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. INTRODUCTION

1. In the Communications Act of 1934 (Act), L) as amended by the Telecommunications Act of 1996 (1996
Act) el Congress codified the Commisson's historica policy of promoting universa service to ensure that

consumersin al regions of the nation have access to telecommunications services2! Specifically, in section
254 of the Act, Congress ingtructed the Commission, after consultation with the Federal-State Joint Board
on Universal Service (Joint Board), to establish specific, predictable, and sufficient mechanisms to preserve

and advance universal service @

2. Based on recommendations from the Joint Board in the Second Recommended Decision, and building
on the framework the Commission et forth in the First Report and Order(® and the Seventh Report and
Order, (2 we establish in this Order a new federal high-cost support mechanism that will be sufficient to
enable non-rural carriers® rates for services supported by universal service to remain affordable and



reasonably comparable in dl regions of the nation. The support determined by the mechanism described in
this Order will replace the support that non-rurd carriers currently receive from the existing high-cost fund,
which provides support for intrastate rates and services2 The new high-cost support mechanism described
in this Order provides support based on the estimated forward-looking costs of providing supported
sarvices. The forward-looking costs and the cost mode that we will use to estimate them are discussed at
length in the companion Inputs Order adopted today.@) With the adoption of this Order and the Inputs
Order, the Commission's new forward-looking high-cost support mechanism for non-rurd carriers will be
ready to begin providing support effective January 1, 2000.

3. Our methodology for determining non-rura carriers high-cost universal service support conformsto the
1996 Act's gods and bal ances the competing interests involved in this proceeding. Asthe 1996 Act
requires, the Commission has developed policies for reforming high-cost support in consultation with the
Joint Board, and this Order reflects deference to states interests and needs. .2 We also have attempted to
baance the various and often countervailing concerns of many industry segments that have an interest in the
outcome of this proceeding, including incumbent loca exchange carriers (LECs), interexchange carriers
(IXCs), competitive LECs, and wirdess carriers.

4. Because of the disparate interests involved and the complexity of the issues, however, this has not been an
easy process. For example, high-cost states, which are likely to be net recipients of high-cost support, have
very different views on universal service than low-cost sates, which are likely to be net payors of high-cost
support. On the other hand, dl states have expressed Smilar concerns about the Commission's jurisdiction.
Similarly, incumbent LECs in high-cost states, which are likely to be mgor recipients of support, particularly
in the near term, have very different views than other LECs, IXCs, and wirdess carriers, which are mgjor
contributors to federal support mechanisms. In some cases, however, IXCs and wireless carriers are
entering competitive local service markets, so that these carriers are both contributors and potential
recipients.

5. The 1996 Act charged the Commission with resolving the difficult issues surrounding universal service,
within prescribed guiddines, and so we must balance the competing interests of these divergent parties. In
this proceeding, the Commisson has done o in away thet is faithful to the statute's commitment to ensuring
that support mechanisms serve "consumersin dl regionsin the nation,” and that consumersin high-cost

aress continue to have access to reasonably comparable services at reasonably comparable rates 12

II. EXECUTIVE SUMMARY

6. Congstent with the 1996 Act, and based on the recommendations of the Joint Board, we adopt in this
Order anew federa forward-looking high-cost support mechanism to enable states to ensure the reasonable



comparability of non-rura carriers intrastate rates{13) Spoecificdly, we are adjusting and findizing the
framework of the new mechanism for non-rurd carriers that we adopted on May 27, 1999, in the Seventh
Report and Order. In the Seventh Report and Order, the Commission adopted a two-part methodol ogy
for calculating high-cost support for non-rura carriersthat considers: (1) the relaive costs of providing
supported servicesin high-cost areas, and (2) the states ability to support those costs using their own
resources. In thefirst part of that methodology, the forward-looking costs of providing supported services,
as caculated by acost model, are compared to anationa benchmark. In the second part of that
methodology, a state's ability to support the costs that exceed the nationa benchmark is estimated by
multiplying afixed dollar amount by the number of lines served by non-rurd carriersin the date. Federa
support would then be provided for costs that exceed both the benchmark and the state's estimated ability to
support those costs.

7. For the reasons discussed below, however, we are adjusting the framework of this methodology so that it
will better reflect the historicd and statutory roles of federd and state universal service support programs. As
the Joint Board has suggested, we believe that the primary role of federa high-cost support isto enable
reasonable comparability of rates among states, while the primary role of state high-cost support is to ensure

reasonable comparability of rates within states. 12 |n Texas Office of Public Util ity Counsel v. FCC, the
United States Court of Appedls for the Fifth Circuit found that the principles set forth in section 254(b),
which include the principle of reasonable comparability, are policy gods, not legd obligations@ Thus, the
Fifth Circuit held that the Commission did not have an unambiguous lega obligation to support intrastate
sarvices, and that the Act did not unequivocaly establish that dl federd universal service support should go

to support rates for intrastate services. 19 The Fifth Circuit nevertheless confirmed that federal universa

service support may be used to support rates for intrastate services22 The court also found that the
Commission could set conditions that states must satisfy to be digible to receive such federa universal

service support.@ Regardless of the extent to which the Commission islegdly obligated to support
intrastate services, we find that, as a matter of policy, federd universal service high-cost support should be
aufficient to enable reasonably comparable rates among states, while leaving states with sufficient resources
to set rates for intrastate services that are reasonably comparable to rates charged for smilar services within
their borders. Because the Commission does not st rates for intrastate services, the decison we adopt
today is intended to alow states to ensure that rates are reasonably comparable within their borders. We
find that thisis consstent with the goals that Congress established in section 254(b)(3).

8. Infulfilling the federa goa of enabling Sates to set rates that are reasonably comparable to ratesin other
dates, we do not believe at thistime that it is appropriate for the federa high-cost support mechanism for
non-rura carriersto assume that state support mechanisms will supply a particular amount of support above
the national benchmark to enable reasonable comparability of rates among sates. Rather, states should be
free to use the full extent of their own resources to fulfill their primary role in the federa-state high-cost
support dichotomy, i.e., ensuring reasonable comparability of rates within states. We find that we can ensure
that state resources are accounted for in determining federd support amounts by consdering the average
cost of providing the supported services in the entire area of the state served by non-rurd carriers. We base
this judgment on the facts before us and the characteristics of the overal mechanism that we are adopting
herein. Therefore, we reconsder and eliminate the second part of the two-part methodology described in the
Seventh Report and Order, and conclude that the goa of the federd high-cost mechanism should be to



provide support to non-rura carriers based solely on the extent to which the costs of providing supported
services in high-cost areas exceed the national benchmark (12

9. In this Order, we aso arefilling in the framework of the revised methodology for non-rurd carriersto
address certain implementation issues on which we sought comment in the Seventh Report and Order.
These issues include the area over which costs should be averaged; the level of the national benchmark; the
amount of support to be provided for costs above the national benchmark; targeting support to high-cost
aress, the hold-harmless and portability provisons; and the methods to ensure that non-rura carriers use
support in compliance with the 1996 Act. In addition, congstent with our commitment to protect rura
carriers support levels during our reform of non-rura carriers high-cost support, we are modifying our
exigting high-cost support mechanism to ensure that support for rurd carriersis not substantialy changed
when non-rurd carriers are removed from that mechanism and begin recaiving support from the new
forward-looking support mechanism.

10. Thefollowing isa summary of the sdient points of the high-cost support mechanism for non-rurd carriers
that we adopt today. Each of these pointsis discussed in greater detail in the sections below.

The forward-looking costs estimated by the cost modd are averaged at the statewide levd.

The national benchmark is set at 135 percent of the national average forward-looking cost per line of
providing supported services.

The forward-looking high-cost support mechanism provides support for dl intrastate forward-looking costs
per line that exceed the nationa benchmark.

The amount of support indicated by the forward-looking high-cost support mechanism on a statewide basis
is targeted so that the amount of support available to a competitor depends on the wire center cost of the line
that the competitor serves.

Pursuant to the interim hold-harmless provision, a carrier will receive the greater of the amount of support
provided to that carrier under the current mechanism or the amount of support provided by the forward-
looking mechanism. Hold-harmless support is determined on a per-line bass; if acarrier losesaling, it loses
the support for that line. Hold-harmless support is targeted, based on wire center costs, to the highest-cost



wire centers.

Pursuant to the portability provision, when a competitor acquires a customer from an incumbent receiving
support, the competitor will receive the incumbent's support.

States mugt certify that non-rurd carriers receiving federa high-cost support will use that support in
compliance with section 254(e) of the Act. To the extent that forward-looking support calculations exceed
support levels based on the current mechanism, no non-rurd carrier in a particular state will receive federd
support based on forward-looking costs until that state files the required certification with the Commission.
No non-rurd carrier in aparticular state will receive any federal support after January 1, 2001, if that
particular sate has not filed the required certification with the Commission.

11. The Commission will use this methodology to provide high-cost universal service support to non-rurd
carriers effective January 1, 2000. The support mechanism for rurd carriers will remain unchanged at least
until January 1, 2001, and reform will be undertaken only after the Commission, the Joint Board, and a Rurd

Task Force appointed by the Joint Board have selected an appropriate methodology for rural support.@

1. BACKGROUND

A. Higtorical High-Cost Universal Service Support

12. The purpose of high-cost universal service support has aways been to enable access to
telecommunications service in areas where the cost of such service otherwise would be prohibitively high.
Higtorically, this purpose has been achieved by providing high-cost support to incumbent LECsto enable
them to serve high-cost customers at below-cost rates. This support has been both explicit and implicit.

1. Explicit Support

13. Severd federd and ate programs have provided explicit monetary payments to support the loca loop

and switching costs of incumbent LECs serving high-cost areas2l) The most sgnificant program for non-
rurd carriersthat we are addressing in this phase of our universa service proceeding is the current high-cost



loop support mechanism, which providesincreasing amounts of explicit support based on the amount by
which an incumbent LEC's loop costs, as reflected in its books, exceed the nationd average. %2 Beginning
with loop costs between 115 percent and 160 percent of the national average, the current federa support
mechanism for incumbent LECs with more than 200,000 lines provides support for 10 percent of the
incumbent LEC's book loop costs (in addition to the 25-percent alocation of al loop cogtsto the interstate
jurisdiction), and provides gradually more support as those costs exceed 160 percent of the nationd
average.@ The following chart summarizes the levels of support provided by the current high-cost support
mechanism for large incumbent LECs22)

Loop Cost as a % of the Nationd Average Amount of Intrastate Loop Cost Supported
greater than 115%, but not greater than 160% 10%
greater than 160%, but not grester than 200% 30%
greater than 200%, but not greater than 250% 60%
greater than 250% 75%

14. Higtoricdly, the did equipment minutes (DEM) weighting program, now caled the loca switching

support program,@ has provided support for the switching costs of incumbent LECs with fewer than
50,000 lines. Because most of these companies meet the statutory definition of arura telephone company,

(26) support levels for these carriers will remain unchanged pending later proceedi ngs@ Carriersthat set
their access charges through participation in the NECA common-line cost pool, including afew non-rura
carriers, dso may receive long-term support (LTS), which provides explicit support to reduce these carriers

loop-related access charges{28)
2. Implicit Support

15. In contrast to explicit support, some state rate designs and, to alesser extent, the federd interstate
access charge system, have provided implicit high-cost support flowing from (1) urban areasto rura aress,
(2) business customersto residential customers; (3) vertical services to basic service; and/or (4) long
distance service to locd service. Firgt, many states have adopted the practice of setting uniform loca rates
throughout the territory that a given company serves within the state, thereby enabling incumbent LECsto
charge above-codt rates in urban (low-cost) areas to support the below-cost rates they chargein rura (high-
cost) areas. Second, some state regulators have alowed incumbent LECs to charge business customers
higher rates than resdentid customers even though the costs of serving business and resdentid cusomersin
the same area are roughly the same, thereby creating a business-to-resdentia support flow. Third, through
rate regulation in some gates, incumbent LECs are able to charge above-cost rates for vertical services
(e.g., touch tone, conference caling, speed diaing, cal waiting, caler identification, etc.) in order to support
the rates for basic local service. Fourth, incumbent LECs in some States have been able to charge rdatively
high intrastate access charges to interexchange carriers to cover costs not recovered through local rates. The
IX Cs pass these access charges on to their long distance customers in the form of higher usage charges for
intrastate long distance service, thus creating implicit support from long distance service to locd service.
Further, the federd interstate access charge system has capped flat end-user rates and recovered certain
loop costs through per-minute charges to 1XCs, which are being phased out through our access charge



reform proceeding.

16. Although implicit universa service support was sustainable in amonopoly environment, it will become
more difficult to sustain as competition increases. In a competitive market, a carrier that charges rates
sgnificantly above its costs to a class of customers may lose those customers to a competitor charging cost-
based rates. As carriers lower their rates closer to their costsin urban aress, or lose low-cost customers to
new entrants charging cost-based rates, the implicit support for below-cost rates in high-cost areas may
erode. Moreover, efforts to sustain implicit universal service support in a competitive environment could
encourage business decisions contrary to the purpose of high-cost support - to enable access to
telecommunications service in areas where the cost of such service otherwise would be prohibitively high.
For example, competitors may be likely to target high-revenue business customersin low-cost urban areas
where incumbent LECs are charging rates sgnificantly above costs, while foregoing opportunities to serve
lower-revenue resdentia customers in high-cost rurdl areas where incumbent LECs are charging artificidly
low rates because of implicit support flows.

B. Universal Service Principles Stemming From the 1996 Act

17. In the 1996 Act, Congress, recognizing that existing universal service support mechanisms were
designed for amonopoly environment, directed the Commission to establish support mechanisms for the
preservation and advancement of universal service in the competitive telecommunications environment thet
Congress envisioned 22} To assist the Commission in preserving and advancing universal service, Congress
indructed the Commission to convene a Joint Board for the purpose of making recommendations to the
Commission regarding universal service reform 22

18. Congress dso provided severd principles to guide the Commission and the Joint Board in their reform
efforts. Specificdly, Congress declared that consumersin dl regions of the nation, including consumersin
rurd, insular, and high-cost aress, should have access to telecommunications services &t rates that are

affordable and reasonably comparabl el3l) Congress dso stated that federal universal service support
mechanisms should, asfar as possible, be explicit,@ aswell as specific, predictable, and sufficient to
preserve and advance universal service 22 The support mechanisms also should require al providers of
telecommuni cations services to make an equitable and nondiscriminatory contribution to the preservation and

advancement of universal service 22 The support mechanisms should be competitively nevtrd, i.e, they
should neither unfairly advantage nor disadvantage one provider over another, and neither unfairly favor nor

disfavor one technology over another 22 Additi ondly, the support mechanisms should dlow any
telecommunications carrier, usng any technology, including wireless technology, to receive universd service

support if it meets the criteria for digible telecommunications carrier status under the 1996 Act (6}



C. Actions by the Commission and the Joint Board to Reform High-Cost Universal Service
Support Pursuant to the 1996 Act

19. Asrequired by the 1996 Act, the Commission convened the Joint Board, 22 which produced itsfirst set

of recommendations to the Commission in November 199632 Based on those recommendations, the
Commission adopted the universd service First Report and Order in May 1997. Among other things, the
Commission identified the services included within the definition of universa service and established a
specific timetable for implementation of revised universal service support mechanisms22 Consitent with the
Joint Board's recommendations, the Commission further concluded that carriers should receive support for
serving rurd, insular, and high-cost areas based on a methodology using the forward-looking costs of
providing supported services. The Commission explained that using forward-looking costs will provide
sufficient support without giving carriers an incentive to inflate their cogs or to refrain from efficient cost-

cutting 42

20. To determine the forward-looking costs of providing supported services, the Commission considered

various cost models. 4L A cost model consists of: (1) amodd platform, which contains a series of fixed
assumptions about network design and engineering; and (2) input values for the modd platform, such asthe
cost of network components, e.g., cables and switches, as well as various capital cost parameters“—zl Under
the methodology described in the First Report and Order, the cost modd ultimately selected by the
Commission would be used to estimate the forward-looking costs of providing the supported services, but
would not, by itsdlf, determine the amount of federal support. Instead, federal support would be based on a
methodology comparing the relative differences between the forward-looking costs of providing supported
sarvicesin aparticular areaand anational benchmark.

21. Inthe First Report and Order, the Commission, following the Joint Board's recommendeation,
concluded that its high-cost methodology should compare the forward-looking costs of providing supported
services to anationd revenue benchmark 43! The Commission decided that the share of support provided
by the federal mechanism initidly should be set at 25 percent of the difference between the forward-looking
cost of providing supported services and an appropriate revenue benchmark to be determined later 44 The
Commission stated, however, that the federa share of support would be subject to review in light of state
proceedings, the development of competition, and other relevant factors 42! The Commission also
determined in the First Report and Order that non-rura carriers would begin to receive high-cost support
based on forward-looking costs on January 1, 1999.48) This date subsequently was extended to January 1,
2000.40 Implementation of support based on forward-looking costs for rural carriers, however, would not
occur at least until January 1, 2001, and only after the Commission salects an appropriate forward-looking
mechanism based on recommendations from the Joint Board and a Rura Task Force gppointed by the Joint
Board.48)



22. The Commission's decisonsin the First Report and Order regarding the high-cost support
methodology generated sgnificant comment and numerous petitions for reconsiderati on49) |n addition,
severd partiesfiled petitions for review of the First Report and Order, which were consolidated before the
United States Court of Appedls for the Fifth Circuit. 22 In the spring of 1998, the state members of the Joint
Board requested that certain issues related to the determination of high-cost support be referred back to the
Joint Board L) In April 1998, the Commission committed itself to completing a proceeding reconsidering
the federa share of support before revised support mechanisms are implemented for non-rurd carri ers 52
and sought proposals and comments on how to reform high-cost support for non-rural carriers2) In
response, parties submitted a variety of proposas and comments, and provided input in a series of en banc
hearings. 22

23. In July 1998, the Commission referred several issues to the Joint Board for its recommendations. =2
Specificdly, the Commission sought recommendetions on the following issues: an gppropriate methodology
for determining support amounts; the extent to which federa universal service support should be gpplied to
the intragtate jurisdiction; whether interstate access charges should be reduced concomitantly to reflect a
trangtion from implicit to explicit support; how to avoid "windfals' to cariersif federa funds are gpplied to
the intrastate jurisdiction before states reform intrastate rate structures and support mechanisms; whether and
to what extent federd universal service policy should support State efforts to make intrastate support
mechanisms explicit; the relationship between the jurisdiction to which funds are applied and the gppropriate
revenue base upon which the Commission should assess and recover providers universal service
contributions; and to what extent, and in what manner, it is reasonable for providers to recover universd

sarvice contributions through rates, surcharges, or other means.=8)

24. In November 1998, the Joint Board released its recommendations on these issues 22 The Second
Recommended Decision cdled for arenewed focus on the statutory principles that sufficient support should

be available to ensure that rates are affordable and reasonably comparabl e(58) The Joint Board had
previoudy found that rates were generally affordable 22 and in the Second Recommended Decision
focused on laying the groundwork for amechanism to enable reasonably comparable rates &2 Based on the
Second Recommended Decision, the Commission released the Seventh Report and Order in May 1999.
(61) |n the Seventh Report and Order, the Commission recognized that the 1996 Act requires that rates
should be "just, reasonable, and affordable,” and that ratesin rurd, insular, and high-cost areas should be
"reasonably comparable” to rates charged for similar servicesin urban areas €2 Because the Joint Board
had previoudy determined that rates are generdly affordable, the Commission chose to focus more closely
on the issue of reasonable comparability of ratesin the Seventh Report and Order (63 The Commission
adopted the Joint Board's proposa that "reasonably comparable’ rates should refer to a"'fair range” of rates,
requiring support levels sufficient "to prevent pressure from high costs and the development of competition
from causing unreasonable increases in rates above current, affordable levels."(64)



25. In the Seventh Report and Order, the Commission reconsdered and repudiated the decison in the
First Report and Order that federa support should be limited to 25 percent of the difference between the
forward-looking cost of providing supported services and a nationd revenue benchmark (62! Based on the
recommendations of the Joint Board, the Commission concluded that federa support should not be limited
to 25 percent because such alimit failed to consider the ates ability to support the costs of providing
supported servi ces68) The Commission adopted the Joint Board's recommendation to use costs as a proxy
for rates in assessing its regpongbilities to enable the reasonable comparability of rates. Thus, if federd
support is available to cover cogts that substantidly exceed the national average, no state should face rates
that are significantly higher than those e sawhere. The Commission aso decided, based on the Joint Board's
recommendation, that a cost benchmark would be more appropriate than a revenue benchmark because
revenues may not accurately reflect the need for support due to varying rate-setting methods and goas
among different gates, and because of the adminigtrative difficulties of arevenue gpproach in light of carriers
decisons to bundle supported services with unsupported services, such aslong distance services, wireless
services, and Internet access services{82 Therefore, the Commission adjusted the initid support framework
outlined in the First Report and Order and established atwo-part methodology for non-rura carriers that
considers both the relative costs of providing supported services and the states ability to support those costs

using their own resources.(6)

26. In the first step of the methodology described in the Seventh Report and Order, the costs incurred by a
non-rurd carrier to provide supported services are estimated using amode based on forward-looking costs.

