The competitive inequities built into the current system for raising universal serv-
ice funding will only speed the shrinkage of the universal service funding base.
These competitive inequities take several forms. For example:

 if a consumer is a high-volume user of interstate long-distance service—the cus-
tomer who traditionally has contributed the most to the support of universal
service—that consumer can pay substantially less into the fund by migrating
his or her long-distance calling to a wireless phone.

« if a consumer purchases interstate long-distance service bundled with local service
or information services, he or she can contribute less to the universal service
fund if the carrier providing the bundle allocates more revenue to the parts of
the bundle that do not contribute to the support of universal service than to
the interstate long-distance portion of the bill, which does contribute to uni-
versal service.

e if a consumer uses service provided by international carriers that carry little or
no interstate traffic, he or she can avoid universal service charges altogether
on that international calling.

e if a consumer uses some Voice over Internet Protocol services, e-mail, or instant
messaging, it is likely that he or she would not contribute anything to support
universal service.

Each of these outcomes encourages carriers to seek ways to avoid contributing to
the universal service fund and, increasingly, price sensitive consumers are moving
to services that allow them to avoid charges related to the support of universal serv-
ice. When this happens, the universal service fund’s contribution base shrinks,
which causes the assessment rate to rise, which drives more consumers to find ways
to minimize their contribution. Perpetuation of this scenario will drive the fund into
a “death spiral,” something that is completely at odds with what the Congress di-
rected when it added Section 254 to the Communications Act.
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Because AT&T is deeply concerned about this problem, we have proposed a solu-
tion to the FCC—a universal service contribution system based on telephone num-
bers for those services that use telephone numbers, and on connections associated
with special access and private line services that do not use telephone numbers. If
numbers and number-equivalent connections grow 2% per year, a 2% annual in-
crease in the fund would not change the projected $0.98 per number universal serv-
ice assessment.

Moreover, a numbers-based solution offers the advantage of being “future-proof.”
Voice-over-Internet-Protocol (VoIP) providers give their customers a telephone num-
ber so that those customers can receive calls from the public switched network. This
assignment of numbers will trigger an obligation to support universal service, with
the effect of keeping VoIP in the universal service contribution base. Preventing
“leakage” from the universal service system is key to maintaining the stability of
the fund, and by focusing on numbers rather than technologies, we can avoid the
need to impose “one-size fits all” regulation on emerging services such as VoIP.

A numbers-based solution could be implemented today by the Commission, under
its existing statutory authority. This is not true with respect to the call to “expand
the base” by assessing intra-state revenues. Statutory change clearly would be nec-
essary to achieve that goal, and even with such a change, it is not clear that just
adding intra-state revenues to the mix would be sufficient to sustain the fund over
the long haul. Revenues are unpredictable and it is not clear that revenues will con-
tinue to climb; if revenues plateau or drop, the assessment factor will have to rise—
exactly as it has today as interstate revenues have stagnated.

The connections-based solution proposed by BellSouth and SBC suffers from the
fact that it would not necessarily eliminate the problem of having customers face
multiple USF charges. In my view, this is a major failing both because it contributes
to consumer confusion and because it imposes additional cost on the industry.

Whether or not the Congress contemplates amendments to Section 254, what is
needed is the will for reform.

If, however, Congress decides that additional statutory authority is a necessary
precursor to reform of the universal service system, such legislation should be nar-
rowly tailored and exclusively focused on enabling the Commission to consider a
wider array of inputs for funding universal service programs. An “enabling ap-
proach” to universal service legislation should permit the Commission to consider
a funding mechanism based on inter- and intra-state revenues, assigned, working
telephone numbers, connections to the public switched network, or any combination
of these elements, so long as such funding mechanism is competitively neutral
among all providers and technologies. Reform along these lines could help to ensure
the near- and long-term sustainability of the fund, maximize the support of uni-
versal service among the broadest array of providers of telecommunications services,
reduce the need for regular revisions in the assessment mechanism (which would
minimize carrier costs and consumer confusion associated with such changes), and
reduce the likelihood that any reforms adopted by the Commission would be subject
to challenge in the courts.

As I said at the outset, AT&T is proud of its heritage as the carrier that truly
ties America together. But today, the burden of tying America together—of pro-
viding long distance service in all corners of the country—is being borne substan-
tially by AT&T. AT&T is carrying this burden, even as it must increasingly compete
in long distance with RBOCs that provide long distance service only in their largely
urban, lower-cost service areas.

As part of the 1996 Act’s universal service provisions, Congress ensured that all
Americans could be tied together affordably by mandating rate averaging and rate
integration for long distance services.

But interstate access charges—a significant component of the cost of long distance
service—are not the same in all parts of the country. The geographic toll rate aver-
aging provisions of Section 254(g) make it imperative that the remaining traffic sen-
sitive cost disparities be removed from interstate access rates and this support be
provided instead through the universal service fund.

In most areas served by the RBOCs, this reform was implemented through the
CALLS plan, and interstate access charges are now approximately .6 cents per ac-
cess minute. In the areas served by small, rural carriers not covered by the CALLS
plan, the average interstate access charges AT&T faces are much higher. For exam-
ple, the average NECA minute of access averages 2.6 cents per minute. When AT&T
averages its toll rates nationwide, it has to charge its customers in the RBOC terri-
tory more than it otherwise would, in order to charge the customer in the small,
rural carrier’s service area the average rate.

This burden was barely bearable before Bell entry into the long distance market,
when AT&T had to compete with MCI, Sprint, and other carriers that could choose
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not to serve certain geographies or service areas. Now, with the Bells having se-
cured approval to enter the long distance market in most of the country, this burden
has become intolerable. Verizon, which is already the nation’s third largest long dis-
tance carrier, gets an unfair competitive advantage from the Act’s toll averaging re-
quirements because it doesn’t serve all of America. In addition to incenting certain
carriers not to serve rural America, these high access changes—and the desire to
avoid paying them—provided the economic incentive for the “Canadian Gateway”
access fraud committed against AT&T.

Fortunately, the 1996 Act allows for a solution that preserves toll averaging while
restoring a level playing field to long distance competition. The local network costs—
primarily high switching and transport costs—that lead to these high rural company
access charges—which can be as high as 10 cents per minute of use—could be sup-
ported through explicit universal service funding.

More than two years ago, AT&T and several other carriers presented just such
a proposal to the FCC. Unfortunately, the Commission has not implemented our
proposal, and since that time, the economic challenges that led us to file our plan
have gotten worse. The need for relief is now acute.

In order to alleviate these competitive problems and eliminate any incentive for
parties to “game the system,” the Commission should move expeditiously to reform
the inter-carrier compensation regime. Unless the Commission acts aggressively, the
marketplace will force AT&T and other national carriers to find other, less optimal
solutions. Those options are not attractive to us, nor should they be attractive to
policymakers, and rural America should not be forced to bear their cost.

Thank you again for the opportunity to testify here today. At AT&T, we believe
firmly that a vibrant, sustainable universal service system is important to the well-
being of both the telecommunications industry and the American economy. But deci-
sions must be made, and some bold actions taken to secure universal service for the
future. On behalf of my company, I hope you agree, and look forward to working
with you and the members of this Subcommittee as you continue your important
work 1n this area.

Mr. UpTON. Thank you.
Mr. Post?

STATEMENT OF GLEN POST

Mr. Post. Thank you, Mr. Chairman. My name is Glen Post. I
am Chief Executive Officer and Chairman of the Board for
CenturyTel. I appreciate the opportunity to speak before you today.
I am representing CenturyTel and the Independent Telephone and
Telecommunications Alliance, ITTA. ITTA is an association of 13
mid-sized telecommunications companies who together serve more
than 10 million lines in 40 States.

CenturyTel is a leading provider of telecommunications services
to 2.4 million customers, mostly in rural areas, the smaller cities
across the country, in 22 States that include many of the States
represented by the members of this subcommittee.

Many regulatory and technology changes have taken place since
the act was passed in 1996. We want you to know that ITTA com-
panies share common goals with the larger Bell operating compa-
nies and the smaller telephone companies to maintain the incentive
to invest in our markets and to see meaningful deregulation of our
businesses. However, this hearing should not be about companies.
It should be about consumers and the continuity of the network
that keeps us all connected.

The Nation’s telecommunications future is at a crossroads. Evolv-
ing technology, competition, and converging network platforms are
rapidly outpacing our ability to keep rates comparable and afford-
able for all consumers, regardless of where they live. In our view,
affordable modern telecommunications infrastructure and advanced
services can make the difference between success or failure in eco-
nomic development, creation of jobs in rural markets.
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Universal service support as envisioned by the act is still the
telecommunications linchpin for millions of Americans and thou-
sands of communities. It would be fair to say that perhaps no other
industry has the potential to more directly impact and improve the
lives and livelihoods of your constituents than the telecommuni-
cations industry. However, for that potential to be fully realized,
some bold changes must take place to provide much-needed sta-
bility for this industry.

Today there is an undeniable need to address the full array of
issues associated with telecommunications reform. We support
those initiatives. However, the first and highest priority of the Con-
gress should be to stabilize and strengthen the Telecommunication
Act’s universal service mandates, which include predictability, sus-
tainability, and sufficiency.

If meaningful universal service reform is not accomplished first,
other needed reforms, such as deregulation, inter-carrier compensa-
tion, and the future of broadband deployment, are likely to be
grounded on an unsure foundation and are likely to fail to deliver
their full-intended benefits for the American consumer.

Addressing the rapidly eroding USF contribution base is the first
critical step in the process of shoring up the universal service sys-
tem. Contributions to universal service funding should be based on
revenues. A revenue-based assessment methodology is both com-
petitively and technologically neutral. Assessing revenues, instead
of connections or numbers, avoids imposing a regressive flat fee on
low-volume consumers. A revenues-based system eliminates poten-
tial gaming that may be associated with connections or numbers-
based approaches and also anticipates future changes in technology
that may make connections-based approaches meaningless.

Also, the FCC should be permitted to assess the broadest base
of revenues possible, including intrastate revenues. However, this
is only part of the solution.

If Congress is going to effectively deal with the crisis looming
over universal service, it must consider expanding the contribution
base to all providers that currently rely on the telecommunications
network. Congress and the FCC must make sure that any new con-
tribution mechanism is capable of keeping pace with technology by
assessing the broadest base of providers possible.

Also, current caps on universal service funds have a direct and
negative correlation to advancing the universal service and ad-
vanced services deployment goals of the act. The growth and size
of the fund are controlled today by arbitrarily capping the funds
without regard to the impact on consumers. This is not the answer.
In rural areas, significant investment is still needed.

Also, the rapid increase in the number of competitive eligible
telecommunications carriers raises critical issues for the consumers
in rural America. Present rules for ETC designation are being in-
terpreted in widely different fashions by stakeholder service com-
missions and are often not consistent with the intent of the act.

We’re concerned that present rules allow carriers to offer varying
levels of service commitments to customers based on investments
and cost of the ILEC. This raises obvious questions regarding the
reasonableness of this method of distribution of universal service
funds.
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The following are recommendations of actions related to uni-
versal service that need to occur to protect consumers. First of all,
telecommunications providers, regardless of their network plat-
forms, should be required to pay in the universal service fund. This
includes cable broadband providers, internet service providers, all
wireless services, long distance, and local exchange companies.

Second, States that approve additional ETCs should be required
to help with additional funding needs.

Third, CETC portability rules need to be changed to reflect re-
ality and reasonableness. Regulatory oversight should ensure that
funds are truly being used to serve consumers in high-cost areas
and that the amount of support reflects the service commitment.

Finally, consumers must not be overlooked in the process of
achieving telecommunications reform. Congress should make sure
that rural consumers do not bear a disproportionate rate burden
that would place advanced services out of the financial reach of
most Americans.

This committee and the Congress have a great opportunity before
them to initiate legislative changes and provide meaningful direc-
tion to the FCC that will offer much-needed positive signals to the
telecom sector of our economy. Our Nation’s telecommunications
system did not happen by accident. There has been and should al-
ways be a strong commitment to building and maintaining evolving
networks that connect all of our citizens in rural and urban areas
to each other and the rest of the world.

Thank you for the opportunity of speaking with you today.

[The prepared statement of Glen Post follows:]

PREPARED STATEMENT OF GLEN PosT, CEO AND CHAIRMAN OF THE BOARD FOR
CENTURYTEL ON BEHALF OF THE INDEPENDENT TELEPHONE AND TELECOMMUNI-
CATIONS ALLIANCE (ITTA)

Good afternoon. My name is Glen Post, and I am Chief Executive Officer and
Chairman of the Board for CenturyTel. I appreciate the opportunity to appear be-
fore you today representing CenturyTel and the Independent Telephone and Tele-
communications Alliance (ITTA). ITTA is an association of 13 mid-sized tele-
communications companies who together serve more than 10 million lines in 40
states.

CenturyTel is a national telecommunications company with headquarters in Mon-
roe, Louisiana. We are a leading provider of telecommunications services in 22
states that include many of the states represented by members of this Sub-
committee including Michigan, Louisiana, Texas, Ohio, Wyoming, New Mexico, Mis-
sissippi, Oregon, Missouri, and Tennessee. We specialize in providing high quality
telephone, long distance, Internet, broadband and advanced services in rural and
small urban markets. Today, CenturyTel is the eighth largest telephone company
in the United States with 2.4 million access lines. Much of CenturyTel’s recent
growth has come from the acquisition of telephone lines from the larger Bell Oper-
ating Companies in multiple states. The majority of our 3 million customers and
7,000 employees live and work in the very areas that have the most critical stake
in the issue we will discuss today.

Many regulatory and technology changes have taken place since the
Telecommuni-cations Act was passed in 1996. We want you to know that ITTA com-
panies share common goals with the larger Bell Operating Companies as well as the
smaller telephone companies to both maintain the incentive to continue investing
in our markets and to see meaningful deregulation of our businesses. However, this
hearing should not be about companies. It should be about consumers and the con-
tinuity of the network that keeps us all connected. It should be about the future
and not the present. We empathize with the other providers that serve high cost
markets and appreciate the challenges and concerns those markets pose from a
service and investment standpoint.
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The nation’s telecommunications future is at a crossroads. Evolving technology,
competition, and converging network platforms are rapidly outpacing the existing
regulatory mechanisms’ ability to keep rates comparable and affordable for all con-
sumers regardless of where they live. There are a number of proposed changes in
telecommunications that could put the stability of rural telecommunications at risk.
We commend Chairman Tauzin and Chairman Upton and the members of this Sub-
committee for addressing these issues that are crucial to consumers in so many re-
gions of our nation.

I have been asked to provide you with a mid-size company perspective about our
view of telecommunications and universal service as it relates to our customers and
the markets we serve. Mid size companies understand that our business success de-
pends on the long-term economic viability of our communities. In our view, afford-
able, modern telecommunications infrastructure and advanced services can make
the difference between the site for a proposed industrial park remaining a field of
weeds, or actually being considered as a promising location by a global manufac-
turing company. Businesses today look for areas where the telecommunications in-
frastructure has kept pace with technology and which provide the ability to commu-
nicate anywhere in the world. Universal service support plays a big role in this pic-
ture.

As members of this Subcommittee know, agriculture has long been the leading
economic driver for much of rural America. However, I would ask that you also con-
sider telecommunications as a force that will create jobs, spur investment and allow
all citizens to effectively connect with the rest of the Nation and the world. It would
be fair to say that perhaps no other industry has the potential to more directly im-
pact and improve the lives and livelihoods of your constituents than the tele-
communications industry. However, for that potential to be fully realized, some bold
changes must take place to provide much-needed stability.

The one thing that has not changed since the passage of the Telecommunications
Act is that rural and small urban markets remain unique in their demographics,
service needs and cost-of-service characteristics. Universal service support, as envi-
sioned by the Act, is still the telecommunications lynchpin for millions of consumers.
These consumers have become increasingly sophisticated in the types and quality
of services they need and expect. Thanks to the Universal Service system, our com-
panies like CenturyTel have been able to ensure that rural America has not been
left behind by the digital revolution. We believe that in a global economy, rural and
small urban consumers not only deserve, but also truly need, reliable and affordable
advanced telecommunications services to talk with loved ones, conduct business, be
entertained and connect with the rest of the world.

One of the challenges these customers and their phone providers face is the abil-
ity to keep basic and advanced services affordable and to overcome the challenges
of distance associated with high cost markets. However, this premise and the sys-
tem that supports it are under attack from a variety of fronts. The reason we are
here today is to attempt to find reasonable solutions that will help to keep America’s
telecommunications system the model for the rest of the world.

A vast and complex task awaits, but there is a need for sequencing and
prioritization of the issues we face. To attempt to resolve all pending issues simulta-
neously prior to stabilizing universal service is to run the risk of failing from the
outset. There is an undeniable need to address the full array of issues associated
with telecommunications reform, and we support those initiatives and the need to
move ahead as an industry. Our industry is in serious need of economic stabilization
that can be brought about through deregulation and free market competition. How-
ever, the first and highest priority of the Congress must be to stabilize and
strengthen the Telecommunication Act’s universal service mandates which include:
predictability, sustainability and sufficiency.

Few issues more directly affect consumers, the economy, job creation or invest-
ment in the country’s national security infrastructure than universal service.
Whether we are talking about affordable services for everyone, national security,
bridging the Digital Divide or successfully placing an emergency 911 call, universal
service is the key component that affects our industry and customers. Stabilization
of universal service must be viewed as the “base” upon which all other reforms are
built. If meaningful universal service reform is not accomplished first, other needed
reforms such as deregulation, intercarrier compensation and the future of
broadband deployment are likely to be grounded on an unsure foundation and are
likely to fail to deliver their full-intended benefits to the American consumer.
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CONTRIBUTION MECHANISMS

Addressing the rapidly eroding USF contribution base is the critical first step in
the process of shoring up the universal service system. Without ensuring a predict-
able, sustainable, and sufficient funding base, other reforms could end up being aca-
demic. Contributions to universal service funding should be based on revenues. A
revenues-based assessment methodology is both competitively and technologically
neutral. Assessing revenues instead of connections or numbers avoids imposing a re-
gressive flat fee on low-volume consumers. A revenues-based system eliminates po-
tential “gaming” that may be associated with connections or numbers-based ap-
proaches and also anticipates future changes in technology that may make connec-
tions-based approaches meaningless. All providers have revenues that may be fairly
assessed on a non-discriminatory basis, which makes such an assessment competi-
tively neutral among consumers. The FCC should be permitted to assess the broad-
est base of revenues possible, including intrastate revenues.

However, this is only part of the solution.

To provide true long-term sustainability, the base of contributors must be ex-
panded beyond what may be considered the traditional or legacy providers of today.
Consumers are rapidly adapting to a world in which they receive their telecommuni-
cations services, including voice service, from their Internet Service Provider such
as AOL or their cable modem provider, neither of which are currently subject to as-
sessment. If Congress is going to effectively deal with the crisis looming over uni-
versal service and not simply postpone the day of reckoning, it must consider ex-
panding the contribution base to all providers that currently rely on the tele-
communications network. Anything less perpetuates rather than resolves the under-
lying problem. Ultimately, the expansion of universal service contribution mecha-
nisms must be a progressive process with the goal of achieving long-term sustain-
ability that is immune to technological change.

The FCC is considering basing its assessment on other metrics beside revenues.
Some carriers who would advocate the use of telephone numbers as an assessment
mechanism are, ironically, companies that do not have a telephone number link
with customers, and would consequently be mostly immune from such an approach.
Additionally, telephone numbers are not able to capture new technologies that pro-
vide voice service such as Voice Over Internet Protocol (VOIP) or even Instant Mes-
saging services that are so prevalent today. Furthermore, the VOIP industry cur-
rently works with traditional telephone numbers and without them. A telephone
number-based approach would skew the VOIP industry toward a non-numbers
based approach. Congress and the FCC must make sure that any new contribution
mechanism is capable of keeping pace with technology by assessing the broadest
base of providers possible.

DISBURSEMENT OF UNIVERSAL SERVICE FUNDING

The rapid escalation in the number of Competitive Eligible Telecommunications
Carriers (CETC’s) raises critical issues for the customers of ITTA members. Present
rules for ETC designation are being interpreted in widely different fashions by state
public service commissions and are often not consistent with the intent of the Act.
We are concerned that present rules allow carriers to offer different levels of service
commitment to customers even though they are receiving the same level of support.
This anomaly in universal service portability requirements places an ever-increasing
pressure on universal service funding that directly or indirectly affects all American
phone users.

Appropriate standards for the ETC designation process must be instituted and en-
forced. Unchecked distribution of universal service support threatens consumers and
carriers alike. Currently, designations are often based on inconsistent or non-exist-
ent criteria. Minimum uniform, technologically neutral national criteria for state re-
view of applications would do much to rationalize a chaotic, unpredictable process
that ultimately does not serve the consumer’s interest. Any such standards would
also require some provision for enforcement, both at the federal and state levels, if
they are not to be rendered meaningless from the outset.

CAPS ON UNIVERSAL SERVICE FUNDING

Reform of the contribution mechanism and disbursement procedures, while nec-
essary first steps, are nonetheless insufficient by themselves to cure the ailing uni-
versal service system. Current caps on universal service funds have a direct and
negative correlation to advancing the universal service and advanced services de-
ployment goals of the Act. Existing caps are fundamentally in conflict with the
broad universal service mandates laid down in the 1996 Act. They are also a dis-
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service to rural consumers and an impediment to the delivery of advanced services
to all consumers. Carriers, competitors and consumers alike will benefit from remov-
ing existing fund caps.

The growth of the fund is controlled today by arbitrarily capping the funds with-
out regard to the impact on consumers. This is not the answer. In rural areas, sig-
nificant investment is still needed.

INTERCARRIER COMPENSATION REFORM COULD THREATEN UNIVERSAL SERVICE

Carriers that use our networks should continue to pay fair compensation to use
those networks. Access charges that long distance companies pay to compensate
local phone companies have been reduced and the balance of that money has been
shifted into universal service funding. Further access charge reductions will only
put more pressure on the funds. Increasing downward pressure on access rates be-
comes a problem, particularly for the customers of companies operating in high cost
rural areas. Zeroing out carrier access charges will mean that the customer ulti-
mately pays an increased price to subsidize the stockholders of long distance compa-
nies.

RECOMMENDATIONS TO ADDRESS UNIVERSAL SERVICE ISSUES

There are no easy answers to solving all of the issues associated with universal
service or telecommunications reform. However, there are a combination of actions
that need to occur to protect consumers. First, all telecommunications service pro-
viders, regardless of their network platform, should be required to pay into the uni-
versal service fund. This includes cable, all broadband providers of any kind, Inter-
net Service Providers (ISPs), all wireless devices, long distance and local exchange
companies. Second, states that approve additional ETC’s should be required to help
with the funding. Third, CETC portability rules need to be changed to reflect re-
ality. Today, CETC’s are drawing the same support as the incumbent phone pro-
vider based on the ILEC’s cost. This is putting increased pressure on the fund. They
should have more stringent certification standards than they have today. The FCC
should establish minimum criteria that individual state commissions can use in as-
sessing eligibility. CETC’s should be required to serve an entire rural study area—
something they are not being held accountable for today. Regulatory oversight
should ensure that funds are being used to serve consumers in high cost areas for
all recipients of support.

