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I INTRODUCTION AND OVERVIEW

1 In this Order, consistent with the recommendation of the Federal-State Joint Board on
Universal Service (Joint Board), we modify our rules for providing high-cost universal service support to
rural telephone companies for the next five years based upon the proposals made by the Rural Task
Force.* We find that these modified rules strike a fair and reasonable baance among the universal service
principles and goa's enumerated in section 254 of the Communications Act of 1934, as amended by the
Telecommunications Act of 1996. As the Commission continues to develop along-term coordinated
universal service plan, this five-year plan will provide predictable levels of support so that rural carriers
can continue to provide affordable service in rura America, while ensuring that consumersin al areas of
the nation, including rura areas, have access to affordable and quaity telecommunications services.®

2. The Telecommunications Act of 1996 codified the Commission’s historical commitment to
promote universal service to ensure that all Americans have access to affordable, quality
telecommunications services. Specificaly, in section 254, Congress instructed the Commission, after
consultation with the Joint Board, to establish specific, predictable, and sufficient mechanisms to preserve
and advance universal service.* Moreover, Congress articulated a national goa that consumersin al
regions of the nation, including rura, insular and high cost areas, should have access to telecommunications
and information services at rates that are reasonably comparable to rates charged for similar servicesin
urban areas.

3. Consistent with the will of Congress, we have taken numerous steps over the last four
years to carry out these statutory directives and goals. Reforming the patchwork system of largely implicit
universal subsidies that existed prior to the 1996 Act has not been an easy task. We have proceeded
carefully in stages to provide interested stakeholders with an opportunity to express their competing views
on how to resolve these vexing public policy issues. Our action today is an important step in completing

! See Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Recommended Decision, FCC 00J-4
(&. Bd. rel. Dec. 22, 2000) (Reconmended Decision); Letter from William R. Gillis, Chair, Rural Task Force, to
Magalie Roman Salas, FCC, dated September 29, 2000 (Rural Task Force Recommendation or Recommendation).
We also address proposals related to intrastate high-cost support made by the Multi-Association Group (MAG).
The MAG plan isacomprehensive proposal for interstate access charge and universal service reform for non-price
cap or rate-of-return carriers submitted to the Commission by four associations that represent rural carriers. See
Multi-Association Group (MAG) Plan for Regulation of Interstate Services of Non-Price Cap Incumbent Local
Exchange Carriers and Interexchange Carriers, CC Docket No. 00-256, Federal-State Joint Board on Universal
Service, CC Docket No. 96-45, Access Charge Reform for Incumbent Local Exchange Carriers Subject to Rate-of-
Return Regulation, CC Docket No. 98-77, Prescribing the Authorized Rate of Return for Interstate Services of
Local Exchange Carriers, CC Docket No. 98-166, Notice of Proposed Rulemaking, 16 FCC Rcd 460 (2001) (MAG
NPRM).

% Telecommunications Act of 1996, Pub. L. No. 104-104, 110 Stat. 56 (1996) (1996 Act). The 1996 Act amended the
Communications Act of 1934. 47 U.S.C. 88 151, et seg. (Communications Act or Act). Referencesto section 254 in
this Order refer to the universal service provisions of the 1996 Act, which are codified at 47 U.S.C. § 254 of the Act.

% In this Order, the terms “rural carrier” and “rural incumbent local exchange carrier” refer to incumbent local
exchange carriers that meet the definition of arural telephone company set forth in section 153(37) of the Act. 47
U.S.C. 8153(37). Under thisdefinition, rural telephone companies arelocal exchange carriersthat either serve study
areas with fewer than 100,000 access lines or meet one of three additional criteria. We note that, “[a]lthough the
Commission uses the rural telephone company definition to distinguish between rural and non-rural carriersfor
purposes of calculating universal service support, there is no statutory requirement that it do so.” Federal-State
Joint Board on Universal Service, CC Docket No. 96-45, Forward-Looking Mechanism for High Cost Support for
Non-Rural LECs, CC Docket No. 97-160, Tenth Report and Order, 14 FCC Red 20156, 20358 para. 458 (1999) (Tenth
Report and Order).

447U.SC. §254.
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the process begun in 1996 to reform our universal service system so that it is sustainable in an increasingly
competitive marketplace. In 1997, the Commission established a comprehensive blueprint for universal
service reform.® In 1999, we took action to ensure that the rates for supported services provided by non-
rurd carriers remain reasonably comparable and affordable for all Americans.® Today, we take action
with respect to rural carriers.

4, In implementing the universal service provisions of the 1996 Act, the Joint Board and the
Commission have consistently recognized that rural carriers face diverse circumstances and that “one size
does not fit dl” in considering universal service support mechanisms that are appropriate for rura carriers.
When the Commission determined in May 1997 that universal service support should be based on the
forward-looking economic cost of constructing and operating the network facilities and functions used to
provide the supported services, it aso determined that rura carriers would shift gradudly to aforward-
looking economic cost methodology.” The Commission wanted to allow ample time for rural carriersto
adjust to any changes in support calculations. In the meantime, rura carriers would receive support based
on the existing embedded cost mechanisms, as modified in the First Report and Order .

5. The Commission recognized that the forward-looking cost mechanisms available at that
time could not predict the costs of serving rura areas with sufficient accuracy.® Because rura carriers
generally have higher operating and equipment costs, which are attributable to lower subscriber density,
small exchanges, and alack of economies of scale, the Commission recognized that additiona effort would
be needed to develop a forward-looking mechanism appropriate for rural carriers. To assist in this
challenge, the Commission encouraged the Joint Board to establish a task force representing a broad range
of interests.® To that end, the Joint Board established the Rural Task Force, which was comprised of
individuals representing rurd telephone companies, competitive local exchange carriers, interexchange
carriers, wireless providers, consumer advocates, and state and federa agencies, to assist it in making its
recommendation to the Commission.™

6. After exhaugtive ddliberations and considerable effort, including issuing six white papers,
the Rural Task Force submitted its Recommendation to the Joint Board on September 29, 2000." Rather

® Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Report and Order, 12 FCC Red 8776 (1997)
(First Report and Order) (subsequent history omitted).

® See Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Ninth Report and Order and
Eighteenth Order on Reconsideration, 14 FCC Rcd 20432, 20439 (1999) (Ninth Report and Order), pets. for review
pending sub nom, Qwest Corp. v. FCC, 10" Cir. No. 99-9546 and consolidated cases (1999).

" First Report and Order, 12 FCC Red at 8899 para. 224, 8936 para. 294.
®1d. at 8937-45 paras. 297-313.

°1d. at 8935 para. 293.

¥ Seeid. at 8917 para. 253.

" See Federal-State Joint Board on Universal Service Announces the Creation of a Rural Task Force, CC Docket
No. 96-45, Public Notice, 12 FCC Red 15752 (X. Bd. 1997) (Rural Task Force 1997 Public Notice); Federal-State
Joint Board on Universal Service Announces Rural Task Force Members, CC Docket No. 96-45, Public Notice,
FCC 9831 (&. Bd. 1998) (Rural Task Force 1998 Public Notice).

12 See Rural Task Force Recommendation. The Joint Board had requested the Rural Task Force's recommendations
no later than nine months after the implementation of the forward-looking high-cost mechanism for non-rural
carriers, which became effective on January 1, 2000. See Rural Task Force 1997 Public Notice. Asexplained
infra, the Joint Board established the Rural Task Force for the purpose of making recommendations to the Joint
Board regarding an appropriate forward-looking high-cost support mechanism for rural carriers. After receiving the
Rural Task Force' s recommendation, the Joint Board recommended that we base modificationsto the high-cost
support mechanism for rural carriers on the Rural Task Force recommendation. We will, for ease, refer to the Rural
Task Force' srecommendation interchangeably with the Joint Board’ s recommendation.

4
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than attempting to modify the Commission’s forward-looking cost mechanism that currently is used to
determine non-rural support, the Rural Task Force proposed modifications to the current embedded cost
system for afive-year period.”® The consensus reached by the Rural Task Force members reflects the
result of a process in which strongly held opposing views were aired, argued, and eventually
accommodated. In recommending a modified embedded cost mechanism, the Rural Task Force attempted
to “strike a careful balance between the need to provide afund that is ‘ sufficient’ under the provisions of
the 1996 Act while insuring that the overall size of the fund is reasonable.” **

7. After reviewing the Rural Task Force's proposa to modify the current embedded cost
system for rurd carriers, the Joint Board submitted its recommendation to the Commission on December
22, 2000. The Joint Board encouraged the Commission to take advantage of the consensus achieved by
the diverse interests represented on the Rural Task Force and use the Rural Task Force Recommendation
as afoundation for implementing a universa service plan for rura carriers for the next five years. The
Joint Board also recognized that thisis an interim plan. To that end, the Joint Board recommended that the
Commission undertake a comprehensive review of the high-cost support mechanisms for both rural and
non-rural carriers to ensure that both mechanisms function efficiently and in a coordinated fashion. The
Joint Board urged the Commission to use this five year period to develop along-term universal service
plan that better targets support to rural carriers serving the highest cost areas.”

8. Based on the record before us, we find that adopting a modified embedded cost
mechanism for rural carriers for afive-year period strikes afair and reasonable balance among the goals
and principles enumerated in section 254 of the Act. As the Joint Board suggested, we intend to develop
over the next few years along-term universal service plan for rura carriersthat is better coordinated with
the non-rural mechanism. In particular, we intend to develop a long-term plan that better targets support
to carriers serving high-cost areas, while at the same time recognizing the significant differences among
rural carriers, and between rural and non-rura carriers.

9. Throughout this proceeding, we have grappled with complex issues and balanced
competing interests. We are mindful of the adage “L et not the perfect be the enemy of the good.” The
1996 Act charged the Commission with the task of resolving the difficult issues surrounding universal
service, consistent with the principles enunciated in section 254. We take action today that is consistent
with the statutory requirements, recognizing that views may differ on the best policies to effectuate those
requirements. In baancing the competing interests, we draw heavily from the recommendations of the
Rura Task Force to the Joint Board, which exhaustively considered the issues before us over atwo-year
period. We build upon and modify those recommendations only in those areas where we conclude that
implementation as proposed may have adverse consequences.

10. We conclude that the plan we adopt today will preserve and advance universa service,
consistent with the goas and principles set forth in section 254 of the Act, and encourage competition in
high-cost areas, consistent with the competitive goals of the 1996 Act. In particular, we find that adoption
of the modified embedded cost mechanism is consistent with our obligation to ensure that the support
provided to rural carriers over the next five yearsis specific, predictable, and sufficient. In addition, we
find that the mechanism is consistent with the goa's of section 254 to ensure that consumersin rural,
insular, and high-cost areas have access to telecommunications services at rates that are affordable and
reasonably comparable to rates charged for similar servicesin urban areas. We find further that the

'3 See Rural Task Force Recommendation at 17-19; Recommended Decision at para. 13.
“ Rural Task Force Recommendation at 4.

1> 0On January 12, 2001, the Commission sought comment on the Joint Board’ s Recommended Decision. See
Federal-Sate Joint Board on Universal Service, CC Docket No. 96-45, Further Notice of Proposed Rulemaking,
FCC 01-8 (rdl. Jan. 12, 2001) (Further Notice).
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flexible plan for disaggregating and targeting support adopted in this Order will facilitate competitive entry
into high-cost areas, bringing the benefits of competition to consumersin rural areas.

11

The plan adopted today will provide certainty and stability for rural carriers for the next

five years, enabling them to continue to provide supported services at affordable rates to American
consumers. While we take an important step today on rura universal service reform, our task is not
done. Our universal service rules cannot remain static in a dynamic marketplace. Aswe move forward,
we will continue to refine our policies to preserve and advance universal service, consistent with the
mandates in section 254.

EXECUTIVE SUMMARY

12.

In this Order, we take the following actions in response to the Rural Task Force's

recommended reforms to rural high-cost universal service support and the proposals made by the Mullti-
Association Group (MAG) relating to this mechanism:

We adopt the Rural Task Force's recommendation to re-base the high-cost loop support fund
for rura telephone companies and retain an indexed cap on the fund. We conclude that re-
basing the indexed fund will ensure that rura carriers are able to continue providing supported
sarvices at affordable and reasonably comparable rates during the transition to a more
permanent high-cost support mechanism for rura carriers.

We adopt a“rural growth factor” that alows the high-cost loop support fund to grow based on
annua changes in the Gross Domestic Product-Chained Price Index (GDP-CPI) and the total
number of working loops of rura carriers. We find that alowing the fund to grow in this
fashion over the next five years will enable rural carriers to make prudent investmentsin rural
America

We adopt the Rural Task Force' s recommendation to freeze the national average loop cost at
$240.00. We conclude that freezing the national average loop cost will provide rurd carriers
with greater certainty as to their eigibility for high-cost loop support.

We adopt a modified verson of the Rura Task Force's proposa as it relates to corporate
operations expenses. We revise the corporate operations expense limitation caculation so
that the dollar valuesin the formula are re-based and indexed by the GDP-CPI.

We dso raise the minimum cap in the revised corporate operations expense limitation formula.
Specifically, we permit small rura carriers to receive support for corporate operations
expenses of up to $600,000 or amounts derived from the revised corporate operations expense
formula, whichever is greater. We find that raising the minimum cap from $300,000 to
$600,000 will enable smal rurd carriers to receive more support for corporate operations
expenses without having to file for waiver of our rules.

We adopt a modified version of the Rural Task Force' s proposed “ safety net additive” so that
a carrier will receive support for its incremental expense adjustment associated with new
investment, rather than 50 percent of the difference between capped and uncapped support in
a given year as proposed by the Rura Task Force. By modifying safety net support in this
way, we ensure that carriers that meet the threshold requirement for eigibility will receive
support for their incremental investment, but do not recover more than the costs incurred as a
result of the additiond investment.

Consistent with the Rura Task Force's recommendation, we retain section 54.305 of the

Commission’s rules, which provides that a carrier acquiring exchanges from an
6
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unaffiliated carrier shall receive the same per-line levels of high-cost support for which the
acquired exchanges were eligible prior to their transfer. We modify the rule, however, to
provide a “safety valve’ that provides support for additiona investment made in the acquired
exchanges.

We decline at this time to adopt the Rural Task Force's proposal to freeze high-cost loop
support upon competitive entry in rural carrier study areas. The proposa may be of limited
benefit in serving its intended purpose of preventing excessive fund growth, and in some
circumstances might increase high-cost loop support levels. We also conclude that the Rural
Task Force's proposal would be administratively burdensome and may have the unintended
consequence of discouraging investment in rura America. In the attached Further Notice of
Proposed Rulemaking, we invite comment on possible dternative measures.

We address the Rural Task Force's concerns regarding frequency of reporting and thelagin
support in study areas with competitive eligible telecommunications carriers. First, we require
al digible telecommunications carriers serving such aress to report updated line counts on a
regular quarterly basis. Second, we clarify that competitive eligible telecommunications
carriers may submit data and receive high-cost loop support on aregular quarterly basis.

We adopt, with certain modifications, the three paths for the disaggregation and targeting of
high-cost universal service support proposed by the Rura Task Force. We aso adopt the
generd requirements that the Rural Task Force proposed for all disaggregation plans. We
find that providing rurd carriers flexibility in the methods of disaggregation and targeting is a
reasonable approach to address the significant diversity among such carriers and will facilitate
competitive entry in rural areas.

We find that the Rural Task Force's proposed framework, with certain modifications, shall
remain in place for five years and implementation shall begin as of July 1, 2001.

We adopt the use of a wireless mobile customer’s billing address as the basis for determining
the customer’ s location for purposes of delivering high-cost universal service support.

We conclude that states should file annual certifications with the Commission to ensure that
eligible telecommunications carriers providing service in the service area of arural carrier use
universal service support “only for the provision, maintenance and upgrading of facilities and
sarvices for which the support isintended” consistent with section 254(e) of the Act.

Consgtent with the Rura Task Force's recommendation, the Joint Board on Universa
Service is currently considering the definition of supported services. We agree with the Rura
Task Force that our universal service policies should not inadvertently create barriers to the
provision of access to advanced services, and believe that our current universal service
system does not create such barriers. We commit to further consideration of the Rural Task
Force's proposed “no barriers to advanced services’ policy in the future.

We find the Rural Task Force's recommended principles for access reform to be reasonable
and generadly consstent with prior Commission actions to reform the access rate structure of
price cap carriers. These principles will aid our consideration of access charge reform issues
in the pending MAG proceeding. We recognize the importance of completing access reform
for rate-of-return carriers and intend to act expeditiously to resolve issues raised in the MAG
proceeding.
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1. BACKGROUND
A. High-Cost Support for Rural Carriers

13. The purpose of high-cost universal service support is to help provide access to
telecommunications service in areas where the cost of such service otherwise might be prohibitively
expensive.’® Higtorically, this purpose has been achieved both through explicit monetary payments and
implicit support flows to enable carriers to serve high-cost areas at below-cost rates.” Currently, three
federal universal service mechanisms provide high-cost support for rural carriers. High-cost loop support,
with which we are principally concerned here, provides support based on embedded costs averaged over
entire study areas.”® Carriers receive high-cost loop support for a variable percentage of their unseparated
loop costs, depending on the number of loops they serve and the degree to which their costs exceed the
national average cost per loop.*”® High-cost loop support for rural carriersis subject to an indexed cap,
which limits total support to the previous year' s total, increased by the rate of annua loop growth for all
carriers.® Rurd carriers dso receive federa high-cost support through the Long Term Support (LTS) and
Local Switching Support (LSS) mechanisms.* These three mechanisms provide approximately $1.617

1® See Ninth Report and Order, 14 FCC Red at 20439 para. 12.

Y Seeid. at 20441 para. 15 (“In contrast to explicit support, some state rate designs and, to alesser extent, the
federal interstate access charge system, have provided implicit high-cost support flowing from (1) urban areas to
rural areas; (2) business customersto residential customers; (3) vertical servicesto basic service; and/or (4) long
distance serviceto local service”).

8 The term “embedded costs’ refersto acarrier’s historic costs, asreflected in itsbooks. A study areaisa
geographic segment of a carrier's tel ephone operations, generally corresponding to its entire service territory within
astate. The Commission froze all study area boundaries effective November 15, 1984. See 47 C.F.R. Part 36,
Appendix—Glossary.

¥ See 47 CF.R. 88 36.601, et. seq.; First Report and Order,12 FCC Red at 8891-92 paras. 209-11. We define aloop
as “the connection between the telephone company’s central office and the customer’s premises|,]” and loop cost
asthefixed cost of this connection. First Report and Order, 12 FCC Rcd at 8891 nn.523, 525. Theterm
“unseparated” refersto the jurisdictional separations process which divides between the state and federal
jurisdictions the costs of those portions of carriers' telephone plant that are used for intrastate and interstate
services. High-cost loop support provides support only for the portion of acarrier’ stotal costs allocated to the
intrastate jurisdiction. Specifically, carriers with 200,000 or fewer working loops receive support equal to 65 percent
of the portion of their unseparated |oop costs greater than 115 percent but less than or equal to 150 percent of the
national average, and 75 percent of the portion of their unseparated |oop costs greater than 150 percent. For
carrierswith over 200,000 working loops, the formulais similar, but with reduced levels of support. For example, a
carrier with over 200,000 loops reaches the 75 percent support level only for costs that exceed 250 percent of the
national average. The national average is calculated based on the loop costs of both rural and non-rural carriers.