(69) Those costs are then compared to anational cost benchmark to determine the areas that have costs
exceeding the benchmark and are therefore in need of support.Z9 In the second step of the methodology,
(1) the state's abil ity to achieve reasonably comparable rates using its own resources would be estimated by

multiplying afixed dollar amount by the number of lines served by non-rurdl carriersin the state /2 The
federal support mechanism would then provide support for costs that exceed both the national benchmark

and the individual state's resources to support those costs 23 Under this methodology, states would not be
required to impose a per-line charge to collect intrastate universal service support, and carriers would not

necessarily be entitled to recover a per-line amount from State mechanisms. 2 Instead, the per-line amount
would be an estimate of a gtate's ability to achieve reasonable comparability, and would establish aleve

above which federal support would be provided 2}

27. In accordance with the Joint Board's recommendations, the Commission aso decided to adopt a hold-
harmless provision as part of its new high-cost methodology, i.e., the amount of support provided under the

new support mechanism will be no less than the amount provided under the current support mechanism {5}
The hold-harmless provision is intended to prevent potentid rate shocks and disruptionsin state rate designs

when the forward-looking mechanism takes effect. L2 To ensure that support is digtributed in a competitively
neutra manner, the Commission adopted the Joint Board's recommendation that a portability provision be

included in the new high-cost mdhodology.(7—8) Under this provision, high-cost support will be made
avalableto dl carriersdigible for support,ﬁ—gl whether they are incumbent LECs, competitive LECs, or

wireless carriers.82 |n addition, pending adecison from the Ffth Circuit concerning the Commisson's
authority to assess carriers intrastate revenues, the Commission decided that contributions to the high-cost



support mechanism should continue to be based on interstate and international revenues € The
Commission committed itself to reviewing the operation of the new forward-looking high-cost support

mechanism on or before January 1, 200382

28. Although the Commission adopted a revised framework for the new high-cost support mechanism in the
Seventh Report and Order, it dlowed parties an opportunity for further comment on certain implementation
Issues in order to create a sufficient record regarding those issues.(83) Specificdly, in the further notice
section of the Seventh Report and Order, the Commission sought comment on the level of the nationd
benchmark; the size of the area over which costs should be averaged; the estimate of a state's ability to
support high-cost areas, methods for ensuring that support is distributed and applied consistent with the
1996 Act; and the implementation of the hold-harmless and portability provisions@ At the sametimethe
Commission released the Seventh Report and Order, the Commission aso released the Inputs Further

Notice seeking comment on proposed input vaues for the cost mode &)

D. Opinion of the Fifth Circuit Court of Appeals

29. On July 30, 1999, athree-judge pand of the Fifth Circuit issued its opinion in Texas Office of Public
Utility Counsel v. FCC, afirming in part, reverang in part, and remanding in part the First Report and
Order (€9) Among other things, the court rgjected chalenges by severa incumbent LECsto the use of a
forward-looking cost model for determining high-cost support for non-rura carriers. The court concluded
that the Commission could reasonably interpret section 254 of the 1996 Act to authorize a cost model

methodology (82 Specifically, the court held:(€8)

[T]he FCC's reason for adopting this methodology is not just to preserve universal service. Rather itisaso
trying to encourage local competition by setting the cost modes at the "mogt efficient” level so thet carriers
will have the incentive to improve operations. Aslong as it can reasonably argue that the methodology will
provide sufficient support for universal service, however, it isfree, under the deference we afford it under
Chevron [USA, Inc. v. National Resources Defense Council, Inc., 467 U.S. 837 (1984)] step-two, to
adopt a methodology that serves its other god of encouraging local competition.

The court aso accepted the Commission's argument that " sufficient” support does not mean that the amount
of support provided must equal the costs reflected in carriers books.(82)

30. Concerning the assessment base for contributions to the universal service support mechanisms, the court



found that the Commission lacked jurisdiction to assess the intrastate revenues of universal service
contributors. 22 The court also reversed and remanded for further consideration the Commission's decision

to assess contributions based on the internationd revenues of contributors having interstate revenues 2 |n
addition, the court reversed the Commission's "decision to require ILECs to recover universal service

contributions from their interstate access chargeﬁ"@ The court held that this requirement maintained an
implicit subsidy in violation of section 254(e) of the Act (%)

E. Response to the Fifth Circuit's Opinion

31. On September 9, 1999, the Commission filed amotion for stay of the Fifth Circuit's mandate in Texas
Office of Public Utility Counsel v. FCC, which was to become effective on September 20, 19994 On
September 13, 1999, the Commission, GTE, and AT& T each filed petitions for rehearing with the Fifth
Circuit{2) On September 28, 1999, the Fifth Circuit denied dl of the petitions for rehearing, and granted the
Commission's motion for stay in part{2) The Fifth Circuit stayed its mandate until November 1, 109922

32. In response to the court's rulings, the Commission adopted an Order on October 8, 1999, that amends
its contribution and recovery rules, effective November 1, 1999.%8) Specificdly, the Commission removed
intrastate revenues from the contribution base, so that universal service contributions are now calculated
using a single contribution factor based on interstate and international end-user telecommuni cations revenues.
(%) The Commission also exempted from the contribution base the international revenues of interstate
carriers whose interstate revenues account for less than 8 percent of their combined interstate and
international revenues 292 Further, the Commission revised its rules to comply with the court's directive that
our rules not require implicit support flows. The new rules alow incumbent LECs to recover their
contributions through access charges or through end-user chargeﬁim To the extent they choose to
implement an interstate end-user charge, incumbent LECs that are currently recovering their universal service
contributions in interstate access charges must make corresponding reductions in their interstate access
charges to avoid any double recovery 192

33. In light of the Fifth's Circuit's decision and the Commission's response to it, the present Order adjusts the
methodology described in the Seventh Report and Order, resolves the remaining implementation issues, and
adopts afind forward-looking high-cost support methodology. In the companion Inputs Order adopted
today, the Commission resolves the issues raised in the Inputs Further Notice and adopts find input vaues
for the cost model.1%3) With the adoption of these two Orders, the Commission's new forward-looking
high-cost support mechanism is now ready to begin providing support to non-rura carriers effective January
1, 2000.

V. ORDER



A. Introduction

34. In this Order, we adopt a new specific and predictable forward-looking mechanism that will provide
sufficient support to enable affordable, reasonably comparable intrastate rates for customers served by non-

rurdl carriers 1% The methodology for this mechanism is based on the framework outlined in the Seventh
Report and Order, with certain modifications discussed below. Specificaly, the forward-looking mechanism
compares the costs of providing supported services in aparticular Sate, as determined by the cost modd, to
anationa benchmark, and provides support for costs that exceed that benchmark. In congtructing this
mechanism, we begin by examining the gppropriate federd and state rolesin providing universal service
support for intrastate rates. Next, we address specific methodological issues relating to the calculation of
forward-looking support, including the area over which costs should be averaged; the levd of the nationd
benchmark; the amount of support to be provided for costs above the national benchmark; the eimination of
the state share requirement; and the targeting of the statewide support amount. We then address the hold-
harmless and portability provisons, and the methods to ensure that non-rurd carriers use support in
compliance with the 1996 Act. We next address the assessment and recovery bases for contributions to the
high-cost support mechanism. We a so describe our plan to address implicit support in access charges as
part of our separate Access Charge Reform proceeding. In addition, we modify the rules governing our
exigting support mechanism to ensure that support for rurd carriersis not substantialy changed when non-
rurd carriers are removed from that mechanism and transitioned to the new forward-looking support
mechanism. Findly, we lift the stay on our section 251 pricing rules, effective May 1, 2000. We emphasize
that there may be severa ways in which we could design the various components of the federa support
mechanism congstent with section 254, but we believe, in light of the facts before us and in consultation with
the Joint Board, that the method we adopt here gppropriately balances the varied and competing goals of
section 254.

35. The new forward-looking support mechanism that we adopt today will provide forward-looking support
effective January 1, 2000. As discussed below in section IV.F., however, the actua disbursement of
forward-looking support (retroactive to January 1, 2000) will not occur until the second quarter of 2000.
Moreover, no commenter has claimed that implementation of the new forward-looking mechanism presents
any "Y2K" problems. Thus, we do not foresee any "Y 2K" issues associated with the trangition to the new
forward-looking mechanism because there will be no actua change in support levels on or around January 1,
2000.%5)

B. Federal and State Rolesin Providing Universal Service Support for Intrastate Rates

36. To congtruct an appropriate methodology for providing federa high-cost support, we must first examine
the respective roles of federal and state regulators in providing such support. Historically, federa programs
have provided explicit intrastate high-cost support for loca loop and switching costs that significantly



exceeded the nationa average.@ Many date programs, on the other hand, have largely achieved the gods
of intrastate universa service implicitly through rate structures and, to alesser extent, through explicit sate
high-cost support mechanisms. As discussed above, many state rate structures have included significant
implicit support for universa service 192 The states' historical authority over intrastate ratemaking, and thus
their primary responsbility for intrastate universa service, has been recognized by the Commission.1%) The
Commission, however, has had alongstanding god of promoting universa service nationwide, and thus has
provided support for intrastate-allocated costs that significantly exceed the national average.

37. In Texas Office of Public Utility Counsel v. FCC, the Fifth Circuit held that section 254 of the Act

did not affect the proscription, set forth in section 2(b), against Commission regulation of intrastate rates.109)
Thus, gates done have jurisdiction for setting rates for intrastate services. Consequently, states aone have
the authority to set rates for intrastate services that are just, reasonable, affordable, and reasonably
comparable. We conclude that Congress would not have imposed on the Commission obligations regarding
intrastate rates that the Commission does not have the legd authority to effectuate. Indeed, the Fifth Circuit
found that the Commission was permitted (but not required) to provide federal universal service support for

intrastate services 19 The Fifth Circuit also found that the Commission may condittion such support on

assurances by states that such federal support will be used for its intended purposes.412)

38. In the Second Recommended Decision, the Joint Board recognized that section 254 does not dter the

dates historical responghility for intrastate universal servi ce12) The Joint Board interpreted section 254(b)
(3)'sprinciple that rates be "reasonably comparable’ to refer to "afar range of urban/rurd rates both within
atate's borders, and among states nationwide." 123 The Joint Board found that the federal rolein achieving
reasonably comparable rates should be to provide "those amounts necessary to establish a standard of
reasonable comparability of rates across states." 14 According to the Joint Board, the state role isto
"supplement, as desired, any amount of federal funds it may recelve" and to "address issues regarding
implicit intrastate support in amanner that is appropriate to loca conditi ons"13) Stated another way, the
primary federd role is to enable reasonable comparability among states (i.e., to provide states with sufficient
support so that states can make locdl rates reasonably comparable among states), and the primary role of
each date is to ensure reasonable comparability within its borders (i.e., to apply state and federa support to
make local rates reasonably comparable within the state). This Order adopts that approach as a policy godl.
In addition, the gpproach is consstent with the Fifth Circuit's decision regarding the Commisson's
repongibility for supporting intrastate services. It dso is consigtent with Congresss god of making universa
service support explicit.

C. New Forwar d-L ooking High-Cost Support M ethodology

39. This Order sets out a methodology - in essence, a set of formulas - that will be used to determine non-
rurd carriers support amounts for serving rura and high-cost areas. The methodology computes a specific



support amount, and can be replicated by carriers or other members of the public. The methodology will
change over time only in the ways we specificaly describe herein or pursuant to modifications that we make
in the future pursuant to public notice and comment in this proceeding. Thus, the methodology is specific and
predictabl e16) Moreover, for the reasons discussed below, we find that this mechanism will result in
sufficient support to enable affordable and reasonably comparable rates for customersin areas served by

non-rural carriers 10

40. Inthe First Report and Order, the Commission concluded that high-cost support should be based on
forward-looking costs. 18} Since that time, the Commission has continued to work to adopt a.cost model
that is reasonably accurate and verifigbl e Asaninitid matter, we note that in the | nputs Order we have
affirmed the Commission's decision to base support calculations on forward-looking costs 122 Moreover,
the Commission and its gaff have undertaken athorough review of the mode and its input vaues over the
past sx months. In so doing, the staff has coordinated extensively with, and recelved subgtantid input from,
the Joint Board staff and interested outside parties. As aresult of this examination of the modd, we have
concluded in the Inputs Order that the model generates reasonably accurate estimates of forward-looking
cogs and that the modd is the best basis for determining non-rural carriers high-cost support in a
comptitive envi ronment. 221 We have found that none of the criticisms of the model undermine our decision

to useit for calculating non-rural carriers high-cost support22 As discussed in the Inputs Order, we
believe that usng the modd isthe best way to determine non-rurd carriers support amounts for the funding
year beginning January 1, 2000423 We dso recognize, however, that the model must evolve as technology
and other conditions change. We therefore have committed in the Inputs Order to initiating a proceeding to
study how the modd should be used in the future and how the model itself should change to reflect changing

circumstances{24)

41. Finaly, as discussed further in the Inputs Order, we reiterate that the federal cost model was developed
for the purpose of determining federa universal service support, and that it may not be appropriate to use
nationwide vaues for other purposes, such as determining prices for unbundled network dements12) The
Commission has not considered the appropriateness of this mode for any other purposes, and we have
cautioned parties from making any clamsin other proceedings based upon the input values adopted in the
Inputs Or der (126)

42. Conggtent with the gods of federal universa service support discussed above, the new forward-looking
support mechanism will compare the average codts of providing supported servicesin agiven areato the
national benchmark, provide support for costs exceeding the nationa benchmark, and then target that
support based on wire-center costs, so that the amount of support available to a competitor depends on the
cost leve of the wire center. In this section, we examine the area over which costs should be averaged; the
level of the national benchmark; the amount of support to be provided for costs above the nationa
benchmark; the dimination of the state share requirement; and the method for targeting statewide support
amounts.



1. Area Over Which Costs Should Be Aver aged

a. Background

43. In the Second Recommended Decision, the Joint Board weighed severa options for the area over
which costs should be averaged.@ Recognizing that Sates have a substantid rolein preserving universal
service and "can be expected to participate as full partners’ with the Commission, the Joint Board
considered the use of statewide average costs to determine the need for universal service support. 128! The
Joint Board observed that statewide averaging could require some states to creste mechanisms to transfer
support among non-rurd carriersin different study aress129) Because the Joint Board believed that the
short lead time before implementation of the new forward-looking mechanism would not be sufficient for
some states to create such mechanisms, it declined to recommend a statewide approach 232 |nstead, the
Joint Board recommended that costs be averaged at the study arealeve {3 Although the Joint Board
recognized that determining codts a the wire center level alows for amore granular measure of support, it
concluded that, as between the study area and wire center approaches, the study area approach would
"properly measure the support responsibility that ought to be borne by the federad mechanism given the

current extent of local competition."(132)

44, Ingtead of adopting a particular approach in the Seventh Report and Order, the Commission sought
comment on the appropriate area over which costs should be averaged 133! Speifically, the Commission
asked commenters to consider the wire center level, the unbundled network eement (UNE) cost zone leve,
and the sudy arealeve {134 The Commission also described the perceived benefits and drawbacks of each
of those approaches 132}

b. Discussion

45. Federal and State Roles. After further consultation with the Joint Board, we believe that the federa
mechanism should cal culate support levels for non-rurd carriers by comparing the forward-looking costs of

providing supported services, averaged at the statewide leve, to the nationd benchmark 436) Of dll the

potentia approaches suggasted,(ﬁl we believe that statewide averaging is the gpproach most consistent
with the federa role of providing support for intrastate universal service to enable reasonable comparability
of rates among states. Federd high-cost support is generated through contributions by al interstate
telecommunications carriers for purposes of providing support to high-cost states. This has the effect of
shifting money from relaively low-cost sates to reatively high-cost Sates. By averaging costs &t the
Satewide leve, the federal mechanism compares the relative costs of providing supported servicesin
different states. The federa mechanism will then provide support to carriers in those states with costs that
exceed the nationd average by a certain amount, i.e,, the nationa benchmark (135 percent of the nationa



average) (138) This gpproach ensures that no state with costs greater than the nationa benchmark will be
forced to keep rates reasonably comparable without the benefit of federa support. By averaging costs & the
gatewide leve, the federal mechanism is designed to achieve reasonable comparability of intrastate rates
among states based soldly on the intergtate transfer of funds.

46. The sates, in contrast, have the primary responsibility for ensuring reasonable comparability of rates
within their borders. The federd mechanism leaves this Sate role intact, but provides support to carriersin
sates with average cogts substantialy in excess of the nationd average. With the dimination of the Sate
share requirement, 129 no state resources are relied upon by the federal mechanism in providing support for
costs above the benchmark. This permits the states to use their substantial resources to achieve the goa of
reasonably comparable rates within states. In many cases, States have brought their resources to bear
through rate averaging and other forms of implicit support. Recently, some states have created explicit
support mechani sns 249 we recognized the states jurisdiction over intrastate support in the Seventh
Report & Order, when we observed that "the erosion of intrastate implicit support does not mean that
federa support must be provided to replace [it]. Indeed, it would be unfair to expect the federal support
mechanism, which by its very nature operates by transferring funds among jurisdictions, to bear the support
burden that has historically been borne within a state by intrastate, implicit support mechanisms" 443 Thus,
we bdlieve that statewide averaging, together with the rest of the methodology we adopt today, is consstent
with the division of federd and state responsihility for achieving reasonable comparability for non-rurd
cariers.

47. Joint Board. We aso find that averaging costs a the statewide level is consstent with the Joint Board's
vison for the scope and purpose of the federal high-cost support mechanism. The Joint Board noted thet this
Commission aone has the ability to implement a support mechaniam that transfers support from one sate to
another;142) and stated that federal support should be provided to achieve reasonably comparable rates
across states 143 The Joint Board envisioned that the states should have the primary responsibility for
ensuring reasonable comparability within states 244! Although the Joint Board recommended averaging costs
at the study arealevel instead of the statewide leve, it did so based on its concern that there would be
insufficient time before implementation of the new federal mechanism for some states to adopt the necessary
mechanisms to transfer support among non-rura carriersin different study areas within a particular sate149)
The carrier-by-carrier interim hold-harmless gpproach that we adopt today, however, dleviates the Joint
Board's concern.246) Under that approach, each non-rural carrier within a state will receive no less support
under the new mechanism than it receives under the current mechanism. Because the carrier-by-carrier
interim hold-harmless gpproach will be in effect for up to three years from implementation of the new
forward-looking mechanism, states have no immediate need to transfer support among study areas within
their borders242) |n addition, states should have ample time to implement whatever Sate mechanisms are
necessary to achieve such transfers before the Commission reviews the need for a hold-harmless provision.
Therefore, the only impediment to statewide averaging identified by the Joint Board - lack of sufficient time
for sate action - has been removed by the carrier-by-carrier interim hold-harmless provision.



48. Alternative Approaches. We have carefully reviewed the dternatives to Satewide averaging, and in the
context of non-rura carriers, in light of the overall methodology we adopt here and the specific
circumstances before us, we conclude that statewide averaging is the best approach to further the goa's of
section 254, while respecting the historical federa and state roles for universa service. There are severd
benefits to statewide averaging. Statewide averaging considers costs averaged with regard to state
boundaries, thereby taking into consideration each state's authority and ability to achieve reasonable
comparability of rates within its borders. We recognize that averaging at the study area, UNE cost zone, or
wire center levels would have the advantage of providing a more granular measure of support, and that

granularity of support is a desirable goal in a competitive marketplace. 148! Given the specific circumstances
and purposes we address here, however, we believe that statewide averaging, coupled with our decision to
target the distribution of support to wire centers with the highest costs in a state, better balances the god of
targeting support to high-cost areas againg the recognition that states can and should satisfy their own rate
comparability needs to the extent possible before drawing support from other Sates.

49. For example, assume that the Commission chose to average costs a the wire center level 149 Under
this gpproach, the costs of providing supported services in individua wire centers would be averaged
together to arrive a a nationa average cost per wire center. Wire centers with costs that exceed the national
benchmark would receive support. Because the cogts in high-cost wire centers in a given state would not be
averaged first with lower-cost wire centersin the same state, wire center averaging would ignore the sate's
authority and ability to ensure reasonable comparability of rates within its borders. Stated another way, the
federa mechanism would shift funds from low-cost wire centers (and customers) in other statesto fund high-
cost wire centersin the sate at issue, and would do so without giving the state the opportunity to support its
high-cost wire centers with funds from its low-cost wire centers.

50. The same issue arises if codts are averaged at the UNE cost zone level {150 pyrsyant to our UNE cost
zone rules, state commissions must set different rates for eementsin a least three defined geographica areas
within the ate to reflect geographic cost differences, and may employ existing density-related zone pricing
plans or other cost-related zone plans established pursuant to state law. 221 Under a UNE cost zone
approach to averaging forward-looking costs, cogtsin individual UNE cost zones would be averaged
together to arrive at anationa average cost per UNE cost zone. UNE cost zones with costs greater than the
benchmark would receive support. Asin the wire center gpproach, the federa mechanism would provide
support to high-cost UNE cost zones in a state, without regard to the state's authority or ability to ensure
reasonable comparability of rates within its borders. In providing such support, the federa mechanism would
shift funds from low-cost UNE zones in other states to high-cost UNE zones in the subject state, thus
saddling ratepayers in other states with burdens more appropriately placed on ratepayers in the subject Sate.
Additiondly, athough we expressed concern in the Seventh Report and Order that averaging costs over an
arealarger than the UNE cost zone could result in opportunities for arbitrage or other uneconomic activities,
our concern was based on the assumption thet al lines within that larger geographic areawould be digible

for the same amount of support, even though UNE prices would differ among UNE zones 122 Because the
new federal mechanism calculates the amount of support a the statewide level, but targets that support to

high-cost wire centers within the state 223 dl lines within astate are not digjible for the same amount of
support. Thus, the potential for arbitrage or other uneconomic activity is reduced. 124



51. Study area cost averaging suffers from the same infirmities as wire center or UNE cost zone averaging.

(159) | many states, only one non-rural carrier provides service. In such states, the state boundary and the
study area boundary are the same. Some states, however, possess more than one non-rura carrier, and thus

more than one study area136) Thus, under asudy area averaging gpproach, cogtsin individuad study areas
would be averaged together to arrive at a national average cost per study area. Study areas with costs
greater than the benchmark would receive support. The federd mechanism, therefore, would shift funds from
low-cost study areasin one state to high-cost study areasin another state without regard to the recipient
state's authority or ability to provide support for costs within its borders. In addition, such afedera
mechanism could provide greater support to a state with more than one study area than it would to a state
with asingle study area, even though both states have the same average forward-looking costs on a
datewide level, thus discriminating againgt a state that has only one non-rurd study area. For example,
assume that a gate with asingle study area has average costs below the benchmark and therefore does not
receive forward-looking support. Assume that another state has the same average statewide costs below the
benchmark, but has two study areas, one with costs above the benchmark and one with costs below the
benchmark. Under astudy area averaging gpproach, the federal mechanism would provide support for the
high-cost study area even though the Statewide average cost is below the benchmark. This result would
burden the federd support mechanism (and thus dl ratepayers) with providing support for a state thet,
through happenstance, has more than one non-rural carrier, and therefore more than one study area. Such
support should instead be provided by the datein its role as the primary ratemaking authority and provider
of support within its borders.

52. Severd commenters have suggested nonetheless that a decison by the Commission to average costs
over alarge geographic areais merely an arbitrary way to restrain the size of the fund created by the new

forward-looking support mechani snd50 we reject this assertion. Congress stated that the Commission
shdl establish specific, predictable, and sufficient mechanisms to preserve and advance universa service.
(158) Moreover, the Fifth Circuit approved the Commission's use of a methodology based on forward-
looking cost models for thistask "[a]s long as [the Commission] can reasonably argue that the methodol ogy
will provide sufficient support for universal service . . . "52 Thus, despite our general agreement with the
Joint Board's conclusion that the federd fund should not increase subgtantidly at thisti me 182 our primary
god in this proceeding must be to provide sufficient universal service support to enable reasonable
comparahility of rates among states 262 We meet this policy godl, however, in amanner consistent with the
federd role for providing universa service support, which, as discussed above, we find to be transferring

funds among states 262! Accordingly, we conclude that statewide averaging of forward-looking costsis the
appropriate means for achieving the federal mechanism's primary god of enabling reasonable comparability
of rates among states.