Finally, CenturyTel believes portability requirements should be modified to recog-
nize that many of today’s USF dollars are actually access charges formerly paid by
long distance companies—these dollars should not be portable to competitors.

CONCLUSION

Ultimately, consumers must not be overlooked in the process of achieving tele-
communications reform. Consumers have seen a steady increase in their local phone
bills due to a variety of end-user charges that have been systematically applied
since the passage of the Act. Consumers also face shouldering the burden of pending
proposals that would eliminate carrier-to-carrier revenues, such as access charges,
and replace them with higher customer charges such as local rates and subscriber
line charges. Congress should make sure that rural consumers do not bear a dis-
proportionate rate burden that would place advanced services out of the financial
reach of most Americans or add additional pressure to universal service funds.

This Committee and the Congress have a great opportunity before them to initiate
legislative changes and provide meaningful direction to the FCC that will offer
much-needed positive signals to the telecom sector of our economy. Telecommuni-
cations has the potential to create jobs, spur investment and provide economic sta-
bility to literally every state and to every section of the country. We must remember
that our nation’s telecommunications system did not happen by accident. There has
been, and should always be, a strong commitment to building and maintaining
evolving networks that connect all of our citizens in rural and urban areas to each
other and the rest of the world.

Mr. UpTON. Thank you very much.
Mrs. Shank?
STATEMENT OF SIDNEY SHANK

Ms. SHANK. Good afternoon. I am the manager of Bloomingdale
Telephone Company, which is an independently owned tele-
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communications corporation headquartered in Bloomingdale, Michi-
gan. We've been engaged in the provision of local exchange service
for nearly 100 years. Today we serve approximately 2,000 cus-
tomers in our Bloomingdale exchange itself. However, we serve
about 8,500 customers in Allegen, Kalamazoo, and Van Buren
Counties with other telecommunications needs.

We are involved in the provision of telecommunications business
systems, networking, internet, broadband services, long distance,
cellular, competitive local exchange services, and DBS services.

We are proud of the record of service, which is representative of
the Nation’s small rural incumbent local exchange carriers. That’s
why I'm so pleased to be appearing on behalf of the hundreds that
are represented by NTCA and OPASTCO.

The success of Bloomingdale and its small rural ILEC colleagues
is tied directly to a dedication to community and the Nation’s com-
mitment to universal service. Yet, in the uncertain competitive de-
regulatory environment that we operate in today, these constants
may be in jeopardy. Left hanging in the balance could be quality,
affordable service for rural areas and telecommunications.

It’s no secret that the ability to fully recover costs is the very life-
blood of our small rural ILECs. Thus, of particular concern to all
of us today are the many regulatory and judicial proceedings that
will either sustain or destroy this ability and subsequently the con-
tinued investment in rural telecommunications infrastructure will
be in jeopardy.

Any adjustment to one of the three components of our cost recov-
ery, the local end-user rates; inter-carrier compensation, such as
access charges; and universal service, requires the inverse adjust-
ment of the others. Not surprisingly, the local end-user rate compo-
nent is the least able to tolerate increased pressure. Conversely,
the inter-carrier component is the one most susceptible to regu-
latory and competitive-oriented pressures. This leaves universal
service as the most likely to contend with cost recovery fluctua-
tions.

In past access charge reduction proceedings, the universal service
fund has been charged with such residual cost recovery responsibil-
ities. And the current debate over additional inter-carrier com-
pensation adjustments has suggested this could happen again. Yet,
with other regulatory dilemmas currently facing the USF, we fear
it is ill-prepared to take on another such obligation.

Perhaps the most notable of these is how easily many States and
the FCC are granting USF ETC status to competitors. Adding in-
sult to injury is the fact that under the FCC’s current rules, com-
petitor support is based on the incumbent’s costs, this despite the
fact that the law requires carriers to certify support is for actual
universal service-allowed costs. This has led to a ballooning USF,
which could eventually erode public support for the underlying Na-
tional policy. Also problematic is change in economic and regu-
latory environment that is eroding the USF funding.

We believe that all policymakers must take the responsibility of
granting ETC designations much more seriously. NTCA and
OPASTCO have both put forth sets of standards on which such de-
cisions could be based. These focus on encouraging policymakers to
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impose the same service, billing, quality, capability, and recording
standards on competitors that incumbents already face.

We also strongly believe that Congress should direct the FCC to
follow the law when asked for the contributions to the universal
service fund. The FCC is entertaining the idea of adopting certain
contribution proposals we contend would not adhere to the law.
Some of these proposals, connections and numbers-based, would
allow today’s larger contributors, the long distance mammoths, to
escape their statutory universal service responsibilities.

Considering the current dilemma that faces the USF, we should
expand the base of contributors and revenues that are accessed,
rather than relieving entities of a statutory responsibility. We have
registered our views, both in the State and Federal regulatory are-
nas. In many cases, we have done so with the judicial as well. Yet,
we now believe it is time for Congress to weigh in on these mat-
ters.

We are hopeful that with your direction, policymakers and judi-
cial, the public, and competitors alike, will be guided by the prin-
ciple that USF is a scarce National resource. Congress has the ulti-
mate authority and responsibility to ensure that the USF is care-
fully managed in order to best serve the public interest. Universal
service is not a tool to be used to incite artificial competition. It is
a tool to help ensure the existence of a Nationwide ubiquitous tele-
communications network, a network that has been proven again
and again to be so critical to our National and economic security.

Congress must continue to ensure that the underlying principles
of this long-lasting National policy are safely adhered to now and
in the future. And I thank you so much for your time and for allow-
ing me to be here today. Thank you.

[The prepared statement of Sidney Shank follows:]

PREPARED STATEMENT OF SIDNEY SHANK, MANAGER, BLOOMINGDALE TELEPHONE
COMPANY ON BEHALF OF THE NATIONAL TELECOMMUNICATIONS COOPERATIVE
ASSOCIATIONAND THE ORGANIZATION FOR THE PROMOTION AND ADVANCEMENT OF
SMALL TELECOMMUNICATIONS COMPANIES

Chairman Upton, members of the subcommittee, my name is Sidney Shank, and
I am the manager of Bloomingdale Telephone Company, which is an independently
owned telecommunications corporation headquartered in Bloomingdale, Michigan.
We’ve been engaged in the provision of local exchange service for nearly 100 years.
Today we serve approximately 2000 customers with an investment of over 250 miles
of cable. But that’s not all we provide to our community and the surrounding area.
In addition, we are involved in the provision of Internet, broadband services, long
distance, cellular, competitive local exchange services, and Direct Broadcast Sat-
ellite (DBS) services.

We are proud of this record of service, which is representative of the nation’s
small rural ILECs. That’s why I'm also pleased to be appearing on behalf of the
hundreds that are represented by the National Telecommunications Cooperative As-
sociation (NTCA) and the Organization for the Promotion and Advancement of
Small Telecommunications Companies (OPASTCO).

THE IMPORTANCE OF UNIVERSAL SERVICE

Today, the Subcommittee will hear from a variety of witnesses that are deeply in-
terested in the future of universal service—each for very different reasons. Let me
state at the outset that our concern is centered exclusively on ensuring that the
strong mandates of the nation’s long-standing policy of universal telecommuni-
cations service are carried out in a manner that best serves consumers. That is how
we have always conducted our businesses.

The success of Bloomingdale, and its small rural ILEC colleagues, is tied directly
to a dedication to community, and the nation’s commitment to universal service.
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Yet, in the uncertain competitive deregulatory environment that we operate in
today, these constants may be in jeopardy. Left hanging in the balance could be
quality, affordable, universally available rural telecommunications service.

It’s no secret that the ability to fully recover costs is the very lifeblood of small
rural ILECs. Thus, of particular concern to us today are the many regulatory and
judicial proceedings that will either sustain or destroy this ability—and subse-
quently the continued investment in rural telecommunications infrastructure.

Any adjustment to one of the three components of our cost recovery—the local
end-user rates, intercarrier compensation such as access charges, and universal
service—requires the inverse adjustment of the others. Not surprisingly, the local
end-user rate component is the least able to tolerate increased pressure. Conversely,
the intercarrier component is the one most susceptible to regulatory and competitive
oriented pressures. This leaves universal service as the most likely to contend with
cost recovery fluctuations.

In past proceedings on access charge reductions, the USF has been charged with
such residual cost recovery responsibilities. And the current debate over additional
intercarrier compensation adjustments has suggested this could happen again. Yet
with other regulatory dilemmas currently facing the USF, we fear it is ill prepared
to take on another such obligation.

GREATER OVERSIGHT AND REFORM OF THE ETC DESIGNATION PROCESS IS NEEDED

Perhaps most notable of these regulatory dilemmas is how easily many states and
the FCC are granting USF ETC status to competitors today. These carriers are re-
ceiving this valuable designation without having to comply with the same stringent
service, billing, quality, capability, coverage, and reporting requirements that ILECs
must, and have been happy to, adhere to each and every day. Is it too much to ask
carriers to meet such obligations as a condition of receiving scarce USF support? We
think not. Adding insult to injury is the fact that under the FCC’s current rules,
competitor support is based on incumbent costs. This despite the fact that the law
requires carriers to certify support is for actual universal service allowed costs.

This problem is particularly pronounced with regard to wireless competitive
ETCs. For example, since 1999, universal service support allocated to wireless
CETCs has increased dramatically from $500,000 in 1999 to a projection of approxi-
mately $240 million in 2003. This astonishing growth in support to wireless CETCs
is particularly troubling since these carriers are not held to the same regulatory ob-
ligations and service standards faced by other carriers.

We ask that Congress reaffirm its strong admonition about financially supporting
competition when it crafted section 214(e) of the Act. In enacting this section of the
law governing the designation of multiple ETCs, Congress clearly recognized that
supported competition would not always be in the “public interest” of areas served
by rural telephone companies. Sadly, some state commissions and the FCC have ig-
nored the intent of Congress and have designated additional ETCs without thought-
fully considering the factors that determine the public interest. Regulators have
placed far too much emphasis upon the Act’s general goal of competition at the ex-
pense of rural markets and consumers. The result of state government-sponsored ar-
tificial competition in rural service areas has been a swollen USF that has put the
entire universal service program at great risk.

POSSIBLE SOLUTIONS TO THE CETC DESIGNATION PROCESS

Mr. Chairman, many witnesses come before your committee without solutions.
However, I am very pleased that both NTCA and OPASTCO have each developed
their own principles to strengthen the public interest standard governing the CETC
designation process.

This past July, during a forum of the Federal-State Joint Board on Universal
Service, NTCA put forth, and urged the adoption of a seven-point public interest
tes} ﬁ)r evaluation of ETC designations in rural telco service areas. The points are
as follows:

1. Is the additional ETC designation of the requesting carrier required to ensure
that consumers living in the rural ILEC service territory have access to the
nine support services listed in the definition of universal service at rates that
are comparable to similar services and rates received by consumers living in
urban areas?

2. Would the requesting ETC designation be able to provide service to the entire
rural ILEC service territory, as required by FCC rules?

3. Do the potential benefits to the rural service area of granting the ETC designa-
tion outweigh the ultimate burdens on consumers that will occur through the
added growth in state/federal universal service funds?
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4. Is the carrier requesting designation willing to demonstrate its cost to provide
universal service to consumers living in the rural ILEC service territory?

5. Would the ETC designation result in excessive support to the requesting carrier
based on the amount of support distributed under the identical support rule?

6. If the carrier seeking ETC designation is offering rural consumers universal serv-
ice at a rate that is at, below or slightly above the comparable rate for sup-
ported services, why is the requesting carrier seeking universal service support?

7. Is the carrier requesting ETC designation willing to adhere to quality-of-service
guidelines or other state-specific requirements?

Earlier, OPASTCO had developed an industry white paper, titled, “Universal
Service: A Congressional Mandate At Risk.” This paper elaborates upon how mis-
interpretations of the public interest standard by state and federal regulators when
designating multiple ETCs has placed the universal service fund in serious jeop-
ardy. The recommendations of the OPASTCO paper have also been presented to the
Joint Board for its consideration. It lays out the following principles, guidelines and
requirements that State commissions and the FCC should utilize in their consider-
ation of ETC applications for rural telephone company service areas:

1. Rural consumers should receive access to affordable, high-quality telecommuni-
cations and information services, including advanced services that are reason-
ably comparable to those services provided in urban areas and at reasonably
comparable rates.

2. The high-cost support mechanisms should not be used as an incentive to attract
uneconomic competition in the areas served by rural telephone companies.

3. The USF is a scarce national resource that must be carefully managed to serve
the public interest.

4. Rural universal service support reflects the difference between the cost of serving
high-cost rural areas and the rate levels mandated by policymakers.

5. The public interest is served only when the benefits from supporting multiple car-
riers exceed the costs of supporting multiple networks.

6. In areas where the costs of supporting multiple networks exceed the public bene-
fits from supporting multiple carriers, the public interest dictates providing sup-
port to a single carrier that provides critical telecommunications infrastructure.

7. The cost of market failure in high-cost rural America could be severe.

Along with the adoption of public interest principles, the OPASTCO white paper
further recommends that in order to be considered for ETC status in a rural tele-
phone company service area, a carrier should be required to demonstrate to the
state commission or FCC that it meets, and will abide by, all of the following quali-
fications and requirements:

1. A carrier must demonstrate its ability and willingness to provide all of the serv-
ices supported by the federal High-Cost program throughout the service area.

2. In fulfilling the requirement to advertise its services and rates, an ETC must em-
phasize 1ts universal service obligation to offer service to all consumers in the
service area.

3. A carrier must have formal arrangements in place to serve customers where fa-
cilities have yet to be built out.

4. A carrier must have a plan for building out its network once it receives ETC des-
ignation and must make demonstrative progress toward achieving its build-out
plan in order to retain ETC designation.

5. A carrier must demonstrate that it is financially stable.

Lastly, OPASTCO suggests State commissions and the FCC should also adopt the
following policies regarding ETC designations in rural telephone company service
areas:

1. ETC designations in rural telephone company service areas should be made at
the study area level (an ILEC’s entire service territory within one state).

2. State commissions and the FCC should ensure that competitive ETCs will be ca-
pable of providing high-quality service to all of the customers in the service area
should the rural ILEC find it necessary to relinquish its own ETC designation.

3. Any service quality standards, reporting requirements and customer billing re-
quirements established by the state commission should be applied equally to all
ETCs in the state.

4. State commissions have the authority to decertify any ETC that is not meeting
any of the qualifications or requirements enumerated above.

We strongly believe that the long-term sustainability of the federal USF has been
greatly threatened by federal and state regulator decisions about whether to des-
ignate multiple ETCs in an area served by a rural telephone company. The number
of competing carriers seeking designation as eligible to receive universal service sup-
port is growing at an everincreasing pace. If the size of the USF reaches a point



69

where further growth is prohibited, yet the number of carriers receiving support
continues to grow, then no carrier will have the funding necessary to provide afford-
able, high-quality telecommunications services and rural consumers will be denied
the benefits promised by the Act. This is an area that Congress simply can no
longer ignore.

CONTRIBUTION METHODOLOGIES MUST ADHERE TO STATUTORY MANDATES

Unfortunately, there are other major regulatory proceedings that are still under-
way that have the potential to undermine the USF and its underlying national pol-
icy. It is very possible that the FCC could still adopt a “connections-based” or “num-
bers-based” proposal for revising the universal service contribution methodology,
which without a legislative change, may not comply with the Telecommunications
Act of 1996’s requirement that every interstate telecommunications provider con-
tribute to the Fund on an “equitable and nondiscriminatory basis.” We urge the
Congress to direct the FCC to follow the law and ensure that interstate carriers con-
tinue to contribute their fair share to the Fund. We also believe the FCC should
be strongly encouraged to take action that would broaden the base of contributors
to universal service. NTCA and OPASTCO have both advocated a narrow legislative
approach as one part of this solution, which would effectively overcome a judicial
decision that limits USF assessments to interstate and international revenues.

The FCC has recently given consideration to three different “connections-based”
proposals for revising the universal service contribution methodology. The first pro-
posal would impose a flat monthly fee for each end-user connection and assess a
“minimum” contribution from each interstate telecommunications provider regard-
less of whether the carrier provides connections. The second proposal would split
“connections-based” based contributions between switched access and interstate
transport providers. The final proposal would assess contributions on the basis of
telephone numbers assigned to end-users. We are very concerned that through these
proposals the Commission is considering possibly adopting a new contribution meth-
odology that would violate the requirement set forth in the 1996 Act that calls for
“equitable and nondiscriminatory” contributions from every interstate telecommuni-
cations carrier.

In addition, we also all strongly believe that any reform of the universal service
contribution methodology should expand the base of contributions to the Fund. As
you know, the universal service system has been funded by a broad-based national
system of industry contributions. The traditional contribution base—the long dis-
tance market—has steadily declined, eroding the funding base for universal service.
Alternatives to long distance—wireless, e-mail, Internet Protocol (IP) telephony, and
most broadband platforms—have not been asked to contribute their fair share to al-
leviate the shortfall. We are very concerned that the proposals currently pending be-
fore the FCC would fail to broaden the contribution base sufficiently, and fail to en-
sure the stability and sufficiency of the USF for the long-term.

The manner in which contributions are assessed for the USF is a very complex
and controversial issue. Furthermore, I can assure you in the strongest possible
terms that we are unified in our view that any further modifications by the FCC
to the contribution methodology must be consistent with the statute’s clear require-
ment that all interstate telecommunications services contribute to the USF on an
equitable and nondiscriminatory basis. Regardless of how the FCC ultimately ap-
proaches this issue, interstate interexchange carriers have to remain principal con-
tributors as mandated by the law.

We all agree that universal service support needs to be sufficient and sustainable
and should be fair to all providers and users of all kinds of networks. We are aware
of growth in the USF and concerned about shifts in the types of interstate services
consumers are utilizing. These developments have created a serious issue about how
to prevent erosion and evasion of support mechanisms. Thus, we firmly believe that
the FCC needs to assess the broadest possible list of contributors to keep each car-
rier’s contribution and the amount it needs to recover from its customers as small
as possible.

We need to emphasize that the gradual but ever-growing use of broadband plat-
forms and Internet Protocol (IP) networks plays a growing role in the instability of
the contribution base. Consumers use IP networks in a variety of ways (access to
the World Wide Web, e-mail, instant messaging, Internet telephony) and via various
platforms (cable, wireless, satellite) to substitute for interstate calls on the public
switched network. As this “Internet substitution” grows, traditional interstate reve-
nues providing the funding base for universal service will diminish. And there will
be little offsetting gain, since presently only wireline telecommunications carriers
are required to contribute on the basis of revenues earned from Internet access serv-
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ice. All other Internet access providers using other platforms remain exempt from
the obligation.

Federal law allows the FCC to assess all providers of interstate “telecommuni-
cations” if the public interest so requires, even if they are not common carriers. We
believe that all providers that compete with each other and provide the same func-
tions should have the same contribution responsibilities. This means that cable
modem providers and other information service providers that provide their own
transmission should contribute, just as ILECs presently contribute for their trans-
mission role in providing Internet access. This also means that wireless carriers
need to be assessed on a fairer basis than even the “modified safe harbor” adopted
by the Commission last year.

More specifically, in reassessing who must contribute to the Fund, Congress
should insist that interexchange carriers, Internet access providers, wireless car-
riers, bundled service providers, payphone providers, dial-around services, and IP
telephony providers, as well as local exchange carriers all contribute to the USF.
Broadband service providers, whether considered information service providers or
telecommunications service providers, also should be included as supporters of uni-
versal service. Finding an equitable way of assessing contributions to universal
service support on carriers, and—as I just discussed—broadening the base of con-
tributors to universal service are significant issues the FCC needs to resolve to
make universal service support funding sustainable.

UNIVERSAL SERVICE IS GOOD PUBLIC POLICY FOR AMERICA

The high-cost component of the universal service program handles approximately
$3.3 billion in annual carrier-to-carrier support transactions, which represents
slightly more than half the amount that is channeled through the overall fund each
year. The high-cost component is a “safetynet” of sorts for rural carriers and their
subscribers, but it is also a tool to ensure that all Americans enjoy the benefits and
security of a nationwide integrated network. Congress and successive administra-
tions have wisely recognized the value of this component of the program and now,
above all else, need to take steps to ensure its ongoing ability to function according
to statutory intent.

The high-cost element of the Fund is used to build telecommunications “platform”
infrastructure. Without a telecommunications platform, our schools and libraries,
rural health care, and lifeline and linkup programs, and millions of rural Ameri-
cans, have nothing. Modern telecommunications infrastructure in rural America en-
ables diversity of education, health, and other social services comparable to those
in urban areas.

Our nation’s first priority for rural areas should be to provide a stable environ-
ment for continued telecommunications investment. One of the most important ways
rural Americans have benefited from universal service is that it has sustained a
telecommunications commitment to rural communities for decades. “Rural telephone
companies,” as defined in the 1996 Act, have become an integral part of rural com-
munities throughout America and have remained economically viable in these high-
cost areas due, in large part, to strong universal service policy.

In sum, a strong universal service policy is still needed today to ensure a stable
environment that encourages continued telecommunications investment in rural
America. Incumbent rural telephone companies have met the challenge of deploying
telecommunications infrastructure in high-cost rural areas. With a strong universal
service policy, they can continue to help rural communities and rural Americans re-
alize diversity of education, improved health and other social services, and economic
development through modern telecommunications.

Mr. UpTON. Thank you very much.
Mr. Stanton?

STATEMENT OF JOHN STANTON

Mr. STANTON. Thank you, Mr. Chairman. The burden and luxury
of being the final speaker of a large panel is that I have the oppor-
tunity to make some of my comments responsive and the burden
and responsibility to attempt to be brief.

The wireless industry celebrates its 20th birthday, the anniver-
sary of the first customer becoming a wireless customer in Chicago,
Illinois in October. So in October 1983, our industry was born. In
that time, the industry has grown to the point that roughly 55 per-
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cent of Americans now have a wireless phone. The industry’s reve-
nues in total now exceed as of 2003 the total revenues of the local
exchange business in the United States. So the wireless business
on that basis has become the largest part of the telecom industry.

Wireless is fundamentally the best way to provide services in
rural areas from an economic point of view. In areas with popu-
lation densities below ten people per square mile, in most ex-
changes, wireless can provide service more efficiently and more eco-
nomically over the long term.