% See 47 C.F.R. Part 36, Subpart F; First Report and Order, 12 FCC Red at 8929-30 paras. 281-82.

2L TS provides support for the interstate |oop costs of rate-of-return carriers (typically small, rural carriers) that
participate in the National Exchange Carrier Association (NECA) common line pool, and LSS (formerly DEM
Weighting) is available to support a portion of the switching costs of carriers with 50,000 or fewer lines. 47 C.F.R.
88§ 36.125(b), 54.301, 54.303. The Commission removed LTS and LSS from the interstate access charge systemin
1998. The LTS and LSS support programs now are funded from collections from all providers of interstate
telecommuni cations services made on an equitable and non-discriminatory basis. See generally Federal-State
Joint Board on Universal Service, CC Docket No. 96-45, Fourth Order on Reconsideration, Access Charge Reform,
Price Cap Performance Review for Local Exchange Carriers, Transport Rate Sructure and Pricing, End User
Common Line Charge, CC Docket Nos. 96-262, 94-1, 91-213, 95-72, Report and Order, 13 FCC Red 5318, 5343-45
paras. 40-41, 5352-54 paras. 56-58 (1998) (Fourth Order on Reconsideration); see also Federal-State Joint Board
on Universal Service, CC Docket No. 96-45, Thirteenth Report and Order and Further Notice of Proposed
Rulemaking, FCC 00-428 at paras. 6-9 (rdl. Dec. 8, 2000).
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billion in annual universal service support to over 1,300 rural carriers.?

B. The Act

14. In the 1996 Act, Congress established principles for the preservation and advancement of
universal service in a competitive telecommunications environment. In particular, section 254 of the Act
provides that consumersin al regions of the nation, including consumersin rura, insular, and high-cost
areas, should have access to telecommunications services at rates that are affordable and reasonably
comparable.”® Section 254 also provides that federal universal service support mechanisms should be
specific, predictable, and sufficient to preserve and advance universal service* The Commission adopted
the additional principle that federal support mechanisms should be competitively neutra, neither unfairly
advantaging nor disadvantaging particular service providers or technologies® We have concluded that
federa universal service policies should strike afair and reasonable balance among these principles and
goas enumerated in section 254.%° In so doing, we have held that promotion of any one goa or principle
should be tempered by a commitment to ensuring the advancement of each of the principles enumerated
above”

C. Prior Joint Board and Commission Actions

15. With passage of the 1996 Act, particularly section 254, the Commission took a fresh look
a its universal service support mechanisms. Based on the recommendations of the Joint Board, the
Commission began reforming its high-cost support mechanisms in its First Report and Order released on
May 8, 1997.* Among other things, the Commission concluded that federal universa service support for
all carriers should be based on the forward-looking economic cost of constructing and operating the
network used to provide the supported services, rather than each carrier’s embedded costs.® The
Commission explained that support based on forward-looking economic costs provides sufficient support
without giving carriers an incentive to inflate their costs or to refrain from efficient cost cutting.

16. Although the Commission generally concluded that universal service support should be
based on forward-looking economic costs rather than embedded costs, at the request of the Joint Board
and rura carriers it proceeded initialy with reform of the high-cost support mechanism for non-rural
carriers.® The new, forward-looking mechanism for non-rural carriers became effective on January 1,
2000.** With regard to rura carriers, the Commission agreed with the Joint Board that, compared to the
large non-rura carriers, “rural carriers generally serve fewer subscribers, serve more sparsely populated
areas, and generally do not benefit as much from economies of scale and scope. For many rura carriers,

% See Federal Universal Service Support Mechanisms Fund Size Projections and Contribution Base For the Third
Quarter 2001, Appendix HC 2 (Universal Service Administrative Company, May 2, 2001).

# 47 U.SC. § 254(b)(3).
%1d. § 254(b)(5).
* First Report and Order, 12 FCC Red at 8801-03 paras. 46-51; see 47 U.S.C. § 254(b)(7).

% First Report and Order, 12 FCC Rcd at 8803 para. 52. The 1996 Act also requires the Commission to consult with
the Joint Board in implementing section 254. See 47 U.S.C. § 254(a).

“’ First Report and Order, 12 FCC Red at 8803 para 54.

%1d. at 8780-81 paras. 1-3.

» Seeid. at 8899-901 paras. 224-229.

% Seeid. at 8936 para. 294.

% See Ninth Report and Order, 14 FCC Red at 20439 para. 11.

9
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universal service support provides alarge share of the carriers' revenues, and thus, any sudden change in
the support mechanisms may disproportionately affect rura carriers operations.”* Accordingly, the
Commission stated that it would not implement a forward-looking high-cost support mechanism for rural
carriers before January 1, 2001, and only after selecting an appropriate mechanism based on
recommendations from the Joint Board and a task force appointed by the Joint Board.* In this regard, the
Commission agreed with the state Joint Board members that a task force “should provide vauable
assistance in identifying the issues unique to rural carriers and analyzing the appropriateness of proxy cost
models for rura carriers.”*

D. Rural Task Force Recommendation

17. The Rura Task Force members were appointed by the Joint Board in July 1998, and
deliberated for over two years before presenting their Recommendation to the Joint Board on September
29, 2000.* These deliberations included 12 meetings and 28 conference calls, as well as numerous sub-
group cals®* The foundation for the Recommendation is a series of six white papers addressing, among
other things, the differences between rura and non-rural carriers, and the appropriateness of using the
Commission’s forward-looking economic cost model for non-rural carriers to calculate support for rural
carriers.”” The Recommendation represents the consensus of individual Rural Task Force members, who
work for abroad range of interested parties, often with competing interests, including rurd telephone
companies, competitive local exchange carriers, interexchange carriers, wireless providers, consumer
advocates, and state and federal government agencies.® The Rural Task Force offered its
Recommendation as an integrated package, and asked that it be adopted without modification. It urged
that the Recommendation be implemented immediately and remain in place over afive-year period. The
Rura Task Force's specific proposals are discussed in detail below. Here, we briefly summarize the
Recommendation.

18. The Rurd Task Force recommended against use of the Commission’s forward-looking
high-cost mechanism for non-rural carriers to calculate high-cost support for rural carriers.® Instead, it
recommended the use over the next five years of amodified version of the current high-cost loop support
mechanism used for rural carriers. The Rura Task Force' s proposed modifications to the high-cost loop
support mechanism include various upward adjustments to current limits on universal service support for
rurd carriers. Specificaly, the Rura Task Force proposed that: (a) the indexed cap on high-cost loop
support and the corporate operations expense limitation be recomputed as if they had not been in effect for

¥ First Report and Order, 12 FCC Red at 8936 para. 294.
#1d. at 8917 para. 252-53; see also id. at 8936 para. 294.

¥1d. at 8917 para. 253; see also id. at 8918 para. 255; Federal-State Joint Board on Universal Service, CC Docket
No. 96-45, Second Recommended Decision, 13 FCC Rcd 24744, 24758 para. 30 (Jt. Bd. 1998).

% See Rural Task Force 1998 Public Notice; Rural Task Force Recommendation. As stated above, the Joint Board
had requested the Rural Task Force’ s recommendations no later than nine months after the implementation of the
forward-looking high-cost mechanism for non-rural carriers, which became effective on January 1, 2000. See Rural
Task Force 1997 Public Notice.

% See Rural Task Force Recommendation at Appendix B.

¥ Seeid. at 6. Thesix Rural Task Force white papers are available on the Rural Task Force' s web site at
<http://www.wutc.wa.gov/rtf>.

% See Rural Task Force Recommendation at 6 (“ This approach is pragmatic, and it isintended to deliver to the Joint
Board a package of recommendations with the potential of being implemented promptly and without legal challenge
from affected parties.”).

¥ Seeiid. at 20. The Rural Task Force emphasized that its Recommendation applies only to rural, insular, and high-
cost areas served by rural carriers, and not to areas served by non-rural carriers. Seeid. at 18.
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the calendar year 2000;” (b) a“safety net additive” mechanism be created to provide above-the-cap
support for carriers with over 14 percent growth in telecommunications plant in service on a per-line
basis;* and (c) a“safety valve” mechanism be created to provide additional support for “meaningful new
investments’ in exchanges acquired by rural carriers.”* The Rural Task Force aso recommended that,
once a competitive digible telecommunications carrier initiates service in a sudy area served by arural
carrier, per-line support within the study area be fixed and subsequently adjusted for growth in lines and
inflation rather than changesin cost.®

19. In addition, the Rural Task Force recommended the use of a new annual index or “rural
growth factor” to adjust the cap on high-cost loop support, the corporate operations expense limitation, and
fixed per-line support in competitive study areas on a going-forward basis.* The rural growth factor
would be the sum of annual line growth for rural carriers and a generd inflation factor (Gross Domestic
Product-Chained Price Index). Under the Rural Task Force's proposal, safety net additive support,
support for acquired exchanges, and safety valve support, as well as support for competitive eigible
telecommunications carriers, would be excluded from the indexed cap on high-cost loop support. The
Rural Task Force provided an example of a safety valve mechanism, in which safety valve support would
be limited to five percent of the overall indexed cap on high-cost loop support.®

20. The Rural Task Force also suggested certain other reforms. 1t proposed that rura
carriers be permitted to elect, within nine months of the effective date of the proposed new rules, whether
and how to disaggregate and target universal service support on a per-line basis* It recommended
adoption of a“no barriers to advanced services’ policy, and identified principles for replacing any implicit
support in interstate access charges with explicit universal service support.*” Furthermore, it
recommended that the Commission delegate to the states responsibility for oversight of rura carriers
compliance with section 254(e) of the 1996 Act, in amanner smilar to that adopted for non-rural
carriers.® Findly, the Rura Task Force recommended that the Commission address a number of issues,
such as stranded costs and the interval between the provision of service and receipt of support, regarding
which it did not reach agreement or did not formulate specific proposals.*®

“01d. at 24-25, 27-29. The corporate operations expense limitation limits the amount of such expensesthat arural
carrier may recover through high-cost loop support. See 47 C.F.R. § Part 36, Subpart F; First Report and Order, 12
FCC Rcd at 8930-32 paras. 283-85.

“ Rural Task Force Recommendation at 27.

“21d. at 29-30; see 47 C.F.R. § 54.305 (limiting universal service support for acquired exchanges to the per-line
support received by the seller).

* Rural Task Force Recommendation at 25-27.
“1d. a 25, 26, 28.

*®1d. at Appendix D.

“®1d. at 33-36.

“"1d. at 22-23,30-32. Asindicated above, the Commission is now considering the comprehensive MAG proposal
for interstate access charge and universal service reform for rate-of-return carriers. See supra n.1; seealso infra
paras. 202-205.

*® Rural Task Force Recommendation at 32-33; see 47 C.F.R. § 54.313; Ninth Report and Order, 14 FCC Rcd at
20481-88 paras. 93-110. Section 254(e) providesthat carriers shall use universal service support “only for the
provision, maintenance, and upgrading of facilities and services for which the support isintended.” 47 U.S.C. §
254(e).

9 Rural Task Force Recommendation at 38-39.
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E. Joint Board Recommended Decision

21 As noted above, the Rural Task Force presented its Recommendation to the Joint Board
on September 29, 2000. The Joint Board issued a public notice requesting written comments from
interested parties, and held an en banc hearing regarding the Recommendation in November 2000.* The
Joint Board submitted its Recommended Decision to the Commission on December 22, 2000.

22. In its Recommended Decision, the Joint Board concluded that the Rural Task Force
Recommendation “presents a good foundation for implementing arural universal service plan.”*" It stated
that the Rural Task Force plan would provide rural carriers with stability for planning their investments
over the next severd years, while seeking to encourage competition in high-cost areas.> It also cbserved
that the Rural Task Force's proposed upward adjustments to limits on universal service support for rural
carriers are “generally designed to provide carriers serving rura areas with increased incentives to invest
in new infrastructure and technologies.”* The Joint Board remarked that the range of comments it
received—from rural carriers that argued the plan would provide too little support to state commissions
and other carriers that argued it would provide too much—were “ consistent with a recommendation that is
a consensus proposal put forth by representatives of disparate interests.”* The Joint Board encouraged
the Commission “to take advantage of this opportunity to craft arural universal service plan that enjoys
widespread support among diverse interests.”*

23. In addition, the Joint Board observed that the Rural Task Force' s proposals to modify the
Commission’s rules might raise implementation issues that the Commission would have to address™ It
highlighted specific issues in connection with the proposals for a safety valve mechanism, fixed per-line
support in competitive study areas, and safety net additive support.>” With regard to access charge
reform, the Joint Board recognized that the access charge issues raised by the Rura Task Force and the
MAG plan are interstate in nature and, therefore, are properly before the Commission.® It urged the
Commission, however, to ensure that the Joint Board remains actively involved in review of those aspects
of the MAG plan that relate to universal service. Finaly, the Joint Board recommended future steps for
consideration of an appropriate universal service mechanism to succeed the Rura Task Force plan, urging
the Commission “to use the trangitiona period during which a modified embedded cost mechanismisin
place to develop along-term universal service plan that better targets support to rural companies serving
the highest cost areas, while at the same time recognizing the significant distinctions among rurd carriers

* Federal-State Joint Board on Universal Service To Hold En Banc Hearing November 13, 2000 on the Rural
Task Force Recommendation for Universal Service Reform for Rural Carriers, CC Docket No. 96-45, Public Notice,
15 FCC Red 22149 (&. Bd. 2000). Theen banc hearing took place at the National Association of Regulatory Utility
Commissioners conferencein San Diego, California, where the Joint Board heard testimony from a diverse group of
participantsincluding rural and non-rural local exchange carriers, contributors to the federal universal service
support mechanisms, consumer groups, and state and federal regulators.

*! Rural Task Force Recommendation at para. 13.

2 Seeid. at para. 11. Specifically, the Joint Board stated that the Rural Task Force plan seeks to encourage
competitors to enter high-cost areas by proposing a flexible system for disaggregating support to establish the
portable per-line support amount availableto al eligible telecommunications carriers. 1d.

*1d.

*|d. at para. 12.

*|d. at para. 10.

*|d. at para. 14.

> Seeid. at paras. 15-19.
*®1d. at para. 20.
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and between rura and non-rural carriers.”®
V. DISCUSSION
A. Consistency with Principles of the Act

24. Based on the record before us, we conclude that the Rura Task Force plan that we adopt
today will preserve and advance universa service, consstent with the goas and principles set forth in
section 254 of the Act, and encourage efficient competition in high-cost areas, consistent with the
compstitive goals of the 1996 Act. In particular, we find that adoption of the modified embedded cost
mechanism is consgtent with our obligation to ensure that the support provided to rural carriers over the
next five years is specific, predictable, and sufficient. In addition, we find that this mechanism is
consistent with the principles and goals of section 254 to ensure that consumersin rurd, insular, and high-
cost areas have access to telecommunications services at rates that are affordable and reasonably
comparable to rates charged for similar services in urban areas. We find further that the flexible plan for
disaggregating and targeting support adopted in this Order will facilitate competitive entry into high-cost
areas, bringing the benefits of competition to consumersin rural areas.®

25. We find that continuing to base support for rural carriers on embedded cost for the next
five yearsis areasonable and prudent approach to take in light of the record before us. The present
record fails to provide the analysis necessary to permit atransition of rural carriers to aforward-looking
high-cost support mechanism.® Before we could transition to such a mechanism, it would need to be fully
analyzed and considered. Even commenters who urge the Commission to move toward a forward-looking
support methodology for rural carriers as soon as possible recognize the need for additiona time to develop
an appropriate mechanism.® In light of the diversity among rura carriers, and based on our experiencein
developing the forward-looking high-cost support mechanism for non-rural carriers, we find that five years
is a reasonable amount of time to maintain the Rural Task Force plan in place, while we consider long-
term solutions. In the meantime, providing support based on embedded costs will provide important
certainty to rura carriers, which generally receive a greater proportion of their revenues from universal
service support mechanisms than non-rural carriers. Accordingly, we conclude that the Rural Task Force
plan will provide specific and predictable support to rura carriers over the next five years.

26. In addition, we find that the modified embedded cost mechanism will provide sufficient
support for purposes of section 254 of the Act, consistent with the god of ensuring that consumersin rural,
insular, and high-cost areas have access to telecommunications services at rates that are affordable and
reasonably comparable to rates charged for smilar servicesin urban areas. The record developed on the
sufficiency issue reflects the opposing viewpoints of those receiving support from the fund and those
contributing to it. Many commenters representing the interests of rural telephone companies argue that
universal service support for rura carriers must be based on embedded costs to be consistent with section
254’ s sufficiency requirement.”® Some argue explicitly that the existing and proposed caps on the high-
cost loop fund violate this requirement and, by implication, that any mechanism that does not permit full
recovery of embedded costs also would violate the Act.* Other commenters, namely contributors to the
fund and net payor states, oppose any increases in support for rural carriers. They argue that the Rural

*1d. at para. 21.

® Seeinfra discussion at section 1V.D.

% See Ad Hoc Telecommunications User Committee Comments at 9-10; California Commission Comments at 3.
% See, e.g., WorldCom Comments at 3; Ad Hoc Telecommunications User Committee Reply Comments at 5-6.
% See, e.g., Alaska Tel. Assn. Comments at 2-3: NECA Reply Comments at 1-2.

® See, e.g., Interstate Telecom Group Comments at 6; NTCA Comments at 3.
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Task Force has not demonstrated that the current level of rura high-cost support is insufficient, and that
sufficiency requires that the universal service support mechanisms provide no more support than is
necessary.® Notably, although a number of commenters argue generally that the Rural Task Force plan
would provide support that is either inadequate or excessive, neither side of the debate has proffered
specific evidence supporting their positions.*®

27. Determining whether support is “sufficient” for purposes of the Act is not a precise
exercise: thereisarange of funding levels that may be deemed sufficient. Asthe Fifth Circuit has
observed, section 254(€) is ambiguous as to what constitutes “sufficient” support.®” Thus, the Commission
must use its expertise and informed judgement to make a reasonable determination as to what constitutes
“sufficient” support. The Fifth Circuit has provided guidance, however. Rejecting challenges by rura
telephone companies that, among other things, the continued imposition of the overall cap on high-cost loop
support and the corporate operations expenses limitation violated the Act, the court stated that “[s]o long
asthere is sufficient and competitively-neutral funding to enable al customers to receive basic
telecommunications services, the FCC has satisfied the Act and is not further required to ensure sufficient
funding of every local telephone company.”® The court also cautioned that “excessive funding may itself
violate the sufficiency requirements of the Act.”® Thus, in crafting universal service policies and
programs, the Commission must strike afair and reasonable balance among the goals and principles of the
Act, and consider both the adequacy of support and the burden on contributors.”

28. We find that the modified embedded cost mechanism that we adopt in this Order strikes
the appropriate balance at thistime. In reaching this conclusion, we regject the contention that no increase
in current high-cost loop support levelsis warranted. 1n 1997, when the Commission decided to continue
using an embedded cost mechanism to determine high-cost loop support for rural carriers pending
permanent reform, it declined to adopt a Joint Board recommendation to freeze support for rural carriers
at then-current levels. In addition, the Commission did not anticipate that the embedded cost mechanism

% See, e.g., NYDPS a 4-5; WorldCom Comments at 2; Ad Hoc Telecommunications User Committee Reply
Commentsat 12-13. Some commenters also argue that support based on embedded costs may include costs
associated with advanced services and other services that are not included in the Commission’s definition of
universal service. See, e.g., California Commission Commentsat 6; |1linois Commission Comments at 5; WorldCom
Commentsat 3.