2. National Benchmark



a. Background

53. In the Second Recommended Decision, the Joint Board recommended that the Commission consider a

national benchmark in the range between 115 and 150 percent of the national average cost per line 153}
While most commenters supported the use of anational benchmark, many were reluctant to comment on the
Joint Board's recommendation in the absence of a more findized cost modd. Therefore, we sought further
comment in the Seventh Report and Order on the Joint Board's recommended range and urged
commenters to formulate their comments using the updated cost mode outputs available as aresult of the

Inputs Further Notice. 254 We received numerous comments in response to this request 262 Commenters
proposed benchmarks ranging from 80 percent to 200 percent of the nationa average forward-looking cost

per line158) For the reasons discussed below, we select 135 percent as the appropriate national cost
benchmark.

b. Discussion

54. In establishing a nationa cost benchmark to enable reasonably comparable rates among states, we
observe that the 1996 Act does not define the term "reasonably comparable.” We find that Congresss use
of the term "reasonably” indicates its recognition that the task of setting federa support amountsisnot an
exact science. Accordingly, consistent with our interpretations of "reasonableness’ provisons elsewherein
the Statute, we conclude that the term "reasonably comparable' leaves us substantid discretion to determine
what is reasonable, including the manner in which we make that determination. The Joint Board interpreted
the reasonable comparability standard to refer to afair range" of urban and rura rates both within a state's

borders, and among states nationwi de 182 |n the Seventh Report and Order, the Commission adopted the
Joint Board's interpretati on158) The Commission recognized, however, that reasonably comparable does

not mean that rate levelsin dl dates, or in every areaof every state, must be the same 389 Therefore, we
believe that reasonably comparable must mean some reasonable level above the national average forward-
looking cost per ling, i.e., greater than 100 percent of the nationa average. In interpreting "reasonably
comparable," we must consider the burden placed on below-benchmark states (and ratepayers) whose
contributions fund the federd support mechanism. We aso must ensure that the benchmark we sdlect, when
taken together with other aspects of the overdl funding mechanism, dlows for universa service support that
IS specific and predictable,

55. We conclude that the level of the nationa benchmark should be set at 135 percent of the nationa
average forward-looking cost per line for non-rurd carriers. The federal mechanism will provide support for
costs that exceed this nationd benchmark. A national benchmark of 135 percent fals within the range
recommended by the Joint Board, and ensures that no state will face costs greater than 35 percent above the
national average cost per line. Moreover, setting the benchmark at 135 percent of the nationa average
forward-looking codt is consistent with the precedent of the exigting support mechanism and the comments
we have recelved. The current mechanism begins providing support for costs between 115 and 160 percent
of the national average cost per line, based on carriers books, and the vast mgority of non-rurd carriers



receive al their current support for costsin this range 2% The new national benchmark of 135 percent is
near the midpoint of this range. Commenters generaly proposed benchmark level s between 80 and 200

percent of the nationwide average.(m) Vermont and US Wes, for example, advocated benchmarks of 80
percent and 115 percent, respectively. (172 California stated that it uses an affordability benchmark of 150
percent. 73 CBT, Sprint, and Western Wireless also advocate a 150 percent benchmark, and AT& T urges

us to use a 200 percent benchmark {224 Thus, the 135 percent benchmark is a reasonable compromise of
commenters proposds. By adopting this benchmark, we do not mean to suggest that we could naot, in
consultation with the Joint Board, determine that a different level of benchmark is gppropriate in future
proceedings. In the context of non-rura carriers, and in light of the overal methodology we adopt here and
the specific circumstances before us, however, we bdieve that the benchmark we adopt appropriately
balances various gods under the statute. These gods include, among others, sufficiency, specificity, and
predictability, as well asthe need to achieve rate comparability. In addition, we have dso attempted to
ensure that the fund is no larger than necessary, and to minimize burdens on carriers and consumers that
contribute to universal service mechanisms.

56. We believe that thislevel of support will provide states with the ability to provide for a"fair range’ of

urban and rural rates within their borders 22 and will be sufficient to "prevent pressure from high costs and
the development of competition from causing unreasonable increases in rates above current, affordable

levels"478) Because no state will face costs, net of federal support, that exceed 135 percent of the nationa
average, the federal mechanism will prevent excessve upward pressure on rates caused by high cogts. This
will remain true even as competition develops and pushes prices toward economic cost. We therefore find

that usng abenchmark set at 135 percent of the nationd average forward-looking cost per line will, at this
time, in light of the facts before us, provide sufficient support to enable reasonably comparable rates.

57. We recogni ze that, irrespective of our palicies, the development of competition may place pressure on
implicit support mechanisms at the dtate level. For example, states that use above-cost pricing in urban aress
to subsidize below-cost service in rurd areas may face pressure to deaverage rates as competitors begin to
offer cost-based rates to urban customers. Although this development may compromise states ability to
facilitate universal service using implicit support, it should not compromise states ahility to facilitate universa
sarvice through explicit support mechanisms. In addition, we do not beieve it would be equitable to expect
the federa mechanism - and thus ratepayers nationwide - to provide support to replace implicit state support
that has been eroded by competition if the State possesses the resources to replace that support through
other means a the state leve. This gpproach is consstent with our discussion, above, of the gppropriate,
respective roles of the Sate and federd jurisdictions in providing universal service support.

58. We dso believe that anational benchmark of 135 percent strikes afair balance between the federd
mechanism's responsibility to enable reasonable comparability of rates among states and the burden placed
on below-benchmark states (and ratepayers) whaose contributions fund the federal support mechanism. We
recognize that salecting the national benchmark is not an exact science. We conclude, however, that a
nationa benchmark of 135 percent of the nationd average cost per line will dlow the federd mechanism to



provide sufficient support pursuant to the Act22 while a the same time minimizing the burden on those
who fund the federal support mechanism. Moreover, we believe that, given the specific circumstances here,
the mechanism we adopt today is consstent with the Joint Board's conclusion that the federa high-cost
support fund should be only as large as necessary, congstent with other requirements of the law.

59. Some commenters have suggested that our choice of abenchmark will necessarily be arbitray,(1—781 and

some have suggested that we will intentiondly set the benchmark with an eye to minimizing the sze of the
federd support mechanisn22 we reject these claims. We remain committed to the objective that the fund
not be any larger than is necessary to achieve the various gods of section 254. As noted above, we have
attempted to set a benchmark level that provides sufficient support to enable reasonably comparable rates,
as the statute requires. To do so, we have rdied on the Joint Board's recommendations, the existing
mechanism, and commenters proposals to arrive a abenchmark level that reasonably ba ances the roles of
the states and the federd mechanism to meet the statutory goals.

3. Support for Costs Above the National Benchmark

a. Background

60. In the Seventh Report and Order, the Commission recognized that there is atension between the god
of preventing the fund from growing substantialy and the god of ensuring that support is targeted directly to

the high-cost aress that need it most. 282 |n light of the Joint Board's recommendations and commenters

suggestions, the Commission proposed five methods for resolving this tension. 481 Four of those proposal's

sought to average cogts over ardatively smdl area (the wire center or UNE cost zone level), while limiting
the size of the fund by providing less than 100 percent of the support for costs above the nationa
benchmark. The remaining proposal sought to average costs over alarger area (the study arealeve), while
targeting the resulting support amount to the highest cost areas within that large area182) |n this section, we
address the four proposas to limit the sze of the fund by: (1) providing only auniform percentage of the
support otherwise indicated by costs exceeding the benchmark level; (2) capping the amount of support
available to any particular sate at a fixed percentage of the overal fund; (3) raisng the benchmark; or (4)
employing incrementd funding levels for costs above the selected benchmark smilar to the existing high-cost
loop support mechanism (i.e., a step function benchmark).483) Commenters offered varying degrees of
support for each of these methods:184)

b. Discussion



61. All of the proposals to limit the Size of the high-cost support mechanism assume that costswill be
averaged at the wire center or UNE cost zone level. As discussed above in section 1V.C. 1., however, we
have concluded that averaging costs below the statewide level is not the most gppropriate means for the
federd support mechanism to achieve the gods of the Act. We recognize that our primary misson in this
proceeding isto congtruct afedera mechanism that provides sufficient support,@ and we conclude that
using one of the proposas described above to limit the amount of support available to states from the federd
mechanism would not provide sufficient support and would be contrary to Congresss gods and the Fifth
Circuit's decison. Therefore, we rgect al four of these proposals.

62. We observe, however, that providing support for dl loop costs that exceed the federal benchmark

would not properly take account of our separations rules. 189 pyrsuant to the Separations process,
incumbent carriers currently recover, through interstate access rates, a portion of their book costsfor all
components necessary to provide supported services, e.g., loop costs, switching costs, etc. Our separations
rules specify the percentage of costs that will be recovered through interstate rates 282 In producing cost
eslimates, the cost mode estimates only the forward-looking intrastate (i.e., separated) costsfor al of the
components necessary to provide supported services, with three important exceptions: loop cogts, port
costs, and local number portability (LNP) costs. The mode's estimates for loop and port costs consist of
both the intrastate and inter state (i.e., unseparated) costs of the loop and port. The model's estimates of
LNP costs consst solely of interstate costs. In this Order, we are addressing support to enable the
reasonable comparability of intrastate rates. It would therefore be inappropriate for usto address cogsin
this Order that are recovered through interstate rates, as these codts, or their recovery, will not directly affect
Intrastate rates. Our methodology must therefore account for the percentage of costs that are recovered in
the interstate jurisdiction in determining how much support should be provided to enable the reasonable
comparability of intrastate rates.

63. Our current separations rules alow carriersto recover 25 percent of their book loop costs through
interdtate rates. Carriers also recover 15 percent of their book port costs, on average, through interstate
rates, and 100 percent of their LNP costs through the federal LNP cost recovery mechanism. 288 we
therefore conclude that the forward-looking mechanism will calculate support based on 75 percent of
forward-looking loop costs, 85 percent of forward-looking port costs, and O percent of forward-looking
LNP costs, aswell as 100 percent of dl other forward-looking costs determined by the cost model. Based
on the percentage of forward-looking costs that the intrastate portion of each of these items represents, we
have determined that together they represent 76 percent of total forward-looking costs. 182 Therefore, we
conclude that the federal mechanism should provide 76 percent of the portion of the forward-looking cost of
providing the supported services that exceeds the national benchmark. 4229 We emphasize that this will not
undermine the federa mechanism's ability to provide sufficient support.@ Rather, it is merdy a safeguard
to ensure that our mechanism adequately takes account of our separations rules and the division of cost
recovery responsbility set forth in those rules. If necessary, we will adjust this support amount in light of
further developmentsin our ongoing separations and access charge reform proceedings.

4. Elimination of the State Share Requirement from the Forwar d-L ooking Support M ethodology



a. Background

64. In the Second Recommended Decision, the Joint Board recommended that the methodology for
determining federa high-cost support amounts should take into account the tates ability to support ther
own universal service needs internally through their own resources 222! The Joint Board recommended that
federd support be provided only for costs that exceed both the nationa benchmark and the states ability to
support their own universal service needs 23 Several members of the Joint Board, however, believed that
the federa support methodology should not account for the states ability to support their own universal
service needs because doing so would be inconsistent with the rest of the methodology proposed by the
Joint Board.124)

65. In the Seventh Report and Order, the Commission adopted the Joint Board's recommendeation that the
federa support mechanism take into account the states ability to support universa service interndly, i.e,, the
Sate share requi rement.(1%) Specificdly, the Commission concluded that a set dollar amount per line would

be an appropriate method by which to ascertain a gate's internd ability to achieve reasonable comparability

of rates1%) The Commission then sought comment on the level of that set dollar amount per line222)

b. Discussion

66. After further consultation with the Joint Board, we conclude that determining support amounts for non-
rurd carriersin each state based on statewide averaged costs will, under these specific circumstances, more
accurately reflect each state's ability to support universal service with its own resources than would imputing
a per-line amount to each state to support universal service internaly. Therefore, we reconsder and iminate

the State share requirement from the methodology adopted in the Seventh Report and Order (198)

67. Wefind that thisresult is consstent with both section 254 and the Joint Board's overarching
recommendation that federal support not be dependent on any particular state action and that "'no state can
or should be required by the Commission to establish an intrastate universal service fund."@22 We conclude
that the Joint Board's genera recommendation, namdly that the Commisson abstain from requiring any sate
action as a condition for receiving federd high-cost universal service support (other than state certifications),
(200) represents the best policy choice at thisti me 29 Furthermore, we conclude that, together with the
statewide averaging approach discussed above in section 1V.C.1., the dimination of the state share
requirement better fosters the Joint Board's god of ensuring that the states ability to provide for universd



savice needs within their bordersis reflected in the federal mechaniam. Thus, we reconsder and diminate
the state share requirement from the methodology for the forward-looking high-cost support mechanism for
non-rurd carriers.

5. Targeting Statewide Support Amounts

a. Background

68. Under the methodology that we have adopted above, the forward-looking federa mechanism
determines the amount of support to be provided to each state by comparing the average Statewide cost per
line for non-rurd carriersto the nationa benchmark of 135 percent of the nationa average cost per line for
non-rura carriers. The mechanism then provides support for 76 percent of the costs per line that exceed the
benchmark. The tatewide average amount of support per line indicated for a particular state, multiplied by
the number of linesin that state within non-rura carriers study areas, equals the total amount of support

provided to non-rural carriersin the state.(292)

69. In the Seventh Report and Order, the Commission proposed that, instead of taking the tota amount of
support provided and making it available to dl carriersin auniform amount per line, the total amount of
support should be targeted so that more support is available in high-cost wire centers:2%) The Commission
observed that this gpproach would ensure that support reaches the areas that need it the most, and "would
not significantly increase the ze of the fund."(?%) The Commission aso tentatively concluded that, if the
federa support amount based on forward-looking costs provides only a portion of the support for acarrier's

wire centers, then support should be adlocated among al linesin those high-cost wire centersin apro rata

manner (209

b. Discussion

70. We conclude that, after the total amount of forward-looking support provided to carriersin a particular
state has been determined in accordance with the methodology set forth above, which is based on statewide
average costs, the tota support amount will then be targeted so that support is only available to carriers
serving those wire centers with forward-looking costs in excess of the benchmark, and so that the amount
available per line in a particular wire center depends on the relative cost of providing service in that wire
center (26) This targeting gpproach has two main effects. Firdt, once the forward-looking mechanism
caculates the tota amount of support available within a sate, the targeting gpproach determines which
carriers receive support, and how much support is provided to each carrier. Second, the targeting approach



determines the amount of support that is available to a competitive carrier that captures linesfrom an
incumbent carrier (220

71. Asdiscussed above in section 1V.B., the primary role of the federal mechanism isto transfer funds
among dates, while sates are primarily responsible for transferring funds within their borders. Our targeting
gpproach is congstent with this determination. The totad amount of support available within the state is based,
as discussed above, on statewide costs - not wire center costs - relative to the federal benchmark. If we did
not target support, then the same amount of federa support would be available for any line served by a
competitor within the state. Thus, support would be available, for example, to competitors that serve only
low-cogt, urban lines, regardless of whether the cost of any of the lines served exceeds the benchmark. This

result would creste uneconomic incentives for competitive entry,2%8) and could result in support not being
used for the purposes for which it was intended, in contravention of section 254(e).(@1

72. In the Seventh Report and Order, the Commission described this targeting process as follows. "if we
were to determine tota support amounts in each study area by running the model to estimate costs at the
study arealeve, [we propose] to distribute support by running the mode again at the wire center level in

order to target support to high-cost wire centers within the study area" @9 We dlai fy that this process does
not involve running the modd more than once. The cost model, by design, calculates codts at the wire center
level. The wire center cogts generated by the model can then be averaged together, as desired, at higher
levels of aggregation, such asthe UNE cost zone leve (assuming UNE cost zones are composed of wire
centers), the study arealevel, or the statewide level. Thus, the modd only needs to be run once to determine
forward-looking costs for whatever methodology is selected.

73. Under the methodology we adopt today, the mode's wire center costs are averaged at the Statewide
level and atota statewide support amount is determined. That total statewide support amount isthen
targeted, based on the individua high-cost wire center costs in the state, as previoudy determined by the
cost modd, that are above the benchmark. For example, assume that a state has three wire centers with ten
lines in each wire center. Assume that the average forward-looking cost per linein each wire center isas
follows: Wire Center 1 - $20, Wire Center 2 - $30, Wire Center 3 - $40. Thus, the statewide average cost
per lineis $30 ((($20 x 10) + ($30 x 10) + ($40 x 10)) / 30 lines). Assume further that the nationd
benchmark equates to $25 per line. Using the statewide methodol ogy adopted above, the total amount of
support provided to the carriers in the state would be $114.00 (($30 - $25) x 30 lines x 76%), or $3.80 per
line per month of untargeted support. Under the targeting approach, however, this support is distributed to
carriers sarving linesin the highest-cost wire centers, based on the difference between costs in that wire
center and the benchmark, the number of lines served, and a pro rata factor. Any carrier serving cusomers
in the low-cost wire center receives no support. Targeting support to high-cost wire centers requires three
caculations. Firgt, support is calculated separately for each wire center (wc-scale support). Wire Center 1is
not entitled to any support because its cost is below the benchmark. Wire Center 2's we-scale support
would be $38.00 (($30 - $25) x 10 lines x 76%). Wire Center 3's we-scale support would be $114.00
(($40 - $25) x 10 lines x 76%). Second, a pro-rating factor is caculated for the state. Total we-scale
support for both wire centersis $152 ($38.00 + $114.00). Because only $114.00 of support isavailablein



the state, each wire center will receive 75 percent ($114 / $152) of its we-scale support. Third, the pro-
rating factor is applied to each wire center digible for support. In Wire Center 2, support will be $2.85 per
line ($38.00 x 75% / 10). In Wire Center 3, support will be $8.55 per line ($114.00 x 75%/ 10). Total
support in the state, distributed in thisway, is $114.00 (($2.85 x 10) + ($8.55 x 10)). The targeting
mechanism, therefore, provides support to carriers serving the highest cost customers, but within the overal
limit on the gtate's support amount from the federa mechanism.

74. By comparison, auniform digtribution in the hypothetical state described above would result in dl linesin
the state receiving $3.80. Thus, even though a carrier serving lines in Wire Center 1 has costs ($20) below
the benchmark ($25), it would receive a substantiad amount of support ($3.80) for those lines, resulting in a
windfal for the carrier and an artificia incentive for other carriers to compete in that wire center. At the same
time, dthough the carrier serving linesin Wire Center 3 has costs ($40) above the benchmark ($25), it
would receive a support amount ($3.80) substantialy below its costs, thereby discouraging competitive entry
in that wire center and placing increased pressure on the state to provide additiona support.

75. By targeting the total amount of support to high-cost wire centers, the federal mechanism avoids the
inefficiencies and potentia market distortions that could be caused by digtributing federd support on a
uniform statewide bass. We believe that this distribution methodology ensures that federa high-cost support
provided by state-to-gtate transfers will flow to carriers serving the high-cost areas within each dtate.

76. After further consultation with the Joint Board, we recognize that some states may wish to have federd
support targeted to an area different than the wire center, e.g., the UNE cost zone, in order to achieve the
individua state ratemaking goals unique to a particular state 21 We believe that such an approach is
congstent with the states primary role in ensuring reasonable comparability within their borders and would
give the states a degree of flexibility in reaching that god. Therefore, we conclude that a state may filea
petition for waiver of our targeting rules, asking the Commission to target federa support to an area different
than the wire center. Such a petition should include a description of the particular geographic level to which
the state wishes federd support to be targeted, and an explanation of how that approach furthers the

preservation and advancement of universal service within the state (212

D. Interim Hold-Harmless Provision

1. Background

77. In the Seventh Report and Order, the Commission concluded that, congstent with the Joint Board's



recommendations, a hold-harmless provison should be included with the new federa high-cost support
mechanism for non-rurd carriers to ensure that the amount of support provided under the new mechanism s

no less than the amount provided under the existing mechanism 213! The Commission found that this hold-
harmless provision was necessary to prevent substantia reductions of federal support and any rate shock

that may occur when the new federal mechanism goes into effect (224 \While the Commission agreed in
principle that a hold-harmless provison should be adopted, it sought further comment in the Seventh Report

and Order on the exact operation of the hold-harmless provision 222 Specifically, the Commission sought
comment on whether the hold-harmless provision should be implemented on a state-by-state basis or on a
carrier-by-carrier basis (i.e., on whether the hold-harmless provision should ensure that no state receives

less support than it receives under the current mechanism, or that no carrier should receive lessthan it

receives under the current mechanism) (218) |f 3 state- by-state hold-harmless approach were adopted, the

Commission sought comment on how such a provision would alocate support anong non-rurd carriersin a

sateif the state hold-harmless amount was not sufficient to fully hold each carrier harmless 212 Assuming a

state-by-state approach, the Commission aso asked whether federa support should be distributed directly

to state commissions{418)

2. Discussion

78. We conclude that the new federa high-cost support mechanism will contain an interim hold-harmless
provision that provides hold-harmless support on a carrier-by-carrier basis. That is, no carrier will receive

less support, on a per-line basis A2 than it would have received if we had continued to provide support
under the exigting high-cost support mechanism. To accomplish this result, we shdl caculate interim hold-
harmless support pursuant to the existing high-cost support mechanism for non-rurd carriersin Part 36 of

our rulesfor the duration of the interim hold-harmless provis'on.@ Interim hold-harmless support aso shall
include LTS under section 54.303 of our rulesfor those non-rurd carriers that would otherwise be digible

for LTSif we had continued to provide support under our existing high-cost support mechanismZ2L) To the
extent that a carrier quaifies for forward-looking support, in an amount greater than it would recelve
pursuant to the existing mechanism, the carrier shdl recelve support based soldy on the forward-looking
methodology. To the extent that a carrier does not qualify for forward-looking support, or qudifies for
forward-looking support in an amount less than it would receive pursuant to the existing mechanism, the
carrier shdl receive interim hold-harmless support based solely on the existing support mechanism in Part 36
of our rules, and, if gpplicable, LTS under section 54.303 of our rules. Thus, we will ensure that no non-rura
carrier will receive less support on a per line basis than it receives under the current mechanism.