Western Wireless, the company that I founded in 1994, provides
services to approximately 800,000 square miles of territories. We
built the 1,500 sites that we offer in the 9 years that the company
has been in existence in addition to some sites that were built by
predecessor companies that we operated.

We have managed during that time to also build systems that
are relied upon by our 1.25 million customers as their primarily
telecommunications device. Our company has been a leader in
terms of building systems that we believe can be responsive to con-
sumer needs.

About 5 years ago, in the Antelope Valley of Nevada, no tele-
phone service, wired or wireless, was available. We in an agree-
ment with PacBell and with the Nevada Public Service Commission
agreed to build a wireless system that literally represented the
first form of any telecommunications services that was available in
that community.

Two years later, in Regent, North Dakota, we introduced the first
competitive wireless service, providing services directly competitive
with the local exchange carrier. Two weeks later, the local ex-
change carrier that we connected with cutoff our access to the pub-
lic switch network by cutting off our switch, which was restored
only a few weeks later. The challenge for us has been we operate
in an intensely competitive environment, but we have also done I
think the right thing.

In the Pine Ridge Indian Reservation in South Dakota, we have
introduced services about 3 years ago on Election Day 2000. And
in doing so, we now have majority market share in that market be-
cause we have been willing to commit substantial investment and
we have been able to grow that business.

Earlier this month, we introduced a wireless data service. And
while not directly a result of universal service monies, our ability
to build a voice-grade system enabled us, then, to layer on top of
that data services. The two little girls in this picture had their first
opportunity to interact with the internet via a wireless connection
and their only opportunity to interact with the internet via that
wireless connection.

New services are possible because of universal service. Our com-
pany began attempting to get certified as an eligible telecommuni-
cations carrier roughly 5 years ago. And I can guarantee you that
commissioners such as Chairman Rowe and Commissioner Gregg
as well as the other commissioners across the country have been
rigorous in examining the applications of wireless carriers. It has
taken us a total of 5 years to get certified in 13 of the 14 States
in which we have applied.
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We have as a result of that and in reliance on the understanding
that we were going to be able to access the universal service mon-
ies invested approximately $500 million, extending our coverage
and expanding our services into rural areas. That commitment,
doubling the total property, plant, and equipment that the com-
pany operated, was a direct result and in reliance on our under-
standing of the new rules promulgated by the 1996 act.

The 1996 act effectively allowed new players to enter the market.
It also allowed new players or players that were in the market to
contribute effectively to the fund. Commissioner Gregg cited the in-
crease in the fund from $1.8 billion to $6.1 billion. Nearly 40 per-
cent of those monies come from the wireless industry.

In fact, between 2002 and 2003, the amounts of monies that the
wireless carriers will pay into the fund increased from $900 million
to $1.8 billion. And, in total, wireless carriers now contribute ap-
proximately 30 percent of the money going into the funds. And, yet,
even with an increase recently in amounts coming out, our pay-
ments coming out of the fund represent less than 2 percent of the
fund’s total. So we pay in 30 percent, and we take out 2 percent,
despite the fact that companies like my own make substantial com-
mitments to rural areas.

The core issue is, do you support competition in rural areas?
Competition benefits rural customers. It disciplines all of the opera-
tors within the market. And it guarantees the ability of customers
to get better services in rural areas than they would otherwise.

Thank you, Mr. Chairman.

[The prepared statement of John Stanton follows:]

PREPARED STATEMENT OF JOHN STANTON, CHAIRMAN, DIRECTOR & CHIEF EXECUTIVE
OFFICER, WESTERN WIRELESS CORPORATION

Mr. Chairman and members of the Committee, I commend you and your col-
leagues for conducting this hearing to examine the critically important issue of the
future of universal service. I especially appreciate this opportunity given to Western
Wireless to address a subject—universal service—that is not only of great interest
‘c(()1 this committee, but also is a subject that runs to the core of the company I found-
ed in 1994.

Western Wireless provides wireless telecommunications services in 19 western
states with a focus on serving the telecommunications needs of rural consumers.
Over the years, wireless service has become essential to a growing number of Ameri-
cans who are increasingly using wireless service for their basic and advanced tele-
communications needs. In urban areas, wireless and wireline carriers compete with
one another based upon their costs of providing service, which has resulted in inter-
modal competition to the benefit of consumers. In rural areas, however, wireline car-
riers have historically received an exclusive subsidy, called universal service, that
has provided the incumbent local exchange carriers a decisive advantage over their
only potential competitors—wireless carriers.

In 1996, Congress adopted sweeping changes to the telecommunications landscape
by introducing competition into the local market, including the universal service
market. Now, for the first time, many rural consumers are realizing the benefits of
competition brought about by the Telecommunications Act of 1996 and the pro-com-
petitive policies of the Federal Communications Commission. Coincidently, with
competitive carriers’ entry into the universal service market, incumbent local ex-
change carriers have cried foul, attempting to reverse the 1996 Act’s pro-competitive
lIit‘omises for rural consumers and restore their monopoly power over the local mar-

et.

Congress’ vision for universal service, which I share, is that it is an evolving set
of services based upon consumer preferences. In rural and urban areas alike, con-
sumers increasingly prefer wireless service over wireline service for their commu-
nications needs. The FCC and state commissions have recognized this trend and
have concluded that the public interest is served by designating wireless carriers
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as eligible for universal service support. So, instead of talking about competition
brought about by the competitive local exchange carriers (“CLECs”), we find our-
selves here today talking about one of the bigger successes of the 1996 Act and that
is universal service and the fact that rural consumers are, for the first time, begin-
ning to experience the benefits of a competitive local telecommunications market.
In this testimony, I explain that: (i) wireless communications serves the needs of
rural consumers; (i1) a competitive universal service system allows rural consumers
to realize the benefits of a competitive market; and (iii) Congress should continue
its oversight of the emerging competitive universal service market to ensure that
rural consumers remain the primary beneficiary of efforts to reform the system.

WIRELESS SERVES THE NEEDS OF RURAL CONSUMERS

Western Wireless provides cellular telephone service in 19 western states, includ-
ing on more than 85 Indian reservations and American Indian communities. The
Company is the second largest wireless carrier in the country based upon geography
served, covering approximately 25 percent of the continental U.S. with an average
population density of approximately eleven people per square mile. Western Wire-
less serves many areas that do not have access to basic telephone service, much less
advanced telecommunications services.

Western Wireless has a long history of providing service to unserved and under-
served consumers. In 1994, through a unique arrangement with the Nevada Public
Utilities Commission and the incumbent local exchange carrier, Western Wireless
began providing wireless local loop service to small businesses and residential con-
sumers in a remote area of Nevada that did not have access to wireline local tele-
phone service. In 1999, Western Wireless began offering wireless local loop service
in Senator Dorgan’s hometown of Regent, a community of less than 300 people,
which was one of the first competitive local telephone service offerings in rural
America, resulting in the availability of new and innovative services to consumers
for the first time. In August 2000, Western Wireless took another step towards serv-
ing the telecommunications needs of consumers living in some of the more rural
areas of the U.S. by entering into a historic agreement called Tate Woglaka (Talking
Wind) with the Oglala Lakota Tribe on the Pine Ridge reservation, resulting in
many tribal members having access to basic telephone service, including emergency
9-1-1 service, for the first time. And more recently, Western Wireless embarked
upon an effort to more broadly bring the benefits of competition to the local tele-
phone market in rural America. The centerpiece of this effort was the Company’s
petitions seeking designation as an Eligible Telecommunications Carrier (ETC) for
purposes of universal service support. Today, Western Wireless is an ETC for pur-
poses of universal service support in 14 states, plus the Pine Ridge Indian reserva-
tion in South Dakota, and has emerged as the preeminent competitive universal
service provider in the United States.

A COMPETITIVE UNIVERSAL SERVICE SYSTEM

It has been a national policy since 1934 to make available to all Americans, re-
gardless of the location of their residence, affordable telecommunications services.
In too many cases, rural areas have been effectively excluded from the benefits of
a competitive telecommunications market because incumbent local telephone compa-
nies have historically monopolized access to universal service support necessary to
provide affordable telecommunications services in these rural, high-cost areas. The
1996 Act changed all of that and now, through a competitive universal service sys-
tem, rural consumers are beginning to realize the benefits of competition.

Many consumers are using mobile wireless service in lieu of wireline as their pri-
mary mode of communications. Wireless service has emerged as a fully robust com-
petitor to traditional wireline telephone service. Survey results and other data re-
veal a strong willingness by a substantial number of consumers to substitute wire-
less service for wireline telephony. For example, a recent study by Ernst & Young
and PriMetrica Research Survey confirms the growing displacement of primary lines
by wireless service. The study surveyed 700 households and found that:

* Close to one-half of households would drop their wireline service for a family
share wireless plan with 600 shared base minutes offered at $50 per month.
¢ Roughly one-third of US households would drop their wireline service for a family
share wireless plan with 2000 shared base minutes offered at $130 per month.
e Not surprisingly, households that currently have wireless service expressed a
greater willingness to drop their wireline service than households that do not
have any wireless service.
Survey data focusing on consumers in rural areas shows similar results. Western
Wats, an independent consultant, completed a survey in February 2003 that pro-
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vides what may be the best, most current insight into the needs and preferences
of rural consumers. The survey asked 1,000 rural residents within Western Wire-
less’ territory about their use of wireless phones. The survey found that of the rural
consumers who had wireless service:

* 50% stated that their wireless phone has become more important to them, while
their landline phone has become less important;

* 51% said that wireless service has replaced some or a large percentage of their
home landline service;

* 48% reported that wireless service has replaced 90% or more of their landline long
distance;

* Nearly 25% reported that they consider their wireless phone to be their primary
phone; and

» Approximately 65% reported that they have friends or family members whom they
contact primarily on their wireless phone.

These surveys confirm that wireless service is essential to a growing number of
Americans, many of whom are substituting wireless for wireline service. This funda-
mental change, which is occurring in rural areas, as well as in urban areas, reflects
the “will” of consumers, which must be recognized by government policies that are
competitively and technologically neutral. The universal service system as imple-
mented by the FCC is a good example of a competitively and technologically neutral
policy that has enabled rural consumers to realize the benefits of competition envi-
sioned by the 1996 Act.

Consumers will likely increasingly “cut the cord” implement services, like local
number portability and enhanced 9-1-1 services, that further blur the lines between
wireline and wireless service. To this end, Western Wireless is in the process of
sending bona fide requests for number portability to many of the wireline and wire-
less carriers within its markets.

Competition is the means by which rural consumers can obtain service reasonably
comparable to those services provided in urban areas. Over the last few years, as
competition has developed in the universal service market, it has become clear that
competition preserves and advances universal service by:

(1) Making service available in areas previously unserved by incumbent carriers. As
many state commissions know, there are numerous areas within rural states
where consumers do not have access to affordable landline service. On the Pine
Ridge Indian reservation, Western Wireless’ competitive universal service offer-
ing has made telephone service available to many tribal members for the first
time, resulting in dramatic increases in telephone penetration rates. In Reese
River Valley, Nevada, Western Wireless has provided telephone service for the
last 10 years to residents not served by the landline carrier. In Montana, West-
ern Wireless serves many rural consumers that do not have access to landline
telephone service. All of these examples demonstrate how universal service is
advanced by competition.

(2) Providing new and innovative services that are reasonably comparable to those
services provided in urban areas. Western Wireless’ entry into the local tele-
phone market has not only resulted in new and innovative services being avail-
able to rural consumers, but has also forced the incumbent carrier to offer bet-
ter service. For example, in Regent, North Dakota, after Western Wireless en-
tered the market and began offering new services previously unavailable, the
incumbent carrier responded by offering an expanded local calling area, lower
rates, and data services.

(3) Facilitating access to advanced services. Many rural areas do not have access to
advanced services and are unlikely to be served in the future by landline car-
riers due to wireline limitations. Competition provides the only hope to bridge
this “digital divide.” Recently, Western Wireless demonstrated the capabilities
of wireless service to bridge the digital divide in the small rural town of Terry,
Montana, where the Company deployed advanced high-speed digital technology
with the capability to offer data speeds of up to 140 Kbps.

a. The establishment of a competitive universal service market, and specifically
Western Wireless’ provision of universal service on the Pine Ridge Indian res-
ervation, is also bridging the “digital divide” in rural America. In September
2003, Western Wireless introduced high-speed data services on the Pine Ridge
Indian reservation through the implementation of next generation digital
technology and the donation of 22 laptop computers capable of internet access
at speeds up to 140 Kbps. Western Wireless’ ability to provide advanced tele-
communications services on the Pine Ridge Indian reservation and other rural
areas are dependent upon high-quality network facilities in rural areas,
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which, in turn, is largely dependent upon the availability of universal service
support.

State Commissions and the FCC agree that a competitive universal service system
benefits rural consumers. There is near unanimous agreement among policymakers
thﬁt the public interest is served by a competitive universal service system. Specifi-
cally:

* The Minnesota commission acknowledged that Congress and the Minnesota Legis-
lature were “deeply committed to opening local markets to competition,” but
that it was responsible under Section 214(e)(2) to determine on a case-by-case
basis whether some rural telephone company areas could not sustain or benefit
from competition. The state commission first looked to whether Western Wire-
less’ designation would benefit consumers in rural Minnesota, and determined
that Western Wireless would bring reliability, high service quality, affordability,
customer choice and new and innovative services.

* The Kansas Commission stated that the clear and unmistakable public policy im-
perative from both the federal and state legislatures is that competition is a
goal, even in rural areas. Arguments were made that competition is not in the
public interest in any rural telephone company service area because it may
jeopardize universal service. However, the commission concluded that no
articulable facts had been presented to reach the broad conclusion that competi-
tion and universal service are never able to exist together in rural areas. The
Commission did not accept the assertion that designating additional ETCs in
rural areas will necessarily threaten universal service. The commission found
that the benefits of competition and customer choice should be available to Kan-
sans living in non-rural areas and that general concerns and speculation are not
sufficient justification for adopting a policy that would result in benefits and
services that are available to other Kansans not also being available to rural
telephone customers. The Commission concluded that the rural telephone com-
panies did not demonstrate any adverse impacts and that competition should
not be withheld from customers in rural areas.

* The Nebraska Commission concluded “the public interest requirement for designa-
tion of an ETC in rural areas is not meant as a protective barrier for rural tele-
phone companies but rather as a method for ensuring that rural areas receive
the same benefits from competition as their urban neighbors.”

e The South Dakota Commission found that Western Wireless’ provision of “uni-
versal service throughout the study areas will be beneficial to the public.”

e The North Dakota Commission summed things up this way: “The Commission
finds that designating Western as an additional ETC in the study area of each
rural telephone company will advance universal service by bringing new tele-
communications services to North Dakota consumers, by bringing competitive
choice for universal services to residential customers, by offering a highly reli-
able and top quality universal service offering, and by providing cost effective
means for customers in remote areas to acquire universal services.”

e The Texas Public Utilities Commission said in 2000, when designating Western
Wireless as an ETC: “[TThe Commission is unwavering in its support of a simple
proposition: Rural Texans are not second class citizens and should not be de-
prived of competitive alternatives or access to new technologies.”

CONGRESS SHOULD CONTINUE ITS OVERSIGHT OF THE EMERGING COMPETITIVE
UNIVERSAL SERVICE MARKET.

Congress and this Subcommittee in particular should continue its oversight over
the development of a competitive universal service market to ensure that rural con-
sumers continue to be the primary beneficiary of universal service policies. To this
end, I suggest the following:

1. Create A Stable, Sustainable Universal Service Funding Mechanism By
Ensuring Adequate Funds Are Available To Preserve And Advance Uni-
versal Service. Until universal service evolves to a market-based solution for pro-
viding telephone service to rural America, any support provided to rural areas must
be distributed on an equitable, non-discriminatory basis to both incumbents and
competitive carriers. Federal legislation may be necessary to provide the FCC with
the authority to base universal service contributions upon a broad range of revenue
sources to ensure a stable, sustainable universal service funding mechanism. At the
same time, universal service support to carriers must be based upon the most effi-
cient technology for providing service.

2. As Consumers’ Telecommunications Needs Evolve, The Universal Serv-
ice Policy of the U.S. Needs To Reflect Consumers’ Increasing Reliance On
Wireless Services. The focus of any universal service policy should be the con-
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sumer. Wireless service has emerged as a fully robust competitor to wireline teleph-
ony, resulting in many rural customers “cutting the cord” and other consumers
using wireless as a substitute for wireline usage or additional lines. Competitive Eli-
gible Telecommunications Carriers (“CETCs”), including wireless CETCs, use high
cost support to serve unserved and underserved areas, thereby “advancing” uni-
versal service.

3. Universal service policies must be competitively-neutral. It has been a
national policy since 1934 to make available to all Americans, regardless of the loca-
tion of their residence, affordable telecommunications services. All too often, how-
ever, rural areas have been effectively excluded from the benefits of a competitive
telecommunications market because incumbent local telephone companies have his-
torically monopolized access to universal service support necessary to provide afford-
able telecommunications services in these rural, high-cost areas. Clearly, a competi-
tive carrier that does not have access to universal service funds would not choose
to enter the local market and compete with incumbent carriers who do have access
to universal service support. ISOCONCLUSION

The competitive universal service system is working: rural consumers are gaining
access to services previously reserved to their urban counterparts. Rural consumers
today have begun to realize the vision of the 1996 Act’s pro-competitive mandates,
including those that apply to the universal service market. Wireless service provides
the only real option for rural consumers to bridge the “geographic divide” and fully
participate in our global economy. A competitive universal service market is a suc-
cess because of the progressive thinking of Congress and pro-competitive policies of
the FCC and state commissions. Congress should continue to oversee the develop-
ment of universal service in the United States and take action, as necessary, to fur-
ther develop the emerging competitive universal service market.

Mr. UprON. Thank you all very much.

Again, I apologize that the votes interrupted it in the middle. At
this point, we are going to alternate between the Republican and
Democrat side asking questions of 5 minutes each. And we’ll move
in the order that members appeared and their seniority, knowing
full well that a couple of members have an extra 3 minutes for
those that deferred their opening statements.

I would like to focus my time on the eligible telecommunications
carrier, ETC, issue. Ms. Shank, in your testimony, you suggested
that there was a “Lax state in Federal Communications Commis-
sion consideration of what constitutes the public interest when
granting ETC status to competitors.” I would like to have a little
better picture of what that means and the implication of such lax
considerations. What are they for rural ILECs and universal serv-
ice funding in general?

Ms. SHANK. In public interest, I feel that small telephone compa-
nies are regulated. We have demands to meet. We have quality of
service. And I think the public interest people want those things.
It doesn’t matter where somebody builds a new house or what.
We're there to provide service to them.

What is happening is our wireless is coming into our area and
not that that is all bad, but the problem is you get two and three
of them coming in a small area like Bloomingdale Telephone Com-
pany if they’re all pulling on it. It does affect it very much.

Our public interest people, I think that they so need the network
that we set up years ago. And they have an interest in being able
to always know they can rely on telephone service. And if you look
back when we have bad things happen, like in New York and ev-
erything, where those systems of wireless and everything didn’t
work, you saw lines of people at pay stations. So I think public in-
terest still has a desire to continue with a good strong network in
the United States.
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Mr. UpTON. Commissioner Abernathy, how would you respond to
the suggestion that there is a lax state in FCC consideration of
what constitutes the public interest?

Ms. ABERNATHY. I guess I would respond by saying one of the
reasons that the FCC referred the ETC issue over to the joint
board was a recognition that we need to make this process better.
And there are some improvements that can be made.

Most of the parties who responded in response to the whole joint
board process on either side of this issue have said that it would
be very beneficial to have more concrete guidance from the FCC
about what it takes to be designated and guidelines for being des-
ignated as an ETC because at the end of the day, there has to be
a public interest analysis associated with it.

Some of the concerns have been that because funds continue to
run to both the wire line provider as well as the new ETC, that
there may be no incentive to really do a public interest analysis be-
cause no harm, no foul. You're not going to lose any support.

So I think at the end of the day, this is one of the major areas
that we're looking at as the joint board. And we can do better.

Mr. UpTON. What do you think with regard to Mr. Stanton’s com-
ment that the wireless industry contributes 30 percent and, yet, re-
ceives only about 2 percent of the fund?

Ms. ABERNATHY. I think that that really goes to the question of
when you're contributing to the fund, is there any obligation to
then receive support from the fund? And the answer pretty much
is no because the way it works is all telecom carriers contribute
and not all qualify for funding.

Now, again, at the end of the day, as we all know, it’s passed
through to consumers. And so what we're really looking at is our
consumers contributing fairly and equitably. And are we distrib-
uting it in a way that there is no arbitrage between the various in-
dustries?

I do agree with Mr. Stanton that wireless has been of tremen-
dous benefit to rural America, no question in my mind. So what we
are deliberating about is at what point does a company that is
lightly regulated and has done a fabulous job in rural America,
when they then come to the government and say, “And now I
would like to be able to receive some subsidy support,” what are
the bells and whistles? What are the obligations that go along with
receiving that subsidy?

As long as they’re out there providing service competitively with
their own capital investment, we pretty much do leave them alone,
but I think there are some obligations that necessarily go along
with being qualified to receive government subsidies.

Mr. UpTON. Ms. Shank, what are some of your obligations as the
carrier of last resort? How do those requirements compare to the
obligations of carriers serving the same areas? And how should the
fact that a rural ILEC is the carrier of a last resort factor into
whether a competitive carrier should be designated as an ETC in
the same area?

Ms. SHANK. No. 1, we’re regulated. We have to provide service
to whoever comes in there. We are regulated by billing standards.
We are regulated by the rates we charge and all of those things.
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And, as a last resort provider, there is never a question. When
somebody applies in our service, they are provided with service.

You have some of the other competitors coming in. In all areas,
it doesn’t always work either in our exchange. So people cannot de-
pend on that. As a last resort, they depend on us to provide that
service. And we’re there under regulations to provide it and will
provide service to each and every customer living in our exchange.

Mr. UPTON. I see my time has expired. Mr. Gordon?

Mr. GORDON. Thank you.

Mrs. Greene, in Tennessee, you’re not only regulated by the FCC
but also by what we call the Tennessee Public Service Commission.
And so with that, there are implicit and explicit additional charges
for universal service. What are some of the issues we are concerned
with as we look at this about the relationship between the FCC
and various State universal service regulations?

Mrs. GREENE. You are correct that we are regulated by the Ten-
nessee regulatory authority. And what we have right now is really
a situation where we have conflicting theoretical schemes that have
been layered on top of each other that have the potential to do a
lot of damage to the incumbent local exchange industry.