% We note that the Maine and Vermont Commissions offer anecdotal evidence that specific carriers receive too
little and/or too much support. See Maine and Vermont Commissions Commentsat 6, 9, 13. Asdiscussed below,
their arguments are geared primarily towards better harmonization of the high-cost support mechanismsfor rural
and non-rural carriers, and the Commission will consider their argumentsin the context of its comprehensive review
of therural and non-rural high-cost support mechanisms.

% Texas Office of Public Utility Counsel v. FCC, 183 F.3d 393, 425-26 (5" Cir. 1999); Alenco Communications, Inc.
v. FCC, 201 F.3d 608, 620 (5" Cir. 2000).

% Alenco Communications, Inc. v. FCC, 201 F.3d at 619 (“[P]etitioners sufficiency challenge fundamentally misses
the goal of the Act. The Act doesnot guarantee all local telephone service providers a sufficient return on
investment; quite to the contrary, it isintended to introduce competition into the market. Competition necessarily
brings the risk that some telephone service providers will be unable to compete. The Act only promises universal
service, and that isagoal that requires sufficient funding of customers, not providers.”)

% d. (“Because universal serviceisfunded by ageneral pool subsidized by all telecommunications providers— and
thusindirectly by customers— excess subsidization in some cases may detract from universal service by causing
rates unnecessarily to rise, thereby pricing some consumers out of the market.”).

" Texas Office of Public Utility Counsel v. FCC, 183 F.3d at 412; Alenco Communications, Inc. v. FCC, 201 F.3d at
620.

" First Report and Order, 12 FCC Red at 8939 para. 300. The Commission agreed with the state members of the
Joint Board that “rural carriers may require agreater amount of support than fixed support mechanisms would
(continued....)
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for rura carriers would be in place for thislong. As stated above, there is arange of funding levels that
could be deemed sufficient for purposes of the Act, and the Rural Task Force proposd is the product of
the consensus of divergent interests. At thistime, we find that it is reasonable to modify the high-cost loop
support levels for rural carriers established in 1997 to account for changes in costs and technology, and to
ensure that rural carriers can maintain existing facilities and make prudent facility upgrades until such time
asalong-term rura plan is adopted. Based on the estimates provided by the Rural Task Force and the
Joint Board, we estimate that the modified embedded cost mechanism will result in an increasein rurd
carrier support of approximately $1.26 billion over the five-year period.” We anticipate that any increases
in the universal service contribution factor as a result of such increases will be modest, ranging from two-
tenths to four-tenths of one percent.”

29. We also reject the assertions of several commenters, notably state commissions, that any
universal service support mechanism should provide each area no more than the amount of support needed
to enable the relevant state to ensure reasonably comparable rates among states.” These commenters
argue, either expresdy or implicitly, that because support under the modified embedded cost mechanism
will be determined at the study-area level, and not at the state level consistent with the approach of the
forward-looking mechanism for non-rura carriers adopted in the Ninth Report and Order, the modified
embedded cost mechanism will provide excessive support to states that have low costs on average but
contain high-cost study areas. The approach adopted in the Ninth Report and Order, however, depends
on the ability to determine a statewide average forward-looking cost. In the Ninth Report and Order we
found that, as a policy matter, federa high-cost support should be sufficient 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 similar services within their borders.” To
that end, we adopted a mechanism to calculate support for non-rural carriers by comparing the forward-
looking costs of providing the supported services, averaged at the statewide level, to a nationd
benchmark.” We found that statewide averaging, together with the other components of the forward-
looking methodology adopted for non-rural carriers, is consistent with the division of federal-state

(Continued from previous page)
provide, ... [i]n order to maintain existing facilities and make prudent facility upgrades until suchtimeas. ..
forward-looking support mechanismsarein place.” Id.

"2 See Letter from William R. Gillis, Chair, Rural Task Force, to Magalie Roman Salas, FCC, dated November 10, 2000,
at Attachment 2; Recommended Decision at para. 11 & n.32.

™ The contribution factor for the second quarter of 2001 was approximately 6.88 percent. See Proposed Second
Quarter 2001 Universal Service Contribution Factor, CC Docket No. 96-45, Public Natice, DA 01-614 (rel. Mar. 9,
2001). Future changesin the overall amount of federal universal service support and changesin the contribution
revenue base may impact these projections. For example, the Commission recently sought comment on proposals
to streamline and reform the manner in which the Commission assesses contributions to the federal universal
service mechanisms. See Federal-State Joint Board on Universal Service, 1998 Biennial Regulatory Review —
Streamlined Contributor Reporting Requirements Associated with Administration of Telecommunications Relay
Service, North American Numbering Plan, Local Number Portability, and Universal Service Support
Mechanisms, Telecommunications Services for Individuals with Hearing and Speech Disabilities, and the
Americans With Disabilities Act of 1990, Administration of the North American Numbering Plan and North
American Numbering Plan Cost Recovery Contribution Factor and Fund Size, Number Resource Optimization,
Telephone Number Portability, CC Docket Nos. 96-45, 98-171, 90-571, 92-237, 99-200, 95-116, Notice of Proposed
Rulemaking, FCC 01-145 (rel. May 7, 2001).

™ See, e.g., California Commission Comments at 5; Florida Commission Comments at 4; Illinois Commission
Comments at 13; NY DPS Comments at 4; Texas Commission Commentsat 1, 2.

™ Ninth Report and Order at 20453-54 para. 38.

"® By averaging costs at the statewide level, the federal mechanism compares the relative costs of providing
supported servicesin different states. The mechanism provides support to carriers in those states with average
costs that exceed the national average cost benchmark.
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responsibility for achieving reasonably comparable rates for customers of non-rural carriers.” When we
adopted the forward-looking methodology for non-rural carriers, we noted that our decision did not
necessarily mean that we would adopt a similar approach for rural carriers.”® As explained above, we will
continue to refine our rules as we develop along-term universal service support mechanism for rura
carriers. During the duration of the plan, which we are adopting for the interim, we will continue to
consider a forward-looking methodology for rurd carriers. Meanwhile, we will rely on the modified
embedded cost mechanism to calculate support for rural carriers.

30. In sum, we find that the modified embedded cost mechanism we adopt will provide rura
carriers with specific, predictable, and sufficient support over the next five years, consistent with the goals
and principles set forth in section 254 of the Act. Asaresult, rurd carriers will be able to continue to
provide affordable service in rural America.

B. Modified Embedded Cost M echanism
1. Thelndexed Cap on High-Cost L oop Fund and the Rural Growth Factor
a Background

3L The high-cost loop support fund currently is subject to an indexed cap, origindly adopted
in 1993, which limits the maximum growth in the total amount of support available from the high-cost loop
support fund to the previous year’ s support amount, increased by an index factor that is equal to the rate
of growth in the total number of working loops nationwide for the calendar year preceding the annud data
filing.* For example, in 1998, the total number of working loops grew 3.43 percent. Thus, the amount of
high-cost loop support available in 2000 was the 1999 support amount ($864.2 million) increased by 3.43
percent, which equals $893.8 million.

32. The Commission originally adopted the indexed cap on the high-cost loop fund in order to
limit fund growth and moderate annua fluctuations in the size of the fund pending the Commission’s
consideration of permanent changes to the high-cost assistance mechanisms.®* Prior to the adoption of the
indexed cap, the high-cost loop fund had grown by approximately 60 percent in eight years, with annual
rates of growth ranging from one percent to more than 19 percent.* The Commission reasoned that
moderating the growth of the high-cost loop fund would provide carriers with certainty regarding overall
support levels and would facilitate the Commission’s ability to revise the universal service mechanisms, if
necessary, without jeopardizing the continued availability of local telephone service at reasonable rates.®

3. After passage of the 1996 Act, the Commission reassessed the operation of the indexed
cap and decided to retain the indexed cap until al carriers receive high-cost support based on aforward-

" Ninth Report and Order, 14 FCC Red at 20453-54 para 38.
®1d. at 20453-54 para 45 n.136.

™ See Amendment of Part 36 of the Commission’ s Rules and Establishment of a Joint Board, CC Docket No. 80-
286, Report and Order, 9 FCC Red 303 (1993) (Fund Cap Order); see also Amendment of Part 36 of the
Commission’s Rules and Establishment of a Joint Board, CC Docket No. 80-286, Report and Order, 11 FCC Rcd
2538 (1996); Federal-Sate Joint Board on Universal Service, CC Docket No. 96-45, Report and Order, 11 FCC Red
7920 (1996) (Fund Cap Extension Order).

% See 47 CF.R. §36.601(c). See supra para. 13 describing the operation of the high-cost loop support mechanism.
8 See Fund Cap Order, 9 FCC Red at 305 paras. 17-20.

% Seeid. at 306 para. 22.

% Seeid. at 305 paras. 18-19.

16



Federal Communications Commission FCC 01-157

looking economic cost mechanism.®* The Commission reasoned that the indexed cap would prevent
excessive growth in the existing high-cost loop fund during the period preceding the implementation of a
forward-looking support mechanism.®*  According to the Commission, rapid growth in high-cost loop
support would make the transition to a forward-looking mechanism more difficult for rurd carriersif the
new system provided for significantly different levels of support.?® In short, the Commission concluded
that the indexed cap effectively limits overall growth of the fund, while protecting individua carriers from
experiencing extreme reductions in support.®’

3A4. In the Fourth Reconsideration Order, the Commission concluded that the indexed cap is
areasonable means of limiting the overall growth of the high-cost loop fund, and thus protects contributors
from excess universa service contribution requirements, while alowing the high-cost loop fund to grow to
support the growth in lines served by carriers in high-cost areas.® In the absence of evidence showing
that the indexed cap will result in insufficient support, the Commission aso concluded that the indexed cap
is consistent with the goa of section 254(b)(5) to ensure that universal service support is sufficient.®

35. Against this backdrop, the Rural Task Force recommended that the Commission retain an
indexed cap on the high-cost loop support mechanism, but increase the size of the rural carrier portion of
the high-cost loop support fund to reflect increased costs for rura carriers and tie the annual rate of
growth of the rural carrier portion of the fund to an index that reflects increased costs and lines over time.
In particular, the Rura Task Force recommended that the Commission recompute or “re-base” the
indexed cap on the rura incumbent local exchange carrier portion of the high-cost loop support fund as if
the indexed high-cost loop fund cap and alimitation on support for corporate operations expenses had not
been in effect for the calendar year 2000.* The Rural Task Force also recommended that the
Commission annually increase the re-based rural incumbent local exchange carrier portion of the high-cost
loop support fund by an annua “rural growth factor” representing the sum of rura line growth and
changesin a generd inflation factor -- the United States Department of Commerce’s Gross Domestic
Product-Chained Price Index (GDP-CPI).** The Rural Task Force further recommended that the
Commission resize the indexed cap whenever the definition of supported services is changed.” Under the
Rural Task Force's proposal, “safety net additive” support,” support for acquired exchanges and “ safety

8 See First Report and Order, 12 FCC Red at 8940 para. 302, Fourth Order on Reconsideration, 13 FCC Red at 5340
para. 34.

% First Report and Order, 12 FCC Red at 8940 para. 302.

®1d.

¥1d.

% See Fourth Order on Reconsideration, 13 FCC Red at 5343 para. 39.

¥ 1d. at 5341-42 para. 36. See also 47 U.S.C. § 254(d) (requiring “[€]very telecommunications carrier that provides
interstate services [to] contribute, on an equitable and nondiscriminatory basis, to the specific, predictable, and
sufficient mechanisms established by the Commission to preserve and advance universal service”).

% See Rural Task Force Recommendation at 24. According to the Rural Task Force, re-basing will result in an initial
$118.5 million increase in the high-cost 0op support fund, representing $83.9 million from removing the overal cap
on high-cost loop support and $34.6 million from removing the corporate operations expense limitation, used when
calculating high-cost loop support. Seeid. at 20-21. The corporate operations expense limitation is discussed in
greater detail in section1V.B.3. infra.

¥ See Rural Task Force Recommendation at 24-25.
21d. a 27.

% 1d.; seeinfra discussion at paras. 77-90.
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valve’ support,* and support for competitive eligible telecommunications carriers™ would be caculated
without regard to the re-based cap on high-cost loop support. In other words, these forms of support
would be “uncapped.”

36. The Joint Board observed that the modifications to the caps and limitations on high-cost
loop support proposed by the Rurd Task Force, including the modifications to the cap on the high-cost loop
fund, are “generaly designed to provide carriers with increased incentives to invest in new infrastructure
and technologies.”* The Joint Board concluded that the Rural Task Force Recommendation presents a
good foundation for implementing arural universal service plan.”

b. Discussion

37. As discussed in greater detail below, we adopt the Rura Task Force' s recommendation to
re-base the high-cost loop support fund for rural telephone companies and retain an indexed cap on the
fund. Rural carriers shall receive re-based high-cost loop support effective July 1, 2001. We believe that
an indexed cap balances the various goals enunciated in section 254 of the Act.* These goasinclude,
among others, keeping the fund specific, predictable, and competitively neutral, as well as the need to
achieve service and rate comparability.” Moreover, the indexed cap will ensure that the fund is within the
range of sufficiency, and will minimize burdens on carriers to contribute to the universal service
mechanisms.*®

3. We agree with the Rural Task Force that “ safety net additive” support and support for
acquired exchanges and “ safety valve” support should be excluded from the re-based cap on high-cost
loop support. We believe that the exclusion of such support from the re-based cap on high-cost loop
support is consistent with the universal service goas enunciated in section 254 of the Act. By providing
carriers above-the-cap support for new investments in their existing networks and acquired exchanges, we
introduce an element of predictability that has not been present under the current high-cost universa
service mechanism.

3. In addition, we adopt the Rural Task Force's proposal to increase the portion of the high-
cost loop support fund that is distributed to rurd incumbent local exchange carrier study areas by arura
growth factor equa to annua increases in the GDP-CPI and growth in the total number of working loops
of rura incumbent local exchange carriers. As discussed in greater detail below, by reforming the growth
factor in this way, we make high-cost support more specific to the needs of rura carriers. We aso agree
with the proposal included in the Rura Task Force's example of a safety valve mechanism in Appendix D

% Rural Task Force Recommendation at 30. The Rural Task Force's example of a“safety valve” mechanism for
transferred exchanges includes a proposal to exclude loops transferred to rural telephone companies from the rural
growth factor calculation. Id. at Appendix D. Seeinfra discussion at paras. 91-119.

% Rural Task Force Recommendation at 25; seeinfra discussion at paras. 97-119.
% Recommended Decision at para. 11.

9 Seeid. at para. 13.

% See 47 U.SC. §254.

% See 47 U.SC. § 254(0)(3), (5). In addition to the universal service principles specified in the 1996 Act, Congress
directed that the Joint Board and the Commission be guided by such other principles as they determine to be
consistent with the Act, and necessary and appropriate for the protection of the public interest, convenience, and
necessity. 47 U.S.C. § 254(b)(7). Asrecommended by the Joint Board, the Commission adopted competitive
neutrality as an additional principle for universal service. See First Report and Order, 12 FCC Rcd at 8801-02 paras.
46-48, 8932-34 paras. 286-90.

10 5ee 47 U.S.C. § 254(b)(4), (d).
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of its Recommendation that al access lines transferred to rural carriers should be excluded from the rural
growth factor.’ We conclude that the Rural Task Force's proposal, as modified herein, represents a
reasonable compromise between disparate interests. We also conclude that the Rural Task Force's
proposal is consistent with the universal service goals enunciated in section 254 of the Act. Specificaly,
the Rura Task Force's proposa will ensure that rural telephone companies receive sufficient, specific, and
predictable high-cost universal service support during this trangition period, while minimizing the burden on
carriers to contribute to the universal service mechanisms.

40. Indexed Cap on the High-Cost Loop Fund. We agree with the Rural Task Force and

commenters that the indexed cap on the rura incumbent local exchange carrier portion of the high-cost
loop fund should be recomputed or “re-based” asif the indexed fund cap and the corporate operations
expense limitation had not been in effect for the calendar year 2000.' Effective duly 1, 2001, rural
carriers shall receive increased high-cost loop support based on uncapped support amounts for the
calendar year 2000, plus arura growth factor equa to the sum of annual changes in the total number of
working loops for rurd carriers and the GDP-CPI.*® In reaching this conclusion, we are mindful that the
Rural Task Force's recommendation represents the consensus of the Rural Task Force members, a
diverse group representing all points of view affected by a change in the high-cost loop fund.** The need
for such a consensus is evidenced by the widely differing comments received regarding the Rural Task
Force's proposal to re-base the high-cost loop fund. The MAG and some commenters support removal of
the indexed cap on the high-cost fund in its entirety,'® while certain other commenters argue that the high-
cost loop fund should not be re-based at thistime.!® Most commenters, however, support the Rural Task
Force' s proposal to re-base the rural carrier portion of the high-cost loop fund as an acceptable
compromise between disparate interests."”

41, In the First Report and Order, the Commission concluded, in part, that rura carriers may
require a greater amount of support than fixed support mechanisms would provide in order to maintain
existing facilities and make prudent facilities upgrades until such time as a forward-looking support

101 See Rural Task Force Recommendation at Appendix D; see also infra discussion at para. 53.

192 See Rural Task Force Recommendation at 24; see also, e.g., Arizona LEC Assn. Commentsat 2; AT& T
Comments at 12; CUSC Comments App. A at 22; GVNW Consulting Comments at 3; NECA Commentsat 7; NTCA
Comments at 3-4; Virgin Islands Commission Comments at 6; Sprint Comments at 1-2; Western Alliance Comments
at 11; WorldCom Reply Comments at 8.

193 See infra discussion at paras. 48-53.

1% The Rural Task Force was made up of individuals representing rural carriers, competitive local exchange carriers,
interexchange carriers, wireless providers, consumers advocates, and state and federal interests.

1% See MAG NPRM, 16 FCC Rcd at 464 para. 11; Arizona LEC Assn. Comments at 2; Interstate Telecom Group
Comments at 6; John Staurulaukis, Inc. Comments at 6-8; NECA Commentsat 5-7; NRTA, OPASTCO, & USTA
Reply Comments at 5; NTCA Comments at 3-4; Western Alliance Comments at 11; see also Alabama Rural LECs
Commentsin CC Docket No. 00-256 at 2; MAG Reply Commentsin CC Docket No. 00-256 at 14-15; Rate-of-Return
Codlition Commentsin CC Docket No. 00-256 at 6-7; Summit Tel. Co. Commentsin CC Docket No. 00-256 at 3;
Telecom Consulting Associates Comments in CC Docket No. 00-256 at 6; Wisconsin Commission Commentsin CC
Docket No. 00-256 &t 6-7.

196 gee California Commission Comments at 8; Florida Commission Comments at 4; 11linois Commission Comments at
4-7, NYDPS Comments at 4; Texas Commission Comments at 3; Qwest Reply Comments at 3; WorldCom Comments
a 3; seealso AT& T Commentsin CC Docket No. 00-256 at 9; CUSC Commentsin CC Docket No. 00-256 at 18-19;
Global Crossing Commentsin CC Docket No. 00-256 at 11-12; Illinois Commission Commentsin CC Docket No. 00-
256 at 11; WorldCom Commentsin CC Docket No. 00-256 at 16-17.