79. Existing federd high-cost support under Part 36 and section 54.303 is calculated on a carrier-by-carrier
basis and is reflected in the recipient carrier's rates. Our continuation of the high-cost support mechanism
under Part 36 and section 54.303, as an interim hold-harmless provision, therefore, effectively adopts a
carrier-by-carrier hold-harmless gpproach. The mgority of commenters supporting a hold-harmless
provison arein favor of acarier-by-carrier approach.@ We believe that a carrier-by-carrier hold-
harmless provison is necessary to ensure that no sudden or undue disruption in consumer rates occurs during



the trangtion to the new federa high-cost support mechanism based on forward-looking economic costs.
Moreover, as discussed abovein section 1V.C.1., an interim carrier-by-carrier hold-harmless provision
ensures that states will not have to take immediate action to transfer funds among carriers within their
borders as aresult of our decison to average costs a the statewide level.

80. We emphasize, however, that we do not intend for the continuation of high-cost support under Part 36
and section 54.303 as an interim hold-harmless provision, to insulate carriers from changesin their support
amounts due to changed circumstances unrelated to the rules adopted in this Order. If a carrier becomes
indigible for high-cost universal service support after January 1, 2000, then the carrier shal not continue to
receive hold-harmless support under Part 36 or section 54.303 of our rules. In addition, our continuation of
support under Part 36 and section 54.303 as an interim hold-harmless provison ensures that, if the carrier's
high-cost universal service support would have changed under the existing mechanism after December 31,
1999, then the carrier's hold-harmless support will be adjusted to reflect that change. We believe that
computing hold-harmless support under Part 36 and section 54.303 of our rules on an ongoing basisisa
better policy choice than smply "freezing" support levels as of a certain date22) Freezi ng hold-harmless
support could provide windfalls, or create hardships, for carriers that should have experienced changesin
their support amounts through the normal operation of Part 36 and section 54.303. Therefore, we regject the
frozen hold-harmless approach.

81. We recognize that an interim carrier-by-carrier hold-harmless provison may increase the Sze of the

federal high-cost fund dightly when compared to a state-by-state hold-harmless provision {222 Nonetheless,

we agree with commenters that this concern is outweighed by the potentid for rate shock in high-cost areas

during the transition to a forward-looking mechanism if carriers are not fully held harmless 222! Under the

interim carrier-by-carrier hold-harmless provision that we adopt today, the amount of federa high-cost
support provided to each non-rural carrier will be the greater of the amount indicated by the new forward-
looking support mechaniam, or the explicit amount of federd high-cost support that the carrier would
receive, on a per-line basis, under the operation of the existing high-cost support mechanism at Part 36 and
section 54.303 of the Commission's rules(229) Specificdly, dl carrierswill continue to report cost and loop
count data pursuant to Part 36222 |n the event that carriersin a particular state do not qualify for forward-

looking support pursuant to Part 54(228) of our rules because the statewide average forward-looking cost

per lineis below the nationa cost benchmark, or the amount determined pursuant to section 54.309 of our
rulesisless than the amount that would be determined under Part 36 and section 54.303, then those carriers
shdl receive interim hold-harmless support pursuant to Part 36 and, if gpplicable, section 54.303{229 This
provison will ensure that no non-rurd carrier receives less federa high-cost universal service support per line
under the new mechanism than it receives under the current mechanism.

82. Rather than smply making available a uniform hold-harmless amount to each non-rurd carrier, however,
we conclude that hold-harmless support must be targeted for competitive purposes to the high-cost wire
centers served by anon-rura carrier. We bdlieve that targeting hold-harmless support to individua wire
centersis necessary for many of the same reasons that we chose to target forward-looking support to



individuad wire centers. By targeting hold-harmless support to individua wire centers, we can encourage
competitive entry in high-cost wire centers. Targeting aso avoids the economic inefficiencies that could be
caused by making hold-harmless support available to competitors on a uniform basis among dl of the wire
centers served by a carrier, such as arbitrage between deaveraged UNE rates and averaged support in low-
cost wire centers.

83. Because the interim hold-harmless support provided pursuant to Part 36 and section 54.303 of our
rules, unlike forward-looking support, will be based on carriers book costs rather than the forward-looking
methodology, the amount of hold-harmless support provided is not related to the leve of the nationd
benchmark. Thus, during the limited period for which hold-harmless support is available, certain carriers may
receive support for costs that are below the national benchmark for forward-looking support. To ensure that
hold-harmless support is available in the highest cost wire centers, we adopt a method for targeting hold-
harmless support that is dightly different than the method we adopted for targeting forward-looking support.

(230) Specificaly, as discussed in the following paragraph, we adopt a cascading approach to target hold-
harmless support, so that a carrier's highest-cost wire centers receive support before its lower-cost wire
centers receive support. Thus, while the tota amount of interim hold-harmless support available to a carrier
Is determined pursuant to Part 36 and section 54.303, that amount is targeted to the carrier'sindividua wire
centers based on the forward-looking costs of providing supported services in those wire centers as
determined pursuant to section 54.309 of our rules. As we explained above in section IV.C.5., carriers will
receive lump sum support payments, and the states can direct carriers to spend the federa supportina
manner cons stent with section 254(e), though not necessarily in the wire center to which the support was
targeted. By targeting hold-harmless support, however, the federd mechanism ensures that, in awire center
where the incumbent is receiving hold-harmless support, a competitor will receive an amount of support that

is related to the costs in that wire center (231

84. For example, assume a sate has a single carrier with three wire centers in the state and ten lines in each
wire center. Assume that the average forward-looking cost per line in each wire center is as follows: Wire
Center 1 - $15, Wire Center 2 - $20, Wire Center 3 - $25. Thus, the statewide average cost per lineis $20
(($150 + $200 + $250) / 30 lines= $20/ line). Assume further that the national benchmark equates to $22
per ling, and therefore the carrier receives no forward-looking support under the forward-looking
methodology in Part 54 of our rules, which averages codis a the statewide level. Also assume that the carrier
receives atotal of $90 of interim hold-harmless support as determined pursuant to Part 36 of our rules.
Under our targeting approach, the hold-harmless support is distributed first to the wire center with the
highest costs until that wire center's costs, net of support, equd the costs in the next most expensive wire
center. This process continues in a cascading fashion until all support has been digtributed. In this example,
the first $50 of hold-harmless support ($5 per line) would be digtributed to Wire Center 3, so that the
average forward-looking cost in Wire Center 3, net of hold-harmless support, is reduced to $20 per line.
This places Wire Center 3 on equa footing with Wire Center 2, which aso has average costs of $20 per
line. The remaining $40 of hold-harmless support would be divided equaly on a per-line basis between Wire
Center 2 and Wire Center 3. Thus, both wire centers would receive an additiona $2 per line ($40/ 20
lines), so that the average forward-looking costs, net of hold-harmless support, in Wire Center 2 and Wire
Center 3 would be $18 per line.



85. Moreover, because we have decided that a competitor that captures a customer from an incumbent is

entitled to any per line hold-harmless support that the incumbent is receiving, 232! the distribution described
aboveis necessary to prevent uneconomic incentives for competitive entry, potentia for arbitrage with UNE
rates, and to ensure that support reaches the areas where it is needed most. If hold-harmless support were
not targeted to high-cost wire centers, then a uniform hold-harmless amount would be available for a
competitor serving any linein the date, including low-cost lines. For example, in the hypothetica Stuation
described above, a uniform digtribution would result in dl lines being digible for $3 ($90/ 30 lines) of hold-
harmless support. Thus, even though the cost of providing service is relatively low in Wire Center 1 ($15),
competitors serving linesin that wire center would receive a Sgnificant amount of support for those lines,
cregting an artificid incentive for other carriersto compete in that wire center. At the same time, the cost of
providing serviceis rdatively high in Wire Center 3 ($25), but thiswould not be reflected in the amount of
support available to competitors, thereby discouraging competitive entry in that wire center. Accordingly, we
conclude that targeting forward-looking support to high-cost wire centers is an gppropriate means for
achieving Congresss god of promoting competition in the marketplace.

86. In section 1V.C.5., above, we decided to alow individud states to petition the Commission to have
federa forward-looking support targeted for competitive purposes to an area different from the wire center.
We concluded that such an approach is consgtent with the states primary role in achieving the god of
reasonable comparability within their borders and would alow states greater flexibility to reach that god. We
conclude that the same rationale gpplies with equd force in the context of targeting interim hold-harmless
support. Accordingly, we conclude that a state may file a petition for waiver of our targeting rules, asking the
Commission to target interim hold-harmless support to an area different than the wire center. Such a petition
should include a description of the particular geographic leve to which the state wishes interim hold-harmless
support to be targeted, and an explanation of how that approach furthers the preservation and advancement

of universa sarvice within the state(233)

87. Asdiscussed below in section IV .E., we are adopting severad amendments to the current data reporting
requirements to ensure that cost and loop count data submitted by non-rura carriers under Part 36 will
conform with loop count data submitted under our Part 54 rules for forward-looking support. All carriers
serving customersin areas served by non-rura incumbent LECs will be required to file data on a quarterly
schedule, ingtead of the present annud schedule with voluntary quarterly updates. The filing of quarterly data
for rurd carriers, however, shal remain voluntary. By synchronizing the reporting requirements for non-rurd
high-cost support, we can ensure that al non-rural carriers receive support based on data from the same
time periods. We conclude that this synchronization will result in a high-cost support mechanism thet is easier
to adminigter and is more equitable, non-discriminatory, and competitively neutrd.

88. We dress that the interim carrier-by-carrier hold-harmless provison that we adopt today isa
transitional provision intended to protect consumersin high-cost areas during the shift to the new federd



support mechanism that will provide support based on statewide-averaged forward-looking costs of
providing the supported services234 We agree with commenters that the hold-harmless provision should
not be a perpetual entitlement, and should be phased out as carriers and states adapt to the new forward-
looking mechanism 232 Accordingly, we request that, on or before July 1, 2000, the Joint Board provide
the Commission with a recommendation on how the interim hold-harmless provision can be phased out or
eliminated without causing undue disruption to consumer rates in high-cost aress. In addition, we reaffirm our
origind concluson in the Seventh Report and Order that the Commission and the Joint Board shdl, no later
than January 1, 2003, comprehensively examine the operation of the revised high-cost universal service
support mechanism (23)

E. Portability of Support

1. Background

89. In the Seventh Report and Order, the Commission reaffirmed its commitment to the policy established
inthe First Report and Order that federd universa service high-cost support should be made available to
al digible tdecommunications carriers that provide the supported services, including wirdess carriers,
regardless of the technology used 232 The Commission also reiterated its belief that competitive neutrality is
afundamentd principle of universa service reform, and that portability is necessary to ensure that universa
sarvice funds are didributed in a competitively neutrd manner {238 The Commission sought comment on the
amount of support to be ported in the event a competitor wins a customer from an incumbent receiving hold-

harmless support 229 Specifically, the Commission asked whether the competitor should receive the
forward-looking amount or the incumbent's hold-harmless amount (229

2. Discussion

90. We reiterate that federd universal service high-cost support should be available and portable to all
eligible telecommunications carriers, and conclude that the same amount of support (i.e., ether the forward-
looking high-cost support amount or any interim hold-harmless amount) received by an incumbent LEC

should be fully portable to competitive provi ders(240 A competitive digible tedlecommunications carrier,
when support is available, shdl receive per-line high-cost support for linesthat it cgptures from an incumbent
LEC, aswdl asfor any "new" lines that the competitive digible tedecommunications carrier servesin high-
cost aress. To ensure competitive neutraity, we believe that a competitor that wins a high-cost customer
from an incumbent LEC should be entitled to the same amount of support that the incumbent would have
recaived for the line, including any interim hold-harmless amount. While hold-harmless amounts do not
necessarily reflect the forward-looking cost of serving customersin aparticular area, we believe this concern



Is outweighed by the competitive harm that could be caused by providing unequa support amounts to

incumbents and competitors242 Unequal federal funding could discourage competitive entry in high-cost
areas and gtifle acompetitor's ability to provide service at rates competitive to those of the incumbent.

91. Werreiterate our finding in the First Report and Order that, where a competitive eigible
telecommunications carrier is providing sarvice to a high-cost line exclusvely through unbundled network
elements (UNES), that carrier will receive the universal service support for that high-cost line, not to exceed
the cost of the unbundled network elements used to provide the supported services{223) The remainder of
the support associated with that element, if any, will go to the incumbent LEC.(2%4)

92. Asdiscussed above in section 1V.D., we are modifying our reporting requirements to synchronize non-
rural carrier submissions under Part 36 and Part 54 of our rules 242 Under our current Part 36 rules,
incumbent LECs are required to report cost and loop-count data.on July 31st of each year 2% |f they s0
choose, incumbent LECs may update the July 31t data on a quarterly basis?42 Part 54 of the
Commisson'srules, on the other hand, requires competitive eligible telecommunications carriers to report

loop-count data on July 31st of each year 228 Unlike the rules applicable to incumbent LECs, however,
Part 54 of the Commission's rules does not currently alow competitive digible ted ecommunications carriers
to update their loop-count data on a quarterly basis. To ensure that forward-looking support provided under
Part 54 and interim hold-harmless support provided under Part 36 and section 54.303 are based on data
from the same reporting periods, and to ensure equitable, non-discriminatory, and competitively neutral
trestment of incumbent LECs and competitive digible teecommunications carriers, we shdl require
mandatory quarterly reporting for non-rural carriers under both Part 54 and Part 36 of our rul es(229) By
alowing incumbent LECs and comptitive digible telecommunications carriers to obtain support for high-
cost lineson aregular quarterly basis, our rules will facilitate portability of support among carriers. In
addition, the quarterly filing requirement is consstent with the Universal Service Adminidrative Company's
(USAC) quarterly submission of program demand projecti ons 22 and should allow more accurate
projections based on regular quarterly loop counts.

F. Use of Federal High-Cost Support by Carriers

1. Background

93. Section 254(e) of the Act states that carriers must use universal service support "only for the provision,

maintenance and upgrading of facilities and services for which the support is intended.”(22L) |n the Seventh
Report and Order, the Commission concluded that carriers receiving federd universal service high-cost

support must gpply that support in amanner consistent with section 254(e) {252) The Commission dso



concluded that, if it finds that a carrier has not gpplied its high-cost support in amanner consstent with
section 254, the Commission has the authority to take appropriate enforcement action (223!

4. The Commission sought further comment in the Seventh Report and Order on waysin which it could

ensure that carriers use federal high-cost support for its intended purpose.@ Specificdly, the Commission
sought comment on whether making high-cost support available as carrier revenue, to be accounted for in
the state rate-setting process, will sufficiently fulfill the requirements of section 254(e) of the Act, and
whether state commissions have the jurisdiction and resources to take the actions this gpproach would

require222) The Commission asked whether carriers should be required to notify high-cost customers that
their lines have been identified as "high-cost” and that federd high-cost support is being provided to their
carrier 2% The Commission aso sought comment on what further restrictions, if any, could be imposed to
ensure that carriers use federd high-cost support in a manner consistent with section 254. Specificaly, the
Commission tentatively concluded that state oversight may not in every case ensure that the goals of section
254(e) are met, and asked whether the receipt of federa support should be conditioned on any state action,
including adjustments to local rate schedules 222 The Commission tentatively concluded that even states that
lack the direct regulatory authority to ensure that federal funds are used appropriately would be able to
certify to the Commission that a carrier within the state had accounted for its receipt of federa support in its
rates or otherwise used the support in amanner consistent with section 254(e) {28) Findly, the Commisson
sought comment on the carrier or state commission actions, if any, that may be necessary to prevent double-

recovery of universal service support at both the federal and state levels. 229

2. Discussion

95. We conclude that providing federal universal service high-cost support in the form of carrier revenue, to
be accounted for by statesin their ratemaking process, is an gppropriate mechanism by which to ensure that
non-rurd carriers use high-cost support only for the "provison, maintenance and upgrading of facilities and
services for which the support is intended,” in accordance with section 254(e) of the Act. 252 We note,
however, that we are not attempting to direct the manner in which states incorporate federa high-cost
support into their ratemaking processes, nor are we setting forth eaborate rules for compliance with section

254(e) 251 Rather, we anticipate that states will take the appropriate steps to account for the receipt of
federa high-cost support and ensure that the federa support is being applied in a manner congstent with
section 254, and then certify to the Commission that federa high-cost support received by non-rura carriers
in thelr states is being used appropriately. Because the support that will be provided by the methodology
described in this Order isintended to enable the reasonable comparability of intrastate rates, and states
have primary jurisdiction over intrastete rates, we find that it is most appropriate for states to determine how
the support is used to advance the goals set out in section 254(e).

96. For example, a state could adjust intrastate rates, or otherwise direct carriers to use the federal support
to replace implicit intrastate universal service support to high-cost rurd areas, which was formerly generated
by above-cost ratesin low-cost urban areas, that has been eroded through competition. A state could also



require carriers to use the federa support to upgrade facilitiesin rura areas to ensure that services provided
in those areas are reasonably comparable to services provided in urban aress of the state. These examples
are intended to beilludtrative, not exhaustive. Aslong as the uses prescribed by the state are consistent with
section 254(e), we believe that the states should have the flexibility to decide how carriers use support
provided by the federd mechanism.

97. As aregulatory safeguard, however, we adopt rulesin this Order requiring states that wish to receive
federd universa service high-cost support for non-rura carriers within ther territory to file a certification with
the Commission gating that dl federa high-cost funds flowing to non-rurd carriersin that state will be used
in amanner congstent with section 254(e). This certification requirement is gpplicable to non-rura incumbent
LECs, and comptitive dligible telecommunications carriers seeking high-cost support in the service area of a
non-rurd LEC. The certification shdl befiled annualy and shdl be gpplicable to dl non-rurd carriers that the

date certifies as digible to receive federa universal service high-cost support during that annua period.@)
A dtate may file a supplementd certification for carriers not subject to the state's annua certification. A
certification may befiled in the form of aletter from the gppropriate Sate regulatory authority, and shdl be
filed with (1) the Commission and (2) USAC. Each certification shal become part of the public record
maintained by the Commission. We note that some state commissions, including Wisconsin, may lack direct

regulatory oversight to ensure that federal support is reflected in intrastate rates. 253 We believe,

nonetheless, that sates that lack direct authority over ratesin their jurisdictions would still be gble to certify
to the Commission that anon-rura carrier in the state had accounted to the state commission for its receipt
of federd support, and that such support had been used only for the provision, maintenance, and upgrading

of facilities and services for which the support is intended 2%} |ndeed, in states with limited jurisdiction over
cariers, the sate need not initiate the certification processitsef. Instead, in such states, non-rural LECs, and
competitive digible tedlecommunications carriers sarving lines in the service area of anon-rurd LEC, may
formulate plans to ensure compliance with section 254(€), and present those plans to the state, so thet the
gtate may make the appropriate certification to the Commission. Under our rules, a sate shdl aso have the
authority to revoke a certification in the event that it determines that a carrier has not complied with section
254(e). Because states are responsible for making section 254(e) certifications to the Commission,
challengesto the propriety of the certifications, or revocation of the certifications, should be brought &t the
date leve.

98. To ensure that non-rurd carriers comply with section 254(e), we do not believe that a non-rura carrier
in aparticular state should receive federd forward-looking support until the Commission receives an
goppropriate certification from the state. Absent such a certification, the Commission has no rdiable way of
knowing whether the forward-looking support is being used properly, because of the Commission's limited
authority over carriers intrastate activities. Therefore, we conclude that, during the first year of operation of
the new federa forward-looking support mechanism (January 1, 2000 - December 31, 2000), anon-rura
carier in aparticular state will not receive forward-looking support until the state files an gppropriate
certification with the Commission. The carrier will, however, receive interim hold-harmless support during the
first year in the event that the state does not make the required certification. Given the short time before
implementation of the new mechanism, we believe that providing interim hold-harmless support in the
absence of a date certification is necessary to prevent possible rate shocks that might occur absent such
support.



99. After further consultation with the Joint Board, we conclude that al federd high-cost support flowing to
non-rura carriersin the second year of operation and theresfter, including both forward-looking support and
interim hold-harmless support (to the extent that this measure is il in place), should be contingent upon the
gate'sfiling the section 254(e) certification described above. Although we recognize that some states will
need more time than others to produce a certification, we must have ardiable way of knowing that federa
support is being used in a manner congstent with section 254(e). We believe that the certification
requirement is not an overly burdensome means of effectuating Congresss gods, and we conclude that a
year isasufficient period of time for statesto file the required certification with the Commission.

100. Under our exigting rules, USAC submits estimated universal service support requirements, including
high-cost support, to the Commission two months before the beginning of each quaner.@ Thus, for the
first quarter of 2000, USAC will submit estimated universal service support requirements on or before
November 1, 1999. The Commission uses those support requirements to establish a contribution factor for
the upcoming quarter 256} USAC then uses the contribution factor to bill carriers and collect the appropriate

amount of support to fund the universa service programs!ﬂ1 In order for USAC to submit an accurate
estimate of high-cost demand, it will need to know which carriers have been certified by states pursuant to
the section 254(e) certification process before it filesits estimate. To dlow USAC sufficient time to process
section 254(e) certifications and estimate demand, we conclude that states should file such certifications one
month before USAC's filing is due. For a given program year of the new forward-looking high-cost support
mechanism, this would mean that section 254(e) certifications would be due on October 1.

101. We recognize that the timing of the adoption of this Order will not give Sates sufficient timeto file
section 254(e) certifications for the first program year 2000 under this gpproach. Therefore, for the first and
second quarters of 2000 only, non-rura carriersin astate shall be entitled to retroactive forward-looking
high-cost support for those quarters. Specificaly, if the Sate filesits certification on or before January 1,
2000, then carriers subject to that certification shall receive forward-looking support for the first quarter of
2000 in the second quarter of 2000,42%8) and forward-looking support for the second quarter of 2000 in that
quarter. If the state files its certification on or before April 1, 2000, and certifies carriers for the first and
second quarters of 2000, then carriers subject to that certification shall receive forward-looking support for
the first quarter of 2000 in the third quarter of 2000, together with forward-looking support for the third

quarter of 2000252 Such carriers shall receive forward-looking support for the second quarter of 2000 in
the fourth quarter of 2000, together with forward-looking support for the fourth quarter of 2000229

102. Under this approach, some carriers may receive two quarters worth of support in asingle quarter. To
prevent fluctuations in the contribution factor and ensure a uniform collection of contributions, we direct
USAC to collect contributions in the first quarter of 2000 asiif dl carriers potentidly eigible for forward-
looking support were certified to receive such support beginning in the first quarter of 2000, and asiif



support were actually provided beginning in the first quarter of 2000272 |n the event that not al potentialy
eligible carriers are certified to receive support for the first and second quarters of 2000, USAC shal apply
any surplus contributions to reduce future collection requirements.