We have a social pricing program that is imposed by States, all
the States, like the Tennessee commission. And in that social pric-
ing program, we have a history of pricing regulations that have
business subsidizing residential and urban subsidizing rural.

When you take that and you overlay it with a pro-competitive
plan that is enforced by the FCC that not only creates our whole-
sale business but makes us price that wholesale business at a deep-
ly discounted rate you then have a series of interlocking implicit
subsidies that really don’t work anymore. If those implicit subsidies
were made explicit, the size of the universal service fund would
just really explode.

Mr. GORDON. So what do we need to do about that?

Mrs. GREENE. Well, first of all, I think we need to breathe life
into a couple of things that were required by the 1996 act that
have not yet been implemented.

The 1996 act had three basic goals. One was to create competi-
tion. And it has been very successful at that. In our service terri-
tory alone, in our nine States, we have on any given day between
350 and 385 competitors just in the wire line space. So it’s been
very successful in creating competition.

The other two premises of the act were, first of all, to make im-
plicit subsidies explicit. The State public service commissions have
not stepped up to the plate either by creating State universal serv-
ice funds or by allowing rates to rise to their natural level with
some sort of protections about comparably affordable services be-
tween urban and rural areas.

But, in addition to that, a final goal of the Telecommunications
Act was to encourage deregulation and to allow marketplace com-
petition to supplant command and control regulation. That has not
happened at all. And, in fact, today what you have is both at the
State and Federal level more regulation than we have had at any
time in our history.
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Mr. GORDON. Ms. Abernathy, as we look at this, what are your
concerns in terms of the State issues versus the FCC and that
interrelation?

Ms. ABERNATHY. Actually, it’s something that we addressed as a
joint board when we were dealing with this whole non-rural sup-
port mechanism. And one of the major issues that came up there
was given that we generally look at Statewide average costs per
line for non-rural carriers and then we compare that to a Nation-
wide benchmark, how do you, nevertheless, ensure that support is
sufficient and that the rates are reasonably comparable?

What we have done historically is that we presume that if they're
within 135 percent of the Nationwide average, that the States are
in a position to make sure that urban and rural rates are reason-
ably comparable because you spread the rates across your low-cost
customers and your high-cost customers. That’s been the inter-
action with the States.

What we did as a joint board is we then said, “Okay. In addition,
as another safety mechanism, to the extent that you still may not
have reasonably comparable rates for various reasons within a
State, then”—this is the recommendation again from the joint
board—“you can come back either to the FCC, to the Nationwide
USF, or to a State USF and ask for additional funding dollars pro-
viding the documentation about why you’re unable to keep your
rates at comparable levels for between urban and rural customers.”

The reason this approach has been historically taken was the be-
lief that while rural carriers aren’t able to absorb any of these high
costs themselves and so, therefore, they qualify based on their own
costs, that with the larger carriers, such as the incumbent BOCs,
that they are able to engage in this shifting of burdens between
high and low-cost customers.

Mr. GORDON. And then where that does leave us with a so-called
level playing field?

Ms. ABERNATHY. Well, where that leaves us is at the end of the
day, customers are fine under the current approach. The real ques-
tion is, is it unfair to the carriers, the larger carriers, who now face
competition for their lower-cost customers that traditionally have
been absorbing some of the costs of the higher-cost customers?

So now you're really engaged in a debate about, is this the best
way to manage the USF? Is it fair to the carriers who are now fac-
ing competition? Can they continue to be able to balance off these
costs between high and low-cost customers?

Necessarily, if we change this method, you will drive up the size
of the fund explicitly because you won’t have large companies any
more that are doing this for you within their own customer base.

Mr. GORDON. Thank you, Mr. Chairman.

Mr. WHITFIELD. Mr. Terry is recognized for 5 minutes.

Mr. TERRY. Thank you. I appreciate that. I had a statement, but
I appreciate the effort.

With that, let me just start off by saying that this has been a
fairly decent hearing and I have appreciated listening. I think we
could have had more diverse opinions up here, but I will get into
that later. Certainly I think one of the issues that anyone listening
to the testimony here would take is just how complicated universal
service is and will become when we factor in new technologies.
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And just down on the far end at my left, it was an interesting
discussion between Western Wireless and Bloomingdale Telephone
Company. And one that is raging within my own State back home
is the role of wireless in universal service fund in rural areas. And
it really begs the question, and I think it forces us to have to go
back and say, “Hey, what is universal fund? What is the purpose
of it? How are we going to define it because times have changed?
Do we need to modernize it or is it simply going to be that every
residence for safety purposes should have one line into their
house?” It’s going to take a Herculean effort to modernize universal
service fund. And I'm certainly willing to participate in that. In
fact, I have mentioned to Chairman Upton on a couple of times
that I think we should put together a very diverse but controlled,
not controlled in the sense that we control the outcomes but cer-
tainly if you have a 40-member panel versus a 10-member panel,
you could probably get more accomplished with the smaller, but I
think we should put together a panel of diverse views and have dis-
cusasions amongst those and really figure out new and unique ways
to do it.

It’s just been my year now that I dove into the universal service
fund. I see that there are a variety of different ways to fix this.
And T just think we need a total fix. I am just not very confident
that will ever come about.

I mean, even if we could put together an effort, I am just not
sure that with all the interests that have just been displayed here
today, that we are ever going to get there. So let me lay down the
second premise here.

We are all in it for our own. Okay? I am representing a State
that I feel is getting screwed right now, to put it bluntly. And that
is why I have been so emphatic regarding the high-cost non-rural
fund and its distribution.

It just baffles me when we have six counties in the State of Ne-
braska that rank as the poorest in the Nation, when we have coun-
ties like Cherry County that are larger than two States and have
800 people in it, in that county, that we can’t qualify for that fund.
And I see States that are listed here that are just as rural, the Da-
kotas, for example, that don’t share in this high-cost fund. And so
there seems to be something inherently wrong.

And since the FCC adopted this, Ms. Abernathy, you are going
to get some of my questions here. Now, just as a member of the
commissioners, are you aware of this discrepancy in distribution in
the high-cost non-rural fund?

For example, my State that pays into this, that’s a rural State
but doesn’t receive anything out of it. Is this something that the
FCC is aware of or you are aware of personally?

Ms. ABERNATHY. I'm personally well-aware of it, thanks to hav-
ing spent some time with you and your staff. And I do appreciate
the discussions we have had because this is very complex.

What I had always focused on before this point was the USF
funds that flow to Nebraska and South Dakota and North Dakota,
Wyoming, Utah. And they’re net receiver States. So I had always
looked at, as a rural State, are you receiving the U.S. dollars? Are
you paying in but getting more than you pay in? And the answer
is yes, to the tune of around $8 million, sometimes $20 million.
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What I had never stepped back and said, “But what about the
non-rural carrier within that State? Are they able to continue to
balance rates between rural and urban without any USF support?”
Again, historically what has been done is to say, “Larger carriers,
you do that balancing within the State. And then at the back end,
if you need more support, we give it to you.”

But it has been an obligation placed on the larger carriers. So
all the rural carriers within your State, you know, they’re receiving
the payments. The non-rural, the large carrier, which would be-
quest, yes, they are expected to absorb some of this. And is that
methodology sustainable given competition?

Mr. TERRY. Let me ask the follow-up in there. Do you feel that
that methodology, the current methodology, is

Mr. WHITFIELD. Mr. Terry, your time has expired, but——

Mr. TERRY. Will you yield me your time?

Mr. WHITFIELD. I'm sure when the chairman gets back, he may
do another round.

Mr. TERRY. I will do the second.

Mr. WHITFIELD. Mr. Markey is recognized for 5 minutes.

Mr. MARKEY. Thank you, Mr. Chairman.

Looking ahead, it is now clear to almost everyone that the cur-
rent universal service policy’s days are numbered. The clamor for
additional funds keeps growing. Meanwhile, the traditional inter-
state revenue base for providing such funds continues to hemor-
rhage. That’s because so-called long distance service is increasingly
becoming conjoined with flat rate local and long distance packages
for both wireless and wire line service. In addition, there will be
an inevitable and in my view rapidly accelerating migration from
circuit switch telecommunications services to nontraditional inter-
net protocol-based telecommunications services.

So, Ms. Greene, you are from BellSouth. Are you any relation to
Judge Harold Greene, who broke up the Bell system?

Mrs. GREENE. Actually, I got hired right after the breakup of the
Bell system, and I had a lot of people at BellSouth ask me that.
They really weren’t very nice to me until I answered it. But no, sir,
I am not.

Mr. MARKEY. You claim no relationship? I didn’t think so.

Do you believe, Ms. Greene, given the sweeping nature of the
change in the marketplace that the FCC and the States should
nickel and dime some minor adjustments to current formulas for
collecting universal service and continue to monitor IP telephony
and other issues or do we need a more comprehensive revamping
of how such fees are collected and distributed?

Mrs. GREENE. Yes, sir. I think we need a comprehensive over-
view of the fund. We need a comprehensive view of who contrib-
utes. And we also need to look at the distribution of the fund. So
no, I don’t believe nickel and diming is correct. We do need a com-
prehensive overview.
hMl‘;. MARKEY. Mr. Lubin, could you give me your quick view on
that?

Mr. LUBIN. Yes. I have a tremendous sense of urgency. I think
the universal service mechanism is broken. I think the assessment
rate today of 9.5 next year will exceed 10 percent. I think it’s only
going to get worse. And I urge
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Mr. MARKEY. Comprehensive?

Mr. LuBIN. Comprehensive.

Mr. MARKEY. A re-looking of the whole system?

Mr. LuBIN. Correct.

Mr. MARKEY. Okay. Thank you. Thank you both for your ques-
tions.

Let me yield the balance of my time to the gentleman from
Michigan, Mr. Stupak, which he can use in addition to his own
time.

Mr. STUPAK. I appreciate the gentleman yielding.

Commissioner Abernathy, I understand that the commission is
completing its review of the support mechanism for non-rural car-
riers. As you know, representative Terry and I have H.R. 1582.
Will the commission in its review of this fund be providing com-
ment on our legislation as well?

Ms. ABERNATHY. At this point, I haven’t seen a draft item from
the bureau. As far as I know, there was nothing in the record com-
paring the legislation. So to the best of my knowledge, we will not,
but I will certainly give you better information as we get more in-
formation from the bureau.

Mr. STUPAK. Okay. In your testimony, you were talking a little
bit about intrastate. What is the reason that intrastate revenues
were not included in the contribution methodology? And it would
seem to me that there is not a strong objection among the stake-
holders regarding including intrastate revenues. Won't that at least
provide some measure of relief?

Ms. ABERNATHY. Is the question, would it help us if we are able
to effect both interstate and intrastate?

Mr. STUPAK. Yes.

Ms. ABERNATHY. Absolutely. It makes a huge difference for a cou-
ple of reasons.

Mr. STuPAK. Why wasn’t it included initially, then?

Ms. ABERNATHY. By Congress?

Mr. StupAK. By Congress.

Ms. ABERNATHY. Well, I don’t know, but I think there was some
belief-

Mr. STUPAK. There was——

Ms. ABERNATHY. [continuing] originally that we could.

Mr. STUPAK. Yes.

Ms. ABERNATHY. And then the case went up on appeal and the
court said we couldn’t. So it may very well be that Congress
thought that we were able to assess.

Mr. STUPAK. Okay. Mr. Lubin, yesterday several organizations
put out an ad in the Washington Post—I think they were AARP,
Rainbow Push, National Grange—urging the FCC to maintain a
revenue based universal service funding system. They also sharply
criticized a connections-based system, such as the one that you
have proposed, claiming that it will unfairly burden low-income
customers. Could you respond to that comment or criticism?

Mr. LUBIN. Yes. From our point of view, first of all, we supported
the telephone number approach, which is similar to a connection-
based approach. Our belief is that absolutely does not harm low-
income individuals. In fact, what we suggest the commission might
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consider is to exempt people who are on lifeline programs. So peo-
ple who are on life line programs would not pay the dollar.

But I would like to go even one step further. Every time we have
looked at the data, people who are considered low-volume, which
was the other point that they raised in that article, that low-vol-
ume, there really is no correlation usage and people with ethnicity
or age or income. In fact, what you find are people who have low
usage follow the whole demographic spectrum. Conversely, people
who are low-income at various points in time could be high-usage
toll users.

So we think, actually, a connections-based or a numbers-based,
which we put forward, creates simplicity, stability. The customer
knows exactly what they are going to be paying every month.

Mr. STUPAK. I guess my time is up, Mr. Chairman. I will look
for my opportunity to ask questions later.

Mr. UpTON. Thank you.

Mr. Walden? And you get the extra bonus of 3 minutes.

Mr. WALDEN. The bonus points. Thank you, Mr. Chairman.

Let me go to Commissioner Abernathy. I am trying to get a bet-
ter understanding of this high-cost rural area fund. The “high-cost
non-rural fund” I guess is the term.

I have seen this printout that shows contributions to USF by
State—I am sure you have seen it, too—and then payments from
the USF. I am just trying to figure out why this occurs the way
it does in this particular fund and then how this fund is related
to other funds that make other payments that you have alluded to.

For example, with all due respect to my friend from Mississippi,
Mississippi gets $104 million and Alabama gets $43 million and
West Virginia gets $26 million. And then it’s a couple of million
and a bunch of zeros from there on.

Can you explain how we arrive at that and then, anybody on the
panel, too, if that is a fair distribution of funds because it seems
kind of odd——

Ms. ABERNATHY. Right.

Mr. WALDEN. [continuing] unless you're from Mississippi or Ala-
bama?

Ms. ABERNATHY. Which I am not. I will explain, and then I may
yield to my colleagues to help with this.

The way it is supposed to work is you look per State at the num-
ber of rural high-cost customers that are entitled to USF. You then
look at the amount of money you're collecting from all of the cus-
tomers within the State to support all USF programs. You then
back out all of the revenues that they receive and see what the
total amount is.

So, in theory, the way it should work is that the States that are
receiving the most funds are those that have the largest number
of high-cost rural carriers as——

Mr. WALDEN. And how is that defined? What is a high-cost rural
carrier?

Ms. ABERNATHY. High-cost rural carrier. It’s based on an aver-
age. You look at Nationwide averages. You calculate whose costs
are above and whose costs are below that benchmark. And that’s
how you define who are the high-cost companies. And then——

Mr. WALDEN. Is that on a company-wide basis?
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Ms. ABERNATHY. For the rural carriers, it is based on their cost
models that are used to identify their costs. For the non-rural car-
riers, the non-rural carriers then end up receiving support depend-
ing upon the volume of high-cost customers they have versus the
volume of low-cost customers they have. And even if they have
numbers of high-cost customers, if the low-cost customers ulti-
mately drive their overall costs down to within a Nationwide aver-
age, then they won’t get that much support.

But I think I may allow Billy Jack to step in or Bob Rowe.

Mr. GREGG. There are about 185 million land lines in the United
States. And we have rural carriers, which tend to be the smaller,
more rural carriers; and non-rural carriers, which are the larger
carriers, like the regional Bell holding companies.

Mr. WALDEN. But they may cover a rural area.

Mr. GREGG. Right, but the——

Mr. WALDEN. As well as an urban area?

Mr. GREGG. Right. And there are only 80 non-rural carriers in
the entire United States, but they serve 90 percent of all the access
lines. There are 1,358 rural study areas that serve only 10 percent
of the access lines.

The non-rural high-cost fund that you have been speaking of
amounts to $240 million a year. That’s only 7.2 percent of the en-
tire high-cost fund. The lion’s share of the high-cost fund goes to
these 1,358 rural carriers, $2.5 billion each year. Eight hundred
million total goes to these 80 non-rural carriers. Two hundred forty
is the high-cost model. And that is the

Mr. WALDEN. That’s the chart we're looking at?

Mr. GREGG. Right. And it’s the distribution of that support. That
$240 million is as she stated. First, you calculate a National aver-
age cost of all of the non-rural carriers. And that’s about $22 per
line per month. Then you apply a benchmark. The benchmark that
has been used, heretofore, is 135 percent. That results in about a
$30 per line per month benchmark.

Any States, any non-rural States, that have costs over that
benchmark, the Federal fund will support 76 percent of that dif-
ference. So you have 8 States that have per line costs per month
above $30. The others are below. There are two that are very close,
Nebraska and South Dakota, to the benchmark.

Depending on what the FCC does with the Tenth Circuit remand
decision, which is due out next month, there may be more States
getting high-cost distribution or less. It just depends on what they
finally come up with.

Mr. Rowe. Mr. Chairman, representative, if I could weigh in,
too? Both your State and my State do receive significant support
in the fund targeted at the small programs. And your concern,
again, is to the large company program.

The FCC’s initial decision was appealed to the Tenth Circuit,
was remanded to the FCC. The court said, among other things,
that the commission failed to adequately define terms “reasonably
comparable” and “sufficient” and failed to explain how the par-
ticular mechanism was consistent with the statutory requirement
that urban, underline “urban,” and rural rates and services be rea-
sonably comparable.
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That decision was then referred by the FCC to the joint board.
Everyone worked on that in good faith and very diligently. I was
one of the dissenting commissioners and wrote at length that, in
my view, comparing rural and insular costs to National average
costs was not compliant with the statute.

Quoting the former economist for this committee, who went on
to serve on the FCC, we have to, as a first matter, follow the law.
That’s, of course, an unusual sentiment coming from an economist.
But in my view, despite good effort and some progress coming out
of the joint board recommendation, we have not yet followed the
law in that very basic way.

Depending on how you determine the urban average cost—and
there are a number of ways that were included in the record before
the joint board—it might be necessary for one of the large carriers
to have average costs of 164 percent of an urban average up to,
using a rural utility service study from several years ago, 233 per-
cent of the urban average before they would be eligible for support
under the large company program.

As Mr. Gregg pointed out, the large company program represents
a very small portion of the overall universal service fund, also rep-
resents a very small portion even of the high-cost fund. So this is
a critical problem.

If T could, I would add that this has been perceived as a quest
issue. I don’t consider it a quest issue, Rather, I would say, first
of all, it’s a question about providing sufficient support for net-
works that serve all customers.

Second, I think it’s of potential concern to competitive providers,
who follow the advice of another good economist, Willie Sutton, and
go where the money is.

Mr. WALDEN. I have got 4 seconds left. Let me just try and find
out an answer. Do you think, then, that this is a fair distribution
of this $200 million or is it inequitable that the basis of the $200
million goes to just a handful of States, including Montana?

Mr. ROWE. Mr. Chairman, representative, in my view, no for the
reasons that I stated in my dissent.

Mr. WALDEN. All right. Ms. Abernathy?

Ms. ABERNATHY. In my view, again, so long as rates are afford-
able and reasonably comparable across States, then I think it is
fair. And we have managed to make sure that happens through the
support mechanism safeguards we have in place.

Mr. WALDEN. All right. Thank you very much.

Mr. UpTON. Thank you.

Next we will go to the chairman of the full committee, the chair-
man from Louisiana, Mr. Tauzin.

Chairman TAUZIN. Thank you, Mr. Chairman. And thanks for
conducting this hearing.

To start with, I wasn’t here for the opening statements. And I
missed a lot of the questions. I apologize, but we were working on
a Medicare conference. So excuse me.

I would like to take us back a bit. I mean, universal service fund
was based upon a rather simple notion, was it not? Was it not
based upon the notion that we wanted everybody in the country to
be connected so that by homogenizing rates somewhat in the coun-
try, we could make it affordable for sparsely populated parts of
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America that should also be part of the telephone networks? So my
phone became more valuable because more Americans were con-
nected to it. So we all benefited in a sense.

I mean, that was a simple notion, was it not? It wasn’t an at-
tempt by government to, if you will, socialize telephones as an eco-
nomic entity. It was a design to make sure everybody had a phone.
Therefore, all of our phones were valuable to us and the whole eco-
nomic network by which our country communicated would be more
valuable as a result. Wasn’t that basically it, anyone? I see no dis-
agreement.

Mr. GREGG. Absolutely. The problem now is, how do we transi-
tion that system that was borne in a monopoly environment into
a newly competitive

Chairman TAUZIN. It’s more complex than that. I mean, it has
really become a Rube Goldberg kind of structure where all of you
have been discussing for some time now—I have read a lot of state-
ments on the background of this. All of you have been discussing
who is paying and who is paying into the system and who gets
money out of it, who should be paying it, and who should be receiv-
ing money, and how they get in one State region or another, and
where the long lines ought to pay more than the ILECs.

I mean, it has really gotten to be something that the average
American would find extraordinarily difficult to follow. From the
simple notion that we started out with that we were homogenizing
rates in America so that everybody could afford a phone, we have
gone way, way beyond that simple notion now. And it has gotten
to such a complex, difficult bureaucratic mess that we are literally
I think at some point going to have to re-simplify the system.

Is that basically correct or do you want to make it more complex?
If we are re-simplifying the system and we are facing the fact that
American communication, world communication is changing, people
are going to be making telephone calls on different systems other
than the telephone. They're going to be making telephone calls on
the internet, making telephone calls on wireless systems and sat-
ellite systems that were never designed as telephone systems. They
were data systems or they were video systems. They've suddenly
become all amalgamated in broadband distributions, what have
you. But they are outside of this system of support, aren’t they,
today?

So you have got cable companies and other companies that are
going to be distributing video signals. They could be your utility
company, could be your wonderful utility company that you depend
upon for electricity and sometimes leaves you in the dark. They
will be supplying you now with telephone service and even video
signals with it so you can see who you’re talking to. And that’s
going to be both wonderful and frightening simultaneously.

So all of that is going to change, but they are outside the support
system today, are they not? And so we face a situation where the
simple notion of homogenizing rates so everybody can have a phone
has now become a system where more and more of the folks who
put into that system are going to be delivering telephone service
without being part of it; and, second, where the amount of money
available to make sure everybody has a phone is diminishing while
demand grows for money under the system.
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So it’s sort of like Social Security. I mean, when we started out
with Social Security, there were 15 people working for every person
collecting Social Security. We’re down to—what is it, folks? Aren’t
we down to about two, two and a half people, I think, less than
three now? We're working to support every person retired. And it’s
becoming a stressed system. And this system is becoming stressed
}f;)r 3hat reason. Is that about right? Everybody is shaking their

eads.

So the question is, is it time for us to reform this system so it’s
simple again, No. 1? And does that mean that we have to make it
a simple proposition, anybody who is providing voice service by any
means has to be part of that system, so that everybody can benefit
from that system mutually the same way the universal service
fund was originally designed, or do we just scrap the system? Is it
outdated? Is it outmoded? Has it served its usefulness? What is
correct here? Which way do we go?

Mr. GREGG. I believe, Mr. Chairman, since all benefit, all should
contribute. It’s a very simple proposition.

Chairman TAUZIN. Anyone else?