" e, e.g., Arizona LEC Assn. Comments at 2; AT& T Comments at 12; CUSC Comments App. A at 22; GVNW
Consulting Comments at 3; NECA Commentsat 7; NTCA Comments at 3-4; Virgin Islands Commission Comments
at 6; Sprint Comments at 1-2; Western Alliance Comments at 11; WorldCom Reply Comments at 8.

19



Federal Communications Commission FCC 01-157

mechanismisin place’® On the other hand, the Commission concluded that the indexed cap on high-cost
loop support would moderate growth in the high-cost loop fund until find rules implementing the universa
service provisions of the 1996 Act take effect.’® More than seven years have passed since the
Commission originaly implemented the indexed cap on the high-cost loop support fund. We observe that
the weighted average unseparated per-line loop cost for rural carriers increased by an annual average of
approximately one percent per year from 1995 to 1999. The weighted average unseparated per-lineloop
cost for non-rural carriers decreased by an annual average of approximately 1.2 percent over the same
period. Increasesin the weighted average unseparated per-line loop cost for rural carriers currently are
not reflected in the indexed cap on the high-cost loop fund, which is based on the rate of growth in the
total number of rural and non-rural working loops nationwide for the preceding calendar year."*°
Therefore, the indexed cap on the high-cost loop fund increasingly has limited the amount of high-cost loop
support for rural carriers. According to the Rural Task Force, without the indexed cap, the portion of the
high-cost loop fund that is distributed to rural telephone company study areas would have been $83.9
million higher in calendar year 2000."" The Rural Task Force has responded, in part, by recommending
that the Commission recompute or “re-base” the indexed cap on the rura carrier portion of the high-cost
loop fund asif the indexed cap was not in effect for the calendar year 2000. As discussed above, this
proposal represents a compromise of competing interests.*?

42. Based on the record before us, we find it reasonable to reevaluate and re-base the high-
cost loop support fund to ensure that rural telephone companies have incentives to maintain existing
facilities and make prudent investments in facility upgrades. At the same time, the record does not reflect
a specific point at which support should be set. Indeed, we believe that there is no one specific such point.
Rather, establishing sufficient support requires a balancing of goals such as providing incentives for
prudent investment and preventing excessive support to the detriment of carriers contributing to the
fund.*® In light of these goals, we believe it is reasonable to re-base the rural incumbent local exchange
carrier portion of the high-cost loop fund asif the indexed cap and the corporate operations expense
limitation were not in effect for the calendar year 2000. Although this approach may appear more
generous to rural carriers than the current mechanism, we believe it is a reasonable approach to
accomplishing the sufficiency balance here because we do not want to stifle prudent investment while we
continue to transition rural carriers to a support mechanism based on forward-looking economic costs.
The adjustments to the indexed cap we adopt today will prevent excessive and erratic growth in the high-
cost loop fund, while ensuring that rural telephone companies are able to provide supported services at
affordable and reasonably comparable rates.

43. We therefore adopt the Rural Task Force's proposal to re-base the rural carrier portion of
the high-cost loop fund as if the indexed cap and the corporate operations expense limitation had not been
effect for calendar year 2000. We concur with the Joint Board’ s observation that the modifications to the
caps and limitations on high-cost loop support proposed by the Rural Task Force are "generally designed to
provide carriers with increased incentives to invest in new infrastructure and technologies.™** We

1% See First Report and Order, 12 FCC Red at 8939 para. 300 (rejecting a proposal to base support, on agoing-
forward basis, on costs reported in 1995).

1% See First Report and Order, 12 FCC Red at 8940 para. 302; Fund Cap Order, 9 FCC Red at 305 para. 17; Fund
Cap Extension Order, 11 FCC Rcd at 7923-24 paras. 7-9.

19 5ee supra at para. 31

1 See Rural Task Force Recommendation at 20-21. The Rural Task Force also notes that the removal of corporate
operations expense limitation would increase the fund for rural carriers by $34.6 million.

12 See supra at para. 35.
'3 See supra paras. 26-28.
!4 See Joint Board Recommended Decision at para. 12.
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conclude that re-basing the indexed fund will ensure that eligible rurd telephone companies are able to
continue making prudent investments in rural facilities for the next five years, while we develop a more
targeted high-cost support mechanism for rural telephone companies.

44, We also agree with the Rural Task Force that safety net additive support, support for
acquired exchanges, and safety valve support should be excluded from the re-based cap on high-cost loop
support.™® Asdiscussed in greater detail below, we believe that the exclusion of such support from the re-
based cap on high-cost loop support is consistent with the universal service goal's enunciated in section 254
of the Act. The availability of uncapped safety net additive support will ensure that rura carriers that
make significant investments in telecommunications plant in service receive sufficient, specific, and
predictable support for the incremental costs associated with new investment, while minimizing the burden
on carriers that contribute to the universal service mechanisms."® Support for acquired exchangesin the
form of safety valve support will be subject to a cap of five percent of the portion of the annua indexed
cap on the high-cost loop fund that is distributed to rural incumbent local exchange carrier study areas.™’
We believe that afive percent cap will ensure that sufficient support is available for acquired exchanges
and will protect contributors from excessive universal service contributions.

45, We clarify, however, that, because support for acquired exchanges and safety valve
support will be provided outside the cap, the overall size of the rural high-cost loop fund should be reduced
to reflect the removal of support for access lines transferred from rural carriers to non-rural carriers or to
other rura carriers. The reduction shall equa the amount of the expense adjustment available to the
transferred access lines at the time of the transfer and shall be effective in the next calendar quarter after
the access lines are transferred.  Without such an exclusion from the rural incumbent local exchange
carrier portion of the high-cost loop fund, the remaining access lines might receive increased per-line
support when access lines are transferred from arural incumbent local exchange carrier study areato a
non-rura carrier or to another rural incumbent local exchange carrier.™® Under such a scenario, the lines
included in the rura incumbent local exchange carrier portion of the high-cost loop fund would decrease,
without a corresponding decrease in the overall rural incumbent local exchange carrier portion of the high-
cost loop fund. Over time, per-line support for the remaining access lines would increase to the extent that
more exchanges are transferred from rural incumbent local exchange carrier study areas. Such aresult
would be inconsistent with the statutory goa of providing no more support than is sufficient and would not
prevent excessive growth in the high-cost loop fund.™® We expect that the exclusion of support for
transferred access lines from the rural incumbent local exchange carrier portion of the indexed high-cost
loop fund will maintain the relationship between the size of the high-cost loop fund and the number of
supported lines.

46. We disagree with commenters and the MAG that the Commission should remove the
indexed cap on the high-cost loop fund in its entirety.”® We find that the MAG proposa to remove the
indexed cap on the high-cost fund is incompatible with the modified high-cost loop support mechanism

!5 See Rural Task Force Recommendation at 30.
1% See infra discussion at para. 79.
"7 Seeinfra discussion at paras. 107-109.

18 Assume, for example, that atotal of 10 rural carrier lines receive $1 per line or atotal of $10in high-cost loop
support. If onelineissoldtoanon-rura carrier, then the remaining nine lines would be eligible for approximately
$1.11 per linein high-cost |oop support, representing an 11 percent increase in per-line support. If, however, there
isacorresponding $1 reduction in the total amount of available high-cost loop support to reflect the sale of oneline
to anon-rural carrier, then the remaining lines would not receive increased per-line support.

19 See First Report and Order, 12 FCC Red at 8940 para. 302.
120 See supra n.105.
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recommended by the Joint Board and adopted in this Order. Based on the record before us, we
specificaly disagree that an indexed cap on the high-cost loop fund will prevent rural carriers from
receiving adequate universal service support.”* The indexed cap we adopt today will result in an
immediate increase in the high-cost loop support available to rura telephone companies and will grow by
the rura growth factor, which includes an inflation adjustment — an additiona growth element that is not
part of our existing cap. In addition, several mechanisms we adopt today, such as safety net additive
support'? and safety valve support™ will provide carriers with additional support. We aso continue to
believe that an indexed cap is a reasonable means of limiting the overall growth of the high-cost loop fund,
and thus protects contributors from excessive universa service obligations.” As discussed above, we aso
believe that an indexed cap baances the universal service gods, such as sufficiency, specificity, and
predictability, enunciated in section 254 of the Act.'®

47. The Rura Task Force aso recommended that the indexed cap be resized whenever the
definition of supported services is changed.’® We note that, in accordance with section 254(c)(2) of the
Act,”” the Commission recently requested that the Joint Board review the definition of services digible for
high-cost and low-income universal service support.””® The Commission specifically asked the Joint Board
to address the implications of any proposed modifications to the list of supported services” We therefore
will await the Joint Board' s recommendations regarding the definition of supported services prior to
considering whether the indexed cap should be resized to reflect any modifications to the list of supported
services.

48 Rural Growth Factor. We adopt the Rura Task Force's proposal to grow the portion of
the high-cost loop support mechanism that is distributed to rura incumbent local exchange carrier study
areas by arura growth factor equal to the sum of annua changes in the total number of working loops of
rural incumbent local exchange carriers and the GDP-CPI, not the rate of growth for al rural and non-
rural working loops.* The rural growth factor shall be based on the GDP-CPI for the year in which costs
are incurred and the difference between the total number of rural incumbent local exchange carrier
working loops for the cost year and the preceding calendar year. For example, for support disbursed in
the year 2001, the rural growth factor shall be based on the percentage change in the GDP-CPI for
calendar year 1999 and the percentage change in the total number of rura incumbent local exchange
carrier working loops between calendar years 1998 and 1999.

121 See, e.g., Interstate Telecom Group Comments at 6; John Staurulaukis, Inc. Comments at 6-7; NRTA, OPASTCO,
& USTA Commentsat 5-7.

12 Seeiinfra discussion at paras. 77-90.
1% Seeinfra discussion at paras. 91-119.

124 See Fourth Order on Reconsideration, 13 FCC Red at 5343 para. 39. As the Commission concluded in the First
Report and Order, excessive growth in high-cost loop support may make the transition to other support
mechanisms more difficult for rural carriers, especialy if those support mechanisms provide significantly different
levels of support. See First Report and Order, 12 FCC Rcd at 8940 para. 302.

125 See supra discussion at para. 42.
126 Rural Task Force Recommendation at 27.

127 Section 254(c)(2) provides that “[t]he Joint Board may, from time to time, recommend to the Commission
modificationsin the definition of the services that are supported by Federal universal service support
mechanisms.” 47 U.S.C. § 254(c)(2).

128 See Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Order, 15 FCC Red 25257 (rel. Dec.
21, 2000) (Referral Order).

29d. at para. 3.
1%0 gee Rural Task Force Recommendation at 25.
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49, We note that growth in rural working loops nationwide recently has been higher than
growth in non-rural working loops nationwide.** We therefore believe that it is appropriate to limit growth
in the rural incumbent local exchange carrier portion of the high-cost loop fund based on the growth in the
total number of working loops of rura incumbent local exchange carriers. Using arural growth factor will
more accurately reflect changes in the number of rura lines over time. We disagree with commenters
who argue that the Commission should retain the current index factor, which reflects both rural and non-
rura line growth, instead of adopting the Rural Task Force's proposal for arura growth factor.™® These
parties do not suggest that the high-cost loop fund should remain stagnant, rather they disagree with the
factor to be used to grow the fund.

50. We also note that the current index factor does not account for varying costs that are
unrelated to the increase in working loops. When the Commission extended the indexed cap in the First
Report and Order, it expected to move rural carriersto a universal service support mechanism based on
forward-looking economic costs more quickly than will actualy occur.”* Because the timeframe for
moving to a forward-looking economic cost mechanism is now extended for rura carriers, we believe that
it is reasonable to acknowledge, in the portion of the high-cost loop support mechanism that is distributed to
rural incumbent local exchange carrier study aress, that costs may vary for reasons unrelated to the
growth in working loops. For the duration of this plan, we therefore adopt the Rural Task Force's
recommendation to use the GDP-CPI as a proxy for cost changes.

51. We rgject proposals to include a rural telephone company or telecommunications industry
productivity factor in the rural growth factor.™* Although it appears that rural carrier costs recently have
grown at adightly dower annual rate than growth in the GDP price index (indicating that rural carriers
have experienced modest productivity gains over time), at this time, we do not have a reliable methodol ogy
for measuring productivity gains for rural telephone companies.™ Moreover, parties have not submitted a
methodology that specifically measures the productivity gains of rura carriers.™ We note that the high-
cost loop fund will be subject to an indexed cap for the life of the plan, thus ensuring that rural carriers do
not receive excessive support. We therefore adopt the consensus recommendation of the Rural Task
Force to include an inflation factor, the GDP-CPI, in the rura growth factor without also including a
productivity factor.

52. We conclude that the rura growth factor proposed by the Rura Task Force will further
the universal service goals, such as sufficiency, specificity, and predictability, enunciated in section 254 of

31 For example, the annual rate of growth in the total number of rural and non-rural working loops nationwide,
which was 2.86 percent in 1999, is considerably less than the annual rate of growth in the total number of rural
working loops nationwide, which was 4.26 percent in 1999. See NECA Universal Service Fund 2000 Submission of
1999 Study Results, filed October 1, 2000; NECA Universal Service Fund 1999 Submission of 1998 Study Resullts,
filed October 1, 1999.

132 See, e.g., California Commission Comments at 9; SBC Reply Comments at 6.
1% See supra discussion at para. 41.

1% 5ee Ad Hoc Telecommunications User Committee Comments at 17; Texas Commission Comments at 4; but see
Innovative Telephone Reply Comments at 5-7.

13 For example, the weighted average unseparated per-line loop cost for rural carriersincreased by an average of
approximately one percent per year from 1995 to 1999, while the GDP price index increased by 1.75 percent per year
during that same period. See supra discussion at para. 41; AT& T Commentsin CC Docket No. 00-256 at Table 1.
Moreover, AT&T statesthat average growth in the common line revenue requirement from 1995-1999 was 5.99
percent per year, while average annual growth in the GDP price index plus access lineswas 7.19 percent during that
same period. 1d.

136 See, e.9., Ad Hoc Telecommunications User Committee Comments at 17 (proposing that the Commission use the
productivity factor currently applied to price cap LEC rates).
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the Act.”® Because the rural growth factor will ensure that the portion of the high-cost loop support
mechanism that is distributed to rural incumbent local exchange carrier study areas better reflects growth
inrura lines and changed costs over time, we conclude that the rura growth factor will provide rura
incumbent local exchange carriers with sufficient support. The rural growth factor also will provide rura
incumbent local exchange carriers with specific and predictable growth in the high-cost loop support
mechanism over time.

53. In addition, we adopt the proposal, included in the Rural Task Force' s example of a safety
valve mechanism, to exclude all access lines transferred to rura carriers from the rura growth factor
caculation.*® This conclusion is consistent with our reasons for excluding support for access lines
transferred to rura incumbent local exchange carrier study areas from the rura incumbent local exchange
carrier portion of the indexed cap on the high-cost loop fund.” Including access lines transferred to rural
incumbent local exchange carriersin the rurd growth factor, but not in the portion of the indexed high-cost
loop fund that is distributed to rural incumbent local exchange carrier study areas, would result in growth in
the indexed high-cost loop fund that reflects neither growth in lines eigible to receive support from the
indexed high-cost loop fund nor growth in the GDP-CPI for those lines. If transferred loops were included
in the rural growth factor, but not in the rural incumbent local exchange carrier portion of the indexed high-
cost loop fund, the remaining access lines would receive increased per-line support whenever access lines
are transferred to arural carrier study area. Over time, per-line support for the remaining access lines
would increase as more loops are transferred to rural carrier study areas. Such aresult would be
inconsigtent with the goa, enunciated in the First Report and Order, of preventing excessive growth in
the high-cost loop fund.*® Consistent with the exclusion of support for competitive eigible
telecommunications carriers from the indexed cap, we also will exclude lines operated by competitive
eligible telecommunications carriers from the rural growth factor.**

2. National Average Loop Cost
a Background

4. The Rural Task Force' s recommendation to re-base the high-cost loop fund includes a
proposal to freeze the national average loop cost at $240.00 for the life of the plan, which, according to the
Rural Task Force, approximates the actual national average loop cost for year 2000 support (based on
1998 cost data)."* Under the Commission’s existing rules, arura carrier is digible for high-cost loop
support if its embedded loop costs for a particular study area exceed 115 percent of the nationa average
loop cost."® According to section 36.622 of the Commission’s rules, the national average loop cost isthe
greater of: (1) the sum of loop costs nationwide divided by the total number of working loops nationwide;
or (2) an amount calculated to maintain the indexed cap on the high-cost loop support fund.*** If the sum
of actua high-cost loop support nationwide exceeds the indexed cap on the high-cost loop support fund (in
essence, the indexed cap on the high-cost loop support fund is triggered), the national average loop cost is
increased in order to ensure that the total amount of high-cost loop support disbursed does not exceed the

137 See 47 U.S.C. § 254(b)(5).

13 See Rural Task Force Recommendation at Appendix D.

139 See supra para. 45.

10 See First Report and Order, 12 FCC Red at 8940 para. 302.
! Seejnfra discussion at para. 125.

142 See Rural Task Force Recommendation at 24.

' See 47 CFR. §8 36.601-36.63L.

1% See 47 CFR. §36.622.
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indexed cap.
b. Discussion

55. We adopt the Rural Task Force's recommendation to freeze the national average loop
cost at $240.00 for purposes of calculating rura high-cost loop support.** We conclude that freezing the
national average loop cost for the duration of this plan will provide rurd carriers with greater certainty as
to their digibility for high-cost loop support.’® Because the national average loop cost will be frozen at
$240.00, carriers will know in advance whether they may be digible for high-cost loop support. Such
certainty will assst carriersin short- and long-term planning for infrastructure investment, consistent with
the goals of specificity and predictability in section 254 of the Act."’ Because freezing the nationa
average loop cost for rura carriers at $240.00 will provide carriers with greater predictability as to their
digibility for high-cost loop support, carriers also will be better able to achieve rate and service
comparability, another goal of section 254 of the Act.'*®

56. At this time and based on the record, we do not believe that freezing the national average
loop cost a $240.00 will result in significant numbers of carriers with higher than average loop costs being
denied support and carriers with lower than average loop costs being awarded support. If in agiven year
the actual nationa average loop cost is significantly above $240.00, support may be directed to certain
rural carriers that otherwise would not be digible for high-cost loop support. 1f, on the other hand, the
actua nationd average loop cost falls below $240.00, support may be withheld from rurd carriers that
otherwise would be dligible for high-cost loop support under our current rules.

57. In support of this conclusion, we note that the national average loop cost has experienced
only minor fluctuations over the past four years. For example, the national average loop cost (with the
corporate operations expense limitation in effect) for high-cost loop support disbursed in 1998 was
$247.34, while the nationa average loop cost (with the corporate operations expense limitation in effect)
for high-cost loop support disbursed in 2001 is $239.86."° This represents only an approximately three
percent reduction in the national average loop cost in four years. We therefore do not anticipate a
dramatic increase or decrease in the actual nationa average loop cost in the near future such that large
numbers of carriers with lower than average loop costs will inappropriately receive high-cost loop support
or that carriers with higher than average loops costs will inappropriately be denied high-cost loop support.
In light of this relatively small percentage change, we believe that the specificity and predictability provided
by afrozen nationa average loop cost outweighs any potentia distortions that might occur with a freeze
for the limited five-year duration of the plan we adopt today."®

58. We aso note that, as provided by section 36.622 of the Commission’srules, if the sum of
the actual high-cost loop support nationwide exceeds the indexed cap on the high-cost loop support fund,
NECA increases the amount of the national average loop cost in order to ensure that the total amount of

1% See Rural Task Force Recommendation at 24; see also NTCA Comments at 4; Verizon Comments at 3; Sprint
Reply Comments at 3; but see Texas Commission Comments at 4.