103. In order for non-rurd carriersin a state to receive any high-cost support, either forward-looking or
hold-harmless support, for the second program year beginning on January 1, 2001, the sate must fileits
section 254(e) certification no later than one month before USAC'sfiling is due (i.e., October 1, 2000). In
order for non-rurd carriersin a state to receive any high-cost support, either forward-looking or hold-
harmless support, for subsequent program years beginning on January 1, of each year, the sate must fileits
section 254(e) certification no later than one month before USAC'sfiling is due (i.e., October 1 of the
preceding year).

104. In the event that a dtate files an untimely certification, the carriers subject to that certification will not be
eigible for support until the quarter for which USAC's subsequent filing is due. For example, if adatefilesa
section 254(e) certification for the first program year, after April 1, 2000, but on or before July 1, 2000,
then carriers subject to that certification will not receive forward-looking support until the fourth quarter of
2000. If a state files a section 254(e) certification for the first program year after July 1, 2000, then carriers
subject to that certification will not receive forward-looking support in the first program year. If agate filesa
section 254(e) certification for the second program year, after October 1, 2000, but on or before January 1,
2001, then carriers subject to that certification will not receive any support, either forward-looking or hold-

harmless support, until the second quarter of 2001272

105. Because support from the federal methodology described in this Order will be used to maintain
reasonably comparable intrastate rates, we must decide how to apply the federa support in the intrastate
jurisdiction. The current federal support mechanism operates through the jurisdictional separations rules,
shifting additiond carrier book costs into the interstate jurisdiction so that they can be recovered through the
federa mechaniam.

106. We conclude that support amounts provided to incumbent non-rura carriers as aresult of the hold-
harmless provision should continue to operate through the jurisdictional separations process to reduce book
costs to be recovered in the intrastate jurisdiction. The hold-harmless amounts are based on the existing
system, which is based on carriers book costs. Moreover, these amounts have generally been accounted for
in intrastate ratemaking, o treating them differently could result in aneed for states to take further action to
ensure the proper application of the support.

107. As noted above, forward-looking support will be provided to non-rura carriers once states have
certified that such support will be used in the intrastate jurisdiction in amanner cong stent with section 254



(©). Inlight of this provison, we conclude that we do not need to take further action to specify how such
support will be gpplied in the intrastate jurisdiction. Before forward-looking support begins flowing to non-
rurd carriers, the state commission will have specified or reached agreement with that carrier on how the
support will be used in the intrastate jurisdiction, in a manner congstent with section 254(e). Thus, thereisno
reason for further federa requirements for the gpplication of the support.

108. We are not adopting any rulesin this Order that, as a means to ensure compliance with section 254(e),
would require that non-rura carriers receiving federa high-cost support offer an affordable basic loca
service package to their customers223) GTE, for example, argues that each state should be required to
determine the rate it consders "affordable” and then certify to the federa fund administrator that each carrier
seeking high-cost funding for areas within that state provide at least one service package that meets the
Commission's definition of the supported services, and is offered at arate no greater than the Sate-
determined affordable rate. 274 \We decline to condition support on such extensive state actions. We believe
that the less onerous certification requirements described above alow states an appropriate amount of
flexibility to determine how to ensure that carriers comply with section 254(e). Furthermore, as we found in
the First Report and Order, even assuming that section 214(e) alowed the Commission to impose such a
"basic service package" requirement, it is not necessary to adopt such a requirement because, in areas where
there is no competition, states are charged with setting rates for locd services, and where competing carriers
offer the supported services, consumerswill be able to choose the carrier that offers the service package

best suited to the consumer's needs {272}

109. We aso decline to adopt rules in this Order that would require incumbent non-rurd carriers to notify

their cusomers that the incumbent has received federa support for their lines and that such support is

portable to the carrier of the customer's choice.276) We agree with commenters that the issue of whether or

not to require non-rural incumbent LECs to provide notification or display high-cost support credits on
customer hills or inserts is bet Ieft to the individual state jurisdictions to decide 2.2

110. Findly, we re-emphasize our concluson in the Seventh Report and Order thet, if wefind that acarrier
has not applied its universa service high-cost support in amanner consistent with section 254(e), we have
the authority to take gppropriate enforcement actions againgt that carri er 28] \We remind parties that they
may petition the Commission, under section 208 of the Act, if they beieve a carrier has misapplied its high-
cost support, and may aso fully avail themsdlves of the Commission's formal complaint proceduresto bring
any dleged misgpplication of federa high-cost support before the CommissionZ2) Moreover, athough we
have given states the flexibility to determine how carriers may use federa support in amanner consstent with
section 254(e), we may revisit thisissue if we find that a more prescriptive gpproach is necessary to ensure
compliance with section 254(e).

G. Assessment and Recovery Basesfor Contributionsto the High-Cost Support M echanism



111. Pursuant to the First Report and Order, the Commisson currently assesses contributions to the high-
cost universal service support mechanism on the basis of carriers interstate and international end-user
telecommunications revenues, and carriers recover their contributions through their rates for interstate
services{Z82 |n the Second Recommended Decision, the Joint Board stated that the Commission may wish
to consider adding intrastate revenues to the assessment and recovery bases for the high-cost support
mechanism 222 | n the Seventh Report and Order, the Commission took the Joint Board's recommendation
under advisement, pending resolution of challenges to the Commission's assessment and recovery rulesin the

Fifth Circuit 282

112. Asdiscussed above in section 111.D., athree judge panel of the Fifth Circuit ruled that the Commission

could not assess carriers intrastate revenues to fund its universal service support mechani sms.283) The court
aso reversed and remanded for further consideration the Commission's decision to assess the international

revenues of carriers with interstate revenues. 282 |n additi on, the court reversed the Commission's "decison

to require ILECs to recover universal service contributions from their interstate access charges." 222 |n
reponse to the court's decision, the Commission removed intrastate revenues from the contribution base;

(286) exempted from the contribution base the internationa revenues of interdate carriers whose interstate

revenues account for less than 8 percent of their combined interstate and internationd revenues 222 and
revised itsrules to alow incumbent LECs to recover their contributions through access charges or through
end-user charges@ In light of the court's decision, and the Commisson's reponse to it, the assessment
base for contributions to the high-cost support mechanism shal remain intersate and international end-user
telecommunications revenues, and the recovery base shdl remain rates for interdate services.

H. Adjusting Inter state Access Chargesto Account for Explicit Support

113. In the Seventh Report and Order, the Commission agreed with the Joint Board that the Commission
has the jurisdiction and respongibility to identify any universal service support thet isimplicit in interstate
access charg&a@) If such implicit support does exi<t, the Commission concluded that, to the extent
possible, it should make that support explicit 222 Thus, in order to supplement the record in the ongoing
companion access charge reform proceeding, the Commission sought comment in the Seventh Report and
Order on how interstate access charges should be adjusted to account for implicit high-cost universa service
support that may, in the future, be identified in access rates 221 Specifically, the Commission sought further
comment on a number of proposas and tentative conclusions regarding the adjustment of interstate access
charges to account for explicit support, including: (1) whether price cap LECs should reduce their interdate
access rates to reflect any increase in explicit federal high-cost support they receive; (2) whether the
Commission should require price cap LECs to make a downward exogenous adjustment to their common
line basket price cap indexes (PCls); (3) whether price cap carriers should reduce their base factor portion
(BFP); (4) whether the Commission should reduce the subscriber line charge (SLC) on primary residentia

or angle-line busness lines; and (5) whether non-rurd rate-of-return LECs should apply additiond interstate



explicit high-cost support revenues to the CCL element. {222 The Commission received numerous comments

addressing these issues. As we stated in the Seventh Report and Order, we intend to move ahead with
access reform in tandem with the implementation of the revised federal high-cost support methodology 223}
Accordingly, we anticipate that the Commission's find determinations regarding adjustments to interstate
access charges to account for explicit universal service support will be issued in the separate Access Charge
Reform proceeding. We re-emphasize that the support provided through the methodology described in this
Order will be used to enable the reasonable comparability of intrastate rates, and thus will not be used to
replace implicit support in interstate access rates.

|. High-Cost Loop Support For Rural Carriers

1. Background

114. Under current Commission rules, high-cost loop support for al carriersisrestricted by an "interim cap”
that limits the growth of the current fund each year to the annual growth in nationwide loopsZ22! The cap on
tota funds available for high-cost loop support is determined by applying the tota growth rate in industry

working loops to the prior year funding leve {29) The loop cogts of al incumbent LECs, both rurd and non-

rural, are used to calculate the national average cost per 10op- 2%} The growth rate in working loops for non-

rurd carriers historicaly has been fagter than the growth rate in working loops for rura carriers. Under our
current rules, non-rural carriers are scheduled to be removed from the exigting rules, and thus from the

interim cap, on January 1, 2000220 Thus, because the growth rate in rurd working loopsis dower than the

growth rate in non-rural working loops, support for rurd carriers will increase at adower rateif non-rura
carriers are removed from the existing system.

115. The Rura Teephone Cadition (RTC) and Western Alliance argue that rurd carriers may be harmed
when non-rura carriers move to the new forward-looking high-cost support methodology due to the
operation of the interim cgp, which will remain gpplicable to rurd carri ers{28) NECA asserts that removi ng
non-rurd carrier loop growth data from the interim cap caculations will dow the totd growth rate in industry
loops, S0 that the growth in support levels for rurd carriers will dow when the interim cap is pplied soldly to
the smdler universe of rurd carriers with lower growth levels 22 NECA asserts that, under the current
mechanism, the "cap reduction™ amount (i.e., the amount by which universal service support is reduced to
avoid exceeding the cap) actudly increases when non-rurd carriers are removed from the current funding
mechanism, and, as thislarger reduction is gpplied solely to non-rurd carriers, the overdl resultisa
sgnificant reduction in the annua growth rate in support for rurd cariers(20)

2. Discussion



116. Initidly, we emphasize that, under our current rules, removing the non-rurd carriers from the existing
system does not result in a decrease in support for rurd carriers. Rather, rura carriers would recelve a
smdler annua increase in support when non-rurd carriers are removed from the interim cap.

117. There are three general options available to address thisissue. Firgt, we could take no action and,
pursuant to our existing rules, calculate rurd support under the interim cagp using only the tota growthin rurd
carrier loops. Second, as proposed by Western Alliance, we could remove the interim cap inits entirety.
Findly, as proposed by NECA, we could calculate support for rurd carriers asif dl carriers, rura and non-

rurd, continued to participate in the existing fund 291}

118. Conggtent with our commitment not to consider sgnificant changesin rurd carriers support until after
the Rural Task Force and the Joint Board have made their recommendations, we conclude that we should
amend our Part 36 rulesto caculate universal service funding for rurd carriers asif dl carriers continued to
participate in the fund. This gpproach will avoid Sgnificant and immediate changes in support for rurd
cariers, and is smilar to the interim hold-harmless provison that we adopted for non-rurd carriers. We dso
believe that it would be incongstent with the intent of section 254 if we dlowed the growth rate of high-cost
universal service support for rurd carriersto be sgnificantly and unintentionaly reduced because of the
overal dowdown in loop growth caused by the remova of non-rurd carriers. Contrary to the suggestions of
Western Alliance, however, we do not believe that removing the cap from the caculation is an gppropriate
remedy for this Stuation. The cap is designed to prevent excessve growth in the existing high-cost fund, and
we believe it should remain in place pending any restructuring of the high-cost support mechanism for rurd
carriers. In addition, because we are requiring non-rurd carriers to continue reporting cost and |oop-count
data under Part 36 pursuant to the interim hold-harmless provision, continuing to calculate the expense
adjustment for rurd carriers using data from al carriers will be adminigratively easy to implement. We dso
wish to gtress that, dthough we are modifying our rules to calculate the rurd |oop expense adjustment based
on loop data for both rural and non-rura carriers, this remedy is an interim solution until we congder
gppropriate reforms for the rura high-cost support mechaniam.

J. Lifting the Stay of the Commission's Section 251 Pricing Rules

119. In August 1996, the Commission promulgated certain rulesin the Local Competition Order to
implement section 251 of the Communications Act of 1934, as anended. 2% One such rule, section 51.507
(f), requires each state commission to "establish different rates for [interconnection and unbundled network
elements (UNES)] in a least three defined geographic areas within the state to reflect geographic cost
differences."(2%) Numerous parties, including incumbent LECs and state commissions, gppeded the Local
Competition Order, and the U.S. Court of Appedsfor the Eighth Circuit stayed the Commission's section
251 pricing rulesin September 1996 pending its consideration of the appedl 2% In July 1997, the Eighth
Circuit vacated the deaveraging rule, among others, on the grounds that the Commission lacked jurisdiction.



(3%) On January 25, 1999, however, the U.S. Supreme Court reversed the Eighth Circuit's decision with
regard to the Commission's section 251 pricing authority, and remanded the case to the Eighth Circuit for

proceedings consistent with the Supreme Court's opinion 2%}

120. Because the section 251 pricing rules had not been in force for more than two years, and not al states
established at least three deaveraged rate zones, the Commission stayed the effectiveness of section 51.507
(f) on May 7, 1999, to alow the states to bring their rulesinto compliance. 222 The Commission stated that
the stay would remain in effect until Sx months after the Commission released its order in CC Docket No.
96-45 finalizing and ordering implementation of high-cost universal service support for non-rura LECs{E%8)
The Commission did so to dlow the states to coordinate their consideration of deaveraged rate zones with

issues raised in that proceeding 2% Now that we have adopted an order in CC Docket No. 96-45
finaizing and ordering implementation of intrastate high-cost universal service support for non-rura LECs,
dtate commissions can condder deaveraging in concert with the federa high-cost support that will be
available in the intragtate jurisdiction. Consequently, the stay that has been in effect snce May 7, 1999, shdl
be lifted on May 1, 2000. By that date, states are required to establish different rates for interconnection and
UNEsin at |least three geographic aress pursuant to section 51.507(f) of the Commission'srules.

V. PROCEDURAL MATTERS

A. Regulatory Flexibility Act Certification

121. The Regulatory Flexibility Act (RFA)12 requires an Initiad Regulatory Flexibility Analysis (IRFA)ELY
whenever an agency publishes a notice of proposed rulemaking, and aFind Regulatory Hexibility Andyss
(FRFA)CL2 whenever an agency subsequently promulgates afinal rule, unless the agency certifies that the
proposed or find rule will not have "a sgnificant economic impact on a substantial number of smal entities,”
and indudes the factual basis for such certification. 313 The RFA generdly defines"smal entity" as having
the same meaning as the terms "smadl business,” "smdl organization,” and "smdl governmental

juridicti on."14) |n addition, the term "small business' has the same meaning asthe term "smdll business
concern” under the Small Business Act. 212 A small business concern is one which: (1) isindependently
owned and operated; (2) is not dominant initsfield of operation; and (3) satisfies any additiond criteria
established by the Small Business Administration (SBA) 218! The SBA defines asmall telecommunications
entity in SIC code 4813 (Tel ephone Communications, Except Radiotelephone) as an entity with 1,500 or
fewer employees (317

122. We conclude that a FRFA is not required here because the foregoing Report and Order adopts afind
rule affecting only the amount of high-cost support provided to non-rurd LECs. Non-rurd LECs generdly



do not fdl within the SBA's definition of a smal business concern because they are usudly large corporations
or affiliates of such corporations. In acompanion Further Notice of Proposed Rulemaking in this docket,
the Commission prepared an Initid Regulatory Hexibility Andyss (IRFA) seeking comment on the
economic impacts on small entities 318 No comments were received in response to that |RFA.

Furthermore, we are taking action in this Report and Order that will have abeneficid impact on smdler rurd
cariers. Specificdly, we are amending our Part 36 rules to calculate universal service funding for rura

cariersasif dl carriers, both rural and non-rurd, continued to participate in the fund, pending the selection

of an appropriate forward-looking high-cost support mechanism for rural carriers. S22 This action will avoid

sgnificant changes in support for rurd carriers, and prevent the growth rate of high-cost universal service
support for rurd carriers from being significantly reduced because of a dowdown in loop growth rates that
would be caused by the removal of non-rurd carriers from the fund calculations. Therefore, we certify,
pursuant to section 605(b) of the RFA, that the fina rule adopted in the Report and Order will not have a

sgnificant economic impact on a subgtantid number of smal entities322 The Office of Public Affairs,
Reference Operation Division, will send a copy of this certification, dong with this Report and Order, to the

Chief Counsd for Advocacy of the SBA in accordance with the RFA 221 |n addiition, this certification, and
Report and Order (or summaries thereof) will be published in the Federd Register. The Commission will
send acopy of this Report and Order including a copy of thisfind certification, in areport to Congress

pursuant to the Small Business Regulatory Enforcement Fairness Act of 1996.322)

B. Effective Date of Final Rules

123. We conclude that the amendments to our rules adopted herein shall be effective upon publication in the
Federd Regigter, and the information collections adopted herein shdl be effective upon gpprova from the
Office of Management and Budget (OMB). In this Order we conclude that the new forward-looking high-
cost support mechanism should be implemented on January 1, 2000, and that states and territories that
desire non-rura carriers within their jurisdiction to receive forward-looking high-cost support for calendar
year 2000 must certify to the Commisson and the Administrator that non-rura carriers recelving support
within their jurisdiction will only use the support for the provision, maintenance and upgrading of the
supported services. The firgt filing deadline for this certification will be January 1, 2000. Thus, the
amendments must become effective before January 1, 2000. Making the amendments effective 30 days after
publication in the Federd Register would jeopardize the required January 1, 2000 implementation and filing
date. Accordingly, pursuant to the Administrative Procedure Act, we find good cause to depart from the
generd requirement that fina rules take effect not less than 30 days after their publication in the Federd
Register 223)

C. Paperwork Reduction Act

124. This Report and Order contains either proposed or modified information collections. The Commission
has requested Office of Management and Budget ("OMB") gpprova, under the emergency processing



provisions of the Paperwork Reduction Act of 1995, Pub. L. No. 104-13, of the information collections
contained in this rulemaking 222

V1. ORDERING CLAUSES

125. Accordingly, IT IS ORDERED that, pursuant to the authority contained in sections 1-4, 201-205, 214,
218-220, 254, 303(r), 403, and 410 of the Communications Act of 1934, as amended, 47 U.S.C. 88 151-
154, 201-205, 214, 218-220, 254, 303(r), 403, and 410, the NINTH REPORT AND ORDER AND
EIGHTEENTH ORDER ON RECONSIDERATION ISADOPTED. The collections of information
contained within are contingent upon gpprova by the Office of Management and Budget.

126. IT ISFURTHER ORDERED that Part 36 of the Commission's Rules, 47 C.F.R. Part 36, IS
AMENDED as st forth in Appendix C hereto, effective immediately upon publication in the Federd
Regiger.

127. 1T ISFURTHER ORDERED that Part 54 of the Commission's Rules, 47 C.F.R. Part 54, IS
AMENDED as st forth in Appendix C hereto, effective immediately upon publication in the Federa
Regider.

128. IT ISFURTHER ORDERED that the Commission's Office of Public Affairs, Reference Operations
Divison, SHALL SEND acopy of the Report and Order, including the Regulatory Hexibility Act
Certification, to the Chief Counsd for Advocacy of the Smdl Business Adminigtration.

FEDERAL COMMUNICATIONS COMMISSION

Magalie Roman Sdlas



Secretary

APPENDIX A - PARTIESFILING COMMENTS

Commenter Abbreviation

AT&T Corp. AT&T

Ameritech Ameritech

Bell Atlantic Bell Atlartic

BdlSouth Corporation BellSouth

People of the State of CALIFORNIA and California
the Cdlifornia PUC

CenturyTdl, Inc. CenturyTel

Cincinnai Bell Telephone Company CBT
Competitive Telecommunications Association CompTée
Generd Services Adminigtration GSA

GTE Service Corporation GTE

GVNW Consulting, Inc. GVNW

lowa Utilities Board lowa

ITCs, Inc. ITCs

MCI Worldcom, Inc. MCIW

New Y ork State Dept. of Public Service New Y ork
Omnipoint Communications, Inc. Omnipoint

Persona Communications Industry Association PCIA



Puerto Rico Telephone Company PRTC
Rurd Telephone Codition RTC

SBC Communications Inc. SBC

Sprint Corporation Sprint

State Members of the Joint Board State Members
TDS Telecommunications Corporation TDS
Texas Office of Public Utility Counsd, Texas
Consumer Federation of

America, National Association of

State Utility Consumer Advocates,

and the Consumer Union

United States Cellular Corporation USCC
United States Telephone Association USTA
US West, Inc. US West

Vermont Public Service Board Vermont
Arkansas Public Service Commission

Maine Public utilities Commisson

Montana Public Service Commission

New Hampshire Public Utilities Commission
North Dakota Public Service Commission
West Virginia Public Service Commisson
Wyoming Public Service Commission

Virgin Idands Telephone Corporation Vitelco

West Virginia Public Service Commisson West Virginia



Consumer Advocate Divison
Western Alliance Western Alliance
Western Wireless Corporation Western Wireless

Wisconsn PSC Wiscondan

APPENDIX B - PARTIESFILING REPLY COMMENTS

Commenter Abbreviation

Ameritech Ameritech

AT&T AT&T

Bdl Atlantic Teephone Companies Bl Atlantic
BdlSouth Corporation BellSouth

People of the State of CALIFORNIA and Cdifornia
the CdiforniaPUC

CenturyTel, Inc. CenturyTel

Florida Public Service Commisson FHorida

Generd Services Adminigtration GSA

GTE Service Corporation GTE

MCI WorldCom, Inc. MCIW

Nationa Exchange Carrier Association, Inc. NECA
Puerto Rico Teephone Company PRTC

Rosville Telephone Company Roseville

Sprint Corporation Sprint



United States Cellular Corporation USCC

US West, Inc. US West

Virgin Idands Telephone Corporation Vitelco
West Virginia Consumer Advocate West Virginia

APPENDIX C - FINAL RULES

Part 36 of Title 47 of the Code of Federd Regulations is amended as follows.

PART 36 - JURISDICTIONAL SEPARATIONS PROCEDURES; STANDARD PROCEDURES
FOR SEPARATING TELECOMMUNICATIONS PROPERTY COSTS, REVENUES,
EXPENSES, TAXESAND RESERVESFOR TELECOMMUNICATIONS COMPANIES

Subpart F - Universal Service Fund

1. Section 36.601 is amended to read as follows;

§ 36.601 General.

@...

o). ..