Mr. ROWE. I believe, Mr. Chairman, on the contribution side, in
particular, both of the leading proposals, either a number-equiva-
lent assessment or broadening and depending the revenue base,
are very much in the spirit of your suggestion that we simplify the
collection mechanism and, in simplifying it, reconcile how we col-
lect support much better with how the market is working, how
services are being packaged, and how the network is evolving.

Chairman TAUZIN. Let me give you a warning. I appreciate any-
one who wants to jump in at any time. Come on in. We had some-
thing called a property tax relief system in Louisiana. We had
property tax exemptions for people up to a certain limit. And then
the State paid the counties or the parishes for the amount of
money they lost to support that system.

And parishes started working out gimmicks to cheat on it. The
court finally threw it all out. It got too complex. It got unfair. Peo-
ple were benefiting unequally under it. And our Constitution gen-
erally says, particularly when it comes to taxes and government,
that we sort of have got to treat people equally and fairly. And
when some people start benefiting and other people skip out, free
from their obligation, sooner or later, a court is going to step in and
throw it all out.

Are we in danger of that with the universal service fund at some
point?

Ms. ABERNATHY. I think we have a real opportunity to simplify
the collection mechanism here and figure out a better way to collect
the revenues. The biggest challenge, the one you recognized, is,
how do we distribute it and to whom do we distributed it and who
is entitled to it?

Chairman TAUZIN. Well, there is one other thing you have got to
think about that we have to think about because it has been raised
by this committee. Mr. Chairman, I know my time has expired, and
I will just lay it on the table for everybody to think about.

The old notion was everybody should have a telephone. Is the
new notion that everybody should have more than just a telephone?
Is the new notion that we want to make sure that everybody in
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rural America has the same advantage in the new communication
structures we’re building in this country as anyone who lives in an
urban area? Are we going to have “haves” and “have nots” in the
new broadband world, in effect? Do we use the universal service
fund to make sure that doesn’t happen?

I will yield back, but, Mr. Chairman, maybe somebody wants to
comment.

Mr. GREGG. The act mandates that all customers in all parts of
the Nation, including high-cost areas, have comparable services, in-
cluding advance services, at comparable prices. But our whole task
is to make sure that we promote access and not excess, that we
don’t go out and support four or five lines per home when, really,
what we are trying to do is have one line to each home and an af-
fordable line here.

The rest of it should be up to the individual or individual State
if they want to go beyond that. But the Federal universal service
fund should establish a baseline for everybody.

Mr. Post. Two observations. First, I agree with a lot of the
thought process that you articulated in terms of learning from the
last 6 years. And I would hope that we would learn such that we
would define a mechanism that does not distort the marketplace,
that minimizes leakage in the future so that we don’t come back
in two or 3 years and find we picked a method that, in fact, allows
leakage.

I would also hope we would find a solution that is predictable for
customers, customer-friendly. And once we identify what that solu-
tion is, we then ask your second question. And your second ques-
tion is, what should be funded? For example, do I want to have
wireless infrastructure in rural America comparable to what I have
in urban America? That is a question which, unfortunately, gets
confused today by granting ETC status, which is supposed to be
head-to-head competition. But it’s really not head-to-head competi-
tion.

If it is, you look at that question versus if what they’re going to
do is upgrade the infrastructure and give two and three and four
connections to a customer’s household, I'm not making a decision
whether that is good or bad. What I am saying, pick a rational
mechanism and then ask the question, what do I want it to fund?

And then the next question you should be asking is, how much
is it going to cost? And is that what I want to see this new line
item to be on everyone’s bill? And, all of a sudden, you would have
a very rational, coherent way of looking at the problem.

Mr. STANTON. Mr. Chairman, I would like to just add. I think
that you are absolutely right. The system needs to be simplified.
What I would, respectfully, disagree with is that the system is uni-
versal service.

Our industry, the wireless industry, is about 20 years old, almost
20 years old. And we generate as an industry now more revenues
than the local exchange business does. Our industry now contrib-
utes about 30 percent of the monies to the fund and only takes
about 2 percent out. But the bigger issue is not universal service.
It is the continuation of rate of return regulation of carriers, in-
cluding the local exchange carriers when they have competition.
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Between Judge Green and the Telecom Act, if we fundamentally
change the system so that competition can replace regulation
where competition exists, universal service is a small subset of the
total. Monies are paid in access charges that are a part of the total.
Rate of return regulation is a part of the total. Using the most eco-
nomic technology with which to provide service to people who can’t
otherwise get telephone service, which I believe wireless is, is a
part of the solution.

But you can’t just take universal service in isolation. I think we
have suggested to the joint board and the FCC and would suggest
to the Congress that there is a bigger picture that needs to get sim-
plified. And in the end, competition replaces the need for regula-
tion.

Mr. UpTON. Thank you. The gentleman’s time has expired. I
would recognize the gentleman from Michigan, Mr. Stupak, for 5
minutes.

Mr. StUuPAK. Thank you, Mr. Chairman.

Let me follow up on what the chairman was asking, but let me
ask it this way. Ms. Greene, you don’t seem to be a fan of Rep-
resentative Terry’s and my bill in looking at your testimony and
some of your statements here today. Let me ask you this question,
though. Since places like—what was it?>—Mississippi and West Vir-
ginia and some of these others are getting so much money out of
that universal service fund, what service are they being provided,
the simple telephone or with the money that is coming out of the
universal service fund for Mississippi, $103 million last year, do
they have all kinds of other services being added to the rural cus-
tomers in Mississippi?

Mrs. GREENE. Well, the non-rural fund—this kind of goes back
to the conversation that we were having earlier. The non-rural
fund is a very small part of the universal service overall compensa-
tion flow.

Mr. STUPAK. Granted, but they did still get $103 million out of
it last year.

Mrs. GREENE. Right.

Mr. STUPAK. So are they getting just a simple telephone, as the
chairman asked, or are they getting voice, data, and all the other
services with it that are being funded by the rest of the Nation?

Mrs. GREENE. What they are getting is a stipend that offsets the
high cost of providing service in Mississippi.

Mr. StupAK. Understood.

Mrs. GREENE. And that is not a function of specific service that
is provided. We do provide advance services to good parts of Mis-
sissippi.

Mr. STUPAK. But the services, you're getting this $103 million out
of the fund. And with that, you are able to provide more than just
a simple telephone but other services, too, where Nebraska doesn’t
get it because they won’t get any money out of the fund or northern
Michigan won’t receive those added services because they don’t
have any money out of the fund?

Mrs. GREENE. Well, Nebraska does get about $33 million out of
high-cost universal service funds. They don’t get money out of the
non-rural fund.
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Mr. STUPAK. They don’t get any money out of the high-cost non-
rural fund.

Mrs. GREENE. Right. And in large part of why Mississippi and
Alabama get the amounts of money that they do——

Mr. StuPAK. I understand all of that. I understand all of that.
What I am trying to ask you——

Mrs. GREENE. I thought your question indicated that maybe you
didn’t understand, that it was a function that we serve 90 percent
of the States,——

Mr. STUPAK. I understand it.

Mrs. GREENE. [continuing] like Qwest, which serves only a small
portion of this.

Mr. STUPAK. This fund has only been around since we did the
Telecommunications Act of 1996. Therefore, I would think if you
are going to spend $103 million last year and I'm sure other years
close to that more money just in Mississippi, not only would you
be putting in telephone lines, but it would think you would also be
putting in the services that a lot of us don’t have in rural areas,
like the broadband, like the data, like the voice, “Yes” or “No”?

Mrs. GREENE. Yes, we are, but you're really kind of confusing the
way that the fund works and what eligibility for the fund is attrib-
utable to.

Mr. STUPAK. Here’s the part I'm not confused on. The part I'm
not confused on, if I am getting $103 million out of a fund that all
the Nation kicks into but only about 7 or 8 States are allowed un-
derneath the formula to take advantage of, not only are they being
provided the service that we all want them to have underneath
telecommunications, but they also have that distinct advantage of
receiving other services the rest of us, who are just as rural, but
because we may have a big city like Detroit, therefore, we are off-
set, we do not receive money underneath the high-cost non-rural
fund only.

Now, I agree there are other areas that they can apply for, but
the kicker for us and for some of us who feel that this is just sim-
ply wrong is not only do you take 2 States getting about 70 percent
of the money, but they are also, and rightly so, getting added serv-
ices and benefits the rest of us do not have an opportunity to have
or the carriers working our areas don’t have access to the money
to put in the extra services. So we see two advantages: lack of
money and lack of upgrade of services that would benefit our areas
because of the money that is coming out for just a few States.

I am sure Mr. Gregg wants to say something.

Mr. GREGG. Yes. Just in terms of how that money is used, I can
give you the personal example of what we do in West Virginia. We
receive about $31 million from the non-rural high-cost fund. We
condl(lict an annual rigorous review of that money before it is re-
ceived.

We use approximately $26 million of it to reduce rates for cus-
tomers. We have some of the highest rates in the Nation. It’s an
average credit on each person’s bill in the State that’s served by
Verizon of $3 per month.

The FCC’s latest rate survey that just came out show that we
still have the second highest rates in the Nation, even after the
credit.
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Mr. STUPAK. I don’t disagree with that, but the part that I have
a problem with is not only the money part, but, look, there are non-
rural carriers who serve rural customers in over 40 other States.
So those rural customers that are being served by a non-rural car-
rier, why shouldn’t they get a discount on their bill also from
money out of this fund?

I just think it’s a simple fairness issue and not only is it a fair-
ness issue on reduction of rates, but now I understand it is also
fairness on the services that are being provided.

Chairman TAUZIN. Would my friend yield?

Mr. STUPAK. Sure. Go ahead.

Chairman TAUZIN. What is so crazy about this system is you
have got grandmas and grandpas on Social Security subsidizing
their children who are earning good money on their phone bills
today. Isn’t that correct?

I mean, it’s true. It depends where you live. You could be living
on a Social Security income, aged, and barely struggling to pay
your food and your drug bills. And, yet, the system requires you to
be subsidizing your children who are making a good living but liv-
ing a different place in America. It’s a little nutty. There are in-
equities all over it like that as you begin to study it.

And that’s why, again, my friend is right. It’s full of those kind
of inequities. The more you look at it, the more you see them. And
the more you come to the conclusion we need to simplify this thing.

Thank you, sir.

Mr. UpTON. The gentleman’s time has expired.

The gentleman from Kentucky, Mr. Whitfield.

Mr. WHITFIELD. Thank you, Mr. Chairman. I want to thank the
panel for joining us today and for their patience. I know it has been
a long afternoon.

I want to congratulate Mrs. Greene for her—I guess you are com-
ing to the end of your years as chairman of the USTA. And I'm
sure it’s been an exciting year for you.

I think the testimonies showed quite clearly today that there are
a lot of inequities in this system and that at least the appearance
is that most people think there need to be comprehensive reform.

I noticed, Ms. Greene, in your testimony, you indicated that
USTA believes that Federal funds should be used to support only
one eligible telecommunication carrier in each high-cost area. Is
that correct?

Mrs. GREENE. That’s right.

Mr. WHITFIELD. And other members of the panel, do you all have
any response to that or any views on that recommendation?

Mr. GREGG. I have made a variation on that proposal, which is
that on the truly high-cost areas, those above $20 per line per
month in terms of support, there would be a limitation between
$20 and $30 per line per month. Only one additional eligible car-
rier would be allowed and above $30 only one carrier at all.

This would encompass half of the study areas in the United
States served by rural carriers but only 1.7 percent of all the access
lines. It’s the truly small high-cost areas. That’s where we need to
restrict the amount of subsidy going. It doesn’t make any sense to
have multiple subsidized carriers there. Below $20 per line, I would
part ways with USTA.
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The section 214E of the act mandates that we have multiple
ETCs in areas served by non-rural carriers. Non-rural carriers re-
ceive high-cost support, too. The highest is Puerto Rico Telephone
Company that receives about $8 per line per month. So obviously
there is unlimited subsidy there.

And I believe that allowing areas that receive less than $20 per
line per month, whether they be rural or non-rural, to have mul-
tiple ETCs would be reasonable and would not excessively increase
the fund like allowing multiple ETCs in these really high-cost
areas.

Mr. STANTON. I would respectfully disagree with the notion of
having a single carrier be designated. There is an underlying pre-
sumption that if you only designate one ETC, that you designate
the wire telephone company in that geography. In many cases, that
is, particularly as I said in my oral testimony, in areas below ten
people per square mile, which is the vast majority of the territory
that my company serves. You are excluding the more efficient pro-
vider of service, that wireless can provide service at a lower cost
in those areas. And, therefore, not only are you excluding them in,
for example, Commissioner Gregg’s proposal, but you are actually
punishing all of the system by requiring that you subsidize the less
efficient provider.

And I would argue that if you create arbitrary milestones that
say you only allow one if the cost per company is above a certain
level, that you create incentives for the telephone company to actu-
ally increase their costs to be above that level to preclude having
competition.

You, in effect, reward inefficiency associated with high cost. And
I'm an admitted capitalist. In my view, there is only one mecha-
nism by which you can truly create the most efficient system. And
that is the introduction of competition. And having multiple car-
riers able to provide service on a level playing field in a market is
the way to create competition.

Mr. WHITFIELD. Mr. Lubin, were you going to make a comment?

Mr. LUBIN. Yes. The thing I want to highlight is I think we have
two issues that get mixed up. And I appreciate the question be-
cause I am going to try to use it to highlight the point.

One issue is, do I want to create head-to-head competition? And
that is a public policy question. You have to come to grips with an
answer. In those areas of the country where you want head-to-head
competition and you want wireless to compete with the incumbent
wired, make a decision if you want that. If you do, so be it.

The second question is, in those areas where you don’t want com-
petition, Billy Jack comes up with a mechanism to do that. That’s
fine. Make a public policy decision that says, “In some geographic
areas, I don’t want to see competition.” But there is one more issue.
And that issue is, with wireless, let’s say you want head-to-head
competition. So you mark that box, “I want head-to-head competi-
tion.” But now the wireless company comes in and says, “I am
going to offer you four connections in a household”; whereas, maybe
the wired house only has one.

If you had head-to-head competition, do you want to fund four
connections? Let’s hypothetically say the subsidy per line is $10.
Now you’re putting pressure on the fund. All I am highlighting to
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you is that is an explicit issue for public policy considerations be-
cause without considering it, you are going to expand the fund.

Mrs. GREENE. But let’s go back 1 second to the original purpose
of universal service. The original purpose of the universal service
was to provide a mechanism to encourage companies to invest in
a marketplace where market economics alone would not make it
worthwhile to invest.

And we had a concept called carrier of last resort that was born
out of that. And it goes along with the whole concept of universal
service. To have multiple carriers of last resort in a marketplace
where the economics of that marketplace don’t even support a sin-
gle carrier is sort of a questionable activity. And that’s what the
USTA position is designed to reflect.

Mr. WHITFIELD. Mr. Chairman, if I may interrupt, I waived my
opening statement. And I thought

lﬁlr. UpPTON. Oh, I'm sorry. You get an extra 3 minutes. So you've
still got

Mr. GREGG. I just wanted to amend one thing that Mr. Lubin
said. The question is not whether we will have areas where there
is no competition. That is a policy decision that has already been
made by Congress. The whole issue is, are there areas where we
don’t want to have subsidized competition?

And as far as the issue raised by Mr. Stanton of there could be
an inefficient carrier in an area where you have limited ETCs, that
is up to each State. And States have the power to decertify ETCs
and to place some other carrier in there that they believe can do
a better job of providing universal service. It’s the State’s call.

Mr. WHITFIELD. Now, in the 1996 act, of course, as you all have
said, we expanded from ensuring rural services to also financing
choice of providers. And wireless is one of those providers now and
is doing a good job.

The question I would have is, do each of these providers have the
same public service obligation or is there a difference in that? And
ifi_ tl‘;ere is, should that have any input into who receives the ben-
efit?

Mr. ROwE. Mr. Chairman, there are substantial differences.
Those differences are complex. This and the primary line discus-
sion are areas where I am actually fairly confident that the joint
board is going to make some progress.

As to the service obligations, the question that we are currently
looking at is, should the competitive carriers be subjected to effec-
tively the same obligations, either by the FCC or by the State com-
mission, as are the incumbent carriers? Should the FCC set a floor,
allowing State commissions to exceed that floor? Is it possible to
develop an appropriate set of service quality expectations for wire-
1e?osl carriers specifically? I think all of those things are on the
table.

Generally State commissions do not regulate wireless carriers
but are allowed to regulate essentially service quality issues. Also,
as part of certifying competitive carriers, States may impose appro-
priate restrictions.

There is a lot more thought going into this than there was even
three or 4 years ago, when the first round of applications came in.
And we are all paying more attention to it.
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Mr. WHITFIELD. Ms. Greene?

Mrs. GREENE. One of the fundamental differences, of course,
being that wireless doesn’t serve the same serving territory that a
wire line does. It’s not as comprehensive a serving territory.

Mr. WHITFIELD. Ms. Abernathy?

Ms. ABERNATHY. I think the only thing I would add is that part
of what we are trying to do with this ETC proceeding in front of
the joint board is come to grips with the fact that the new competi-
tors build out differently and provide service differently than the
incumbents.

But to the extent we want to encourage competition in rural
areas, somehow we have to reconcile how much subsidy support do
we give to a new provider without jeopardizing or risking basic
support for the incumbent for the customers?

Mr. POST. Just a couple of comments. The sole purpose of the
USF has been not to provide competition or defaults to competition
but to provide affordable local service rates to customers in rural
America or in high-cost areas. I think we have, I know the States
have, lost sight of that in the areas we operate. That seems to be
the only criterion for a carrier entering a market that it provides
additional competition. The real issue or the real focus or purpose
of the universal service fund is really forgotten in many cases.

Second, there has to be some kind of control here or obviously
universal service funding is going to collapse under its own weight.
There has to be some type of criteria developed that says this is
what is required for a company to qualify for universal service
funding because in some of our markets in rural America, we have
four and five wireless carriers in these markets.

If every one of them has funded it $20 or $30 a line, those mar-
kets, or more in some cases, you can see what happens. Where is
the funding coming from? How is the money going to be used? Ob-
viously it is not in the public interest when that happens.

Mr. STANTON. If I may add from the one wireless perspective on
the panel, the taking on the responsibility of being a carrier of last
resort is a decision that a wired company made at some point in
time in its history, probably before any wireless companies existed
in many cases.

The presumption that they should continue to be that carrier of
last resort I take issue with. Our company, for example, is the car-
rier of last resort in the Antelope Valley in Nevada, which I spoke
of before. The alternative was that the local residents could pay
$100,000 to bring wires in. And that was how the telephone com-
pany, the wire telephone company, was going to make service
available to them.

The residents couldn’t afford that. We were willing to build serv-
ice out into that community and take on, in effect, the carrier of
last resort responsibilities. And we are willing to take that on in
a number of cases.

I don’t represent all wireless companies. I can’t tell you all of
them would be willing to do that or how they would be willing to
do it. But we are willing as a company to participate in the process
fully, and we have taken on some responsibilities and are more
than happy to continue to do that. But I think what we ask is to
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be treated fairly, not like the new kid coming to the party gets all
of the burdens and none of the benefits.

Mr. WHITFIELD. Thank you, Mr. Chairman.

Mr. UpTON. The gentleman from Florida, Mr. Deutsch.

Mr. DEUTSCH. Thank you, Mr. Chairman.

Ms. Greene, could you take a moment to explain the concept of
negative dollar flow from the universal service fund and why
BellSouth cannot access the universal funds in Florida?

Mrs. GREENE. This goes back to the discussion that we had about
the non-rural carrier fund. We access only as a non-rural or large
company carrier.

One of the fundamental structures that governs non-rural is that
need is calculated as Statewide level. And so in Florida, we have
enough urban areas to offset the rural areas. And as a result of
that, we don’t qualify for taking funds in that area.

Mr. DEUTSCH. So even though there obviously are areas that are
both by definitional status rural and by logical status rural
:cihroughout the State, I mean, you know Florida very well, as I

o

Mrs. GREENE. Yes, sir.

Mr. DEUTSCH. [continuing] that none of those areas qualify for
any of the funding?

Mrs. GREENE. And that is a good point. BellSouth serves more
rural access lines than all of the independent companies in our
service territory put together. We take money from this very small
segment of the universal fund, the non-rural fund, only in two
States, even though we do serve rural access lines in our other
seven States.

Mr. DEUTSCH. Again, it just seems a little bit illogical. I mean,
is there any proposal that you could see the FCC changing to pro-
vide relief in this situation?

Mrs. GREENE. Well, I think that any time that we have a discus-
sion—I am sitting here next to Mr. Gregg’s charts. Any time that
we have a discussion about rural universal service fund, I think we
need to have a comprehensive discussion about all the different
subsidy flows that go to offset the cost of rural universal service.

I do think that we need to have a comprehensive look at how to
redo this system.

Mr. DEUTSCH. In any specifics that you would suggest or we just
really need to go through the process of really looking at it in terms
of this anomaly that you are describing?

Mrs. GREENE. Yes. I think we need to go through the process of
looking at it. I think we need to simplify the multiple funds. I
think we need to, most importantly, broaden the base of payers.

Mr. DEUTSCH. Yes. Go ahead, Mr. Rowe.

Mr. ROwE. Mr. Chairman, as I have suggested earlier, the dis-
cussion about the large company fund is not necessarily a debate
between BellSouth, on one hand, and other carriers, on the other.
In my view, if you were to go back to what the law says, reasonable
comparability of rural and urban rates and services, and if you
were to deal seriously, very seriously, with the problems in the hy-
brid cost proxy model, upon which support is based, certainly car-
riers that currently receive money would receive a different amount
of money.
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But it would not necessarily be disadvantageous to BellSouth
overall. It would simply be better met with what we do than what
the law now requires.

Mr. DEUTSCH. Thank you.

Mr. Gregg?

Mr. GREGG. Yes. Just to follow up on what Ms. Greene said, the
rural carriers in Florida receive about $79 million from the high-
cost fund. BellSouth, even though it serves rural areas, does not
because, as she said, their overall average cost is low because they
also serve urban areas.

Mr. DEUTSCH. Right.

Mr. GREGG. One of the things that we have to keep in mind
when we look at reforming any of this, the distribution or the size
of the fund, is to be mindful of what the chairman said. Everybody
in the United States has to pay for this. And if we end up doing
things that end up growing the fund exorbitantly, that is going to
have to be paid for. And we are already under pretty unrelenting
pressure.

I think that the joint board when they recommended what they
did in the Tenth Circuit remand was mindful of trying to keep the
fund under control but to provide relief in those areas where it was
truly needed. That was the supplemental rate request that Com-
missioner Abernathy spoke of.

If, even with all Federal support and all State support, you still
didn’t have comparable rates,—that is the real litmus test—they
can come back for additional support under that recommendation.
And we will see what the FCC does in October on that.