14 See 47 U.S.C. 88 254(b)(5), (©).
147 See 47 U.S.C. § 254(b)(5).
18 See 47 U.S.C. § 254(b)(3).

149 See NECA Universal Service Fund 1997 Submission of 1996 Study Results, filed October 1, 1997; NECA
Universal Service Fund 2000 Submission of 1999 Study Results, filed October 1, 2000.

%0 See 47 U.S.C. § 254(b)(5).
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high-cost loop support disbursed does not exceed the indexed cap.™ Thus, certain carriers with average
loop costs dightly above the proposed frozen nationa average loop cost would not receive support. To the
extent that the frozen national average loop cost is increased to accommodate the indexed cap on the high-
cost loop fund, carriers with average loop costs below the actua national average loop cost but above the
proposed frozen national average loop cost would not receive high-cost loop support. Although we adopt a
national average loop cost of $240.00 for the duration of this plan, if the actua nationd average loop cost
experiences significant increases or reductions, we may consider appropriate actions at that time."

59. Under section 36.612 of our rules, every non-rura telephone company is required to
submit loop cost data and loop counts on a quarterly basis.*** Under section 36.611 of our rules, all
incumbent loca exchange carriers are required to submit loop cost data and loop counts on an annua
basis.™* Because the national average loop cost is based on embedded loop cost data for both rural and
non-rural study areas, non-rural carriers currently are required to file such data with the fund administrator
even though non-rural carriers now receive high-cost support based on a forward-looking methodology. ™
If we freeze the nationa average loop cost at $240.00, it will no longer be necessary for NECA to
calculate the national average loop cost on a quarterly basis, and, thus, it is unnecessary for non-rura
carriers to file loop cost data on a quarterly basis. Nor is there any other reason to require non-rural
carriersto file this quarterly loop cost data.** Because NECA will no longer make such caculations, it is
unnecessary to require submission of that information. We therefore will no longer require non-rura
carriers to submit the loop cost data listed in section 36.611 of our rulesto NECA on aquarterly basis. In
order to enable the Commission to accurately evaluate the operation of the frozen nationa average loop
cost over time, we will continue to require non-rura carriers to submit loop cost data on an annual basis
and loop counts on a quarterly basis. Such information is necessary for NECA and USAC to determine
the amount of high-cost support available to non-rural carriers.

3. Corporate Operations Expenses
a Background

60. The high-cost loop support fund provides support for a portion of the corporate operations
expenses incurred by rural carriersin providing supported services. Corporate operations expenses
consist of total company costs associated with the following activities: formulating corporate policy and
providing overdl administration and management; long-range planning; providing accounting and financia
services, maintaining relations with government, regulators, other companies, and the general public;
performing personnel administration activities, operating genera purpose computers; providing legal
sarvices; procuring material and supplies; developing new products; and performing other general
administrative activities.™ Prior to 1998, the amount of corporate operations expenses that was supported

5147 C.F.R. §36.622. The Rural Task Force did not propose to change this aspect of section 36.622 of the
Commission’srules.

152 Seeinfra paras. 167-177.

** See 47 CFR. §36.612.

™ See 47 CFR. §36.611.

1% See 47 C.FR. 88 36.621, 36.622.

1% See Verizon Commentsat 1, 3; Sprint Reply Comments at 2-3.

157 Corporate operations expenses include all of the expenses listed in sections 32.6710 through 32.6712 and
sections 32.6720 through 32.6728 of the Commission'srules. 47 C.F.R. 88 32.6710-32.6712; 47 CF.R. 88
32.6720-32.6728. Those categories of expensesinclude: executive; planning; general; administrative; accounting;
finance; external relations; human resources; information management; legal; procurement; research and
development; and other general and administrative expenses. Id.
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through our universal service mechanisms was determined by multiplying the total corporate operations
expense by theratio of loop investment to tota plant in service. Asexplained below, in the First Report
and Order the Commission concluded that a carrier’s ability to receive universal service support for
corporate operations support should not be unlimited.

61. The corporate operations expense limitation, adopted by the Commission in the First
Report and Order, limits the amount of corporate operations expenses that a carrier may include in the
high-cost loop support mechanism.**® Under the current mechanism, a carrier compares its actual
corporate operations expenses with the expenses calculated by the existing corporate operations expense
limitation formula and the lesser amount is used to calculate the carrier’ s high-cost loop support. The
formula was developed to "ensure that carriers use universal service support only to offer better service to
their customers through prudent facility investment and maintenance consistent with their obligations under
section 254(k)."* The Commission agreed with commenters that corporate operations expenses do not
appear to be costs inherent in providing telecommunications services, but rather may result from
manageria priorities and discretionary spending.™® The Commission decided to "limit universa service
support for corporate operations expense to a reasonable per-line amount,” but recognized that “ small
study aress . . . may experience greater amounts of corporate operations expense per line than larger
study areas."*® The formula allows a greater amount of corporate expense per line for smaler study
areas than larger ones because statistical analysis of carrier data show that study areas with fewer loops
have more corporate operations expense per loop.

62. In the First Reconsideration Order and the Fourth Reconsideration Order, the
Commission made further refinements to the corporate operations expense cap formula specificaly to
recognize problems of smaller carriers.’® On its own motion, the Commission established a floor (or
minimum cap) on the corporate operations expense cap to alow carriers with relatively few linesto
receive sufficient support to recover initial or fixed corporate operations expenses.® Subsequently, the
Commission reconsidered, to alimited extent, the dollar amount of the minimum cap on dlowable
corporate operations expenses for small carriers."*

63. In response to requests by small carriers to reconsider its decision to place alimit on the
support available for corporate operations expenses, the Commission explained more fully in the Fourth
Reconsideration Order its reasons for limiting the amount of corporate operations expenses that a carrier
could include in the high-cost loop support mechanism.™® The Commission explained that carrier
expenditures for corporate operations expenses may be discretionary in many instances, in contrast to

%8 First Report and Order, 12 FCC Red at 8930-32 paras. 283-85, 8942 para. 307.
%9 Seeid. at 8930-31 para. 283.

1%0|d. at 8931 para. 283.

4.

192 See Federal-State Joint Board on Universal Service, CC Docket 96-45, Order on Reconsideration, 12 FCC Red
10102-10105 paras. 17-24 (1997) (First Reconsideration Order); Fourth Order on Reconsideration, 13 FCC Rcd at
5376-77 paras. 94-95.

193 First Reconsideration Order, 12 FCC Red at 10103 para. 19. Under the original formula, carriers with very few
lines may have been unable to recover portions of corporate operations expense that do not vary with the number
of lines, because allowable corporate operations expenses were determined by afactor that is multiplied by the
number of lines. 1d. The Commission aso modified the formulato ensure that the cap on allowable corporate
operations expense does not decrease as the number of linesincreases. Id.; see also Fourth Order on
Reconsideration, 13 FCC Rcd at 5377 para. 96.

1% Seeid. at 5376-77 paras. 94-95.
1% Seeid. a 5369-70 para. 87 & nn.230-231, 5374-76 paras. 92-93.

27



Federal Communications Commission FCC 01-157

expenditures for maintaining plant and equipment.’® Corporate operations expenses include, for example,
travel, lodging, and other expenses associated with attending industry conventions and corporate meetings.
While participation in such activities may be prudent, the levels of these expenditures are subject to
manageria discretion. The Commission also noted that carriers with 200,000 or fewer working loops had
little incentive to minimize these expenses because the previous rules alowed carriers to recover alarge
percentage of their corporate operations expenses from federal universal service support mechanisms.*

64. Although the Commission retained the limitation on support for corporate operations
expenses, the Commission raised the minimum cap so that the need for the smallest carriersto seek a
waiver would be reduced.*® Specifically, the Commission adjusted the maximum alowable corporate
operations expense formula by permitting carriers with 6,000 or fewer working loops to include in the high-
cost loop support mechanism corporate operations expenses of up to $300,000 or amounts derived from
the corporate operations expense formulas, whichever is greater, provided that the amount is not greater
than a carrier’s actual corporate operations expenses.'® The Commission concluded that “imposing a cap
that is relatively generousto smal carriers, but ill imposes a limitation, is a reasonable method of
encouraging carriers to assign corporate operations expenses to the proper accounts and discouraging
carriers from incurring excessive expenditures.”*”

65. The Rural Task Force proposed modifying the existing corporate operations expense
limitation formula by re-basing and indexing the dollar valuesin the formula*™ Since this cap was
imposed, the Rural Task Force estimated that the number of rural carriers affected by it -- 205 rura study
areasin 2000 -- hasincreased by 15 percent."” To reflect increased work requirements, labor, and other
costs since the formula was put in place, the Rural Task Force proposed increasing the dollar values in the
formula by the rural growth factor for each year since the cap was adopted. In subsequent years, the

1% Seeid. at 5374 para. 92.

%7 Seejd. at 5374 para. 92. Under the Commission’s Part 36 rules, carriers with 200,000 or fewer working loops
recover 65 percent of loop costs that exceed 115 percent of the national average loop cost and 75 percent of loop
costs that exceed 150 percent of the national average. Thus, prior to adoption of the corporate operations expense
limitation, carriers with 200,000 or fewer working loops could recover a substantial portion of their operation
expenses from the federal universal service support mechanism. See 47 C.F.R. § 36.631. By comparison, for
example, a carrier with more than 200,000 working loops recovers 10 percent of loop costs that exceed 115 percent of
the national average loop cost, 30 percent of loop costs that exceed 160 percent of the national average, 60 percent
of loop costs that exceed 200 percent of the national average, and 75 percent of loop costs that exceed 250 percent
of the national average. See 47 C.F.R. § 36.631.

1% Fourth Order on Reconsideration, 13 FCC Red at 5374 para. 92. The Commission recognized, however, that
certain carriers, such as those serving Alaska or insular territories, may have unusually high corporate operations
expenses, and invited such carriersto file for awaiver “to demonstrate the necessity of these expenses for the
provision of the supported services." Id.

19 Seeid. at 5376-77 paras. 94-95. The minimum cap under the previous formulawas $114,071. 1d. In no event may
acarrier include in the expense adjustment cal cul ation more than its actual corporate operations expenses. See 47
CFR. §36.621(a)(4).

170 See Fourth Order on Reconsideration, 13 FCC Red at 5374 para. 92.

1 As discussed above, the Rural Task Force also recommended that the Commission re-base the indexed cap on
the high-cost loop support fund asif both the indexed cap and the corporate operations expense limitation had not
been in effect for the calendar year 2000. The Rural Task Force estimated that re-basing the fund would result in a
$118.5 million increase in high-cost loop support, representing $83.9 million from removing the overall cap on high-
cost loop support and $34.6 million from removing the corporate operations expense limitation. Rural Task Force
Recommendation at 24. Note that removing the corporate operations expenses|imitation without also removing the
overall cap would not increase total support, but would only redistribute support among carriers.

2 Thisis based on information provided by NECA. See Rural Task Force Recommendation at 27 n.53.
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dollar values in the formula would be increased each year by the rural growth factor. The Rural Task
Force estimated that the number of rural carriers affected by the corporate operations expense cap would
have decreased, rather than increasing by 15 percent, if the dollar limitations derived from the formula had
been increased annually by five percent.” Rather than $34.6 million being excluded by operation of the
corporate operations expense limitation in 2000, the Rurd Task Force estimated that only $15.1 million
would have been excluded.*™

66. The Rural Task Force aso proposed an additional calculation that carriers could use to
determine the maximum amount of corporate operations expenses that could be included in the high-cost
loop support mechanism. The Rural Task Force noted that some companies consistently have corporate
operations expenses above the existing limitation and acknowledged that the waiver process can be
economically infeasible for some rura carriers.'” In order to provide an option other than the waiver
process for carriers that would continue to have corporate operations expenses above the section
36.621(a)(4) limitation, even after the dollar amounts in the formula are re-based and indexed, the Rural
Task Force proposed an alternative calculation based on uncapped corporate operations expenses for the
year 2000. The new dternative formula begins with the uncapped corporate operations expense per line
for the year 2000, increases this amount each year by the rura growth factor, and multiplies this amount
by the number of lines for the year in question.*

67. Under the Rural Task Force proposal, the carrier first compares the amount calculated by
the re-based and indexed corporate operations expense limitation formula with the amount cal culated
under the proposed aternative formula™ If the alternative amount based on year 2000 actual expensesis
greater than the amount calculated by the re-based and indexed corporate operations expense limitation
formula, thisis the amount compared with a carrier’ s actua corporate operations expenses for the year in
question and the lesser amount is included in the high-cost loop support mechanism.

68. The Joint Board observed that the modifications to the caps and limitations on high-cost
loop support proposed by the Rural Task Force are “generaly designed to provide carriers with increased
incentivesto invest in new infrastructure and technologies.”*® The Joint Board concluded that the Rural
Task Force Recommendation presents a good foundation for implementing arura universal service plan,
but did not address the corporate operations expense limitation in specific detail.**

b. Discussion

69. We generally agree with the Rural Task Force that modifications to the existing corporate
operations expense limitation are appropriate to reflect changes in costs since the limitation was imposed in
1998. Accordingly, as discussed below, we adopt a revised formula to reflect these changes. We aso
agree with the Rural Task Force' s goal of reducing the need for carriers to request waivers due to the
operation of section 36.621(a)(4) of our rules.® We decline, however, to adopt the Rural Task Force's
proposed alternative calculation. Instead, as explained below, in order to reduce the need for the smallest

% 1d. a 28 n.55.

174 |d

5 1d. at 29.

176 |d

177 |d

18 Recommended Decision at para. 12.
¥ Seeiid. at para. 14.

%947 CFR. §36.621(a)(4).
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carriers to seek awaiver of section 36.621(a)(4), we raise the minimum cap on alowable corporate
operations expenses supported by universa service to $600,000.

70. We disagree with the MAG and other commenters who argue that the Commission should
remove the limitation on support for corporate operations expenses entirely.*®* Because expenditures for
corporate operations expenses are discretionary in many instances, and carriers with 200,000 or fewer
loops have little incentive -- absent the limitation -- to minimize these expenses, we continue to believe that
some limitation on the universal service support available for these expenses is reasonable and appropriate.
We also disagree with those commenters who argue that no adjustment to the corporate operations cap is
judtified.*®* As discussed below, we find that it is reasonable to make certain adjustments to the corporate
operations expense limitation formula.

71 We share the Rural Task Force's concern that the number of rura carriers impacted by
the corporate operations expense limitation has increased by 15 percent, affecting 205 rural study aress, in
the two years since this limitation was imposed and, therefore, believe that the formula should be
revised."™ The limitation is intended to encourage carriers to assign corporate operations expenses to the
proper accounts and to discourage carriers from incurring excessive expenditures. The Rural Task Force
suggested that the reason more carriers have been affected by the corporate operations expense limitation
is due to “increased work requirements, labor, and other costs.”*** Analysis of carrier data over this period
shows that, on average, corporate operations expenses per line have remained essentially constant.”® For
some carriers, however, corporate operations expenses clearly have increased since the limitation was
imposed. Without adjustment, the number of rural carriers affected by the cap in 2001 would be 215 — an
increase of amost 21 percent since the cap was imposed. We therefore conclude that it is reasonable to
revise the formula by increasing the dollar vaues in the formula.

72. We decline, however, to increase the limitation by the rural growth factor, as suggested by
the Rura Task Force. Instead, we adopt a revised corporate operations expense limitation formulain
which the dollar valuesin the formula are re-based and indexed by the Gross Domestic Product-Chained

181 See. e.g., MAG NPRM, 16 FCC Red at 464 para. 11; Wisconsin Commission Comments at 7. Most commenters
who oppose caps do not specifically discuss the corporate operations expense limitation, but argue generally
against any caps or limitations on high-cost loop support. See, e.g., John Staurulaukis, Inc. Comments at 6; NTCA
Commentsat 3.

1% See,e.9., California Commission Comments at 10. Most commenters who oppose increases in support for rural
carriers do not specifically discuss the corporate operations expense limitation, but argue generally against re-
basing the high-cost loop fund. See, e.g., Ad Hoc Telecommunications User Committee Comments at 15-16;
NYDPS Commentsat 3-5. AT&T points out that any increased support that results from revising the corporate
operations expense limitation is subject to the new indexed cap on the high-cost loop fund. See AT& T Comments
a 12.

183 gpe Rural Task Force Recommendation at 27 n.53.
84 Seeid. at 28.

18 Using publicly available data, Commission staff compared growth in corporate operations expenses from 1997 to
1999. Weighted by 1997 loops, the annual growth rate was 0.10 percent. Weighted by 1999 loops, the annual
growth rate declined by 0.39 percent. The source of the dataisthe NECA Universal Service Fund 2000 Submission
of 1999 Study Results, filed October 29, 2000. This data set includes datafor the years 1995 to 1999. The sample
included 773 rural cost companies. For each of the 773 companies staff listed: USF Loops, Account #6710 —
Executive and planning expense; Account #6720 — General and administrative expense; and their sum, which istotal
corporate operations expense. From these factors staff calculated the monthly cost per loop for 1997 and 1999 for
each of the 773 companies. For each of the companies, staff calculated the increase of 1999 expenses over 1997
expenses. Thisincrease for each company was weighted by both the 1997 loops and the 1999 loops and two
weighted averages were calculated asfollows. using 1997 loops. 1.001009221 — 1 =.001009221 or 0.10 percent;
using 1999 loops: .99612603 — 1 =-.00387397 or —0.38 percent.
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Price Index (GDP-CP!). The Rura Task Force proposed that the dollar values in the corporate
operations expense limitation formula be re-based and indexed by the rural growth factor, which is the sum
of the GDP-CPI and total annual line growth for rural carriers.®® We find that it is more appropriate to re-
base and index the formula only by the GDP-CPI, without including annual rurd line growth. Because the
corporate operations expense limitation is calculated as a per-line amount, which is then multiplied by lines
to determine the total amount of corporate operations expenses that is used to determine support, the
formula already accounts for a carrier’s line growth. Multiplying the amount by another line growth factor
— therurd line growth — would result in double counting of line growth.

73. In re-basing the dollar values in the formula, we will increase the dollar values for each of
four years. We believe that thisis more consistent with the Rural Task Force's proposal to increase the
dollar vdues in the formulafor each year since the cap was implemented, than the two years referenced
in the Recommendation.*®” Although the corporate operations expense cap was implemented in 1998, the
formula was based on 1995 cost data.’®® Because support in year 2001 is based on 1999 cost data, we
will increase the dollar values in the formula to reflect increases in GDP-CPI from 1995 to 1999. In
subsequent years, the per-line allowable expense amount shall be adjusted annualy by GDP-CPI. We find
that these modifications to the corporate operations expense limitation will adequately account for
increases in corporate operations expenses since the cap originaly was adopted.