(¢) Theannud amount of the tota nationwide expense adjusment shdl consst of the amounts caculated
pursuant to section 54.309 of this Chapter and the amounts calculated pursuant to this subpart F. The annual
amount of the total nationwide loop cost expense adjustment cal culated pursuant to this Subpart F shall not
exceed the amount of the total loop cost expense adjustment for the immediately preceding calendar yesr,
increased by arate equd to the rate of increase in the total number of working loops during the calendar



year preceding the July 31« filing. The tota loop cost expense adjustment shal consist of the loop cost
expense adjustments, including amounts calculated pursuant to sections 36.612(a) and 36.631 of this
Subpart. The rate of increase in tota working loops shal be based upon the difference between the number
of total working loops on December 31 of the cdendar year preceding the July 31« filing and the number of
total working loops on December 31 of the second caendar year preceding that filing, both determined by
the company's submissions pursuant to section 36.611 of this Subpart. Beginning January 1, 2000, non-rura
incumbent loca exchange carriers and, digible tedlecommunications carriers serving lines in the service area of
non-rurd incumbent local exchange carriers, shal only receive support pursuant to this Subpart F to the
extent that they qudify pursuant to section 54.311 of this Chapter for interim hold-harmless support.

2. Section 36.611 is amended to read as follows:

§ 36.611 Submission of information to the National Exchange Carrier Association.

In order to dlow determination of the study areas and wire centers that are entitled to an expense
adjustment, each incumbent loca exchange carrier (LEC) must provide the National Exchange Carrier
Association (NECA) (established pursuant to Part 69 of this Chapter) with the information listed below for
each of its sudy areas, with the exception of the information listed in subsection (h), which must be provided
for each study area and, if applicable, for each wire center, as that term is defined in Part 54 of this Chapter.
Thisinformation isto be filed with NECA by July 31 of each year, and must be updated pursuant to
section 36.612 of this Subpart. The information filed on July 31st of each year will be used in the
jurisdictiond dlocations underlying the cost support data for the access charge tariffs to be filed the following
October. An incumbent LEC is defined as a carrier that meets the definition of an "incumbent loca exchange
carrier” in section 51.5 of this Chapter.

@-...

o). ..

©-...

@)...



...

...

Q...

(h) For rura telephone companies, asthat term is defined in section 51.5 of this Chapter, the number of
working loops for each study area. For non-rura telephone companies, the number of working loops for
each study area and for each wire center. For universal service support purposes, working loops are defined
as the number of working Exchange Line C&WF loops used jointly for exchange and message
telecommunications service, including C&WF subscriber lines associated with pay telephonesin C&WF
Category 1, but excluding WATS closed end access and TWX service. These figures shdl be calculated as
of December 314 of the calendar year preceding each July 31 filing.

3. Section 36.612 is amended to read as follows;

8 36.612 Updating infor mation submitted to the National Exchange Carrier Association.

(& Any rurd telephone company, asthat term is defined in section 51.5 of this Chapter, may update the
information submitted to the Nationa Exchange Carrier Association (NECA) on July 31t pursuant to
section 36.611 (a) through (h) of this Subpart one or more times annually on arolling year basis according to
the schedule below. Every non-rurd telephone company must update the information submitted to NECA on
July 31t pursuant to section 36.611 (@) through (h) of this Subpart according to the schedule below.

(1) Submit data covering the last nine months of the previous caendar year and the first three months of the
exising cdendar year no later than September 30th of the existing year;

(2) Submit data covering the last Sx months of the previous caendar year and the first Six months of the
exiging cdendar year no later than December 30th of the exigting year;



(3) Submit data covering the last three months of the second previous cdendar year and the first nine months
of the previous caendar year no later than March 30th of the exigting year.

4. Section 36.622 is amended to read as follows:

§ 36.622 National and study ar ea aver age unsepar ated loop costs.

@-...

(1) The National Average Unseparated Loop Cost per Working Loop shdl be recalculated by the Nationa
Exchange Carrier Association to reflect the September, December, and March update filings.

Q...

A)...

o). ..

(2) If acompany eectsto, or isrequired to, update the data which it has filed with the National Exchange
Carrier Association as provided in 8 36.612(a), the study area average unseparated |oop cost per working
loop and the amount of its additiond interstate expense dlocation shal be recal culated to reflect the updated
data

Q...

©-...



(d) [deleted].

5. Section 36.631 is amended to read as follows;

§ 36.631 Expense adjustment.

@-...

o) ...

©-...

(d) Beginning January 1, 1998, for study areas reporting more than 200,000 working loops pursuant to §
36.611(h), the expense adjustment (additiond interstate expense alocation) is equa to the sum of
subsections (d)(1)-(4). After January 1, 2000, the expense adjustment (additiond interstate expense
alocation) shall be calculated pursuant to section 54.309 of this Chapter or section 54.311 of this Chapter
(which relies on this Part), whichever is gpplicable.

...

Q...

A)...

@)...



Part 54 of Title 47 of the Code of Federd Regulations is amended as follows.

PART 54 - UNIVERSAL SERVICE

Subpart D - Universal Service Support for High Cost Areas

6. Section 54.5 is amended by adding the following paragraph to the end of the section asfollows:

§ 54.5 Terms and definitions.

Wire center. A wire center isthe location of alocd switching facility containing one or more centra offices,
as defined in the Appendix to Part 36. The wire center boundaries define the areain which dl customers
served by agiven wire center are located.

7. Section 54.307 is amended to read as follows;

§ 54.307 Support to a competitive eigible telecommunicationscarrier.

(a) Calculation of support. A competitive digible tdecommunications carrier shal receive universa service
support to the extent that the competitive eigible telecommunications carrier captures the subscriber lines of
an incumbent loca exchange carrier (LEC) or serves new subscriber linesin the incumbent LEC's service
area.



(1) A competitive digible tedlecommunications carrier shall receive support for each lineit servesina
particular wire center based on the support the incumbent LEC would receive for each such line.

(2) A competitive eigible tedecommunications carrier that uses switching purchased as unbundled network
elements pursuant to section 51.307 of this Chapter to provide the supported services shdl receive the lesser
of the unbundled network element price for switching or the per-line DEM support of the incumbent LEC, if
any. A competitive digible tedecommunications carrier that uses loops purchased as unbundled network
elements pursuant to section 51.307 of this Chapter to provide the supported services shdl receive the lesser
of the unbundled network eement price for the loop or the incumbent LEC's per-line payment from the high-
cost loop support and LTS, if any. The incumbent LEC providing nondiscriminatory access to unbundled
network elements to such competitive eigible telecommunications carrier shal receive the difference between
the level of universal service support provided to the competitive digible telecommunications carrier and the
per-customer level of support that the incumbent LEC would have received.

(3) A comptitive digible tdecommunications carrier that provides the supported services using neither
unbundled network elements purchased pursuant to section 51.307 of this Chapter nor wholesale service
purchased pursuant to section 251(c)(4) of the Act will receive the full amount of universal service support
that the incumbent LEC would have received for that customer.

(b) In order to receive support pursuant to this Subpart, a competitive digible telecommunications carrier
must report to the Administrator on July 31t of each year the number of working loops it servesin aservice
areaas of December 31t of the preceding year, subject to the updates specified in subsection (c). For a
competitive eligible telecommunications carrier serving loopsin the service area of arurd telephone
company, asthat term is defined in section 51.5 of this Chapter, the carrier must report the number of
working loops it servesin the service area. For a competitive digible teecommunications carrier serving
loops in the service area of anon-rurd telephone company, the carrier must report the number of working
loops it serves in the service area and the number of working loops it servesin each wire center in the
service area. For universa service support purposes, working loops are defined as the number of working
Exchange Line C&WF loops used jointly for exchange and message telecommunications service, including
C&WF subscriber lines associated with pay telephonesin C&WF Category 1, but excluding WATS closed
end access and TWX service. These figures shall be caculated as of December 314t of the calendar year
preceding each July 314 filing.

(c) For acomptitive digible telecommunications carrier serving loopsin the service area of arura telephone
company, asthat term is defined in section 51.5 of this Chapter, the carrier may update the information
submitted to the Administrator on July 31t pursuant to subsection (b) one or more times annualy on a
rolling year badi's according to the schedule below. For a competitive eligible telecommunications carrier



sarving loops in the service area of anon-rurd telephone company, the carrier must update the information
submitted to the Administrator on July 31st pursuant to subsection (b) according to the schedule below.

(1) Submit data covering the last nine months of the previous caendar year and the first three months of the
existing caendar year no later than September 30th of the existing yesr;

(2) Submit data covering the last Sx months of the previous caendar year and the first Sx months of the
existing cdendar year no later than December 30th of the existing yesr;

(3) Submit data covering the last three months of the second previous caendar year and the first nine months
of the previous cdendar year no later than March 30th of the existing year.

8. A new section 54.309 is added as follows;

§ 54.309 Calculation and distribution of forward-looking support for non-rural carriers.

(a) Calculation of Total Support Available Per Sate. Beginning January 1, 2000, non-rurd incumbent
loca exchange carriers, and digible telecommunications carriers serving linesin the service areas of non-rura
incumbent local exchange carriers, shal recelve universal service support for the forward-looking economic
costs of providing supported services in high-cost areas, provided that the State in which the lines served by
the carrier are located has complied with the certification requirements in section 54.313 of this Subpart. The
total amount of forward-looking support available in each State shdl be determined according to the
following methodology:

(2) For each State, the Commission's cost model shall determine the statewide average forward-looking
economic cost (FLEC) per line of providing the supported services. The statewide average FLEC per line
shdl equd thetotd FLEC for non-rurd carriersto provide the supported services in the State, divided by
the number of lines served by non-rurd carriersin the State.

(2) The Commission's cost mode shal determine the nationd average FLEC per line of providing the
supported services. The nationd average FLEC per line shdl equal the tota FLEC for non-rurd carriersto
provide the supported servicesin al States divided by the total number of lines served by non-rurd carriers



indl States.

(3) The nationa cost benchmark shdl equa 135 percent of the nationa average FLEC per line.

(4) Support calculated pursuant to this section shdl be provided to non-rura carriersin each State where the
satewide average FLEC per line exceeds the national cost benchmark. The total amount of support
provided to non-rura carriersin each State where the statewide average FLEC per line exceeds the national
cost benchmark shall equal 76 percent of the amount of the statewide average FLEC per line that exceeds
the national cost benchmark, multiplied by the number of lines served by non-rurd carriersin the State.

(5) In the event that a State's Statewide average FLEC per line does not exceed the national cost
benchmark, non-rura carriersin such State shdl be digible for support pursuant to section 54.311 of this
Subpart. In the event that a State's Satewide average FLEC per line exceeds the national cost benchmark,
but the amount of support otherwise provided to a non-rurd carrier in that State pursuant to this sectionis
less than the amount that would be provided pursuant to section 54.311 of this Subpart, the carrier shal be
eligible for support pursuant to section 54.311 of this Subpart.

(b) Distribution of Total Support Available Per State. The total amount of support available per State
caculated pursuant to subsection (&) shall be digtributed to non-rura incumbent loca exchange carriers, and
eigible telecommunications carriers serving lines in the service areas of non-rura incumbent loca exchange
cariers, in the following manner:

(2) The Commisson's cost modd shdl determine the wire center average FLEC per line for each wire
center in the service areas of non-rurd carriersin the State. Non-rural incumbent local exchange carriers,
and digible telecommunications carriers serving lines in the service areas of non-rurd incumbent loca
exchange carriers, that serve wire centers with an average FLEC per line above the nationd cost
benchmark, as defined in subsection (8)(3), shdl receive forward-looking support;

(2) The wire center scale support amount for each wire center identified in subsection (b)(1) shdl equa 76
percent of the amount of the wire center average FLEC per line that exceeds the nationd cost benchmark,
multiplied by the number of linesin the wire center;

(3) The tota amount of forward-looking support available in the State cal culated pursuant to subsection (a)
(4) shdl be divided by the sum of the total wire center scale support amounts calculated for each wire center



pursuant to subsection (b)(2);

(4) The percentage calculated pursuant to subsection (b)(3) shall be multiplied by the total wire center scae
support amount calculated for each wire center pursuant to subsection (b)(2);

(5) The totd amount of support calculated for each wire center pursuant to subsection (b)(4) shal be divided
by the number of linesin the wire center to determine the per-line amount of forward-looking support for
that wire center;

(6) The per-line amount of support for awire center calculated pursuant to subsection (b)(5) shall be
multiplied by the number of lines served by a non-rural incumbent loca exchange carrier in that wire center,
or by an digible telecommunications carrier in that wire center, to determine the amount of forward-looking
support to be provided to that carrier.

(c) Petition for Waiver. Pursuant to section 1.3 of this Chapter, any State may file a petition for waiver of
subsection (b), asking the Commission to distribute support calculated pursuant to subsection (a) to a
geographic area different than the wire center. Such petition must contain a description of the particular
geographic level to which the State desires support to be distributed, and an explanation of how waiver of
subsection (b) will further the preservation and advancement of universa service within the State.

9. A new section 54.311 is added asfollows;

§ 54.311 Interim hold-harmless support for non-rural carriers.

(& Interim Hold-Harmless Support. The total amount of interim hold-harmless support provided to a non-
rural incumbent loca exchange carrier shal equa the amount of support caculated for that carrier pursuant
to Part 36 of this Chapter. The total amount of interim hold-harmless support provided to a non-rurd
incumbent loca exchange carrier shdl aso include Long Term Support provided pursuant to section 54.303
of this Subpart, to the extent that the carrier would otherwise be digible for such support. Beginning on
January 1, 2000, in the event that a State's statewide average FLEC per line, calculated pursuant to section
54.309(a) of this Subpart, does not exceed the national cost benchmark, non-rurd incumbent local exchange
cariersin such State shdl receive interim hold-harmless support calculated pursuant to Part 36, and, if
applicable, section 54.303 of this Subpart. In the event that a State's statewide average FLEC per line,
caculated pursuant to section 54.309(a) of this Subpart, exceeds the nationa cost benchmark, but the



amount of support that would be provided to a non-rura incumbent loca exchange carrier in such State
pursuant to section 54.309(b) of this Subpart is less than the amount that would be provided pursuant to
Part 36 and, if applicable, section 54.303 of this Subpart, the carrier shadl be digible for support pursuant to
Part 36 and, if gpplicable, section 54.303 of this Subpart. To the extent that an eigible telecommunications
carier sarveslinesin the service area of anon-rurd incumbent local exchange carrier recaiving interim hold-
harmless support, the digible tdecommunications carrier shal aso be entitled to interim hold-harmless
support in an amount per line equa to the amount per line provided to the non-rura incumbent loca
exchange carrier pursuant to subsection (b).

(b) Distribution of Interim Hold-Harmless Support Amounts. The total amount of interim hold-harmless
support provided to each non-rura incumbent local exchange carrier within a particular State pursuant to
subsection (a) shdl be distributed firgt to the carrier's wire center with the highest wire center average FLEC
per line until that wire center's average FLEC per line, net of support, equals the average FLEC per linein
the second most high-cost wire center. Support shal then be distributed to the carrier's wire center with the
highest and second highest wire center average FLEC per line until those wire center's average FLECs per
line, net of support, equd the average FLEC per line in the third most high-cost wire center. This process
shdl continue in a cascading fashion until dl of the interim hold-harmless support provided to the carrier has
been exhausted.

(c) Petition for Waiver. Pursuant to section 1.3 of this Chapter, a State may file a petition for waiver of
subsection (b), asking the Commission to didtribute interim hold-harmless support to a geographic area
different than the wire center. Such petition must contain a description of the particular geographic leve to
which the State desires interim hold-harmless support to be distributed, and an explanation of how waiver of
subsection (b) will further the preservation and advancement of universa service within the State.

10. A new Section 54.313 is added as follows:

§ 54.313 State certification.

(&) Certification. States that desire non-rura incumbent loca exchange carriers and/or digible
telecommunications carriers serving lines in the service area of anon-rura incumbent loca exchange carrier
within their jurisdiction to receive support pursuant to sections 54.309 and/or 54.311 of this Subpart must
filean annud certification with the Adminigtrator and the Commission gtating thet al federd high-cost support
provided to such carriers within that State will be used only for the provison, maintenance, and upgrading of
facilities and services for which the support isintended. Support provided pursuant to sections 54.309
and/or 54.311 of this Subpart shdl only be provided to the extent that the State has filed the requisite
certification pursuant to this section.



(b) Certification Format. A certification pursuant to this section may befiled in the form of aletter from the
appropriate regulatory authority for the State, and must be filed with both the Office of the Secretary of the
Commission clearly referencing CC Docket No. 96-45, and with the Adminigtrator of the high-cost universa
Service support mechanism, on or before the deadlines set forth below in subsection (c). The annud
certification must identify which carriersin the Stete are digible to receive federa support during the
applicable 12-month period, and must certify that those carriers will only use the support for the provison,
maintenance, and upgrading of facilities and services for which the support isintended. A State may filea
supplementd certification for carriers not subject to the State's annud certification. All certifications filed by a
State pursuant to this section shdl become part of the public record maintained by the Commission.

(¢) Filing Deadlines. In order for anon-rura incumbent loca exchange carrier in a particular State, and/or
an digible telecommunications carrier sarving linesin the service area of anon-rura incumbent locd
exchange carier, to receive federa high-cost support, the State must file an annua certification, as described
in subsection (b), with both the Adminigtrator and the Commission. Support shall be provided in accordance
with the following schedule:

(2) First Program Year (January 1, 2000 - December 31, 2000). During thefirst program year (January
1, 2000 - December 31, 2000), acarrier in a particular State shal receive support pursuant to section
54.311 of this Subpart. If a State files the certification described in this section during the first program yesr,
cariersdigible for support pursuant to section 54.309 shdl receive such support pursuant to the following
schedule:

(i) Certifications filed on or before January 1, 2000. Carriers subject to certifications filed on or before
January 1, 2000 shdl receive support pursuant to section 54.309 of this Subpart for the first and second
quarters of 2000 in the second quarter of 2000, and on a quarterly basis thereafter. Support provided in the
second quarter of 2000 shall be net of any support provided pursuant to section 54.311 of this Subpart for
the first quarter of 2000.

(i1) Certifications filed on or before April 1, 2000. Carriers subject to certifications that gpply to the first
and second quarters of 2000, and are filed on or before April 1, 2000, shall receive support pursuant to
section 54.309 of this Subpart for the first and third quarters of 2000 in the third quarter of 2000, and
support for the second and fourth quarters of 2000 in the fourth quarter of 2000. Such support shall be net
of any support provided pursuant to section 54.311 of this Subpart for the first or second quarters of 2000.

(iii) Certifications filed on or before July 1, 2000. Carriers subject to certifications filed on or before July



1, 2000, shall receive support pursuant to section 54.309 of this Subpart for the fourth quarter of 2000 in
the fourth quarter of 2000.

(iv) Certifications filed after July 1, 2000. Carriers subject to certifications filed after July 1, 2000, shall
not receive support pursuant to section 54.309 of this Subpart in 2000.

(2) Second Program Year (January 1, 2001 - December 31, 2001). During the second program year
(January 1, 2001 - December 31, 2001), a carrier in a particular State shal not receive support pursuant to
sections 54.309 or 54.311 of this Subpart until such time as the State files the certification described in this
section. Upon the filing of the certification described in this section, support shal be provided pursuant to the
following schedule:

(i) Certifications filed on or before October 1, 2000. Carriers subject to certifications filed on or before
October 1, 2000 shall receive support pursuant to sections 54.309 or 54.311 of this Subpart, whichever is
gpplicable, in the first, second, third, and fourth quarters of 2001.

(i) Certifications filed on or before January 1, 2001. Carriers subject to certifications filed on or before
January 1, 2001 shall receive support pursuant to sections 54.309 or 54.311 of this Subpart, whichever is
gpplicable, in the second, third, and fourth quarters of 2001. Such carriers shal not receive support pursuant
to sections 54.309 or 54.311 of this Subpart, whichever is applicable, in the first quarter of 2001.

(iii) Certifications filed on or before April 1, 2001. Carriers subject to certifications filed on or before
April 1, 2001 shdl receive support pursuant to sections 54.309 or 54.311 of this Subpart, whichever is
applicable, in the third and fourth quarters of 2001. Such carriers shal not receive support pursuant to
sections 54.309 or 54.311 of this Subpart, whichever is applicable, in the first or second quarters of 2001.

(iv) Certifications filed on or before July 1, 2001. Carriers subject to certifications filed on or before July
1, 2001 shall receive support pursuant to sections 54.309 or 54.311 of this Subpart, whichever is
applicable, in the fourth quarter of 2001. Such carriers shall not receive support pursuant to sections 54.309
or 54.311 of this Subpart, whichever is applicable, in the first, second, or third quarters of 2001.

(v) Certifications filed after July 1, 2001. Carriers subject to certifications filed after July 1, 2001 shal not
receive support pursuant to sections 54.309 or 54.311 of this Subpart, whichever is applicable, in 2001.



(3) Subsequent Program Years (January 1 - December 31). During the program years subsequent to the
second program year (January 1, 2001 - December 31, 2001), acarrier in a particular State shall not
receive support pursuant to sections 54.309 or 54.311 of this Subpart until such time as the State files the
certification described in this section. Upon the filing of the certification described in this section, support
shdl be provided pursuant to the following schedule:

(i) Certifications filed on or before October 1. Carriers subject to certifications filed on or before October
1 shdll receive support pursuant to sections 54.309 or 54.311 of this Subpart, whichever is applicable, in the
firgt, second, third, and fourth quarters of the succeeding year.

(i) Certifications filed on or before January 1. Carriers subject to certifications filed on or before January
1 shdl receive support pursuant to sections 54.309 or 54.311 of this Subpart, whichever is applicable, in the
second, third, and fourth quarters of that year. Such carriers shal not receive support pursuant to sections
54.309 or 54.311 of this Subpart, whichever is applicable, in the first quarter of that year.

(i) Certifications filed on or before April 1. Carriers subject to certifications filed on or before April 1
shall receive support pursuant to sections 54.309 or 54.311 of this Subpart, whichever is gpplicable, in the
third and fourth quarters of that year. Such carriers shal not receive support pursuant to sections 54.309 or
54.311 of this Subpart, whichever is gpplicable, in the first or second quarters of that year.

(iv) Certificationsfiled on or before July 1. Carriers subject to certifications filed on or before July 1 shall
receive support pursuant to sections 54.309 or 54.311 of this Subpart, whichever is applicable, beginning in
the fourth quarter of that year. Such carriers shall not receive support pursuant to sections 54.309 or 54.311
of this Subpart, whichever is applicable, in the first, second, or third quarters of that year.

(v) Certifications filed after July 1. Carriers subject to certifications filed after July 1 shal not receive
support pursuant to sections 54.309 or 54.311 of this Subpart, whichever is applicable, in that year.

Separ ate Statement
of

Commissioner Susan Ness



Re: Federal-Sate Joint Board on Universal Service (CC Docket No. 96-45).