Mr. DEuTSCH. Right. I mean, I understand what you’re saying.
It just seems a little bit from the policy side if you’re treating cus-
tomers—and most of my constituents or, in fact, maybe all of my
constituents are BellSouth customers or a very extraordinary high
percentage are BellSouth customers. They have this distinct in
terms of their own rates disadvantage.

I mean, I can articulate a policy reason why the other carriers
kept that advantage and BellSouth obviously has other advantages
over them, but it clearly makes my constituents pay more on aver-
age.

Do you want to give me the extra time or not the extra time?
Last question. And hopefully just Commissioner Abernathy can
give a short answer. The future of universal service is something
that we all need to focus on.

I am glad to be here today for that important discussion, but ulti-
mately 1 feel that we need a decision out of the FCC soon, as we
all know that the current path is unsustainable, technology is
changing every day.

Could you speak to the FCC’s efforts to address the internal con-
flict between the telecommunications service and the information
services in terms of contribution methodology?

Ms. ABERNATHY. Yes. Thank you. We put out for comment the
question about, how do we handle this by statute? We can legally
decide that, even if a service is an information service, not a tele-
communications service, that that entity could be obliged to con-
tribute to the universal service fund. So the real question, then, is,
what do we do once we define what broadband services are? And
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all of those entities, if they are treated alike, will they be contrib-
uting to USF or will they not be contributing?

It’s an open question in front of the FCC. I can’t tell you how all
of us are going to vote. I have said publicly that it seems to me
that a fund of this size and this obligation, that you spread it
across as broad a base as possible so you have as small a hit as
possible on multiple providers.

But this additional issue goes to a proceeding that is ongoing
about what category of service will broadband fit into. And then
you ask, following that answer, what are the USF or other kinds
of obligations that may go along with it?

Mr. UpTON. Thank you.

Mr. Bass gets the advantage of the deferral, 8 minutes.

Mr. Bass. Thank you very much, Mr. Chairman. It’s an inter-
esting hearing, very complex.

Telecommunication in a State like New Hampshire is really a
form of transportation. There are many different reasons why New
Hampshire is way down. In fact, it didn’t even make the top 50
States. We are 51 in terms of support of this universal fund. And
there are lots of reasons for that, some of which have been dealt
with in this discussion.

The New Hampshire Public Utilities Commission from the very
beginning has had a philosophy that telephone service must be
very low-cost. And today you can still get a telephone for less than
$10 a month. Now, the telephone providers have to juggle things
around a little bit, but ultimately they are required to do that.

Unfortunately, that may be part of the reason why New Hamp-
shire is so low on that list because it may look in this formula like
it’s very urban because the utility PUC requires that the rates be
very low.

The other problem is that New Hampshire is not really a State—
and there are a lot of other States like this—where income and
wealth are fairly even across the States. We are a relatively
wealthy State, but there is significant disparity.

So in some parts of the State, you may have all kinds of services.
In other parts of the State, you have nothing but no subsidy on top
of all of that.

I guess my question is, should there be a different mechanism for
determining the allocation of high-cost support that is not based on
States’ boundaries but, rather, on even a single line or a single
service or a town or a community or a county because there are
counties in New Hampshire that are very poor and there are coun-
ties in New Hampshire that are amongst the richest in the Nation?
Does anybody in this panel have any thoughts about that concept?

Mr. GREGG. Yes. Section 152B of the act preserves the traditional
State roles and on top of the Federal roles. In fact, that was the
limiting factor that caused the Fifth Circuit to limit the ability of
the FCC to assess on all revenues, was that traditional province of
State rate-making and control over their intrastate revenues.

And that’s why I believe we should continue to look at equalizing
costs and trying to keep rates comparable among States from the
Federal viewpoint and then leaving it to the States to try to keep
rates comparable within their borders. It’s a partnership, a Federal
approach to comparable and affordable rates.
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Now, in terms of New Hampshire’s $10 rate, the support formula
is based not on rates, but on cost. And it looks at the cost in New
Hampshire compared to a Nationwide average cost. Now, that is
one of the issues.

If New Hampshire is not requiring their end users to contribute
close to what the cost of that service is, is it fair to ask other con-
sumers in, say, inner-city Baltimore or in Denver or in Arizona to
contribute to their rates or their upkeep of their network through
having support there when their rates are so low?

That’s why we put in the supplementary rate review, so if there
are truly areas where in spite of Federal support, in spite of State
support, you still have exorbitantly high State rates, they can ask
for supplemental support. But if your rates are still down around
$10, it seems like there needs to be some additional contribution
from end users as well as, say, the State universal service fund be-
fore you ask other people in other States to contribute to helping.

Mr. BAss. Any other comments from anybody else?

Mr. ROwE. I think Mr. Gregg made the correct point in describ-
ing the difficulty doing a rate-to-rate comparison. When we have
looked at how retail rates are set, there are many important vari-
ables. The one I focus on, in particular, is the size of the local call-
ing area.

My guess is the local calling area in your State is relatively
small. Even if it may be large geographically, you probably can’t
reach that many customers for your local rate, depreciation rates,
assignment of costs to the long distance services or local service, a
lot of variables in the rate component. So generally I think a cost-
to-cost comparison makes more sense.

The two alternatives that have been focused on primarily are:
one, going right down to the smallest possible unit of making a
comparison, a central office typically, less of a concern for the
rural, the small, carriers because they typically don’t have as many
offices, less territory to average over. That can be an important fac-
tor for the Bell companies, in particular.

The other alternative, though, if you are going to stay with what
we are calling a State-to-State comparison—it’s really a telephone
company study area to study area comparison—is to be very seri-
ous, very rigorous about the statutory requirement of reasonable
comparability of rural and urban rates and services. And, again, I
think for the large companies, if we do a better job with that, the
results will also be better for everyone.

Mr. BAss. Mr. Terry’s bill provides for a 5 percent cap on high-
cost lines, high-cost funds. What about the concept of having a 5
percent cap for the entire universal service fund per State?

Mr. GREGG. There currently are caps on several of the mecha-
nisms in the universal service fund. The biggest caps is the schools
and libraries. It’s capped at $2.25 billion each year and always has
been. That’s a hard cap. The high-cost loop portion of the high-cost
fund that goes to rural carriers has a cap on it. It grows each year
by a certain factor, but it is capped.

The concept of caps can work. However, I think that it is better
to if you are going to have a cap at least let it grow so that it can
move around as conditions change.
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As you heard in here today, there are conflicting demands on the
fund. On the one hand, people want the fund to be affordable. They
want the assessment rate to be low. That means it shouldn’t grow.
On the other hand, people want the fund to go out and support all
of the new whiz bang services that everybody wants. And that is
going to require more money.

Mr. Bass. The caps you talked about were not per State. They
were per fund.

Mr. GREGG. They were per fund, right.

Mr. Bass. I am talking about a 5 percent cap for State for the
universal.

Mr. GREGG. I think it might be arbitrary because what you
would do is States that have a very large need; for example, Wyo-
ming or Mississippi, that has very large per-line needs, might not
get enough support to have comparable services.

Mr. Bass. Fair enough. Fair enough.

Yes, commissioner?

Ms. ABERNATHY. I think it would be very difficult to just in a
sense say, “Youre not entitled to any more money, regardless of
how high-cost your loop costs are, to build out to these rural areas.”

But I think one other factor we have to continually bring our-
selves back to is it’s not simply that urban and rural rates have
to be reasonably comparable. Rates have to be affordable, too.

What is affordable gets mixed into this debate at the same time
because what we ultimately decided at the joint board is while it
might be nice to have a $10, a $15, or even a $20 rate, that it is
okay for rates to go as high as around $30, I think we said. And
we viewed that as affordable because otherwise what you are really
doing is saying there is no limit on how much you would support.
It would be decided by the State about how low they wanted to
drive their rates.

Mr. Bass. Interesting point.

Thank you, Mr. Chairman.

Mr. UpTON. The gentleman from Maryland, Mr. Wynn, is recog-
nized for 5 minutes.

Mr. WyYnNN. Thank you, Mr. Chairman. I apologize for not being
here earlier. I just have a couple of questions.

First, for Ms. Greene of BellSouth, I understand that you do rep-
resent rural and lower-income areas. And the question I have is
whether the FCC’s list of universal service providers should be ex-
panded to include broadband services. I don’t know if this has been
covered earlier. And should we move away from a service-based ap-
proach and support networks?

Mrs. GREENE. Yes, I do agree that we should move away from
a service-based approach and support networks. Basically, the way
that this system is administered today, it’s on a service or a line
basis. And that has the effect basically of constraining the invest-
ment and making government decide, instead of consumers, what
investments in forward-looking technology should be. So I think
that it should go to a network basis.

Mr. WynNN. Now, what about the expansion regarding universal
service? Should it include broadband?

Mrs. GREENE. Again, I think that it should be a function of doing
the calculations on what is the cost of universal service. And then
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that money should be provided to the carrier. And the carrier
should make the decisions on network infrastructure, instead of
listing each specific service that should be required in universal
service.

Mr. WyYNN. Thank you.

Mr. ROWE. Mr. Chairman, representative, could I follow up?

Mr. WYNN. Sure.

Mr. ROWE. When the joint board looked at this issue, we were
required to evaluate services under the act. I think your point is
right on target. I said earlier that all services basically ride over
the same network. And the best thing we can do is to support the
development of a robust network that is forwardly upgradable.

The cost, the incremental cost, of providing, for example, DSL
service over the wire line network is now negligible provided that
wire line network is built in a sufficiently robust fashion. It’s been
referred to as the no-barriers approach. It’s equally applicable to
wireless networks. So, again, I think a network focus, rather than
a service focus, is in many ways very helpful.

Mr. WyNN. Okay. Thank you.

Mr. Lubin, how would broadband services, such as those in large
companies with private networks, be assessed under your model for
universal service?

Mr. LuBIN. AT&T took no position in terms of the assessment of
DSL or cable modem services. And so the reason, quite candidly,
we went to a numbers-based mechanism is we thought it was an
effective way to broaden the base, actually under the existing stat-
utory authority that the FCC has to go to numbers, which would
be a way to not focus on a revenue basis but, rather, start assess-
ing connections for special access pipes, private line pipes. The fat-
ter the pipe, the more you pay. And where you have a telephone
number, you assess the number. And you don’t worry about what
services are being carried over the connection or the number.

Mr. WYNN. But what would you anticipate would be the possible
costs on a per-line basis?

Mr. LUBIN. The number that we put in the record was 98 cents
per telephone number and per connection. The fatter the pipe, you
would pay more. We also in the record at the FCC suggested that
you might want to exempt people who are lifeline consumers, who
have a lifeline assistance program, such that they would not pay
the 98-cent fee. If you did that, then the fee would be approxi-
mately 99 cents or $1.

Mr. WYNN. Okay. Thank you.

Ms. Abernathy, one question. I get a sense—and maybe this was
covered earlier and, again, my apologies—that we are looking at re-
defining the definition of universal service, as opposed to how the
traditional telephone access for everyone to call police and fire and
people like that, to covering a broader range of service, internet ac-
cess and things like that. Is that where you're headed? Is that what
we're talking about? Are we still back at the kind of traditional no-
tion that we need to at least make sure everyone has access to
basic telephony?

Ms. ABERNATHY. That is not where the FCC’s proceedings are
currently headed. And, in fact, previously the joint board looked at
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this issue of, should we broaden the definition of support in serv-
ices?

The joint board made a recommendation to the commission that
no, we should support the existing services that have traditionally
been supported. The FCC looked at that order and implemented
that recommendation in July of 2003.

So we’re not at this point exploring whether or not we should ex-
pand the list of supported services. Rather, we are looking at, at
least in the broadband context in one of the FCC’s proceedings,
should broadband providers be obligated to contribute to the USF
fund, like other providers, such as wire line and wireless and long
distance?

Mr. WYNN. Did you take a position on that?

Ms. ABERNATHY. On the joint board?

Mr. WYNN. No. On the question of whether broadband providers
ought to be included?

Ms. ABERNATHY. Not yet. It’s still pending in front of the FCC.

Mr. WYNN. You don’t want to give us a hint, do you?

Ms. ABERNATHY. I already gave a hint a little earlier, unfortu-
nately, although——

Mr. WynN. I'll talk to you about it. I relinquish the balance of
my time. Thank you.

Mr. UpTON. Thank you.

The gentleman from Mississippi, Mr. Pickering, is recognized for
8 minutes as he deferred earlier.

Mr. PICKERING. I thank you, Mr. Chairman. I want to commend
you for having this hearing.

I don’t think there is anything in telecommunications more im-
portant or significant than the debate that we are beginning now
in the hearings. The universal service fund and the possibility of
reform is probably the most important policy question that we have
in telecommunications, either as we try to move in this Congress
or hopefully in the very near future. It is something that started
in the 1996 act and that you all have all captured very well with
the current state of both emerging technologies, emerging competi-
tion, and the changes that those have brought to the universal
service fund.

Mr. Gregg, you did a great job in saying where we have been and
where we are at present. The question for us is, where will we be
5 years from today? Where will we be 10 years from today? And
basically where will we be for the next generation? The decisions
that we make in a universal service fund reform could shape. And
the 1996 act has shaped dramatically, as you described, the serv-
ices we have in rural areas, the deployment that we have, the ad-
vanced services, education, health care.

What I would like to ask, has anybody done any of the projec-
tions on where we are going to be in 5 years? In 1996, the uni-
versal service fund was $1.6, $1.8 billion. And today it’s approxi-
mately $6 billion. What is that fund going to be in 5 years? Mr.
Gregg?

Mr. GREGG. Most of the projections have gone out to about 2007.
They were usually in conjunction with the FCC’s contribution base
proposals. They were looking at, what would the contribution base
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be under different alternatives? What would the assessment rate
then be based on the expected fund size for that period?

Mr. PicKERING. What if we did nothing?

Mr. GREGG. The problem is that the projections that we had in
that case I think were before we started having a big up swing in
the number of eligible carriers for the high-cost fund. They pro-
jected a total fund of in excess of $7 billion, around $7.3 to $7.5
billion. However, if we continue to have a doubling of new ETCs
drawing on the high-cost fund each year, those may be low.

For example, new wireless ETCs received only $500,000 in the
fund in 1999. And I'm glad, actually, Mr. Stanton, that wireless
carriers in all technologies are accepting the obligations of being el-
igible telecommunications carriers. However, we have to be mindful
of their overall impact on the fund.

It’s gone from $500,000 to $20 million to $40 million, this year
to $120 million. Next year we expect it to more than double be-
cause of all the ETC applications that are in the pipeline. So we
may be looking at a total fund probably closer to $8 or $9 billion
if there is no limitation such that I have described earlier, the limi-
tation on single-line support, the limitation on the number of ETCs
in high-cost areas.

Mr. PICKERING. And would $7, $8, $9 billion be sufficient to sus-
tain what we are currently doing with the universal service fund?

I guess the question is, if we have a consensus that the current
system is either inequitable, that’s one area of debate. I think
that’s very fair to Mississippi and Alabama and to our region. And
we want to protect that. But it’s a broader question. Not only is it
fair, but is it outdated? Is it inequitable? Does it actually hinder
deployment? Does it hinder and burden the companies that are try-
ing to provide these services? Does it hinder competition? And
those are larger public policy questions. And so is the current sys-
tem sustainable?

My sense is that everybody in the panel would say no. Just try-
ing to get the points of consensus. Would everybody agree with the
one line limitation? Would there be a disagreement on the one line?
The principle of all who play pay, everybody pays in? Should there
be a principle of competitive neutrality, that we try to find ways
to be competitively neutral and technology-neutral as we try to re-
form the system?

This is an area that I think we’re coming to a place, one of those
rare political moments, where everyone agrees that the current sys-
tem is not sustainable, that it serves no one as well as it should,
which gives us an opportunity possibly to get local, long, although
distances, now we have really reached a point where there is not
a distinction in distance in the service.

And we're also having the bundling of services. So you don’t have
this distinction of you have no longer the segregated markets, but
now you have the commingled, bundled offerings of service. So you
no longer can really calculate based on the particular offering and
so as we try to find some new system of collection based on what
service. All of those things as we try to follow a principle of sim-
plification, just like the tax reform, if you could simplify and broad-
en and increase participation, you can actually lower the cost to
each so it benefits everyone would actually increase and sustain
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the fund over a period of time. I think that is what we want to
achieve.

And I think that we are at that time where we could get rural,
non-rural, long, local, CLECs, wireless to a table to possibly see if
we could come up with a comprehensive approach to modernize
universal service so that it achieves the objectives.

And, Mr. Chairman, I look forward to working with the com-
mittee and the staff and with all the industry participants to start
that. And I think the sooner that we do that, the better. And I do
think we have some emerging principles that we could all at least
establish a framework of discussions and reform on.

I know the joint board is soon to make some decisions. That
would give us some clarification in major decisions. But Congress
really needs to act in this area to get the full benefit of what we
need to do.

I know that I am talking more than I am asking, but I have lis-
tened for a long time. I do appreciate all of your participation. Mr.
Chairman, again, this is a very important issue. And for my own
State of Mississippi and rural States like Mississippi, this is crit-
ical to the new deployment and making sure that we maintain the
services.

BellSouth has done a tremendous job in a State like mine and
across the Southeast. We have wireless companies that are doing
a great job of going in to rural areas. And competition is beginning
to development. So how do we get all of those at the table so we
can make something work? And that’s what we want to see hap-
pen?

To my friend from Nebraska, if Southern Mississippi meets Ne-
braska—you have to give me at least a 10-point spread—we will
set aside universal service fund debates in the next Congress and
find a fair and equitable solution for the Cornhuskers.

Mr. TERRY. I kind of like the catfish and steaks one that we dis-
cussed earlier.

Mr. UpPTON. Have you talked to Coach Osborne?

Mr. PICKERING. He is going to give me 14 points. Mr. Terry I am
having a hard time getting ten points.

I would say, in all seriousness, I don’t know if regional ap-
proaches are going to work. So I would like to sit down with Ne-
braska and Michigan, not in a way to look at which regions get
more. We would argue that Michigan and Nebraska give more than
Mississippi in energy assistance. I think it would be counter-
productive and wouldn’t be what will eventually pass, but if we
look in a broad, comprehensive way, I do think that we can mod-
ernize it, simplify it, and increase participation and sustain the
fund for the long term.

With that, I yield back. Thank you, Mr. Chairman.

Mr. UprON. I would just remind the gentleman from Mississippi
that I think Southern Mississippi played the Wolverines in a ball
game a couple of years ago. And I could give you 40 points and still
win.

Mr. PICKERING. I think it was 35 points.

Mr. UpTON. The gentleman from Nebraska.

Mr. TERRY. Yes. Times have changed over the last few years, es-
pecially for us Huskers.
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In listening to Chip’s discussion here, frankly, we were on the
same page until he said that Mississippi should be able to keep all
of that money. That’s the only part that I disagreed with.

Mr. Chairman, maybe I should be so bold to suggest that Chip
and I even start a task force on your behalf with your guidance as
chairman to start looking into this.

I appreciate all the senators that have gone on the Stupak-Terry
or Terry-Stupak bill, but I would really like to see the House drive
the discussions on universal service reform.

Again, I want to come back to the point that I still have——

Mr. UpTON. If the gentleman would yield just for 1 second?

Mr. TERRY. Yes.

Mr. UpTON. I would note that today, despite a lot of things going
on, a health conference on prescription drugs and a host of other
things, we have had 22 members of this subcommittee come at
some point——

Mr. TERRY. It shows the importance.

Mr. UPTON. [continuing] to discuss. And they have been very en-
gaged and involved and concerned about where we are going.
Clearly, it is, as I said in my opening statement, the engine is bro-
ken, sort of like the Fram oil filter commercial, the bottom line
being if not now, when are you going to pay, something like that,
right, pay me now, pay me later, pay me now or pay me later.

So we are going to continue this good dialog listening. I look for-
ward to your input. We have had a good amount of your interest
for sure. And it’s one of the reasons why we’re having the hearing
today.

Mr. TERRY. And I greatly appreciate that you are having this
hearing today.

In that respect, I would like to take it from listening to action
at some point in time. But I worry, as we have seen here just in
the series of questions that Chip asked the panel, out of the nine
people up there to each panel, we saw people nodding their heads
“Yes” and “No” to the same questions.

And I think that shows the difficulty that it’s going to be to sim-
plify the system in the long run. That certainly would be my goal
as long as rural areas are treated uniformly and fairly, which
brings me back to the question that I couldn’t get to, Chairman
Abernathy. And that’s you recognize that there are these types of
discrepancies up here, just the States that I think are inherently
rural, although may have some metropolitan area, that receive
nothing from the fund, Arizona, Arkansas. No one of us would
think of Arkansas as just highly cosmopolitan and metropolitan.
They’ve got a significant rural population but receive nothing.
Georgia, lowa, Kansas, Kentucky, Minnesota. I've been to northern
Minnesota, not northern Michigan, but there is nothing but rural
population up there.

So my question is just, in a personal sense, do you think that’s
fair that eight States under this fund share the entire pool where
States that do have significant rural populations that are serviced
by the Bell receive nothing?

Ms. ABERNATHY. I guess, again, I would go back to say, are these
States receiving universal service support? They are. Now, the non-
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rural companies are not. You're absolutely right. The non-rural
companies are not. So I just want to distinguish between——

Mr. TERRY. Sure.

Ms. ABERNATHY. [continuing] do the States go, do they not?

Again, I can only tell you historically why this has existed and
is it fair. I guess when I look at the USF system, there is very little
about it that I think any one person would say, “Oh, well, this
seems eminently fair.”

Most of it seems unusual or somewhat convoluted. I know why
we are where we are with the non-rural. Again, the idea was, let’s
funnel most of the money to the rural carriers. And these big com-
panies that were the spinoffs from AT&T, they can move the
money around as long as they have enough low-cost customers.

This premise was based on a pre-competitive environment. And
so now the question is, can that model survive in a world where
everyone is facing competition? And is this fair to the customer
base that they serve? I think it is a question we are going to have
to answer.

I look, for example, at the District of Columbia. You know, this
is not a needs-based system. So there is no money flowing into the
District of Columbia. Are there people who live in the District who
are supporting universal service who don’t make a lot of money?
Yes, there are. So, you know, we have a lot of challenges in front
of them.

And I don’t dispute that the inherent equities of the system are
questionable in some respects. What we are trying to do through
the joint board efforts and through meeting with all of you is to
slowly peel back at these issues and try and rationalize them in as
best a way we can given the technology of the day and the competi-
tive market of today.

Mr. TERRY. Thank you.

My time is up unless you want to yield me some more.

Mr. UPTON. You can ask another question if you'd like.

Mr. TERRY. No. Go ahead.