74. We recognize that smaller carriersin particular may be affected by the current corporate
operations expense limit and agree with the Rural Task Force that the waiver process can be avery
expensive option for smal carriers.”® To reduce the need for small carriers to seek awaiver, the
Commission previoudly raised the minimum cap in the corporate operations expense limitation formula to
$300,000."* We adopt further protections for small carriers by raising the minimum cap in the revised
formula. Specificaly, we permit carriers with 6,000 or fewer loops to receive support for corporate
operations expenses of up to $600,000 or amounts derived from the revised corporate operations expense
formulas, whichever is greater. We find that by raising the minimum cap from $300,000 to $600,000 an
increased number of small carriers will have expenses that fall within the revised limitation. Consistent
with current rules, we propose that if a carrier’s actual corporate operations expenses are less than
$600,000 then the carrier would recover high-cost loop support based on its actual corporate operations
EXPEenses.

75. We find that raising the minimum cap in the corporate operations expense limitation
formula to address the needs of smaller carriersis preferable to the aternative proposed by the Rural
Task Force. The Rural Task Force's proposed alternative caculation would essentialy diminate the
corporate operations expense limitation currently in effect. We note that the corporate operations expense
limitation was adopted, in part, to prevent carriers from recovering from the high-cost loop support
mechanism excessive expenditures unrelated to the provision of supported services.'* Thelimitation is
designed to alow carriers to receive support for corporate operations expenses based on typical expenses
for companies of comparable size. As demonstrated by the graph in Appendix D, some carriers are

1% gee Rural Task Force Recommendation at 26.
87 See id. at 28 & n.55.
188 See supra n.158.

18 gee Rural Task Force Recommendation at 28-29. The Rural Task Force noted that one Alaska carrier received a
waiver, but only for oneyear.

1% See supra para. 62.
9 See 47 CFR. §36.621.
192 See Fourth Order on Reconsideration, 13 FCC Red at 5374 para. 92.
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extreme outliers and have corporate operations expenses that far exceed the average range of expenses
for companies of comparable size. The Rurd Task Force's proposal would permit these outliers to
receive support for these uncapped expenses as if the corporate operations expense limitation had never
been adopted.™® For example, under the Rural Task Force proposal, these outliers could include in the
high-cost loop support mechanism either their actual corporate operations expenses in 2001 or their actual
per-line expenses in the year 2000, increased by the rural growth factor and the number of lines served in
2001. The latter would be more than 2001 actual expensesif acarrier’s per line actual expenses increase
by more than the rural growth factor. A carrier would only receive less than the adjusted, uncapped 2000
amount in future yearsiif its actual corporate operations expenses were lower in those years. The Rural
Task Force' s proposal therefore would provide no incentive for carriers to limit their corporate operations
eXpenses.

76. By imposing a reasonable limit on the universal service support available for carriers
corporate operations expenses, we are not precluding carriers that incur unusualy high corporate
operations expenses from receiving support for such expenses. To the extent that individual companies
continue to incur corporate operations expenses that exceed the limitation, they may ask the Commission
to waive these rules on a case-by-case basis."*

C. Support Above the Cap
1. Safety Net Additive
a Background

77. In addition to the existing support provided by the high-cost loop fund, the Rural Task
Force proposed a “safety net additive,” which would provide additional support to carriers “who make
significant investment in rural infrastructure.”** Safety net additive support would only be availablein
years in which support levels would otherwise exceed the new indexed cap on the high-cost loop support
fund.** To receive such support in a particular study area, a carrier would need to show that growth in
telecommunications plant in service (TPIS)™' per line is at least 14 percent greater than the study area’s
TPIS per linein the prior year, or the “base year.”'® As proposed, safety net additive support would dlow
acarrier to recover 50 percent of the difference between the capped and uncapped expense adjustment

193 See Texas Commission Comments at 4 (suggesting that the Commission consider raising the corporate
operations cap for very small rural carriers“rather than eliminating the limitation in its entirety”).

¥ We clarify that the Commission’ s rules do not preclude amulti-year waiver. See California Commission
Commentsat 11 (“ California supports a change to the waiver process that would allow a multi-year waiver if a
petitioner supports the need for awaiver for more than oneyear.”). The Rural Task Force stated that the waiver
process “ has yielded petitioners only a one-year waiver” and cited an examplein which thiswasthe case. Rural
Task Force Recommendation at 28 & n.55. The Commission’srules do not require a carrier to seek awaiver every
year if awaiver isgranted for alonger period of time.

1% See Joint Board Recommended Decision at para. 19; see also Rural Task Force Recommendation at 27.

1% Rural Task Force Recommendation at 27. In years when the cap is not triggered, rural carriers would receive
support in an amount that would cover the added expense associated with the new investment, and thusit is
unnecessary to provide safety net additive support in those years.

97 TPISisan accounting category used by the Commission and carriers to classify certain elements of their
operation. TPISincludes, for example, the carrier’s cable and wire facilities, poles, central office switching facilities,
public telephone terminal equipment, and customer premiseswiring. It also includes general support facilities such
as buildings, office equipment, and general purpose computers. 47 C.F.R. §32.2001.

1% Rural Task Force Recommendation at 27. The Rural Task Force stated in its recommendation that the 14 percent
figure represents an estimate of two times the average rural growth factor in recent years.
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for the quaifying year."® Any study areathat initially qualifies for safety net additive support would aso
qudify for such support in each of the four succeeding yearsif the cap is again triggered, regardless of
whether the study area meets the 14 percent criterion in the succeeding years.”®

78. In the Further Notice, the Commission sought comment on issues relating to
implementation of the safety net additive mechanism. Specificaly, the Commission asked whether the
safety net additive mechanism would allow carriers to recover more than 100 percent reimbursement of
their incrementa loop investment and on any other implementation issues raised by the Rural Task Force's
pI an. ™

b. Discussion

79. We agree with the Joint Board, the Rural Task Force, and several commenters that we
should adopt some form of safety net additive that will provide additional support to those rural carriers
that have made significant investment in years in which the fund is capped. We believe that providing
this additiona support will provide rural carriers with appropriate incentives to invest in the network
infrastructure serving their communities. Asthe Rura Task Force stated in White Paper 3, which
reviewed aternatives to the current embedded cost mechanism, no mechanism for universal service
support is without weaknesses®® The Rural Task Force, however, also recognized that a mechanism
could be designed so that it mitigates specific weaknesses.” One of the identified weaknesses of an
embedded cost mechanism that incorporate an overall cap is that it may hinder the ability of rurd carriers
to invest in infrastructure.®®

80. While we make modifications to the operation of the safety net additive mechanism
proposed by the Rura Task Force, we find that the implementation of a safety net mechanismisa
reasonable consensus approach arrived at by competing interests to mitigate the potential negative effects
of a cap, and provide rura carriers with the predictability to make investments in their communities® As
detailed below, we modify the safety net additive so that a carrier will receive support for itsincremental,
or additional, expense adjustment associated with new investment, as opposed to 50 percent of the
difference between the study area’ s capped and uncapped support in a given year.”’ By tying the amount
of additional support to a carrier’ s incremental expense adjustment associated with new investments, we
ensure that carriers do not receive additional support for more than the costs incurred as a result of the
additional investment. We also address below certain implementation issues regarding the safety net

¥ 1d. The“qualifying year” isthefirst year in which the study area meets the criterion for receiving support.

20 d. Safety net additive support would only be availablein yearsin which the cap is triggered because, in years
when the cap is not triggered, carriers would already receive 100 percent of their expense adjustment.

% See Further Notice at para. 7.

%2 See Joint Board Recommended Decision at para. 19; see also Rural Task Force Recommendation at 27; AT& T
Comments at 15; NRTA, OPASTCO, & USTA Comments at 6; Texas Commission Comments at 5; Telecom
Consulting Associates Commentsat 11.

203 Alter native Mechanisms for Sizing a Universal Service Fund for Rural Telephone Companies: Rural Task
Force White Paper 3 (Aug. 2000) (visited May 2, 2001) <http:www.wutc.wa.gov/rtf> at 29 (White Paper 3).

2\d. at 29.
*%1d. at n.10.
26 \White Paper 3 at 29.

%7 The expense adjustment calculated pursuant to section 36.621 of our rulesis the amount of high-cost loop
support acarrier iseligibleto receive. Thissupport amount isbased on acarrier’ s unseparated loop costsin
relation to the national average loop cost. Seeinfra n.19.
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additive. We believe that by modifying the safety net additive mechanism in this way, we provide carriers
with predictability in investing in infrastructure, while minimizing the potential burden such a mechanism
could have on contributors.

8L We find that a 14 percent increase in acarrier’s TPIS per line investment, as proposed by
the Rural Task Force, provides a reasonable method for ng whether the carrier has made
significant investment to qualify its study area for safety net additive support. We find that growth in TPIS
is areasonable benchmark for triggering the safety net additive mechanism because increasesin TPIS
reflect the carrier’s overall increases in investment over the past year.*® While we recognize that not al
TPIS investments are supported through the high-cost loop fund, we find that using TPIS as a benchmark
for the safety net additive is a reasonable proxy for defining rural infrastructure investment requirements.
We note in this regard that investments made in categories other than those supported by high-cost loop
support may alow a carrier to qualify for safety net support, but the investment itself would not qualify for
additional support under the safety net additive mechanism. Unless the incrementa costs associated with
new investment are in the categories eligible for support under section 36.621 of our rules, the carrier’s
incremental costs, for purposes of high-cost loop support, appear unchanged and therefore the carrier
would redlize no additional support from the safety net additive.”® Carriers are thus provided with the
appropriate incentive to make investments in those categories that affect supported services to the end
user, which is the underlying goal of the safety net additive.

82. Moreover, we find that 14 percent growth in TPIS is a reasonable trigger given historical
TPIS per-line investment trends. In order to determine which wire centers and study areas are entitled to
an expense adjustment, the Commission requires the National Exchange Carrier Association (NECA) to
collect data from all incumbent loca exchange carriers.”® Based on the information reported by those
carriers, NECA calculates the national and study area average cost per loop.#* A comparison of the 1999
NECA cost study results to 1998 cost study results shows that, in approximately five percent of cost-study
areas, TPIS per-line investment increased by 14 percent or more, while only nine cost-study areas had
TPIS per-line investment over 40 percent. The average increase was approximately two percent. While
we realize that prospectively this pattern may be atered by inclusion of the safety net additive, our
concern and those expressed by commenters regarding the potential for gaming by rural carriersis
mitigated because the types of investments the safety net additive supports require time and extensive
planning.”?

83. Accordingly, we conclude that the Rural Task Force has proposed a reasonable figure for
what constitutes significant investment and thus we set the safety net trigger at 14 percent. We therefore
disagree with those commenters who claim that setting the threshold as high as 14 percent effectively
denies the neediest of rural carriers access to the additional support under this new mechanism.*® In
doing so, we ensure that carriers that make significant investment will receive additional support in yearsin

28 Byt cf. Maine and Vermont Commissions Comments at 11 (arguing that we should “restrict the trigger for the
safety net by excluding loop costs.”).

% 47 CF.R. §36.621. These categories include investment in cable and wire facilities that are “ subscriber of
common linesthat arejointly used for local exchange service and exchange access for state and interstate
interexchange services’” and exchange linecircuits. 47 C.F.R. 8 36.154 (a); 36.126 (b)(1)(iii).

2047 CFR. 836.611.
21 47 CFR. 88 36.621, 36.622, 36.631.

12 CUSC Comments at 8 (asserting that carriers would have an incentive to defer investment only to later make
largeinvestments to qualify for support). Seealso California Commission Comments at 9.

13 See NTCA Comments at 17; SDITC Comments at 6; Telecom Consulting Associates Comments at 11.
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which the cap is reached.®*

84 While we agree that study areas with at least 14 percent increase in TPIS should qualify
for safety net additive support, we conclude that the Rural Task Force's proposed safety net mechanism
should be modified to ensure that carriers do not receive support in excess of the incremental costs
associated with new investment. We note that, with the modification we adopt below, any carrier that
makes the requisite investment will receive support for the incremental expense adjustment associated
with that investment as if the fund had not been capped.™

85. As proposed, the safety net additive support mechanism would alow carriers to recover
“50 percent of the difference between the capped expense adjustment and the uncapped amount for the
study area” in each year that the cap isimplicated.?® A carrier could recover more than 100 percent of
the incremental expenses associated with new investment because under the Rural Task Force's proposal
the safety net additive mechanism fails to isolate only the additiond investment. Instead, safety net
additive support would be calculated based on a carrier’ s total expense adjustment in the year in which the
carrier qualifies for safety net additive (qudifying year), which includes the base year expense adjustment
aswdll asthe additional expense adjustment resulting from the additiona investment. For example,
assume that a carrier’s overall expenses would make it eligible to receive support for 65 percent of its
study ared’ s average unseparated loop cost that is above 115 percent of the national average loop cost.”
Further assume that in the base year the carrier receives $1000, and that capped support is $950. Also
assume that, in the year in which the carrier qualifies for the safety net additive, the carrier’ s uncapped
support would be $1200, while the capped support would be $1140. As proposed by the Rurd Task Force,
the carrier would receive its capped support of $1140, plus 50 percent of the difference between the
capped support and the uncapped support in the qualifying year, or $30 (($1200 - $1140 ~ 2)). The
incremental expense adjustment support not received as a result of the cap, however, is $10 (($1200 -
$1000) — ($1140 - $950) or ($200) — ($190)). In this example, the $200 increase in expenses in the
qualifying year is the amount that should be isolated because it represents the additiona investment
causing an increase in the carrier’ s expense adjustment. This amount should then be compared to the
amount that the carrier’s capped support has grown, or $190, because that is the additional amount that the
cap is dready supporting without safety net additive.

86. Because the safety net additive is intended to provide support to digible carriers that incur
costs associated with additional investment, we find that safety net additive should be based on the
additional expense adjustment resulting from the additiond investment only.”® We therefore modify the
safety net additive so that, in the qualifying year, safety net additive will be determined by subtracting from
the carrier’ s expense adjustment in the qualifying year its expense adjustment in the base year, and then
subtracting from that amount the difference between the capped support in the qualifying year and the
capped support in the base year. This amount will be in addition to the capped support it receives in that

2 As discussed infra, section 254(e) of the Act requiresthat all carriers, rural and non-rural, that are certified as
eligible telecommunications carriers use universal service support only for the * provision, maintenance, and
upgrading of facilities and services for which the support isintended.” Seeinfra section IV.G; 47 U.S.C. § 254(¢e)
Asdiscussed in section V.G of this Order, we have adopted a provision that requires the states to certify that the
eligible telecommunications carriers operating within their jurisdiction will use universal service fundsin amanner
that is consistent with 254(¢e). Seeinfra section |V.G.

25 500 47 CFR. §36.631.
216 Sae Rural Task Force Recommendation at 27.
27 47 CFR. §36.631

18 See Maine and Vermont Commissions Comments at 10-11 (Arguing that the mechanism as proposed by the Rural
Task Force produces “ support in excess of 100 percent of incremental cost”).
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year.”® In no event shall acarrier that is digible for safety net additive receive less support than it would
normally receive under the cap. We believe that, by alowing carriers to receive the same level of support
they would have received had the cap not been in effect, we encourage new investment by making
support predictable while ensuring that carriers do not receive support for more than their incremental
costs. Consigtent with the principle of competitive neutrality, we conclude that safety net additive shall be
available to competitive digible telecommunications carriers in an amount equd to that received by the
incumbent.”

87. We clarify that, if our safety additive net formula results in a negative amount, the carrier
will not be eligible for safety net additive in that year. For example, it is possible that the incremental
increase in expense adjustment incurred by a carrier when compared to the incremental support received
by the carrier through the indexed fund may result in a negative amount. Such aresult would indicate that
the carrier actualy received support for the incremental expense adjustment available under the safety net
mechanism through operation of the cap.?

88. We adopt the Rural Task Force's proposal that, once a study area qualifies for safety net
additive, the study area will receive such support in any of the remaining years of this plan in which the
cap is triggered, whether or not the study area meets the 14 percent TPIS trigger in those years.
Providing support in the years succeeding the qualifying year is consistent with the manner in which
carriers depreciate capital costs associated with new investments. Such costs generally are not recovered
in one year; rather they are recovered over multiple years. Thus, by providing carriers with support over
multiple years, we give them an opportunity to receive support for more of the expenses associated with
thelir investments. In any of the succeeding four years in which the cap is again triggered, the carrier will
be dligible for the lesser of the sum of capped support and the safety net additive received in the qualifying
year or uncapped support. Therefore, qualifying carriers will receive safety net additive in each year that
the cap istriggered under the five-year plan we adopt in this order.

89. We find that carriers shall be required to provide written notice to the Commission and
USAC in conjunction with their annual or quarterly submissions to NECA indicating that a study area
meets the 14 percent TPIS trigger.® If acarrier should fail to provide written notification to the
Commission and USAC, the study area that otherwise would have qualified for safety net additive will not
be dligible? By requiring written notification from the carrier, we minimize the administrative burden
placed on USAC and will help control the costs associated with implementing this mechanism. To require
USAC to determine digibility would require it to monitor TPIS investment for al 873 cost study areas.

0. In the context of the modifications to the high-cost support mechanism that we adopt in
this Order, we believe that safety net additive support is a reasonable means of ensuring that rural carriers
that make significant investments receive adequate but not excessive support for such investments. By
limiting safety net additive support to those carriers who have TPIS per-line investment increases of 14

19 Safety net additive support = (Uncapped support in the qualifying year — Uncapped support in the base year) —
(Capped support in the qualifying year — Actual support in the base year). See 47 C.F.R. 8 36.631.

9 See First Report and Order, 12 FCC Red at 8801-02 paras. 46-48, 8932-34 paras. 286-90.

! For example, assume that a qualifying carrier’s uncapped expense adjustment in the base year is $1000 and
capped support is $930. Further assume that in the qualifying year the carrier’ s uncapped expense adjustment is
$1200 and capped support is$1164. The resulting amount of support would be a negative $34 ((1200 — 1000) —
(1164 — 930) or (200) — (234)).

%2 A7 CF.R. §836.611; 36.612. Rura carriers are required to make annual cost study submissions, whereas,
quarterly updates are voluntary unless a competitor enters one of their disaggregation zones. Seeinfra n.330.

3 Once acarrier misses the filing requirement, it would need to make the requisite 14 percent TPISinvestment in a
subsequent year for the study areato again be eligible.
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percent or more in agiven year, support is tailored to those carriers who make extraordinary investment.
In addition, by ensuring that carriers have a mechanism that provides support outside the cap for new
investment, we encourage carriers to make these needed investments in their communities® By crafting
the mechanism to provide support based on incremental costs associated with new investments, we control
for the possible overcompensation that would have occurred under the Rural Task Force's proposal.”

2. Mergersand Acquisitions Cap and “ Safety Valve” Mechanism
a Background

91 Section 54.305 of our rules provides that a carrier acquiring exchanges from an
unaffiliated carrier shal receive the same per-line levels of high-cost universal service support for which
the acquired exchanges were dligible prior to their transfer.?® Section 54.305 was adopted in the First
Report and Order as atemporary measure aimed at discouraging carriers from transferring exchanges
merely to increase their share of high-cost universal service support during the Commission’s trangition to
universal service support mechanisms that provide support to carriers based on the forward-looking
economic cost of operating a given exchange.””” The Commission was concerned that, until support for all
carriersis based on a forward-looking economic costs methodology, potentia universal service payments
may unduly influence a carrier’ s decision to purchase exchanges from other carriers.?®

92. Under section 54.305 of the Commission’srules, if arura carrier purchases an exchange
from anon-rural carrier that receives support based on the Commission’s new universal service support
mechanism for non-rural carriers? the loops of the acquired exchange receive the same per-line support
as calculated at the time of the transfer under the new non-rural mechanism, regardless of the rural
carrier’s cost characteristics or the support the rural carrier purchasing the exchange may receive for any
other exchanges.® High-cost support mechanisms that are subject to the limitations in section 54.305
include non-rural carrier forward-looking high-cost support,** interim hold-harmless support for non-rural
carriers”® rural carrier high-cost loop support, local switching support?* and Long Term Support (LTS).?