A cornerstone of the Telecommunications Act of 1996 is the notion that al Americans should have access to
telecommunications services at affordable and reasonably comparable rates. It is axiomatic that universa
sarvice benefits all Americans, not just low-income consumers or those living in high cost aress. Eachtime a
new subscriber is added to the system, the value of that system is enhanced.

Under section 254 of the Act, the federa government and the states together share responsibility for ensuring
that specific, predictable and sufficient mechanisms are in place to preserve and advance universal service.

(329) A key component of universal service is the requirement that quality services be available a just,

reasonable, and affordable rates. 325 Working in close consultation with our colleagues on state public utility
commissions, we today adopt an order that further clarifies these principles. We identify the federa role as
enabling reasonable comparability among dates; the Sate role is to ensure reasonable comparability within its
borders. We emphasize that states can and should satisfy their own rate comparability needs to the extent
possible before drawing support from other states through the federal mechanism.

We dso establish, in part through operation of a cost modd, the amount of federa funding that non-rura
cariersreceive in those states that do not have sufficient resources to make local rates reasonably
comparable. The cost model estimates the carriers forward-looking cost of providing service, which isthe
basis for pricesin acompetitive market. We cannot permanently rely on a system that is based upon the
historic costs of incumbent carriers - costs which are not uniformly and predictably derived. The cost model
isfar from perfect. But, when used to measure forward-looking costs statewide, the mode gppears to have
gained areasonable level of acceptance. The modd was developed to determine universal service support,
andisnot in its current form intended to be used for other purposes, such as setting prices for unbundled
network elements. | will be watching the implementation closaly to determine whether the cost model
achieves our objectives.

| want to underscore what | have said previoudy - we have made no determination as to the gppropriateness
of gpplying thismodel, or any modd, to determine comparative funding levelsfor rurd carriers. The Joint
Board has asked the Rurd Task Force to examine the unique cost structures and comptitive circumstances
of rurd carriers. | await its recommendations next spring and Joint Board action before making any
sgnificant changes to the universa service mechanismsfor rurd carriers. But | urge us to move expeditioudy
once the Task Force hasissued its report to findize any modificationsin rura carrier support.



| am aso increasingly concerned about the aggregate impact of our universa service reforms on consumers,
particularly those who make very few long distance telephone calls. These subscribers have not derived the
benefits of the very substantia rate reductions in long distance service. This past July, we issued a Notice of
Inquiry seeking comment on the aggregate impact of marketplace changes on low-volume users. We need to
move swiftly to review these comments and determine what, if anything, should be done to reduce any
disproportionate burden on this group.

Findly, | would have preferred to proceed concurrently with reform of high cost support and access
charges. The two go hand in glove. Unfortunately, while progress has been made in access charge reform,
the proposals on the table do not adequatdly take into account the needs of consumers. We will continue to
work on access charge reform to finaize changes expeditioudy, but cannot judtify further delay in
implementing our revisions to high cost support.

DISSENTING STATEMENT OF COMMISSION FURCHTGOTT-ROTH

Re Federal-State Joint Board on Universal Service, Ninth Report & Order and Eighteenth Order on
Reconsideration, CC Docket No. 96-45; Federal-Sate Joint Board on Universal Service, Forward-
Looking Mechanism for High Cost Support for Non-Rural LECs, Tenth Report and Order, CC Docket
Nos. 96-45, 97-160.

In the companion ordersthat it releases today, the Commission findizes its implementation of a computer
model that it will use to determine the total cost of providing service to every resdent in the country. It plans
to use thismodd to digtribute universal service support amnong "non-rurd carriers,” the term that isused to
describe the large telephone companies that serve rura aress. As| have said a earlier Sagesin this
proceeding, this Commission's gpproach to universal serviceis fundamentally at odds with the
Tdecommunications Act generdly and specificaly with its express directive that the Commission "preserve
and advance’ universa service. Moreover, its adoption of this unwieldy mode isinconsgtent with the Act's
mandate that universal service support be "specific' and "predictable.” Findly, as a consequence of the
Commission's action today, consumers will now pay higher bills for dubious subsidies to large companies. |
therefore dissent from these orders.

The Orders Arelnconsistent With Congress's Objective of Preserving Univer sal Service Support
for Rural Carriers. By way of background, four years ago, universa service was a $2 billion per year
program targeted mostly a smdll, rura telephone companies. Today, as a result of the Commisson's
unwarranted interference in the existing universal service system and the new programs that it has dreamed
up, the program costs taxpayers more than $5 hillion a year.

| believe that this proceeding illudtrates, yet again, that this Commission has its universd service priorities
entirdy backward. Section 254 of the Telecommunications Act of 1996 was drafted with rurd carriersin
mind. The primary objective of that provision was to ensure that rurd carriers continued to recelve sufficient
funding to enable them to provide loca service a rates comparable to those in urban areas. In light of this
objective, the Commission should have turned firgt to the matter of preserving rurd universa service.



Instead, the Commission has squandered a tremendous amount of its employees time and taxpayers money
coming up with an entirely new gpproach to universa service. And the matter of universal service support for
rurd carriers has been this Commisson's very last priority.

| am relieved to see that the Commission has in these orders taken steps to ensure that funding for rura
carrierswill not decrease - @ least in the near term. | have little confidence, however, that rura carriers can
count on this promise for long. This Commisson has so substantially increased universal service funding for
other, less essentid programs that, if and when it findly turnsto addressing the issue of rurd universa service
support, | question whether there will be any money |eft for rurd telephone companies.

The Commission's Mode Is Unwieldy, Easily Manipulated, and Will Require Constant
Maintenance. Not only does the Commission have its universal service priorities wrong, but aso the mode
onwhich it rdiesisincongstent with the Telecommunications Act's requirement that universal service support
be "specific* and "predictable.” The modd is an immensdy complicated computer program that requires
around 180 hours - more than one week - to run. Since issuing an October 1998 NPRM in which it
proposed this model, the Commission has made numerous changes to the mode platform, and each change
has required interested parties to go back to their computers and spend days testing the model. Only in the
last few weeks has the Commission decided on find input vaues. In my view, it is unclear whether interested
parties have even had the opportunity meaningfully to comment on afind verson of the modd, asthe
Adminigtrative Procedure Act requires.

The modd is dso completely dependent on hundreds of assumptions about the local exchange markets and
cogs. The bottom lineisthat, smply by making different assumptions about loca exchange networks, or by
picking different input values for cogts, the Commisson is adle to push the end result in whatever direction it
chooses. | do not believe that a system that can be manipulated in this way will generate the "specific” and
"predictable” universa service support that the 1996 Act requires. In addition, the fact that the Commission
has found it necessary to tinker with this modd so extensively reflectsits fundamenta lack of confidencein its
modd.

The model isdso going to be enormoudy time-consuming and expensive to maintain. Each time technology
or prices change, the Commission's staff will be required to adjust the modd. | am opposed to wasting
resources on this effort.

The Commission's Approach to Universal Service Meansthat Consumers Will Pay More. Asa
find matter, | want to point out what the Commission's current gpproach to high-cost universa service will
mean for consumers. According to the modd, carriersin afew states (primarily Mississppi and Alabama)
should recaive sgnificantly more funding than they currently do, and the Commission plansto increase
subsdiesfor cariersin these states. But the modd dso says that carriersin many other states should receive
less universd service funding than they now do. The Commission, however, does not plan to follow the
model's guidance with respect to these carriers. Instead, because it committed to Congressin April 1998
that universa service support would not decrease for any state, the Commission plans to continue distributing
current levels of universal service support to carriersin al states.

The result of this so-cdled "hold harmless' requirement isthet al carrierswill receive as much or more



universal service funding as they did before the issuance of these two orders. In other words, the bill for
high-cost universal service support will go up, and consumers phone bills are going to increase
correspondingly. | predict that these will be only the first of severa increases that consumers can expect to
see in the upcoming months as aresult of this Commission's misguided universa service policies.

SEPARATE STATEMENT OF COMMISSIONER MICHAEL K. POWELL, CONCURRING
IN PART

Re: Ninth Report and Order and Eighteenth Order on Reconsideration, Federal-Sate Joint Board on
Universal Service (CC Docket No. 99-45).

| enthusiagticaly support the Commission taking this important step toward fulfilling our duty to implement
the universal service provisons of the Tdlecommunications Act of 1996. The task of determining support
levelsfor federd high cost support is one of the most complex and contentious issues the Commission has
faced dance it began implementing the 1996 Act. My colleagues, our Common Carrier saff and the Sate
members of the Joint Board are to be commended for their diligent and, at times, frustrating work to develop
aplatform for estimating cost of service that attempts to build on the best ideas from each of the other
proposed models.

In order to promote competition and reduce at least some of the distortions created by the traditiona

subsidy regime, | think it isimperative that we introduce some notion of economic cost into universa service
support. Although | believe the criticisms leveled at the gpproach we have taken with the new support
mechanism have at least some merit, | cannot agree that we should have abandoned the cost models
atogether. The only dternative to this gpproach agppears to involve continuing to funnd money to states and
carierswith little way of knowing objectively whether such support was necessary and without being able to
target it for purposes of minimizing distortions to competitive entry sgnas. | fully understand that the platform
isnot perfect, but it is the best gpproach for estimating economic cost of service on a nationwide basis that
we currently have. Furthermore, the models have been subjected to prolonged scrutiny over the past severd
years.

Y e, even though | gpplaud the Commission's adoption of the new mechanism as agenera maiter, | am
troubled that we have not specified a date when carriers will no longer be "held harmless’ with respect to the
levels of federa support received under the old high cost mechanism, and thus | must reluctantly concur in
part.



| agree that there is merit in giving carriers that will not receive as much federa support under the new
mechanism some period to adjust to that change. | believe it is essentia, however, that we keep that period
as brief as reasonably possible because we will be collecting and distributing funds for two support
mechanisms as long as the hold harmless stays in place. This approach, | concede, holds carriers receiving
federal support harmless. But clearly, other carriers and consumers will not be held harmless. Rather, to
support the old and new mechanisms smultaneoudy, carriers will have to make temporarily inflated
contributions, which they will pass on to their cusomersin the form of higher rates or unnecessarily high line
items. Thus, at the very least, | would have preferred to specify in this Order adate certain (i.e., asunset
date) by which the hold harmless would end, aosent further action by the Commission in consultation with
the Joint Board. This gpproach would have given the Joint Board ample opportunity to weigh in to
recommend that we accelerate and, if absolutely necessary, extend the sunset date. Certainly, | applaud the
extent to which the item describes the hold harmless as "transitiondl.” Without a sunset date as a basdline,
however, | fear we have left the Commission, as well as the carriers and consumers who will have to pay for
the two funds, unnecessarily vulnerable to enormous pressures by those states and carriers that will receive
less federa support under the new mechanism. | should add that, by leaving ambiguous precisdy when we
will end the hold harmless, we have left oursaves vulnerable to accusations, in the courts and perhaps
elsawhere, that the hold harmlessis not redly trangtiond a dl.

That said, | would reiterate my strong support for thisimportant action in our universal service
implementation. The fact that it is our duty to take this action does not take away from the need for courage
in doing s0. And our decision today is, indeed, courageous, for it brings us even closer to ensuring thet all
subsidy flows are visble to everyone in the marketplace, even consumers. Although important to the
development of universa service, many implicit and other subsidy flows higtoricaly have not been as
gpparent to carriers and consumers, and thus they have frustrated the development of loca competition. The
Act wisdly commands that we make universal service support explicit in order to remove this obstacle to
competition and thereby benefit the public. The public, however, may not always appreciate this benefit.
Consumers may long for the days when they did not know what they were paying for. But that's not the way
markets work, and in exchange for the benefits of competition, consumers must give up some of the
comforts of regulatory paternaism that were only possible under the old, monopoalistic regime. And, | dare
say, letting consumers know what they are paying for will better help us to balance our duty to promote
universd service againg the harsh redlity that, like any government spending program, the costs of universa
sarvice are ultimately borne by the American public. Perhaps that balance will curb what otherwise would be
an irresgtible temptation to alow federd largesse in this regard to grow uncongtrained.

Based on our action today, | am hopeful that the Commission can exercise Smilar courage as we work hard
to put together the other pieces of the subsidy puzzle, including access reform and rurd high cost support.
We must not quaver in our resolve to make that which isimplicit explicit, nor should we be naive enough to
think we can reform implicit subsidies without any effect on consumers. Certainly, we should try to minimize
these effects to the extent doing so does not undermine the reform itself. But the Commission has repegatedly
tried - and, to my mind, consstently failed - to shield consumers from such impacts. And | see on the horizon
no truly viable method, whether directly or through less forma means, for shielding consumersin asgnificant



way from these impacts, save doing what seems dmost unthinkable: imposing new price regulaions on the
competitive long distance market, just as we watch long distance rates plummet toward commodity levels. In
my view, our time would be better spent completing the exercise of subsidy reform, rather than engaging in
exerdsssin futility.

Separ ate Statement of

Commissioner Gloria Tristani

Re: Federal-Sate Joint Board on Universal Service; Ninth Report & Order and Eighteenth Order on
Reconsideration. CC Docket No. 96-45

Federal-Sate Joint Board on Universal Service; Forward-Looking Mechanism for High Cost
Support for Non-Rural LECs. CC Docket Nos. 96-45 & 97-160.

In adopting these Orders, the Commission has taken an important step towards fulfilling its mandate under
the 1996 Act to ensure that al Americans have access to telecommunications and information services. The
new high+cost mechanism, together with the selected inputs, establishes a specific, predictable, and sufficient
mechaniam to preserve and advance universd sarvice. | beieve that the mechanism will provide sufficient
resources to the states to ensure reasonable comparability of rates among states. Moreover, | am pleased
that the Commission will be ready to provide forward-looking support to non-rurd carriers based on this
mechanism, effective January 1, 2000.

| commend my fellow Joint Board members, the Joint Board staff, and the Common Carrier Bureau for their
outstanding cooperation in developing the model and modd inputs. | likewise commend the outside parties
who worked with the Joint Board and the Bureau throughout this process. | ook forward to continued
cooperation as we confront the other pieces of universal service reform, including adjusting interstate access
charges to account for explicit support, selecting an appropriate methodology for rurd carriers serving high
cost areas, and addressing the needs of unserved and underserved aress.

1. 47 U.S.C. § 151, et seq.
2. See Pub. L. No. 104-104, 110 Stat. 56 (1996).

3. According to the Joint Explanatory Statement, the purpose of the 1996 Act is "to provide for a pro-



competitive, de-regulatory nationd policy framework designed to accelerate rapidly private sector
deployment of advanced telecommunications and information technologies and services to al Americans by
opening al tdlecommunications markets to competition . . . ." Joint Explanatory Statement of the Committee
of Conference, H.R. Conf. Rep. No. 458, 104th Cong., 2d Sess. a 113 (Joint Explanatory Statement).

4. 47 U.S.C. § 254(a), (d). See also Federal-Sate Joint Board on Universal Service, CC Docket No.
96-45, Notice of Proposed Rulemaking and Order Establishing Joint Board, 11 FCC Rcd 18092 (1996)
(Universal Service NPRM).

5. Federal-Sate Joint Board on Universal Service, CC Docket No. 96-45, Second Recommended
Decision, 13 FCC Rcd 24744 (&. Bd. 1998) (Second Recommended Decision).

6. Federal-Sate Joint Board on Universal Service, CC Docket No. 96-45, Report and Order, 12 FCC
Rcd 8776 (1997), as corrected by Federal-Sate Joint Board on Universal Service, CC Docket No. 96-
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Rcd 8077 (1999), petition for review filed sub nom. Vermont Department of Public Service v. FCC,
No. 99-60530 (5th Cir., filed June 23, 1999) (Seventh Report and Order).

8. Non-rurd carriers are those that do not meet the following statutory definition of arura telephone
compary:

The term "rurd telephone company” means aloca exchange carrier operating entity to the extent that such
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(A) provides common carrier service to any local exchange carrier study areathat does not include either-
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of the Telecommunications Act of 1996.



47 U.S.C. § 153(37).

9. We intend to address the support that may be implicit in interstate access charges in a future order, jointly
captioned in this proceeding and our access charge reform proceeding. See, e.g., Access Charge Reform,
Price Cap Performance Review for Local Exchange Carriers, Interexchange Carrier Purchases of
Switched Access Services Offered by Competitive Local Exchange Carriers, Petition of US West
Communications, Inc. for Forbearance from Regulations as Dominant Carrier in the Phoenix,
Arizona MSA, CC Docket Nos. 96-262, 94-1, 98-157, CCB/CPD File No. 98-63, Fifth Report and
Order and Further Notice of Proposed Rulemaking, FCC 99-206 (rel. Aug. 27, 1999); Sunshine
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11. We have carefully considered states concerns as they have been expressed to usin the Joint Board's
recommendations and our ongoing consultations with the state members and staff, as well asin comments
filed in this proceeding by states not directly represented on the Joint Board.

12. 47 U.S.C. 8§ 254(b)(3) (emphasis added).
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19. Asdiscussed in the Seventh Report and Order, the Commission adopted the Joint Board's

recommendation to use costs as aproxy for rates. Seventh Report and Order, 14 FCC Rcd at 8092-93,
paras. 32-33. The Commission concluded that comparing costs in different Sates, rather than rates, dlows
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8092-93, paras. 32-33.
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and the Commission be guided by such other principles they determine to be consistent with the Act, and
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92. Texas Office of Public Utility Counsel v. FCC, 183 F.3d at 425.

93. Texas Office of Public Utility Counsel v. FCC, 183 F.3d at 425.

94. Commission's Mation for a Stay of the Mandate (filed Sept. 9, 1999).

95. FCC Petition for Panel Rehearing (filed Sept. 13, 1999); FCC Petition for Rehearing En Banc (filed
Sept. 13, 1999); Petition for Rehearing of the GTE Entities (filed Sept. 13, 1999); Petition for Rehearing En
Banc of the GTE Entities (filed Sept. 13, 1999); Petition of Intervenor AT& T Corp. for Rehearing En Banc
(filed Sept. 13, 1999).

96. Texas Office of Public Utility Counsel v. FCC, No. 97-60421, (Sept. 28, 1999) (Order denying
petitions for rehearing); Texas Office of Public Utility Counsel v. FCC, No. 97-60421, (Sept. 28, 1999)
(Order granting motion for Say in part).

97. Texas Office of Public Utility Counsel v. FCC, No. 97-60421, (Sept. 28, 1999) (Order granting
motion for stay in part).

98. Federal-Sate Joint Board on Universal Service, CC Docket No. 96-45, Access Charge Reform,
CC Docket No. 96-262, Sixteenth Order on Reconsideration in CC Docket No. 96-45, Eighth Report and
Order in CC Docket No. 96-45, Sixth Report and Order in CC Docket No. 96-262, FCC 99-290 (rel.
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99. Universal Service Remand Order, FCC 99-290 at paras. 15, 17.



100. Universal Service Remand Order, FCC 99-290 at paras. 15, 19-29.

101. Universal Service Remand Order, FCC 99-290 at paras. 30-33.

102. Universal Service Remand Order, FCC 99-290 at para 33.

103. Inputs Order, FCC 99-304.

104. See 47 U.S.C. 8§ 254(b)(3), (5). Weintend to address reform of universal service support in interstate
access rates in our ongoing access charge reform proceeding. See Access Charge Reform Order, 12 FCC
Rcd 15982. In section 1V.C.3., infra, we specificaly account for carriers bifurcated recovery of costsin the
two jurisdictions to ensure that our actions here do not disrupt our jurisdictional separations rules. See 47
C.F.R. Part 31.

105. In the event that acarrier presents a serious and unanticipated Y 2K -related implementation problem to
the Commission before January 1, 2000, we will consider the issue expeditioudy. See Minimizing
Regulatory and Information Technology Requirements that Could Adversely Affect Progress Fixing
the Year 2000 Date Conversion Problem, Y ear 2000 Network Stabilization Policy Statement, FCC 99-
272 (rdl. Oct. 4, 1999). We discourage parties dissatisfied with the policies adopted in this Order from using
Y 2K as an excuse to delay implementation of the new forward-looking support mechanism.

106. Under the Commisson'srules, only certain smd| carriers are digible to receive support for switching
costs. See 47 C.F.R. 88 54.201, 54.301.

107. See supra section [11.A.2.

108. See, e.g., First Report and Order, 12 FCC Rcd at 8926, para. 271 (" The Commission does not have
any authority over the loca rate setting process or the implicit intrastate universal service support reflected in
intrastate rates.”).

109. Texas Office of Public Utility Counsel v. FCC, 183 F.3d at 421, 424, 446-48. Although the
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decision.

110. Texas Office of Public Utility Counsel v. FCC, 183 F.3d at 444.

111. Texas Office of Public Utility Counsel v. FCC, 183 F.3d at 444.

112. Second Recommended Decision, 13 FCC Rcd at 24747, para. 6, 24755-56, paras. 24-26.
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114. Second Recommended Decision, 13 FCC Rcd at 24760, para. 37.

115. Second Recommended Decision, 13 FCC Rcd at 24760, paras. 37, 39.

116. See 47 U.S.C. § 254(b)(5), (d).



117. S,e 47 U.S.C. 8§ 254(b)(3), (d).

118. First Report and Order, 12 FCC Rcd at 8899-8900, paras. 224-226.

119. See, e.g., Federal-Sate Joint Board on Universal Service, CC Docket Nos. 96-45, Forward-
Looking Mechanism for High-Cost Support for Non-Rural LECs, 97-160, Further Notice of Proposed
Rulemaking, 12 FCC Rcd 18514 (1997) (1997 Further Notice); Common Carrier Bureau Requests
Further Comment on Selected |ssues Regarding the Forwar d-Looking Economic Cost Mechanism for
Universal Service, CC Docket Nos. 96-45, 97-160, Public Notice, DA 98-848 (rel. May 4, 1998)
(Inputs Public Notice); Common Carrier Bureau to Hold Three Workshops on Input Values to be
Used to Estimate Forward-Looking Economic Costs for Purposes of Universal Service Support, CC
Docket Nos. 96-45, 97-160, Public Notice, DA 98-2406 (rel. Nov. 25, 1998) (Workshop Public
Notice); Inputs Further Notice, FCC 99-120.

120. Inputs Order, FCC 99-304 at para. 22.

121. Inputs Order, FCC 99-304 at para. 23.

122. Inputs Order, FCC 99-304 at para. 24.

123. Inputs Order, FCC 99-304 at para. 28.

124. Inputs Order, FCC 99-304 at para. 28.

125. Inputs Order, FCC 99-304 at para. 32. State commissions, for example, may find that it is not
gppropriate to use nationwide values in determining state universal service support or prices for unbundled
network eements and may choose instead to use Statewide or company-specific vaues.