Mr. UpTtoN. Well, this concludes the hearing for today. I appre-
ciate your time. I know Mr. Rowe had to leave early to catch a
plane. Actually, he had to leave on time to catch a plane. But we
appreciate your testimony and the members’ participation. We look
forward to seeing you in the days ahead. Thank you.

[Whereupon, at 5 p.m., the hearing was adjourned.]

[Additional material submitted for the record follows:]

PREPARED STATEMENT OF F.J. POLLAK, PRESIDENT AND CEO, TRACFONE WIRELESS,
Inc.

I am F.J. Pollak. I am President and CEO of TracFone Wireless, Inc. TracFone
is a wireless telecommunications company headquartered at Miami, Florida. It dif-
fers from other wireless providers in that it offers primarily prepaid services. Con-
sumers purchase wireless phones (which we subsidize) from retail outlets (including,
for example, WalMart, K-Mart and others) and usage cards which provide quantities
of wireless service usage that vary depending on the price of the card selected. Un-
like traditional wireless providers, TracFone customers purchase service on a “pay-
as-you-go” basis. There are no credit checks; no minimum volume or term commit-
ments; no early termination fees. Many of TracFone’s customers are lower volume,
often lower income, users for whom wireless service would otherwise be either un-
available or at least impractical. TracFone service also is popular with families who
want wireless phones for their own or their children’s safety but who do not need
and possibly cannot afford a traditional service plan. Currently, TracFone has more
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than 2.6 million customers and its business continues to grow. TracFone service is
available throughout the United States, including offshore locations.

TracFone is profoundly concerned about certain proposals before the Federal Com-
munications Commission (FCC) to change the manner in which telecommunications
service providers contribute to the Universal Service Fund. TracFone believes that
the fairest, most competitively neutral and most appropriate way to assess universal
service contributions is based on each service provider’s revenues. TracFone believes
that cries by certain providers that interstate revenues are decreasing are unsup-
ported and are factually inaccurate. While it may be true that certain carriers’ reve-
nues are decreasing, total interstate revenues are increasing as consumers migrate
their services to those of wireless providers, Voice over the Internet Protocol (VoIP)
providers and others.

In December 2002, the FCC took several significant steps to address shortcomings
in the universal service contribution methodology. First, it raised the wireless safe
harbor from 15% to 28.5%. This was a step in the right direction, but the FCC
should not stop there. We believe that several of the major wireless providers’ inter-
state usage levels are well above 28.5% and there is no reason why wireless car-
riers—like other telecommunications carriers—should not be assessed on their ac-
tual interstate usage revenues. Their interstate usage is measurable. Second, the
FCC wisely has prohibited service providers from “marking up” their pass through
of universal service contribution charges. By eliminating the opportunity for certain
providers to turn their universal service contribution obligations into “profit cen-
ters,” the FCC has reduced the impact of those consumers who pay to support uni-
versgl service without reducing the amount of support for the Universal Service
Fund.

Neither the connection-based nor the telephone number-based plans which have
been proposed by the FCC and supported by a few carriers should be adopted. Those
plans would violate the statutory requirement that “every” telecommunications car-
rier that provides interstate service must contribute on an equitable and non-
discriminatory basis to support universal service. Moreover, those plans would re-
sult in lower volume users (who are often lower income consumers) paying a dis-
proportionate share of the universal service burden. Simply put, it is neither equi-
table nor nondiscriminatory for a consumer who makes $1.00 of interstate calls per
month to now be charged $2.00 per month while a large volume user who makes
$1,000 of interstate calls per month would be charged $1,001.

TracFone recommends that a revenue-based contribution methodology be main-
tained, but that the methodology should include all revenues derived from tele-
communications. Specifically:

* The wireless safe harbor should be eliminated as no longer being necessary and
each wireless provider should contribute based on its actual interstate revenues;
* The FCC should use its existing statutory authority to assess all providers of tele-
communications. This would include cable modem services, other broadband
services, and Voice Over the Internet Protocol (VoIP) telephone services.
¢ Congress should grant the FCC the authority to assess intrastate revenues, but
only to the extent needed to generate sufficient funding to meet requirements
of the Universal Service Fund.
Thank you for affording TracFone the opportunity to present its views on uni-
versal service to the Subcommittee.

AARP
April 28, 2003
The Honorable MiCHAEL K. POWELL
Chairman
Federal Communications Commission
445 12th Street, S.W.
Suite 8B201
Washington, DC 20554

Re: Reply Comments to Federal-State Joint Board on Universal Service, CC Docket
96-45; and CC Dockets 98-171, 90-571, 92-237, 99-200, 95-116, 98-170

DEAR CHAIRMAN POWELL: As the FCC prepares to issue a final ruling on proposed
changes to the way in which the Universal Service Fund (USF) is collected, AARP
would like to reiterate and reemphasize views submitted to the Commission in Au-
gust of last year. AARP has been a strong supporter of the universal service fund,
recognizing its importance in providing essential telecommunications services to tra-
ditionally underserved communities. We are firmly on record supporting the elimi-
nation of surcharges and line items as a means to collect universal service funds.
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Absent elimination of such charges, however, the existing system of collecting con-
tributions is preferable to the contemplated move to a per-line charge.

AARP has lent its support to the implementation of the Universal Service Fund,
particularly the assistance it provides to low-income consumers, since its inception.
We have actively promoted the Lifeline/Link-Up programs within the community. In
fact, the Commission participated in an event AARP sponsored with the Florida
Public Service Commission in Tallahassee last year to educate consumers about the
two telephone savings programs. Therefore, we have a clear understanding of the
need to adequately fund the program. We believe that a mechanism that levies con-
tributions from every consumer equitably, based on a percentage of the charges as-
sessed for long distance calls, would provide the monies needed to implement the
USF without having to make any changes to the existing formula. By “equitably”,
we mean that special exemptions or preferential rates should not be afforded certain
classes of consumers, as is currently the case. The carriers who employ this practice
continue to unfairly discriminate against residential consumers, and AARP believes
that now is the time to discontinue the practice.

We are concerned that the move to a per-line charge would further institutionalize
the universal service line-item charge. Such a change in regulation now would di-
minish chances of eliminating the per-line charge from consumer’s monthly bills, as
we have contended it should be in previous filings with the Commission. However,
the existing funding mechanism at least does not penalize consumers who make few
or no long distance telephone calls. Under the proposed funding mechanism, these
low-volume long distance service callers would be required to pay the bulk of the
funding for Universal Service. Based on comments filed with the Commission during
its review of low-volume long-distance users in 1999, some 44% of consumers fall
into this category. While the goal of the Universal Service Fund is to maintain af-
fordable rates for all consumers, this proposal appears to ask those who most need
help to provide a disproportionate amount of the funding.

Ideally, all consumers should see their monthly USF charges decline to $.00
through a system that would allow carriers to recover their cost in rates as a legiti-
mate cost of business. AARP believes that the elimination of line-item charges
would advance universal service and ultimately benefit more residential consumers.
Absent that fundamental shift, however, we support maintaining the existing sys-
tem of funding the Universal Service Fund based on a percentage of the cost of long
distance phone calls a consumer makes. We commend the Commission for increas-
ing the “safe harbor” percentage for wireless carriers in your interim ruling as a
means to better capture the true percentage of long-distance calls. We hope that you
maintain this system so that carriers can assign the percentage recovery equitably
preventing residential consumers from being further disadvantaged.

In summary, adequate funding of the universal service program is of critical im-
portance. AARP commends the Commission for seeking the appropriate means with
which to implement the program. However, we believe that the move to a per-line
charge would be harmful to the very population the fund seeks to help. Therefore,
we reiterate our request that the Commission not adopt a per-line cost recovery
mechanism and offer our assistance in continuing to seek more suitable alter-
natives.

If you have any further questions, feel free to call me, or have your staff contact
Jeff Kramer of our Federal Affairs staff at 434-3800.

Sincerely,
DAviD CERTNER
Director, Federal Affairs

AMERICAN COUNCIL OF THE BLIND
June 27, 2003
MARLENE H. DORTCH
Office of the Secretary
Federal Communications Commission
445 12th Street, SW
Washington. DC 20554

Re: Federal-State Joint Board on Universal Service, CC Docket 96-45; and CC Dock-
ets 98-171, 90-571,92-237,99-200, 95-1 16,98-170
DEAR Ms. DORTCH: As the FCC prepares to issue a final ruling on proposed
changes to fund the Universal Service Fund (USF), the American Council of the
Blind (ACB) would like to share with you our thoughts. As the nation’s leading
membership organization of blind and visually impaired people, ACB is concerned



108

about how proposed changes in the USF funding mechanism could disproportion-
ately harm low and fixed income consumers, many of whom are blind and visually
impaired.

Universal service is very important to people with disabilities. It helps ensure the
delivery of affordable and accessible telecommunications services to all Americans,
including those who live in high-cost areas and/or on limited incomes, as well as to
schools, libraries and rural health providers. As many Americans with disabilities
live on fixed or limited incomes and are more likely to be unemployed than Ameri-
cans without disabilities, ensuring the maintenance of the USF is very important
to our organization.

We are very concerned that the current proposal to switch from a revenue-based
universal service funding mechanism to a connection-based one would be harmful
to the very population the fund seeks to help. Under a connection-based method-
ology, customers would be charged the same amount for universal service whether
they make one interstate phone call or 100, e.g., a low volume residential customer
would contribute the same amount as a high-volume business customer. So rather
than helping provide affordable service to those that need it most, this proposal ap-
pears to ask them to contribute a disproportionate amount of the funding.

We are also concerned about the impact of this connection-based funding mecha-
nism on users of pre-paid wireless services. For the blind and visually impaired,
wireless phones provide significant benefits including safety, security and conven-
ience. Pre-paid wireless services, in particular, are an important product to many
people with disabilities. Pre-paid wireless gives people who cannot afford or cannot
qualify for regular cell phone service the opportunity to enjoy its benefits. We are
troubled that changing the USF mechanism to connection-based would significantly
increase the cost of pre-paid wireless companies’ USF contributions which would
force companies to increase the usage charges for such services. We urge you to en-
sure that any changes to the USF mechanism do not inadvertently raise the cost
of pre-paid wireless service to the detriment of consumers who need it most.

We appreciate the opportunity to share with you our concerns and urge you to
ensure that any changes to the universal service funding mechanism do not unin-
tentionally hurt the very people universal service was created to help.

Sincerely.
CHARLES CRAWFORD
Executive Director, American Council of the Blind

REPLY COMMENTS OF COMMUNITY ACTION PARTNERSHIP, AMERICAN ASSOCIATION OF
PEOPLE WITH DISABILITIES, CONSUMER ACTION AND RAINBOW-PUSH COALITION

APRIL 18, 2003

Re: Reply Comments to Federal-State Joint Board on Universal Service, CC Docket
96-45; and CC Dockets 98-171, 90-571, 92-237, 99-200, 95-116, 98-170

The following organizations jointly provide these reply comments addressing a
proposal under consideration by the Federal Communications Commission (Commis-
sion) that focuses on how universal services are funded:

I. STATEMENT OF INTERESTS

Community Action Partnership (CAP) is the national association representing
the interests of the 1,000 Community Action Agencies (CAAs) organized to change
people’s lives, embody the spirit of hope, improve communities, and make America
a better place to live. CAP serves as a national forum for policy on poverty and to
strengthen, promote, represent and serve its network of member agencies to assure
that the issues of the poor are effectively heard and addressed. CAP works to ad-
vance the economic condition, educational attainment, political influence, health and
civil rights of low-income Americans. CAP works hard to ensure that low-income
Americans are not left behind.

American Association of People with Disabilities (AAPD) is the largest na-
tional nonprofit cross-disability member organization in the United States, dedi-
cated to ensuring economic self-sufficiency and political empowerment for the more
than 56 million Americans with disabilities. AAPD works in coalition with other dis-
ability organizations for the full implementation and enforcement of disability non-
discrimination laws, particularly the Americans with Disabilities Act (ADA) of 1990
and the Rehabilitation Act of 1973.

Consumer Action is a San Francisco-based education and advocacy organization
that has worked on telephone, banking and privacy issues for more than 30 years.
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Consumer Action works through a national network of more than 6,500 community-
based organizations that serve low and moderate-income consumers, recent immi-
grants and people of color.

Rainbow/PUSH Coalition is a progressive organization that advocates for social
change. With a membership of nearly 300,000, Rainbow/PUSH is a national coali-
tion of under-served employees, consumers, and entrepreneurs committed to secur-
ing equal protection, opportunity, and access under the law. Consistent with this
mission, Rainbow/PUSH seeks to ensure equal access to services, employment and
ownership opportunities in the telecommunications industry. The connection-based
methodology proposal (CBM) being reviewed at the Commission will pose a dis-
proportionate financial burden on low-income and low-volume consumers. Rainbow/
PUSH has a substantial interest in this proceeding, because of the adverse impact
that the CBM will have on many of our constituents.

II. COMMENTS

Under the current system, telecommunications firms are required to use a per-
centage of their interstate revenue to support the Universal Service Fund (USF).
Under the proposed system, contributions would be based on a flat monthly connec-
tion-based fee. Considering that many of the Commenters’ members/affiliates are el-
igible for the universal service programs, we are strong supporters for the Universal
Service Fund, and the need to provide a reliable source of funding for universal
service programs. We also endorse the Commission’s recent changes to the universal
service contribution methodology. However, we are wary about radical changes to
this revised contribution methodology that may negatively affect the populations we
ultimately serve.

We believe that a connection-based mechanism unfairly and adversely impacts
lower income and lower volume users of interstate services, and on carriers who pro-
vide services to such consumers. The Commenters point out that a connection-based
mechanism is neither equitable nor nondiscriminatory to carriers who provide serv-
ices to our members/affiliates, which violates Section 254(d) of the Communications
Act which states that “[elvery telecommunications carrier that provides interstate
telecommunications services shall contribute, on an equitable and nondiscriminatory
basis, to be specific, predictable and sufficient mechanisms established by the Com-
mission to preserve and advance universal service.”! The implementation of a con-
nection-based mechanism would present a significant, unnecessary change in the
way in which USF contributions are collected.

We recommend that the Commission consider alternative modifications to the con-
tribution methodology. The Commenters bring to the Commission’s attention some
example modifications noted by TracFone Wireless, Inc.’s recent comments in which
they

“...urges the Commission to consider additional changes to the revenue-based
contribution methodology, such as eliminating the wireless safe harbor and en-
suring that broadband Internet access services, particularly Internet based te-
lephony services, contribute to the Universal Service Fund.”2

We concur that such changes could provide significant additional resources for
universal service programs. Additionally, these suggested changes would most likely
not have a negative effect on lower income and lower volume users of interstate
services.

CONCLUSION

In summary, the Commenters believe that radical changes to the revised contribu-
tion methodology may have unintended negative consequences on consumers. We
believe that the best available alternative to ensure the continued viability of the
universal service programs is to consider alternative modifications to the contribu-
tion methodology, such as eliminating the wireless safe harbor and ensuring that
Internet based telephony services contribute to the Universal Service Fund. Hence,
we respectfully request that the Commission more carefully review proposed

147 U.S.C. Paragraph 254(d)
2 Comment Letter of TracFone, Inc. CC Docket Nos. 96-45, 98-171, 90-571, 92-237, 99-200,
95-116, and 98-170, February 28, 2003
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changes to the universal service funding and request that the Commission discard
the proposal for a connection-based funding system.
Sincerely,
DERRICK SPAN, National President
Community Action Partnership

KEN MCELDOWNEY, Executive Director
Consumer Action

ANDREW J. IMPARATO, President and CEQO
American Association of People with Disabilities

CLEO FIELDS, General Counsel
Rainbow [ PUSH Coalition

LEAGUE OF UNITED LATIN AMERICAN CITIZENS
April 18, 2003

MARLENE H. DORTCH

Office of the Secretary

Federal Communications Commission
445 12th Street, SW

Washington, DC 20554

Re: Federal-State Joint Board on Universal Service, CC Docket 96-45; and CC Dock-
ets 98-171, 90-571, 92-237, 99-200, 95-116, 98-170

DEAR Ms. DorTCH: The League of United Latin American Citizens (LULAC) ap-
preciates this opportunity to provide additional comments in the aforementioned
proceedings. In particular, we would like to reemphasize our view that adoption of
a connection based proposal will have negative consequences for Hispanic consumers
who are low volume long distance customers and those that utilize prepaid wireless
services. We believe that a radical shift in the universal service contribution meth-
odology from one based on interstate revenues to one based on connections or tele-
phone numbers is not only ill-conceived, it is unwarranted.

The assertion that interstate revenues are on decline does not entirely ring true
when one considers that interstate communication is simply shifting from wireline
to wireless, instant messaging, e-mail and voice-over Internet. Indeed, even the FCC
acknowledged this shift in the December 13, 2002 Interim Rule when they lifted the
wireless safe harbor from 15 percent to 28.5 percent. LULAC supports this revenue-
based refinement and looks forward to assessing the outcome of this change on uni-
versal service contributions when data becomes available. We encourage the FCC
t(l) continue along this path and to explore other refinements to the current method-
ology.

As we mentioned in our earlier filing, LULAC takes a special interest in this pro-
ceeding because we want to ensure all Hispanic Americans have access to affordable
wireless telephone service. While, almost half of U.S. Hispanics, or approximately
16 million Latinos, have mobile phones, according to Cheskin Research; we also
know that there is a unique population of the Hispanic market that relies on pre-
plaig wireless service as their only wireless option. These types of individuals in-
clude:

* young people who cannot meet credit or security deposit requirements;
* migrant and seasonal workers without a permanent address or other institutional
prerequisites;
people who are unwilling to enter into a long-term contractual commitment;
senior citizens or public assistance recipients who are on fixed incomes;
individuals who want to control their telephone costs; and
women and others who use them primarily for emergency or security purposes.
Since this population tends to be low-volume, low cost customers, they are often
overlooked by wireless carriers who prefer high volume, high cost customers. Yet,
we understand, there are nearly 10 million pre-paid wireless customers nationwide
that are being served by companies such as TracFone and Verizon Wireless thereby
documenting the critical role pre-paid service plays in meeting the needs of con-
sumers. LULAC urges the FCC to pay particular attention to how the connection-
based proposals will adversely affect pre-paid telephone providers who serve this
unique audience. The goal of universal service must include fostering a marketplace
that encourages providers to serve all customers; and the FCC must prevent obsta-
cles from being erected. In addition, changes to the universal service funding mecha-
nism must not impose a regressive charge for universal service on low-volume cus-
tomers such as those mentioned above.
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LULAC notes that a number of other public interest groups that represent large
constituencies of low-income consumers, such as the Community Action Partnership,
Rainbow-PUSH and the NAACP, share our concern about negative consequences of
abandoning the revenue-based methodology. We also note industry groups, including
mobile wireless carriers, small local exchange carriers, and state public utility com-
missions find fault with the various connection-based proposals on different
grounds. Consequently, we urge the FCC to conclude that retention of the revenue
based system, with the interim changes of December 13, 2002, is the correct path
to follow.

Thank you for taking our views into consideration and please do not hesitate to
call upon us if we can be of further assistance.

Sincerely,
HEecTOR M. FLORA,
LULAC National President

NAACP
April 18, 2003
MARLENE H. DORTCH
Office of the Secretary
Federal Communications Commission
445 12th Street, SW
Washington, DC 20554

Re: Reply Comments to Federal-State Joint Board on Universal Service, CCDocket
96-45; and CC Dockets 98-171, 90-571, 92-237, 99-200, 95-116, 98-170

DEAR Ms. DORTCH: I am writing this letter to reiterate my concern regarding pro-
posed reforms to the contribution methodology for the Universal Service Fund
(USF). As I mentioned in my February 27, 2003 letter, the NAACP’s principal objec-
tive is to ensure the political, educational, social and economic equality for racial
and ethnic minority groups of United States and to eliminate race prejudice. The
USF has been instrumental in ensuring that all Americans have access to afford-
able, comprehensive telecommunications services, particularly consumers in high-
cost service areas, low-income consumers, schools, libraries and rural health pro-
viders.

Presently, telecommunications firms are required to use a percentage of their
interstate revenue to support the Universal Service Fund. The fund is used to help
compensate telephone companies for providing access to services at reasonable and
affordable rates throughout the country, including rural, insular and high cost
areas, and to public institutions. Many of the consumers who benefit from the USF
are our constituents.

We strongly support the Federal Communications Commission’s (FCC) laudable
goal of maintaining the viability of the USF. However, the new proposal to shift
from a revenue-based system to one based on connections—meaning USF con-
tributions would be based on a flat monthly connection fee—raises concerns.
Under this proposal, consumers who make few or no interstate calls would be as-
sessed the same as consumers, especially businesses, who make more interstate
calls. Low-volume and primarily residential customers could unfairly bear the bur-
den of contributing to the universal service fund. Additionally, studies have con-
cluded that telephone providers who service the low-volume population will be at
a competitive disadvantage under a connection-based methodology.

Consumers who utilize products such as pre-paid wireless services could be ad-
versely affected by the connection-based proposals. As the FCC is aware, pre-paid
wireless provides service to portions of the African American community, including:
low-income users or young people who cannot meet credit or security deposit re-
quirements; migrant and seasonal workers without a permanent address; people
who are unwilling to enter into a long-term contractual commitment; senior citizens
or public assistance recipients who are on a fixed incomes; individuals who want to
control their telephone costs; and women and others who use them primarily for
emergency or security purposes among others. The connection-based methodology
would significantly raise the cost of this particular type of telephone service at the
expense of consumers such as those mentioned above.

I urge the FCC to carefully weigh the impact of any intended reforms to the uni-
versal service funding methodology to our nation’s most vulnerable as we work to-
gether to find better ways to increase funding to such a valuable program.
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If there is anything I can do to help advance this process, I can be reached by
telephone at (202) 638-2269.
Sincerely,
HiLARY O. SHELTON
Director

BEFORE THE FEDERAL COMMUNICATIONS COMMISSION, WASHINGTON, DC 20554

April 16, 2003
MARLENE H. DORTCH
Office of the Secretary
Federal Communications Commission
445 12th Street, SW
Washington, DC 20554

Re: Reply Comments on Federal-State Joint Board on Universal Service CC Docket
96-45 CC Dockets 98-171, 90-571, 92-237, 99-200, 95-116, 98-170

To: The Commission

REPLY COMMENTS OF THE NATIONAL GRANGE OF THE ORDER OF PATRONS OF
HUSBANDRY

The National Grange of the Order of Patrons of Husbandry (the “Grange”) hereby
submit these reply comments to encourage the Commission to adopt equitable and
non-c(lliscriminatory regulations related to assessments for the Universal Service
Fund.