24 Byt cf. Cadifornia Commission Comments at 9; CUSC Comments at 8.

5 Consistent with the 254(e) certification requirements we adopt today, state commissions shall certify that a
carrier's use of safety net support is consistent with section 254(e). Seeinfra para. 187.

%5 47 CF.R. §54.305.

" See First Report and Order, 12 FCC Red at 8942-43 para. 308.

2.

9 See supra description of non-rural high-cost support mechanism at para. 15.
%0 See First Report and Order, 12 FCC Red at 8942-43 para. 308.

%1 See 47 CF.R. §54.300.

%2 |n the event that support provided to anon-rural carrier in agiven stateisless under the forward-looking
methodology, the carrier is eligible for interim hold-harmless support, which is equal to the amount of support for
which the non-rural carrier would have been eligible under the Commission’s existing high-cost support
mechanism. See 47 C.F.R. §54.311. The Commission recently adopted the recommendations of the Joint Board for
phasing down the interim hold-harmless support for non-rural carriers. See Federal-State Joint Board on
Universal Service, CC Docket No. 96-45, Thirteenth Report and Order and Further Notice of Proposed Rulemaking,
FCC 00-428 (rel. Dec. 8, 2000). The Commission adopted measures to phase down interim hold-harmless support,
excluding LTS, through $1.00 reductionsin average monthly, per-line support beginning January 1, 2001, and every
year thereafter until there is no more interim hold-harmless support. Id. at para. 1. The Commission also adopted
the Joint Board' s recommendation not to phase down interim hold-harmless support for eligible exchanges
transferred to rural carriersuntil the Commission reexamines section 54.305 or until rural high-cost reform is
complete. Id. at para. 21. Interim hold-harmless support for exchanges transferred to non-rural carrier will be
(continued....)
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To the extent that a carrier acquires exchanges receiving any of these forms of support, the acquiring
carrier will receive the same per-line levels of support for which the acquired exchanges were digible
prior to their transfer.

9. The Rura Task Force outlined principles for providing universal service support to
exchanges acquired by rural carriers. The Rural Task Force acknowledged the valid policy considerations
underlying section 54.305 of our rules, while recognizing that the operation of section 54.305 may
discourage carriers from acquiring high-cost exchanges that currently are eigible for limited amounts of
universal service support.”* According to the Rural Task Force, customersin high-cost rural exchanges
involving transfers should not be “doomed” to poor service because the selling carrier has limited accessto
universal service support funds.*®® The Rural Task Force aso stated that universal service support should
“provide incentives for new investment in rurad America”**" On the other hand, the Rural Task Force
asserted that a mere transfer of ownership should not result in increased support for acquired lines. The
Rural Task Force stated that “universal service support also should not artificidly inflate the price on
saeltransfer transactions.”**

A The Rural Task Force therefore recommended that the Commission establish an
appropriate “ safety valve’” mechanism, which would enable rural carriers acquiring access lines to receive
additional support over a period of five years reflecting “ post-transaction investment made to enhance the
infrastructure of and improve the service in these exchanges.”*® The Rural Task Force aso stated that
any transferred support or additional support under the safety valve mechanism should be excluded from
the re-based cap on high-cost loop support.®® Findly, the Rural Task Force stated that the safety valve
mechanism should be capped at some appropriate level.

95. The Rural Task Force provided an example of a safety valve mechanism in Appendix D
of its Recommendation.** The Rural Task Force noted, however, that the safety valve example was used
illustratively (i.e., it does not represent a consensus of the Rural Task Force members).? In Appendix D,
the Rural Task Force proposed that safety valve support should be based on the difference between an
“index year expense adjustment” calculated for the acquired exchanges in accordance with section 36.631
of the Commission’s rules and subsequent year expense adjustments.*® The “expense adjustment”
formulas included in section 36.631 of the Commission’s rules are used to calculate high-cost loop support
for rura carriers. A carrier’s expense adjustment is based on the relationship between a carrier’s study

(Continued from previous page)
phased down over the same time period as the seller’ s support would have been phased down. Id. at para. 22. The
Commission also sought comment on whether to continue applying section 54.305 to transfers of telephone
exchanges between non-rural carriersfollowing phase-down. Id. at paras. 23-24.

3 See supra discussion at n.21.

%4 see supra discussion at n.21.

% See Rural Task Force Recommendation at 29-30.

%6 Seeid.

=7d.

238 |d

9 Seeid. at 29.

0 Seeid.; see also supra discussion at para. 45.

#1 See Rural Task Force Recommendation at Appendix D.
2 See Rural Task Force Comments at 6-7.

3 See Rural Task Force Recommendation at Appendix D-1.
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area average unseparated loop cost per working loop and the national average cost per loop.** The index
year expense adjustment would be the study area’ s high-cost loop support expense adjustment cal culated
at the end of the acquiring company’s first year of operations.*® Fifty percent of any positive difference
between subsequent year expense adjustments and the index year expense adjustment would be
designated as safety valve support and would be provided in addition to transferred support amounts
available under section 54.305. The Rural Task Force's example also limited the total safety valve support
available to dl digible study areas to no more than five percent of the indexed high-cost loop fund cap for
rura carriers.*® Moreover, the Rural Task Force's example created a new study area for each transfer
of exchanges and excluded transferred exchanges from the rural growth factor.*” The Rural Task

Force' s example also made per-loop transferred support portable to competitive eigible
telecommunications carriers.*®

%. The Joint Board generally supported the Rural Task Force's proposal for providing
additional support to rurd carriers that acquire high-cost exchanges and make post-transaction investments
to enhance the network infrastructure, but urged the Commission to address issues relating to the
implementation of the safety valve mechanism.*® Firgt, the Joint Board urged the Commission to consider
how to distribute safety valve support if the total amount of eligible safety valve support exceeds the cap
of five percent of the rural carrier portion of the indexed high-cost loop support fund.” Next, the Joint
Board asked the Commission to examine whether it would be more appropriate to define the index year
expense adjustment for purposes of caculating safety valve support as the year prior to the subsequent
year expense adjustment.® In addition, the Joint Board urged the Commission to address whether a
carrier’s safety valve support should transfer to a different carrier as aresult of a subsequent transfer of
exchanges. Finaly, the Joint Board requested that the Commission consider whether safety valve support
is frozen when a competitive eligible telecommunications carrier enters the study area.™”

b. Discussion

97. We agree with the Rura Task Force, the Joint Board, and several commenters that we
should provide additiona support to rura carriers that acquire high-cost exchanges and make post-
transaction investments to enhance network infrastructure.” We continue to believe that section 54.305
serves the important purpose of discouraging carriers from transferring exchanges merely to increase their
share of high-cost universal service support during the Commission’s transition to universal service support
mechanisms that provide support to al carriers based on the forward-looking economic cost of operating a
given exchange.® On other hand, we recognize that the section 54.305 of our rules may have some

% See 47 CF.R. §36.631.

% See Rural Task Force Recommendation at Appendix D.
0 Seeid.

7 Seeid.

8 Seeid.

9 See Joint Board Recommended Decision at para. 16.
0 Seeid.

5l Seeid. at para. 16 n.47. Ascurrently proposed, the index year expense adjustment is the study area’s high-cost
loop support expense adjustment calculated at the end of the acquiring company’ s first year of operations.

252 Id

3 Seeid. at para. 16. See, e.g., Alaska Rural Coalition Reply Comments at 2-3; Innovative Telephone Comments 24;
Interstate Telecom Group Comments at 9.

»* See First Report and Order, 12 FCC Red at 8942-43 para. 308.
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unintended consequences. Specificaly, the operation of section 54.305 may discourage rura carriers from
acquiring high-cost exchanges from carriers with low average costs and may prevent rural carriers from
receiving support for new investments in recently-acquired high-cost exchanges. As aresult, we do not
agree with commenters that support retaining section 54.305 without any modifications.® We conclude
that section 54.305 should be retained, but modified to provide additional support to rural carriers that make
substantial investment after acquiring exchanges.™® In reaching this conclusion, we are mindful that the
Rural Task Force's principles for providing additional support for significant post-transaction investments
in the infrastructure of acquired exchanges represent a consensus of the Rural Task Force members. We
therefore agree with commenters that oppose outright elimination of section 54.305 of our rules®” and do
not agree with the MAG and certain commenters that we should entirely eliminate section 54.305.%°

%8. Asdiscussed in greater detail below, we adopt certain aspects of the Rura Task Force's
example of a safety valve mechanism. We conclude that a safety valve mechanism, as clarified herein,
will provide appropriate incentives for rural carriers operating recently-acquired exchangesto invest in
rurd infrastructure. We conclude that safety valve support should be provided for up to 50 percent of any
positive difference between the rural incumbent local exchange carrier’ s index year expense adjustment
for the acquired exchanges and subsequent year expense adjustments. We agree with the Rural Task
Force' s example and conclude that the total safety valve support available to al eigible study areas should
be limited to no more than five percent of rura incumbent local exchange carrier support available from
the annua high-cost loop fund, as set forth in the Rural Task Force's example® We do not agree with
the Rural Task Force's example that a new study area should be created for each transfer of
exchanges.®® We agree that per-loop transferred support should be transferable to competitive igible
telecommunications carriers.* In addition, consistent with the Rura Task Force's principles for providing
universal service support to acquired or transferred exchanges, we conclude that safety valve support

*° See, e.g., Ad Hoc Telecommunications User Committee Reply Comments at 16-17; WorldCom Reply Comments
at 9-10. Seealso, e.g., ASCENT Commentsin CC Docket No. 00-256 at 6; AT& T Commentsin CC Docket No. 00-
256 at 18-19; California Commission Commentsin CC Docket No. 00-256 at 25-26; CUSC Commentsin CC Docket
No. 00-256 at 19; Florida Commentsin CC Docket No. 00-256 at 5; WorldCom Commentsin CC Docket No. 00-256 at
17-18.

%0 e e.g., CenturyTel Comments at 3-8; GVNW Consulting Comments at 1-2; Innovative Telephone Comments at
24; NECA Comments at 9; Texas Commission Comments at 6; SDITC Comments at 7-8; Sprint Comments at 4,
Telecom Consulting Associates Comments at 12; Western Alliance Comments at 8.

*" See, e.g., Ad Hoc Telecommunications User Committee Reply Comments at 16-17; California Commission
Comments at 13; WorldCom Reply Comments at 9-10; See also AT& T Commentsin CC Docket No. 00-256 at 18-19;
California Commission Commentsin CC Docket No. 00-256 at 25; WorldCom Commentsin CC Docket No. 00-256 at
17-18.

8 See MAG Commentsin CC Docket No. 00-256 at 29-30; see also Letter of William F. Maher, Jr. to Magalie Roman
Sdlas, FCC, dated November 21, 2000 (“ The plan isintended to propose the deletion of current section 54.305. . .
from the Commission’srules.”). Seealso, e.g., CenturyTel Comments at 5; Fred Williamson & Assoc. Comments at
11; GVNW Consulting Comments at 1; lowa Telecom Reply Comments at 2-3; NECA Commentsat 9; NRTA,
OPASTCO, & USTA Commentsat 4, NTCA Comments at 4-5; Telecom Consulting Associates Comments at 12; see
also AlaskaRural Coalition Commentsin CC Docket No. 00-256 at 3-4; Innovative Telephone Commentsin CC
Docket No. 00-256 at 11-13; MAG Commentsin CC Docket No. 00-256 at 29-30; Summit Tel. Co. Commentsin CC
Docket No. 00-256 at 3; Wisconsin Commission Commentsin CC Docket No. 00-256 at 4-5.

%9 Asdiscussed in section 1V.C.1.b, we agree that exchanges transferred to rural telephone companies should be
excluded from the rural incumbent local exchange carrier portion of the high-cost loop fund and from the rural
growth factor. Seesupra discussion at paras. 45, 53.

0 seeinfra discussion at para. 110.

*! Seenfra discussion at para. 113.
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should not be frozen whenever a competitor enters a study area eligible for such support.”*

0. Index Year Expense Adjustment. We agree with the Rural Task Force' s example that,

for purposes of determining arura carrier’s safety valve support for acquired exchanges, the index year
expense adjustment shal be defined as the high-cost loop support expense adjustment for the acquired
exchanges calculated at the end of the company’s first year operating the exchanges.” Acquiring
carriers will establish an index year expense adjustment for the acquired exchange through cost data
submitted in accordance with section 36.611 or section 36.612 of our rules.”* Under section 36.611 of the
Commission’srules, al incumbent local exchange carriers, including rura carriers, submit loop cost data to
NECA on an annual basis*® Under section 36.612 of our rules, rura carriers have the option of
submitting loop cost datato NECA on a quarterly basis®® NECA compiles and analyzes these data to
determine an incumbent local exchange carrier’ s study area expense adjustment, which is based, in part,
on the relationship between a carrier’ s study area average unseparated |oop cost per working loop and the
national average cost per loop.*®” For carriers establishing an index year for acquired exchanges pursuant
to section 36.611, the index year for the acquired exchange(s) shall commence at the beginning of the next
cdendar year after the transfer of said exchanges. For carriers establishing an index year for acquired
exchanges pursuant to section 36.612, the index year for the acquired exchange(s) shall commence at the
beginning of the next calendar quarter after the transfer of said exchanges. An acquiring carrier’s
expense adjustment for the acquired exchanges in subsequent years shall end on the same calendar
quarter. By submitting loop cost data for acquired exchanges on a quarterly, as opposed to annua, basis, a
carrier could establish its index year expense adjustment earlier and therefore potentially could begin
receiving safety valve support earlier. In order to assist USAC in the administration of the safety valve
mechanism, rural carriers shall provide written notice to USAC of when their index year has been
established for purposes of calculating digibility for safety vave support.

100.  We conclude that basing safety valve support on the difference between an acquiring
carrier’ s expense adjustment at the end of itsfirst year of operations and subsequent year expense
adjustments reasonably approximates a carrier’ s new investments in the acquired exchanges. We
therefore believe that the safety valve mechanism will provide acquiring rural carriers with support for
new investments that is within the range of sufficiency envisioned by the principles espoused in section
254(b)(5) of the Act. We dso believe that calculating safety valve support on this basis will provide
acquiring carriers with predictability as to whether they will quaify for safety valve support in a given
year.”® |n particular, because we freeze the national average loop cost at $240.00, as long as an acquiring
rural carrier’s study area average unseparated loop cost per working loop is more in the current year than

%2 Speinfra discussion at paras. 114-115. We note that the Competitive Universal Service Coalition (CUSC)
reguests that the Commission clarify that exchange sales or transfers to smaller incumbent LECswill not affect
preexisting designations of competitive eligible telecommunications carriers. See CUSC Comments App. A at 17-18.
In particular, CUSC requests that the Commission clarify that existing competitive eligible telecommunications
carriers should not be required to return to the designating commission for a public interest finding or serve
additional areas if the exchanges they serve are sold to a carrier that satisfies the definition of “rural telephone
company.” Seeid. Becausethisissue does not directly relate to the implementation of the saf ety valve mechanism
or any other aspect of the Rural Task Force Recommendation, we do not addressit in this order.

%3 See Rural Task Force Recommendation at Appendix D.
% See 47 CF.R. §8 36.611, 36.612.

%5 Spe 47 CFR. §36.611.

%0 5pe 47 CFR. §36.612.

%7 Spe 47 CF.R. § 36.631.

%8 d.
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in the index year, the carrier likely will qualify for safety valve support.”® As discussed above, acarrier's
expense adjustment is based on the relationship between the carrier’ s study area average unseparated
loop cost per working loop and the national average cost per loop.*

101.  Consistent with section 254(d) of the Act, we aso conclude that the proposed
methodology for calculating safety valve support based on the difference between the acquired
exchange' s index year expense adjustment and subsequent year expense adjustments will minimize
burdens on carriers to contribute to the universal service mechanisms** The Rural Task Force's proposal
will ensure that acquiring rural carriers receive no more than 50 percent of the difference between their
acquired exchange expense adjustment for the first full year of operation of the acquired exchange and
subseguent year expense adjustments. 1n this manner, acquiring carriers will only receive safety valve
support for new investments in rural infrastructure.

102.  Wedecline to modify the Rura Task Force's proposa by defining the index year expense
adjustment, for purposes of determining the annua safety valve support amountsin a particular year, as
the year immediately prior to that particular year’s expense adjustment.?”> This modified proposa would
prevent an acquiring carrier from receiving safety valve support if the carrier’ s expense adjustment does
not increase in agiven year. For example, if acarrier depreciates an investment made in year one equally
over the subsequent four years, the carrier would not be able to receive support for amounts depreciated
in each of those four yearsif the index year expense adjustment is defined as the year prior to that
particular year’s expense adjustment. Under this scenario, the carrier would only be digible for safety
valve support in the first year. Because there would be no year-to-year increase in the carrier’ s expense
adjustment after the first year, the carrier would be indligible for safety valve support in subsequent years.
This modified proposa aso may create incentives for a carrier to include all of its investment in one year's
expense adjustment in order to maximize receipt of safety valve support. Similarly, this proposal may
simply discourage carriers from making post transaction investments in acquired exchanges because they
would be unable to recover costs associated with such investment. We therefore decline to define the
index year expense adjustment as the year prior to the subsequent year expense adjustment.

103. Wedso decline to define the index year expense adjustment as prior to the end of an
acquiring carrier’ s first year of operations of the acquired exchange.””® Because rural carriers most often
acquire high-cost exchanges from non-rural carriers operating in large study areas with lower average
costs’™ we conclude that it would be inappropriate for acquiring carriers to rely on the cost data of selling
carriers in establishing the index year expense adjustment. We aso conclude that carriers should not be
permitted to rely on projected expenses when establishing their index year expense adjustment. Such a
proposal would provide acquiring carriers with incentives to underestimate their expenses in the index year

%9 See supra discussion at paras. 55 t0 59. We note, however, that if the sum of the actual high-cost |oop support
nationwide exceeds the indexed cap on the high-cost loop support fund, NECA increases the amount of the
national average loop cost in order to ensure that the total amount of high-cost loop support disbursed does not
exceed the indexed cap. See supra para. 58.

%% see supra discussion at para. 95.
™ See 47 U.S.C. § 254(d).
%2 See Joint Board Recommended Decision at para. 16 n.47.

3 See Century Tel Comments at 5-7; Interstate Telecom Group Comments at 11; NECA Comments at 9; NTCA
Comments at 7-9.

2% Even though non-rural carriers currently receive high-cost support based on forward-looking economic costs,
non-rural carriers are required to report their study area average coststo NECA on an annual and quarterly basisin
accordance with sections 36.611 and 36.612 of our rules. See 47 C.F.R. 88 36.611, 36.612. Such costsareusedin
determining the national average loop cost. See 47 C.F.R. §8 36.621, 36.622.
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in order to maximize future safety valve support. Establishing the index year expense adjustment prior to
the end of acquiring carriers first year of operations aso would result in additional filing requirements
beyond those included in sections 36.611 and 36.612 of our rules® We therefore decline to adopt
proposals to define the index year expense adjustment prior to the end of an acquiring carrier’ s first year
of operations.