126. Inputs Order, FCC 99-304 at para. 32.

127. Second Recommended Decision, 13 FCC Rcd at 24758-59, paras. 32-35.

128. Second Recommended Decision, 13 FCC Rcd at 24759, para. 35.

129. Second Recommended Decision, 13 FCC Rcd at 24759, para. 35.

130. Second Recommended Decision, 13 FCC Rcd at 24759, para. 35.

131. Second Recommended Decision, 13 FCC Rcd at 24759, paras. 33, 35.

132. Second Recommended Decision, 13 FCC Rcd at 24759, para. 33. As discussed infra, the
Commission believes that the appropriate federd role in providing support for intrastate rates, rather than the
current level of competition, should be the driving factor in the selection of the gppropriate area over which
costs should be averaged.

133. Seventh Report and Order, 14 FCC Rcd at 8126-30, paras. 101-1009.



134. Seventh Report and Order, 14 FCC Rcd at 8126-27, para. 102.
135. Seventh Report and Order, 14 FCC Rcd at 8127-30, paras. 103-109.

136. Because we are, in this phase of this proceeding, considering universal service reform only for non-rura
carriers, when we speak of "statewide’ averaged costs, we are referring only to the entire areawithin a state
that is served by non-rurd carriers. Moreover, our decision to adopt a statewide averaging approach for
non-rurd carriers does not necessarily mean that we will adopt asimilar gpproach for rurd carriersin the
future.

137. We recognize that the Commission did not specificaly ask for comment on the statewide averaging
gpproach in the Seventh Report and Order. Considering that the Joint Board addressed the statewide
gpproach in its Second Recommended Decision, and that the Commission was seeking comment on the
appropriate area over which costs should be averaged, we believe that the decision to adopt a statewide
gpproachisalogica outgrowth of the proposal to average costs over agiven area. See Small Refiner Lead
Phase-Down Task Force v. EPA, 705 F.2d 506 (D.C. Cir. 1983).

138. The nationa benchmark is discussed infra in section IV.C.2.

139. Seeinfra section IV.C 4.

140. While the 1996 Act does not require states to establish explicit intrastate universal service support
mechanisms, the Joint Board has acknowledged that the competitive forces that prompted Congress to favor
explicit federd support mechanisms may aso lead Sates to establish explicit State support mechanisms.,
Second Recommended Decision, 13 FCC Rcd at 24756, para. 26.

141. Seventh Report & Order, 14 FCC Rcd at 8101, para. 46. See AT& T reply comments at 6 (the
federa mechanism should focus on support flows among states, rather than within states).

142. Second Recommended Decision, 13 FCC Rcd at 24752-53, para. 14.

143. Second Recommended Decision, 13 FCC Rcd at 24760, para. 37.

144. Second Recommended Decision, 13 FCC Rcd at 24760, paras. 38-39.

145. Second Recommended Decision, 13 FCC Rcd at 24759, para. 35.

146. The carrier-by-carrier hold-harmless approach is discussed in section 1V.D., infra.

147. In the Seventh Report and Order, the Commission stated thet it would review the operation of the
new federal mechanism, including the hold-harmless provison, on or before January 1, 2003. Seventh
Report and Order, 14 FCC Rcd at 8123-24, para. 94. In this Order, we have asked the Joint Board to
provide us with its recommendations, on or before July 1, 2000, regarding how the interim hold-harmless
provison may be phased out without causing undue disruption to consumer rates in high-cost aress. See

infra section IV.D.

148. The results from these sub-statewide approaches can be tabulated into State categories to determine



the amount of support provided to a particular Sate, but the averaging occurs independent of state
boundaries.

149. Severd commenters support averaging costs a the wire center level. See PCIA comments at 3; PRTC
comments at 5; SBC comments at 3; Western Wirdless comments at 3; USCC reply comments at 7.

150. Some commenters support averaging costs a the UNE cost zone level. See BellSouth comments &t 6;
GTE comments at 23; USTA comments &t 6.

151. Implementation of the Local Competition Provisions in the Telecommunications Act of 1996,
First Report and Order, 11 FCC Rcd 15499 (1996), aff'd in part and vacated in part sub nom. lowa
Utilities Bd. v. FCC, 120 F.3d 753 (8th Cir. 1997), aff'd in part and rev'd in part sub nom. AT& T
Corp. v. lowa Utilities Bd., 119 S.Ct. 721 (1999) (Local Competition Order). Seeinfra section IV.J,
regarding the reingtatement of our UNE deaveraging rules following the Supreme Court's decision in that
matter.

152. Seventh Report and Order, 14 FCC Rcd at 8128-29, para. 106.
153. Seeinfra section IV.C.5.
154. See West Virginiacomments a 8.

155. The mgority of commenters support study areaaveraging. See AT& T comments at 12-13; Bell
Atlantic comments at 5-6; Cdiforniacomments at 9-12; CBT comments at 4; CompTd comments at 3;
Vermont comments at 15; West Virginia comments at 4.

156. The following states have more than one non-rurd study area: Alabama (3); Cdifornia (4); Horida (3);
[llinois (3); Indiana (3); Kentucky (3); Michigan (2); Minnesota (2); Missouri (3); North Carolina (6);
Nebraska (2); Nevada (2); New York (2); Ohio (4); Oklahoma (2); Oregon (2); Pennsylvania (2); South
Carolina (2); Tennessee (2); Texas (4); Virginia (4); Washington (2); and Wisconsn (2).

157. See, e.g., BelSouth comments a 7-8; GSA reply comments at 4; US West reply comments at 1-2.
158. 47 U.S.C. § 254(d).

159. Texas Office of Public Utility Counsel v. FCC, 183 F.3d at 412.

160. Seventh Report and Order, 14 FCC Rcd at 8129-30, para. 109. Seeinfra section 1V.C.3.

161. See lowacomments at 3; US West comments a 22; GTE reply comments a 8. We recognize that
section 254 dso states that federa support should be specific and predictable. 47 U.S.C. § 254 (b)(5), (d).
We believe, however, that the forward-looking mechanism that we adopt today achieves these gods.
Because the forward-looking mechanism provides a definitive amount of support on a per line basis, we
conclude that it meets section 254's specificity god. In addition, because the cost model and support
methodology are available to the public and will change only through Commission action after notice and
comment, carriers can predict the amount of support provided for agiven period. Thus, we conclude that the
forward-looking mechanism meets section 254's predictability goal. Moreover, commenters generdly have
not suggested that the new forward-looking mechanism fails to satisfy the specificity and predictability gods.



Therefore, we believe that our primary focus at this stage of this proceeding should be on section 254's
ufficiency god.

162. See supra section 1V.B. See also New York commentsat 7.

163. Second Recommended Decision, 13 FCC Rcd at 24761-62, para. 43.

164. Seventh Report and Order, 14 FCC Rcd at 8124, para. 97.

165. See, e.g., Ameritech comments a 9; AT& T comments a 7-8; BellSouth comments at 5-6; CBT
comments at 3-4; Cdiforniacomments at 8-9; ITCs comments a 4; New Y ork comments a 4; PRTC
comments at 3-4; Sprint comments at 15-16; US West comments a 18; Vermont comments a 8-9; West
Virginiacomments & 9.

166. See, e.g., AT&T comments a 7-8 (200% benchmark); ITCs comments at 3-4 (115% benchmark);
Sprint comments at 15 (150% benchmark); US West comments at 18 (115% benchmark); Vermont
comments at 14 (80% benchmark); West Virginia comments at 9 (135% benchmark); Western Wireless
comments at 8 (150% benchmark a a minimum).

167. Second Recommended Decision, 13 FCC Rcd. at 24753, para. 15. This definition of reasonable
comparability contradicts, for example, ITCs assumption that the god of reasonable comparability should
refer to equality of rates. ITCs comments a 3-4.

168. Seventh Report and Order, 14 FCC Rcd at 8092, para. 30.

169. Seventh Report and Order, 14 FCC Rcd at 8092, para. 30.

170. That is, very few non-rurd carriers have book costs that exceed 160 percent of the nationwide
average. For amore detailed description of the current support mechanism, see supra section 111.A.1.

171. See, e.g., Vermont comments at 14 (80% benchmark); AT& T comments at 7-8 (200% benchmark);
ITCs comments at 3-4 (115% benchmark); Sprint comments at 15 (150% benchmark); US West
comments at 18 (115% benchmark); West Virginia comments a 9 (135% benchmark); Western Wirdless
comments at 8 (150% benchmark a a minimum).

172. Vermont comments at 14 (80% benchmark); US West comments at 18 (115% benchmark).

173. Cdiforniareply comments a 4.

174. Sprint comments at 15 (150% benchmark); Western Wireless comments at 8 (150% benchmark a a
minimum); AT& T comments a 7-8 (200% benchmark).

175. Second Recommended Decision, 13 FCC Rcd at 24753, para. 15. See also Seventh Report and
Order, 14 FCC Rcd at 8091, para. 29.

176. Seventh Report and Order, 14 FCC Rcd at 8092, para. 30.

177. 47 U.S.C. § 254(b)(5), (d).



178. See, e.g., Ameritech comments at 9.
179. See, e.g., BelSouth comments a 7-8.
180. Seventh Report and Order, 14 FCC Rcd at 8129, para. 107.

181. Seventh Report and Order, 14 FCC Rcd at 8129-30, paras. 108-09. Although the Commission
described these methods as "four proposals,” the fourth proposal consisted of two separate proposals.

182. That proposal is addressed infra at section IV.C.5.
183. Seventh Report and Order, 14 FCC Rcd at 8129-30, paras. 108-09.

184. Cdiforniacomments at 13-14; CBT comments at 3-4; GTE comments at 28-30; SBC comments at 5-
6; US West comments at 22-24; West Virginiacomments a 8-9; Western Alliance comments at 16;
Western Wirdess comments a 9; Horida reply comments 10-11; USCC reply comments at 7.

185. See supra section 1V.C.1.

186. See Sprint comments a 16; Vermont comments at 10 (arguing that providing 100 percent of the
difference between cost and the benchmark would lead to double-recovery because a portion of cost is
recovered in the interstate jurisdiction pursuant to the separations process).

187. The separations rules have historically operated on carriers book costs. See 47 C.F.R. Part 36. In
addition, most carriers actual access charge recovery is determined by our price cap rules. See 47 C.F.R.
Part 69, Subpart C.

188. See 47 C.F.R. Part 52, Subpart C.

189. To arive at 76 percent, we begin with the national average cost per line generated by the modd, which
is $23.836. This amount consists of $20.813 in loop costs, $0.861 in port costs, $0.320 in LNP costs, and
$1.842 in dl other costs. Under our separations rules, 75 percent of loop costs and, on average, 85 percent
of port costs are alocated to the intrastate jurisdiction. Thus, $15.610 ($20.813 x 75%) of the total
forward-looking loop cost, and $0.732 ($0.861 x 85%) of the total forward-looking port cost, represent the
intrastate loop and port costs the forward-looking mechanism will support. Under our LNP rules, 100
percent of LNP costs are recovered through the federal LNP cost recovery mechanism. Thus, O percent of
LNP costs will be supported by the forward-looking mechanism. Combining intrastate |oop costs
($15.610), intrastate port costs ($0.732), intrastate LNP costs ($0), and all other intrastate costs ($1.842)
equals $18.184, which represents the total forward-lookingintrastate costs produced by the cost model.
We then divide the total forward-looking intrastate costs produced by the cost model ($18.184) by the total
forward-looking intrastate and interstate costs produced by the cost mode ($23.836), and arrive at 76
percent.

190. The remaining 24 percent of forward-looking costs estimated by the cost model are already recovered
through the interstate jurisdiction.

191. We recognize thet, dthough the nationd average forward-looking loop, port, and LNP cogts are



$20.813, $0.861, and $0.320 per month, respectively, the loop, port, and LNP costsin a particular wire
center may be higher or lower than those amounts. Theoreticaly, it would be possible to calculate a different
level of support for costs above the benchmark, i.e., other than 76 percent, in each wire center. We
conclude, however, that the administrative burdens of such an gpproach would outweigh any of its benefits.

192. Second Recommended Decision, 13 FCC Rcd at 24761-62, paras. 42, 44-45.

193. Second Recommended Decision, 13 FCC Rcd at 24761-62, paras. 42, 44-45.

194. Dissenting Statement of Commissioner Harold Furchtgott-Roth, 13 FCC Red at 24791 ("[A] State
contribution level seemsto conflict with other recommendationsin the report. . . . In any event, | do not
support ether an explicit or an implicit federd requirement that States establish intrastate universd service
funds."); Separate Statement of Commissioner Laska Schoenfelder Dissenting, 13 FCC Red at 24801
("This approach is inconsistent with language contained in the recommended decision that federa support
may not be made contingent upon any actions taken, or not taken, by the states.™).

195. Seventh Report and Order, 14 FCC Rcd at 8109, para. 63.

196. Seventh Report and Order, 14 FCC Rcd at 8109, para. 63.

197. Seventh Report and Order, 14 FCC Rcd at 8109, para. 63.

198. Severa commenters are generally opposed to any state share requirement. See, e.g., GTE comments
a 30-33; PRTC comments a 6; SBC comments at 6; USTA comments at 6.

199. Second Recommended Decision, 13 FCC Rcd at 24760, para. 38.

200. Seeinfra, section IV.F.

201. See Texas Office of Public Utility Counsel v. FCC, 183 F.3d at 444.

202. If, however, anon-rurd carrier would receive less support under the forward-looking mechanism than
it receives under the current mechanisms, then the carrier will receive interim hold-harmless support. See
infra, section IV.D.

203. Seventh Report and Order, 14 FCC Rcd at 8129, para. 108.

204. Seventh Report and Order, 14 FCC Red at 8129, para. 108. In fact, targeting support has no effect
on the overal size of the fund. Rather, as discussed above, the fund Size is dependent on the area over which
costs are averaged, the level of the national benchmark, and the amount of support provided for costs above
the benchmark.

205. Seventh Report and Order, 14 FCC Rcd at 8133, para. 116.

206. See, e.g., Cdiforniacomments at 12; SBC comments at 5; AT& T reply comments at 8. In section

IV.D., infra, we adopt adightly different approach for targeting the amount of hold-harmless support
provided to a particular carrier.



207. The targeting approach does not affect a state's ability to direct or approve how carriers use their
federal support, so long asthe use is consstent with section 254(€). See infra section IV.F.

208. Seeinfra, para. 74.

209. We a0 note that this targeting does not affect states authority in connection with ther certifications to
the Commission that support is being used in amanner condstent with section 254(e). See infra section
IV.F.

210. Seventh Report and Order, 14 FCC Rcd 8129, para. 108.

211. Seealso AT& T reply comments at 8 (support should be distributed to UNE cost zones).

212. Asaprerequisteto filing awaiver petition of this nature, the state mugt first comply with the
certification requirements regarding section 254(e) of the 1996 Act that are described in section 1V.F.,
infra.

213. Seventh Report and Order, 14 FCC Rcd at 8111, para. 68. Rura carriers have been held harmless
by the Commisson's concluson in the First Report and Order that the support mechanism for rurd carriers
should not change until the Rurd Task Force and the Joint Board have made recommendations to the
Commission, but in no event before January 1, 2001. See First Report and Order, 12 FCC Rcd at 8934-
42, paras. 291-306.

214. Seventh Report and Order, 14 FCC Rcd at 8111, para. 68.

215. Seventh Report and Order, 14 FCC Rcd at 8111, para. 68, 8133-36, paras. 117-122.

216. Seventh Report and Order, 14 FCC Rcd at 8133-36, paras. 117-122.

217. Seventh Report and Order, 14 FCC Rcd at 8134-35, para. 120.

218. Seventh Report and Order, 14 FCC Rcd at 8135, para. 121.

219. Support under the existing mechanism is caculated on a per-line bassin each study area.

220. See 47 C.F.R. Part 36, Subpart F. As discussed, infra, the Commission will re-examine the need for
the hold-harmless provision no later than January 1, 2003.

221. See 47 U.S.C. § 54.303.

222. BdlSouth comments at 9-10; CenturyTel comments at 4-8; CBT comments at 2; GTE comments at
36; Sprint commentsat 7; TDS comments at 10; USTA comments at 5; US West comments at 29; Western
Alliance comments at 15. But see AT& T comments at 15; Californiacomments at 5; PCIA comments at 7-
8; Western Wireless comments at 10.

223. See, e.g. USTA comments a 5 (support should be frozen at the level received in the quarter prior to
adoption of the new mechaniam, and that frozen amount would be multiplied by 4 to determine the amount of



support the carrier would receive upon implementation of the new mechanism).

224. See CenturyTd comments at 7-8; Sprint reply comments at 5-6 (increases in the fund from a carrier-
by-carrier hold-harmless approach, as opposed to a sate-by-state approach, are likely to be smal).

225. See BdlSouth comments at 10; Century Td comments at 4-7; GTE comments at 36; Western Alliance
comments at 15.

226. See Seventh Report and Order, 14 FCC Rcd at 8134, para. 119.
227. Seeinfra para. 87.
228. See 47 C.F.R. Part 54, Subpart D.

229. The provision of federal support to non-rura carriersis contingent upon compliance with the Sate
certification requirements discussed infra in section IV.F.

230. See supra section 1V.C.5.
231. Seeinfra section 1V.E.
232. Seeinfra section IV .E.

233. Asaprerequiste to filing awaiver petition of this nature, the state must first comply with the
certification requirements regarding section 254(e) of the 1996 Act that are described in section IV.F.,
infra.

234. The method for ensuring that carriers use hold-harmless support in accordance with the 1996 Act is
discussed below in section 1V.F.

235. See, e.g., Bdl Atlantic Comments at 6; BdllSouth comments at 10; California comments & 5-6;
CompTe commentsat 7; NY DPS comments at 13; Western Wireless comments at 11.

236. Seventh Report and Order, 14 FCC Rcd at 8123-24, para. 94. Furthermore, since we are adopting
a carrier-by-carrier hold-harmless mechanism and not a sate-by-state mechanism, we do not address issues
rased in the Seventh Report and Order that were specific to the use of a state-by-gtate hold-harmless
mechanism, including how support should be dlocated if the state-by-state amount were insufficient to hold
each carrier in the state harmless, and whether universal service high-cost support should be distributed
directly to state commissons. See Seventh Report and Order, 14 FCC Rcd at 8134-35, paras. 120-121.
We further note that commenters addressing thisissue are unanimoudy opposed to didtributing federd high-
cost support directly to state commissions. GTE comments at 36-37; Omnipoint comments at 3-4; RTC
comments a 14-15; SBC comments at 10; Sprint comments at 8-10; USTA comments a 5; US West
comments a 30; Western Wireless comments at 12-13; Roseville reply comments at 11.

237. Seventh Report and Order, 14 FCC Rcd at 8113-14, paras. 72-74. See also First Report and
Order, 12 FCC Rcd at 8861-62, paras 151-152.

238. Seventh Report and Order, 14 FCC Rcd at 8113, para. 72.



239. Seventh Report and Order, 14 FCC Rcd at 8131-33, paras. 113-116, 8135-36, para. 122.
240. Seventh Report and Order, 14 FCC Rcd at 8135-36, para. 122.

241. See AT& T comments at 16; BdllSouth comments at 10; Cdiforniacomments at 7; GTE comments a
38; Western Wirdless comments at 12. Some commenters believe, however, that a competitor should
receive only the forward-looking amount of support. See PRTC comments at 8; RTC comments at 15; US
West comments at 30.

242. See, e.g., Cdiforniacomments at 7.

243. See First Report and Order, 12 FCC Rcd. at 8932-33, para. 287. We aso remind parties of our
finding inthe First Report and Order that carriers that provide service to lines solely through resde are not
eligible for support for those lines, and the underlying carrier should receive the support. First Report and
Order, 12 FCC Rcd. at 8933-34, para. 290.

244. First Report and Order, 12 FCC Rcd. at 8932-33, para. 287.

245. See also Western Wireless Corporation Petition for Clarification or Rulemaking, CC Docket No. 96-
45 (filed Oct. 15, 1998).

246. 47 C.F.R. 8§ 36.611.

247. 47 C.F.R. 8§ 36.611.

248. 47 C.F.R. 8 54.307(b). Because the forward-looking support mechanism provides support based on
costs estimated by the Commission's cost mode, non-rurd carriers will be required to file loop-count data,
but not cost data, in order to receive forward-looking support under Part 54. Because the interim hold-
harmless provision provides support based on Part 36 and section 54.303 of the Commission's rules, which
rely on book costs, non-rura incumbent LECswill be required to file cost data, in addition to loop-count
data, in order to receive interim hold-harmless support. Interim hold-harmless support for non-rurd
comptitive digible telecommunications carriers in a particular wire center is based on the amount of interim
hold-harmless support available to the incumbent LEC, and thus non-rural competitive digible
telecommunications carriers need only file loop-count data under Part 54 in order to receive interim hold-
harmless support.

249. Quarterly filing shdl remain voluntary for rurd carriers.

250. See 47 C.F.R. § 54.709(a).

251. 47 U.S.C. § 254(e).

252. Seventh Report and Order, 14 FCC Rcd at 8115, para. 77.

253. Seventh Report and Order, 14 FCC Rcd at 8115-16, para. 78.

254. Seventh Report and Order, 14 FCC Rcd at 8131-33, paras. 113-116.



255. Seventh Report and Order, 14 FCC Rcd at 8131-32, para. 114.

256. Seventh Report and Order, 14 FCC Rcd at 8131-32, para. 114.

257. Seventh Report and Order, 14 FCC Rcd at 8132-33, para. 115.

258. Seventh Report and Order, 14 FCC Rcd at 8132-33, para. 115.

259. Seventh Report and Order, 14 FCC Rcd at 8132-33, para. 115.

260. 47 U.S.C. § 254(e).

261. See Bdl Atlantic comments at 7-8; BellSouth comments at 8-9; RTC comments at 23.

262. Thetiming and effectiveness of these annud certifications are discussed infra in paragraphs 98-104.

263. See, e.g., Wisconsan comments at 2-3 (Wisconsin PSC does not have authority to require rate actions
by price cap regulated utilities in the Sete).

264. 47 U.S.C. § 254(€).

265. 47 C.F.R. § 54.709(3)(3).
266. See 47 C.F.R. § 54.709(a).
267. See 47 C.F.R. § 54.709(a).

268. Such forward-looking support shal be net of any hold-harmless support provided to the carrier in the
first quarter of 2000.

269. Such forward-looking support shal be net of any hold-harmless support provided to the carrier in the
first quarter of 2000.

270. Such forward-looking support shal be net of any hold-harmless support provided to the carrier in the
second quarter of 2000.

271. To the extent that USAC is unable to provide an estimate of first quarter 2000 demand for high-cost
support based on this directive before its November 1 filing is due, USAC may submit a supplementd filing
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