The Grange is the oldest general farm and rural public interest organization in
the United States. Founded in 1867, today the Grange represents nearly 300,000
individual members affiliated with 3,000 local, county and state Grange chapters
across rural America. More than 70% of all local Grange chapters are located in
communities of 2,500 persons or less.

The Grange recognizes the importance of the Universal Service Fund (USF) to the
public welfare, especially in rural communities. In rural America, there is an admit-
ted lack of overall communications services. Rural areas with many small towns and
villages are considered to be on the wrong side of the “last mile” of telecommuni-
cations services. A major purpose of the USF is to help rural areas achieve parity
in telecommunication standards that is comparable to the more densely populated
metropolitan areas of the United States. The National Grange also believes that full
and fair competition is the only way to provide state-of-the-art telecommunications
services to rural populations, especially those contained within the “last mile.”

Section 254(d) of the Communications Act requires that “[every telecommuni-
cations carrier that provides interstate telecommunications services shall contribute,
on an equitable and nondiscriminatory basis, to the specific predictable and suffi-
cient mechanisms established by the commission to preserve and advance universal
service.]”

Today, all telephone companies that provide telephone service between states or
internationally contribute to the USF. The exact amount is adjusted every quarter,
based on the projected universal service needs and the projected revenues generated
by interstate and international calls. Currently, each company makes a business de-
cision regarding whether and how to assess customers, in order to recover their USF
costs. Wireless service providers have a special provision that is based on a flat rate
calculation of estimated total revenues rather than actual revenues generated by
interstate telephone calls. The Study estimates that wireless connections will grow
by more than 50 million between 2002 and 2007 while land line connections are ex-
pected to grow by fewer than six million over the same time period.

Current, proposals that have been submitted to the FCC suggest that major
changes are necessary in the collection of universal service funds. One comment pe-
riod for that topic has already passed. Following that, the FCC issued a public no-
tice seeking reply comments on a staff study (the study) regarding alternative con-
tribution methodologies. The study undertakes to project the effects that alternative
collection based methodologies would have on the universal service fund.

The Grange strongly disagrees with the assumptions that major changes are nec-
essary in the revenue-based methodologies used to currently collect funds for the
USF. The following observations and comments are submitted by the Grange in re-
sponse to the study and in support of our position.

Various methodologies used by the Commission staff project significant shifts in
the burden of payment among long distance carriers, local exchange carriers and
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wireless carriers. Under the baseline projection for revenue based methodology the
share of contributions by industry segment would shift from 59% for long distance
carriers, 26% for local carriers and 15% for wireless carriers in 2002 to 41%, 32%
and 27%, respectively, by 2007. However, all baseline projections for connection or
telephone number based methodologies shift a disproportionate share of the USF
funding responsibility away from long distance carriers to local carriers and wireless
carriers. In 2002 the long distance carriers were responsible for 59% of USF reve-
nues. Under Proposals 1, 2, and 3, respectively, that responsibility would fall to
22%, 29% or 13%. The financial responsibility for maintaining the USF would shift
dramatically to local carriers and wireless carriers under any of the connection
based methodologies examined in the study. With this shift would come significant
shifts in the financial burden on individual consumers, especially in rural areas,
with no apparent benefit to consumer populations that are dependent on USF fund-
ing to maintain telephone service.

In contrast, The National Grange believes a modified revenue based methodology
is the most reasonable alternative for funding the USF because it will result in the
fewest disruptions in the long-standing relationships among various companies and
their consumers.

We do not see how any of the connection or phone number based methodologies
fit the intention of the Telecommunications Act of 1996 Act or Section 254(d). Con-
nection based methodologies would fail to meet the requirement that every tele-
communications carrier contribute to the USF. Connection based methodologies will
disproportionately affect low volume long distance callers, residential customers,
and customers on fixed incomes. All of these customer groups are disproportionately
represented in rural communities. Since one of the major purposes of the USF is
to provide or enhance telephone services in high cost rural residential areas the
Grange do not see the logic in any methodology that would effectively increase USF
contributions from consumers who already reside in high cost rural areas.

Connection based methodologies would also significantly reduce the responsibility
of high volume, business users of long distance telephone services to financially sup-
polrlt the USF by effectively imposing additional USF charges on intrastate telephone
calls.

Connection based methodologies would remove the current responsibility that
each company has to decide whether and how to assess customers to recover USF
costs. Instead it would replace those business decisions with de facto USF sur-
charges on every telephone connection. In the best interest of fairness in competi-
tion, the consumer-driven marketplace should dictate the success or failure of a
business plan, not the manner in which the government structures its fees. To shift
the burden of payment from one type of business model to another in a seemingly
arbitrary manner would be inequitable and unfair treatment of private business en-
tities.

On December 12, 2002, the Commission issued an interim rule regarding modest
changes to the current revenue based methodology. The interim rule modified the
current revenue base to increase the minimum assessment that wireless carriers
pay USF charges on from 15% to 28.5% of revenues. This change better captures
the industry wide proportion of wireless calls that involve long distance service, but
is still an imperfect measure of the contribution that the individual wireless carriers
make to overall interstate service. The interim rule also changed the assessment
base from “revenues accrued” to “projected revenues” to address concerns by some
long distance carriers related to the declining customer base that some carriers are
experiencing. Finally, the interim rule prohibits telecommunications carriers from
charging customers any “mark-up” above their relevant contribution factor for their
USF assessments. The National Grange believes that these changes are sufficient
to maintain the solvency of the USF for several years on a basis that is equitable
and nondiscriminatory to the various segments of the telephone industry.

As a group whose membership is overwhelmingly from rural America, the Na-
tional Grange views the universal service fund as a necessity in the achievement
of parity of services to all segments of the United States. Therefore, we support the
current revenue-based methodology as the most fair and least market intrusive
manner in which funds are collected.

The National Grange encourages the Commission to continue to study the issues
surrounding this proceeding and to make small changes to correct minor inefficien-
cies or inequities, as done in the recent past. For example, the Commission should
move away from “safe harbor assessments” for the wireless carrier industry and re-
place them with methodologies that accurately reflect each wireless company’s pro-
portion of the long distance market. In addition, we respectfully urge the Commis-
sioners to allow an adequate passage of time between implemented changes, to
allow valid observations of the results.
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For the reasons explained in these comments, the Grange urges the Commis-
sioners to reject the connection-based methodologies to fund the USF. We oppose
any drastic changes to the method of collection of universal service funds. Instead
the Grange urges the Commission to retain the basic structure of the current rev-
enue based methodology for assessing USF contributions. In addition, the interim
changes put in place in December of 2002 should be given a chance to work. Addi-
tional modifications to fine-tune the existing revenue based methodology should be
explored to assure both sufficient USF revenues and an equitable distribution of
USF fees across various segments of the telephone industry as well as across the
various segments of the consumer population, including rural consumers.

Respectfully submitted,
LEROY WATSON, Director of Legislative Affairs
The National Grange

NATIONAL INDIAN EDUCATION ASSOCIATION
April 18, 2003

MARLENE H. DORTCH

Office of the Secretary

Federal Communications Commission
445 12th Street, SW

Washington, DC 20554

Re: Federal-State Joint Board on Universal Service, CC Docket 96-45; and CC Dock-
ets 98-171, 90-571, 92-237, 99-200, 95-116, 98-170

DEAR Ms. DORTCH: The National Indian Education Association submits this letter
as a reply comment to express our trepidation about the Federal Communications
Commission’s (FCC) consideration of an alternative funding mechanism for uni-
versal service. Under the proposed mechanism, contributions would be based on a
flat monthly connection fee as opposed to the current system based on a percentage
of interstate revenue.

The National Indian Education Association (NIEA) supports traditional Native
cultures and values, to enable Native learners to become contributing members of
their communities, to promote Native control of educational institutions, and to im-
prove educational opportunities and resources for American Indians, Alaska Na-
tives, and Native Hawaiians throughout the United States. NIEA has promoted the
interests of Native Americans in telecommunications to Congress, before the FCC
and in the courts.

Because the majority of Native Americans live, work, and learn in rural areas,
many participate in the Lifeline and Link-up programs. Additionally, many Native
American libraries, schools, and universities are beneficiaries of the E-rate program.
E-rate is a vital program providing numerous Native American K-12 public schools
and libraries with significant discounts on telecommunications services, Internet ac-
cess, and internal connections costs; thereby ensuring our teachers, students and
families have access to the richness of the world wide web. Hence, NIEA is an avid
supporter the Universal Service Fund, and the need to generate reliable sources of
funding for universal service programs.

NIEA is instrumental in working with Native American schools and libraries to
apply for E-rate discounts, and we support the FCC’s goal of ensuring the USF is
positioned to meet future demands. We advocate not only for the continuance of the
USF but also for the expansion of base contributors as well. An expanded base of
contributors will assure the availability of affordable, accessible telecommunications
services. However, in the case of the connection-based proposal, NIEA is concerned
that prepaid wireless carriers that service rural localities, such as TracFone, Inc.,
would be disproportionately impacted, resulting in a higher fee assessment for Na-
tive American consumers of such services. Prepaid wireless service offers Native
Americans an affordable accessible communication option. Prepaid wireless service
is an off-the-shelf, pay-as-you-go, service that offers consumers wireless service with
no contracts, no credit checks, no monthly fees, no activation fees, no security depos-
its and no age limits. Such features provide Native Americans with true costs for
services. Because of living in rural localities, many calling plans hit Native Ameri-
cans with hidden roaming fees and various other charges that are financially bur-
densome. With prepaid wireless services, there are no surprises. Native Americans
pay for minutes that are expended.

As iterated in our previous comments on this matter, under this new connection-
based proposal, carriers whose services are designed for customers that make fewer
calls would carry a greater payment burden. Such a burden would also be levied
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on the prepaid wireless customers. In short, customers who make few interstate
calls would be assessed the same cost as customers who make many interstate calls.
This would be a major financial cost to Native Americans, who generally are low-
volume interstate callers. The result would be low-volume, residential customers
disproportionately contributing to the universal service fund. The connection-based
proposal does not live up to a primary statutory principle that guides universal serv-
ice fund policy: quality services should be available at just, reasonable, and afford-
able rates.

NIEA urges the FCC to consider alternative modifications to the contribution
methodology. We would like to point out that other commenters have identified ad-
ditional contribution methodologies—such as, eliminating the wireless safe harbor
and ensuring that broadband Internet access services contribute to the Universal
Service Fund—as viable alternatives. We agree that such changes could possibly
provide significant additional resources for universal service programs. Additionally,
these suggested changes would most likely not have a negative effect on Native
Americans.

NIEA asks that the FCC take a closer look at the connection-based proposal. We
are confident that you will find that it is not in the interest of consumers, especially
Native American prepaid wireless consumers. Nor do we believe that adoption of
this methodology is necessary to ensure a robust USF. We, instead, encourage the
FCC to retain the current revenue-based mechanism and to carefully explore fair
and equitable ways to expand the base of contributors as a means for generating
additional revenues.

JOHN CHEEK, Executive Director
National Indian Education Association

ORGANIZATION CONCERNED ABOUT RURAL EDUCATION
July 17, 2003

MARLENE H. DORTCH

Office of the Secretary

Federal Communications Commission
445 12th Street, SW

Washington, DC 20554

Re: Ex Parte Comments to FCC Staff on Study of Universal Service Fund CC Dock-
et Nos. 96-45, 98-171, 90-571, 92-237, 99-200, 95-116, 98-170, NSD File No L-
00-72

DEAR Ms. DorTCH: The achievement of parity in telecommunications standards
in rural America is a major purpose of the universal service fund (USF). Rural
schools, libraries and homes deserve to have equal access to telephones and other
telecommunications services when compared to those located in more densely popu-
lated areas of the United States. In rural America, some great strides have been
made in the delivery of telecommunications services. For example, it is estimated
that 89% of rural homes have wireline telephone service and the e-rate program,
paid for by the Universal Service Fund, has made some progress in bringing serv-
ices to our rural schools and libraries.

The very formation of the Organization Concerned about Rural Education (OCRE)
was predicated on the belief of equality in educational standards with respect to the
condition of physical structures, quality teachers and the access to technology. As
a result, OCRE has long been a staunch advocate for the sustainability of the uni-
versal service fund. Yet, recently, some concerns have been expressed that the fu-
ture holds a decline in funds available to sustain the universal service fund. Among
the reasons cited for this trend are a decline in interstate revenues, the bundling
of local and long distance calling packages and customer demand for universal serv-
ice programs.

Consequently, there are those who believe that the current collection system sim-
ply needs minor modifications while others believe a major change in the collection
methodology is necessitated. To that end, and much to the credit of the FCC, a Staff
Study was done that attempted to project the effects various proposals would have
on the universal service fund. The FCC seeks to ensure the full funding of the USF
by changing collection methodology. Three of the four proposals would drastically
change the method of collection from a revenue-based system to a connection-based
system.

In all of the connection-based proposals presented in the study, there seems to be
a significant shift in the burden or payment from interstate and international busi-
ness community calls to the residential customer base. Can such a radical change
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in the formula for collection methodology be justified if the people, including families
with school-aged children, who are to benefit from the universal service fund are
those who must shoulder the greatest burden of payment? In addition, the ever-pro-
tected reserve fund, considered to be an absolute necessity by industry and con-
sumer groups, although briefly mentioned, is conspicuously absent from the staff
study. This leads to questions revolving around the reserve fund, and its subsequent
condition if this radical change in collection is made.

As an organization whose focus is on the success of rural education, OCRE views
the universal service fund as a necessity in the achievement of parity of services
to all segments of the United States. Therefore, we support the current revenue-
based methodology as the most fair and least market intrusive manner in which
funds are collected. In that way, the FCC avoids taking the inevitable blame for ca-
priciously changing collection methodologies that disproportionately affect customers
who make few or no long distance calls. With that in mind, OCRE suggests that
the FCC seriously considers an expansion in the base of contributors to the USF.
This would be more inclusive of all types of telecommunications providers, would
solve the existing concern of decline in interstate revenues, as well as thwart the
potentially inequitable result that a connection-based methodology will cause. Fur-
thermore, it certainly would conform with market trends.

In another decision, the FCC increased the safe-harbor rate used as the basis for
wireless providers to contribute to the USF from 15% to 28.5%. OCRE commends
the Commission for its ability to timely recognize shifting market trends and act ac-
cordingly. As time progresses, this will likely prove to be a wise decision on the part
of the FCC that will help the USF to remain sustainable and predictable.

OCRE views the proposed connection based changes as unnecessarily extreme,
and opposes any drastic changes to the method of collection of universal service
funds. We encourage the Commission to make small changes to correct minor ineffi-
ciencies or inequities, as done in the recent past. In addition, we respectfully urge
the Commissioners to allow an adequate passage of time between implemented
changes, to allow the results to be observed fully.

We urge the Commissioners to retain the current revenue based mechanism for
assessing universal service fund contributions.

Sincerely,
DALE LESTINA
President

TELECOMMUNICATIONS RESEARCH & ACTION CENTER
April 18, 2003
MARLENE H. DORTCH
Office of the Secretary
Federal Communications Commission
445 12th Street, SW
Washington, DC 20554

Re: Reply Comments to Federal-State Joint Board on Universal Service, CC Docket
96-45; and CC Dockets 98-171, 90-571, 92-237, 99-200, 95-116, 98-170

DEAR Ms. DoORTCH: The Telecommunications Research & Action Center (TRAC)
submits these reply comments to the Federal Communications Commission (Com-
mission) to express once again its concern regarding the above-captioned pro-
ceedings. As noted in our February 27, 2003, letter to the Commission, TRAC is a
non-profit membership organization based in Washington, DC, that, since its incep-
tion in 1983, has promoted the interests of residential telecommunications cus-
tomers. TRAC staff researches telecommunications issues and publishes rate com-
parisons to help consumers make informed decisions regarding their long distance
and local phone service options. TRAC can be found on the web at http:/
www.trac.org.

TRAC strongly urges the Commission to carefully measure the adverse impact on
residential consumers before the Commission drastically alters how it assesses con-
tributions to the universal service fund (USF). TRAC notes that other Commenters
and even Commission’s staff have found that should the Commission change from
the current revenue-based methodology (RBM) to a connection-based methodology
(CBM), “such a change would shift much of the responsibility for USF funding from
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business users to residential users, and would increase USF rates for many average-
use and low-use residential customers.”1

TRAC highly recommends that the Commission consider how the proposed CBM
runs afoul of the clear mandate of the Telecommunications Act of 1996 (1996 Act)
to assess every telecommunication carrier for USF contributions. Under the CBM,
the assessment would shift from the carriers to the end-users. As TRAC previously
remarked, the Commission is tasked with assessing contributions in an equitable
and non-discriminatory manner. Under the proposed CBM, high-volume and low-
volume consumers would be charged the same flat fee. This is hardly equitable or
nondiscriminatory, given that business consumers, who typically make many inter-
state calls would be assessed the same as residential consumers, many of whom are
low-income and low-volume callers. Low-volume residential consumers would have
to contribute the same to the USF as high-volume residential or business con-
sumers.

Finally, TRAC stresses the twin hardship faced by low-income and low-volume
users who use pre-paid wireless services should the Commission adopt the CBM.
Low-income users of pre-paid wireless services are ineligible to receive the FCC’s
“Lifeline” exemption from USF contributions. Sadly, low-income and low-volume
consumers will be charged a flat connection fee regardless of the number of calls
they make as well as being ineligible for the Lifeline exemption.

The connection-based methodology disparately impacts low-income and low-vol-
ume residential consumers. In addition, the CBM is contrary to aims of the 1996
Act. Accordingly, TRAC highly recommends that the Commission abandon any fur-
ther consideration of the proposed connection-based methodology.

Sincerely,
DIRCK A. HARGRAVES, Esq., Counsel
Telecommunications Research & Action Center

1See Comments of Consumers Union, Texas Office of Public Utility Counsel, Consumer Fed-
eration of America, Appalachian People’s Action Coalition, Center for Digital Democracy,
Edgemont Neighborhood Coalition and Migrant Legal Action Program at page I (April 22, 2002).
See also Projected Assessments under Proposal 2 of Connection-Based Methodology published
in Federal Communications Commission Public Notice FCC 03-31, Commission Seeks Comment
On Staff Study Regarding Alternative Contribution Methodologies, February 26, 2003.
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September 2, 2003 N
RECEIVED

Marlens H. Dortch, Secretry -

Office of the Secterary SEP - 3 2003

Federal Communications Commission PRGN, COMMPDITIONS COMESIN

445 12th Street, SW, CY-B402 QPRCE OF Th SETRETIEY

Washington, DXC 20554

Re: Ex Parte Comments to FCC Staff Study of Universal Service
Fund CC Docket Noa. 36-45, 95.171, 90-571, 92-237, 99-200, 95-116,
98170, NSD File No, L-00-72

Dear Ms. Dortch:

On bekuif of the National Association of Development Orgenizations (NADO), I am pleased to
submit thess ex parre comments regarding proposed changes to the collection methodology of
the universal service fand.

There should be no doubt that the role of universal service in helping to fund services for
otherwize ignored or neglected portions of America has been a successful one. I the United
States it is catimated that celephone service has an §9% penstrarion rere in low-incoms and rumat
households. While the digital divide is still in existence, there are statigtics thay indicate some
improvements toward eading digital dizparity.

Lately, there have been disconcerting announcemerts that  daplacion is taking place in the
universal service fund. According 10 some reports, the changes that have been occurring in the
world of ielecommunicarions, through technology advances snd custornsr demand, have
decreased some business profit and increassd other types of profit. Some projections foretall

a continuing trend in a downward direction. Whether or not those prognostications are correct is
anyone’s guess. Upon caxeful consideration, no one really knows wher the trends or the neweat
inventions sctually will be in the telecommunications marked. Who among us knew 10-12 years
4%0 that so muny eenagers would bave beepers, cell phones, or computers? Just § years ago, did
we know thet Wi-Fi was going to zxist, let alons become 2 hot consumer item? It sesms thar the
one thing we can count on is the constant state of fast-paced change, and a widsr amay of choices
for people 1o communicate with each other.

Becuuse of consumer demand, comparias are offering bundied telecommunications services.
With bundling, or the grouping together of services at discounted retes (the more you buy, the
more you save), it is more difficult 1o differentiate between intrastate and interstate usage. There
is Jess emphasis on that need based updn consumer response, Between consumer driven
selections and the 1999 court decision 3 FOU jurisdiction over intrastae servics, there is
less motivation for the companies to differentiate berwesn interstate and intrastas connsctions,

Traiusng, information and repraventaiion for { drwriog érg serving small murapoiiien and Fural Amerses
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With all of the major advances in technology, consurner demands, changes in business policy
that have evolved over the recent lifetime of telecommunications, there i3 a strong temptation for
the BCC o focus on $o many more details of the telecommunications infrastructure.

A fine example of this detail is in a recently published FCC Staff Study that changes the
formulation of contribution into the fund to a connection based system. Upon closer
examination, the stidy reveals some very disconcerting numbers. By the year 2007, under a
connection based system, between 67 and 68% of the contribution to the fund will come from
residential users, By changing the onus of responsibility from one type of carrier to another, the
placement of the burden of responsibility of payment transfers squarely onto the shoulders of the
end-user, residential customers who are small home owners, or renters, apartment dwellers, and
regular folks. ‘This is unacceptable and is a direct affront to the 96 Telecommunications Act
itself. ) . .

The major fluctuations in the telecommunications industry have the FCC and the Congress
continually and repeatedly scrutinizing the USF formulas to make them work with current
market conditions. Every time the FCC examines the various nuances, the collection
methodology is tweaked into

conformity with the conditions of the moment. Sometimes it works for a brief pedod of time,
most often it must be revisited. .

Here is a suggestion that the FCC takes & more common sense approach to this situation. A fund
collection system based upon revenue to the phone companies is a consumer oriented
‘methodology. It is based upon the service that any given consumer can afford to pay for the
prearranged service plan provided by a telecommunications company. Companies contribute to
the Universal Service Fund based upon the projected payments received from their end-user
customers. . THis i & fair and equiteble collection of funds by any standard. And it is the current
means of collection, R

If the FCC stays the course of revenue based collection methodology, and is sllowed to collect
USF fees based upon a percentage of the total combined revenue stream of each and every
telecommunications company, then the problem of depleting USF funds is already solved.

A revenue-based system to which all telecommunications companies contribute is the most
reasonible because: it is less intrusive 1o the business details; it treats all companies equally; and
it complies with the original intent of the law. A revenue based system with moderate changes
has the best chance to remain eguitable and non-discriminatory. Even in the most volatile
market environments with major shifts in customer base, a "specific, predicteble, and sufficient”
Universal Service Fund is more assured.

We respectfully suggest that the RCC retain its revenue based collection methodology and reject
the comnection based proposals.

Sincersly,

Aliceann Wohibruck
Execative Director
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