104. Wealso conclude that certain clarifications are necessary to ensure that the safety valve
mechanism does not enable carriers to receive excessive amounts of high-cost universal service support
for acquired exchanges. We clarify that in no event shall arura carrier’s acquired exchanges receive
more through the transfer of high-cost support and the safety valve mechanism than it would receive in
uncapped high-cost loop support. That is, astudy area' s safety valve loop cost expense adjustment cannot
exceed the difference between the acquired exchanges uncapped annual study arealoop cost expense
adjustment calculated pursuant to section 36.631 of our rules and transferred support amounts available
under section 54.305(a) of our rules. Without this limitation, arura carrier, for example, could acquire
exchanges eligible for $50 per loop in targeted interim hold-harmless support and an additional $25 per loop
in safety valve support, while only being eligible for $60 per loop in uncapped high-cost loop support for the
acquired exchanges. Thiswould equa a $15 per-loop over-recovery.

105.  Asproposed, the Rural Task Force's example would enable carriers with acquired
exchanges that are not dligible for high-cost loop support to receive safety valve support.”® We clarify
that safety valve support only will be available to rurd carriers that would otherwise qudify for high-cost
loop support for the acquired exchanges under section 36.631 of our rules®” Consistent with the
Commission’s reasons for adopting section 54.305 of our rules, these clarifications will ensure that the
potential for safety valve support does not unduly influence arural carrier’ s decision to purchase
exchanges from another carrier.”®

106. Weadso darify that acquiring rura carriers shall not be permitted to quaify for safety net
additive support for acquired exchanges that are subject to section 54.305 of our rules. As discussed
above, both safety net additive support and safety valve support enable rural carriers to recover above-
the-cap support for new investments.””® Safety net additive applies to new investmentsin existing
exchanges while safety valve support applies to new investments in acquired exchanges. Permitting
carriers to recover both safety net additive and safety valve support for investments in the same
exchanges could result in the double recovery of costs. We therefore clarify that acquiring carriers shdll
not be permitted to qualify for safety net additive support for acquired exchanges and by application of this
same analysis, we aso conclude that safety net additive support shall not transfer with acquired
exchanges.”

107.  Eive Percent Cap on Safety Valve Support. We agree with the Rural Task Force's
example that the total amount of safety vave support available to adl digible study areas should be limited

to no more than five percent of rura incumbent local exchange carrier support available from the annual

"> See 47 CF.R. §8 36,611, 36.612.

278 Because the benchmark or index year expense adjustment used in determining safety valve support is based on
the carrier’ sown costs, a carrier potentially could qualify for safety valve support without also qualifying for high-
cost loop support.

" See 47 CF.R. §36.631.
%8 See First Report and Order, 12 FCC Red at 8942-43 para. 308.
¥ see supra discussion at paras. 79-84, 99-101.

#0 seeinfra discussion at para. 113.
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high-cost loop fund.”®* To the extent that rura carriers receive less than the indexed cap on the high-cost
loop fund, the five percent cap on the safety valve mechanism shall be based on the lesser amount. Just
as the indexed cap is a reasonable means of limiting the overall growth of the portion of the high-cost loop
fund that is distributed to rura incumbent local exchange carrier study areas® we believe that afive
percent cap on the safety valve mechanism will prevent uncontrollable growth. A five percent cap also
will help minimize the burden on contributors to the universal service support mechanisms, while alowing
the safety valve mechanism to grow at arate that will encourage investment in rural areas.”™

108.  We further conclude that afive percent cap on the safety valve mechanism will ensure
the availability of specific and predictable support for new investment in acquired exchanges while at the
same time not encouraging speculative purchases of exchanges for more than their book value.® Based
on estimates of growth in the rurd carrier portion of the modified high-cost loop fund provided by the
Rural Task Force, we project that the five percent cap on the safety valve mechanism will reach
approximately $63 million annualy by June 30, 2006.* It is unlikely that annual demand for safety vave
support will exceed the proposed five percent cap. This conclusion is based on an anaysis of projected
transfers to rurd carriers and annual increases in per line high-cost loop support for rural carriers, taking
into account increases in the transfer of linesto rura carriers over time and the fact that rural carriers
may have higher than average increases in annual expense adjustments for acquired exchanges. We
therefore do not agree with commenters that no cap, or a higher cap, should be placed on the safety vave
mechanism.*

109.  Asdiscussed above, the Joint Board urges the Commission to consider the distribution of
safety valve support if the total amount of eligible safety valve support exceeds the cap of five percent of
the rura carrier portion of the indexed high-cost loop support fund.”” We agree with commenters that, if
the total amount of digible safety valve support in a given year exceeds the cap of five percent of the rurd
carrier portion of the indexed high-cost loop support fund, the percentage used to calculate the safety
valve loop cost expense adjustment will be reduced until al safety valve support fits under the five percent
cap.”® Insuch years, carriers eligible for safety valve support will receive less than 50 percent of the
positive difference between the subsequent year expense adjustment and the index year expense
adjustment.® We believe that such a pro rata reduction will ensure that all carriers dligible for safety

%1 See Rural Task Force Recommendation at Appendix D. We note that the five percent cap wasincluded in the
Rural Task Force' s example of asafety valve mechanism for illustrative purposes only. See Rural Task Force
Comments at 6.

%2 See Fourth Order on Reconsideration, 13 FCC Red at 5343 para. 39.

3 The five percent cap on safety valve support will grow as the indexed cap on the high-cost loop fund grows by
the rural growth factor, discussed supra at paras. 48-53.

%4 See 47 U.S.C. § 254(b)(5).

%5 See L etter from William R. Gillis, Chair, Rural Task Force, to Magalie Roman Salas, FCC, dated November 10,
2000, at Attachment 2. This estimate assumes that the indexed cap on the high-cost loop fund will be triggered in
2006. To the extent that rural carriers are eligible for less high-cost loop support than is available from the indexed
cap, the amount of available safety valve support would be based on the lesser amount.

26 50 NTCA Comments at 9-10; SDITC Comments at 8; but see California Commission Comments at 13.
%7 See Joint Board Recommended Decision at para. 16.

8 See AT& T Comments at 13; CUSC Comments at 5; Innovative Telephone Comments at 25; NECA Comments at
9; Western Alliance Comments at 7-8.

%9 | n contrast, under section 36.622 of our rules, if the sum of loop costs nationwide exceeds the indexed cap on the
high-cost support fund, certain carriers with above average loop costs would not receive high-cost loop support.
See supra discussion at para. 31. The national average loop cost would be increased in order to ensure that the
total amount of high-cost loop support disbursed does not exceed the indexed cap.
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valve support continue to receive explicit and predictable support for new investments in infrastructure.

110.  Creation of New Sudy Areas. We decline to adopt the proposal in the Rural Task

Force safety valve example to create a new study area for each transfer of exchanges.*® The
Commission froze al study area boundaries effective November 15, 1984, and an incumbent local
exchange carrier must apply to the Commission for awaiver of the study area boundary freeze if it wishes
to sl or purchase additional exchanges and the transaction requires the ateration of a study area
boundary.”*

111.  We are concerned that the creation of a new study area for each transfer of exchanges
would enable carriers to gain an unfair advantage from the high-cost support mechanisms. For example,
under the safety valve, an acquiring carrier could take advantage of the high-cost support mechanisms by
structuring a transaction to create separate study areas that satisfy the definition of rura telephone
company,”? and, therefore, quaify for rural high-cost support, including safety valve support. An acquiring
carrier also could structure its transaction so that higher-cost exchanges are isolated into a separate study
area.®® Such a result would undermine the goals the Commission sought to achieve when it froze dl study
area boundaries. The study area freeze is intended to prevent carriers from setting up high-cost exchanges
within their existing service territory as separate study areas to maximize high-cost support.” Asaresult,
the Commission consistently has rejected requests to create multiple study areas in connection with
acquisitions requiring study area waivers.” The Commission specifically has concluded that, where an
incumbent local exchange carrier is acquiring exchanges in a state in which it already operates, the
creation of an additional study areais unwarranted.”® We therefore do not adopt the proposal in the Rural
Task Force safety valve example to automatically create a new study area with each new transfer of

% See 47 CF.R. § 36 Appendix-Glossary (defining "study area").

#1 See MTSand WATS Market Structure, Amendment of Part 67 of the Commission's Rules and Establishment of a
Joint Board, CC Docket Nos. 78-72, 80-286, Recommended Decision and Order, 49 Fed. Reg. 48325 (1984) (1984
Joint Board Recommended Decision); Decision and Order, 50 Fed. Reg. 939 (1985) (Order Adopting
Recommendation); see also Amendment of Part 36 of the Commission's Rules and Establishment of a Joint Board,
CC Docket No. 80-286, Notice of Proposed Rulemaking, 5 FCC Rcd 5974 (1990).

2250047 CF.R. §515.

% \We also note that in the absence of section 54.305 of our rules, the isolation of higher-cost exchangesinto a
separate study areawould enable an acquiring carrier to take advantage of the high-cost loop support mechanism
by reporting average loop costs in the higher-cost study area further above the national average loop cost than
would be possible if the exchanges remained consolidated in asingle study areawith lower-cost exchanges. See 47
C.F.R. 88 36.631, 54.305. In the absence of 54.305, the isolation of higher-cost exchanges into a separate study area
also would enable an acquiring carrier to gain an unfair advantage under local switching support, which permits
carriers operating in study areas with less than 50,000 access linesto assign a greater portion of local switching
coststo theinterstate jurisdiction. See 47 C.F.R. 88 54.301, 54.305.

% See 1984 Joint Board Recommended Decision, 49 Fed. Reg. 48325 at para. 66, Order Adopting
Recommendation, 50 Fed. Reg. 939 at para. 1.

% See, e.g., Petition for Waivers Filed by Columbine Telephone Company, Inc., Silver Star Telephone Company,
Inc., and U SWEST Communications, Inc., Concerning Section 61.41(c)(2) and 69.3(e)(11) and the Definition of
“ Study Area” Contained in the Part 36 Appendix-Glossary of the Commission’s Rules, AAD 96-169,

Memorandum Opinion and Order, 12 FCC Red 3622, 3627-28 para. 12 (Acc. Aud. Div. 1997) (Columbine Telephone
Company); USWest Communications, Inc. and Nemont Cooperative, Inc., Project Telephone Company, and
Valley Telecommunications, Inc., Joint Petition for Waiver of the Definition of “ Study Area” contained in Part
36, Appendix-Glossary of the Commission’s Rules and Petition for Waiver of Sections 61.41(c) and 69.3(e)(11) of
the Commission’s Rules, AAD 93-87, Memorandum Opinion and Order, 9 FCC Rcd 721, 723 paras. 14-15 (Com. Car.
Bur. 1994).

% See, e.g., Columbine Telephone Company, 12 FCC Red at 3628 para. 12.
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exchanges.

112.  For smilar reasons, we aso decline to adopt a proposal in the MAG plan to permit rate-
of-return carriers to ater the boundaries of their study areas without obtaining awaiver of the study area
definition.*” As discussed above, the study area freeze is intended to prevent carriers from setting up
high-cost exchanges within their existing service territories as separate companies to maximize high-cost
support. The MAG proposal would enable rate-of -return carriers to alter the boundaries of study areasin
order to maximize high-cost loop support, potentialy to the detriment of other carriers receiving support
because of the indexed cap on the high-cost loop fund.”® The MAG proposa particularly would enable
carriers to maximize their eigibility for safety valve support. We therefore decline to adopt the MAG
proposa to permit rate-of -return carriers to ater study area boundaries without obtaining a waiver of the
study area definition.

113. of Ab ] Exchanges. We conclude that
above-the-cap support such as safety valve support or safety net addltlve support, should not transfer with
acquired exchanges.” Rather, subsequent acquiring carriers will have an opportunity to qualify for safety
vave support based on their own costs for the acquired exchanges.*® The subsequent acquiring rural
carrier will be permitted to receive safety valve support representing up to 50 percent of any positive
difference between the rural carrier’sindex year expense adjustment and subsequent year expense
adjustments. To allow otherwise would be to relieve the subsequent acquiring rural carrier of the
requirement that they make new investments in rural infrastructure in order to receive safety valve
support.** This conclusion also is consistent with our decision not to permit rura carriers to qualify for
safety net additive support for acquired exchanges.®*

114.  Safety Valve Support for Competitive Study Areas. We agree with the Rural Task
Force' s example that per-loop equivaent amounts of safety valve support should be portable to

competitive dligible telecommunications carriers. According to the principle of competitive neutrality
adopted by the Commission and recommended by the Joint Board, universal service support mechanisms
and rules should neither unfairly advantage nor disadvantage one provider over another.>*® Consistent with
this principle, the Commission implemented the universal service principles in section 254 of the Act to
ensure that universal service support is “portable,” in essence, available to al competing eligible
telecommunications carriers>* We therefore conclude that per-loop equivalents of safety valve support
should be portable to competitive igible telecommunications carriers.

115.  Consistent with our decision in section 1V.C.3. below, we also conclude that safety valve
support should not be “frozen” when a competitive dligible telecommunications carrier enters a study area.
In its Recommended Decision, the Joint Board asks the Commission to consider whether safety valve
support is frozen when a competitive eigible telecommunications carrier enters the study area, just as
high-cost loop support would be frozen when a competitive eligible telecommunications carrier enters the

#" See MAG NPRM, 16 FCC Rcd at 464 para. 12.

%8 See ASCENT Commentsin CC Docket No. 00-256 at 6; WorldCom Commentsin CC Docket No. 00-256 at 17-18.
% See Joint Board Recommended Decision at para. 16.

3% e, e.g., CUSC Comments at 6; NECA Comments at 10.

% See Rural Task Force Recommendation at 29-30.

%92 See supra discussion at para. 106.

%3 See First Report and Order, 12 FCC Red at 8801-02 paras. 46-48, 8932-34 paras. 286-90.

¥ See 47 CF.R. §54.307; see also First Report and Order, 12 FCC Red at 8932, para. 287.
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incumbent’ s service area.®® We believe that such an approach, which would freeze per-line safety valve
support upon competitive entry in a study area, would unduly dissuade investment in new infrastructure.
Under such an approach, the rura incumbent local exchange carrier would receive the same fixed amount
of per-line safety valve support regardless of how much it invests in its telecommunications infrastructure.
In thisregard, affected carriers would be relieved of the requirement that they demonstrate that they have
made new investment in rural infrastructure. We believe that such concerns outweigh the potential that
per-line support amounts might escalate over time as incumbent carriers lose lines to competitors.®®

) ges. In order to ensure
that rura carriers receive the approprl ate amount of hlgh cost support for ach| red and eX|st| ng

exchanges, companies incorporating acquired exchanges into existing study areas consistently have been
required to submit, as part of their universa service data submission in accordance with section 36.611 of
our rules, a schedule showing their methodology for excluding the costs associated with the acquired
exchanges from the costs associated with their pre-acquisitions study areas.®” To receive safety valve
support, rura telephone companies also will need to segregate costs associated with the operation of
acquired and existing exchanges in order for USAC to ultimately determine an acquiring carrier’ sdigibility
for such support. We therefore clarify that rural telephone companies that incorporate acquired
exchanges into existing study areas should exclude the costs associated with the acquired exchanges from
the costs associated with the pre-acquisition study areas in annua universal service data submissions used
to determine digibility for high-cost loop support. Acquiring rurd carriers shall separately provide the
information listed in section 36.611 of our rules for both acquired and existing exchanges, as if these two
categories of exchanges constitute separate study areas.

117.  Consistent with the Rural Task Force's proposal, we aso clarify that, once relevant
regulatory approvals are obtained and the transaction is closed, the rura carrier shall provide written notice
to USAC that they have acquired access lines that may become dligible for safety valve support.**® Rura
carriers also shall provide written notice to USAC of when their index year has been established for
purposes of calculating eligibility for safety valve support. Such notifications will assist USAC in the
administration of the safety valve mechanism.

118.  USAC will then determine whether acquired exchanges qualify for safety valve support
based on expense adjustments calculated by NECA in accordance with section 36.631 of the
Commission’s rules®*® Once USAC determines that an acquired exchange does indeed satisfy the
requirements for safety valve support, the amount of support in the qualifying year will be up to 50 percent
of any positive difference between the rural carrier’sindex year expense adjustment and subsequent year
expense adjustments, subject to the limitations described above.

119.  Retroactive Application of Safety Valve. We decline to apply the safety valve

mechanism retroactively to al carriers currently operating exchanges subject to section 54.305 of our

% See Joint Board Recommended Decision at para. 16.
%% Seeinfra discussion at para. 129.

%7 See, e.g., ATEAC, Inc., Alaska Telephone Company, Arctic Slope Telephone Association Cooperative, Inc.,
Interior Telephone Company, Inc., Mukluk Telephone Company, Inc., and United-KUC, Inc., Petition for Waiver
of the Definition of “ Study Area” Contained in Part 36, Appendix-Glossary of the Commission’s Rules, DA 01-
101, at para. 8 (Acc. Pal. Div. rel. Jan. 17, 2001).

%% Consistent with the 254(e) certification requirements we adopt today, state commissions shall certify that a
carrier's use of safety valve support is consistent with section 254(e). Seeinfra para. 187.

%9 See 47 C.F.R. §36.631.
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rules® The retroactive application of the safety valve mechanism would provide additional support for
rural carriers with acquired exchanges, with no assurance that such support would be used to increase
investment in rural infrastructure or reduce customer rates. We aso note that the retroactive application
of the safety valve mechanism was not included in the Rural Task Force's principles for providing support
to exchanges acquired by rural carriers or in the Rural Task Force's example of a safety valve
mechanism. We therefore will not apply the safety valve mechanism retroactively. We will, however,
permit carriers currently operating exchanges subject to section 54.305 of our rules to receive safety valve
support on a going-forward basis for new investments in the acquired exchanges. Carriers currently
operating exchanges subject to section 54.305 of our rules may qualify for safety valve support for
acquired exchanges in accordance with the procedures described above.®™ For example, a carrier that
will operate acquired exchanges subject to section 54.305 for afull year by June 30, 2001, would establish
its index year expense adjustment by filing a quarterly update on December 30, 2001, in accordance with
section 36.612 of our rules with cost data for the first six months of 2001 and the last six months of 2000.
This conclusion is consistent with our decision to provide safety valve support to other rura carriers
acquiring exchanges from unaffiliated carriers.

3. Support in Study Areaswith Competitive Eligible Telecommunications
Carriers

a Background

120. The Rura Task Force proposed that high-cost loop support be frozen on a per-line basisin
rural carrier study areas where a competitive ligible telecommunications carrier initiates service®? As
discussed below, the purpose of this proposal isto prevent excessive fund growth following competitive
entry.*® Under the Rura Task Force's recommended approach, frozen per-line support would be
calculated based on the incumbent rural carrier’s cost and line count data for the 12-month period prior to
competitive entry. The incumbent and the competitive carrier would receive the same frozen support
amount for each line served within the study area, subject to the disaggregation plan established for the
study area, if any. Frozen per-line support would be adjusted annually by the rura growth factor, rather
than for changes in costs. It would be subject to the indexed cap on high-cost loop support. In addition,
incumbent rural carriers could request additional support to recover the costs of catastrophic events
affecting their ability to provide supported services. Any adjustments to the frozen per-line support
amount would apply equally to competitive carriers.

121.  The Joint Board stated that, although it agreed with this proposd, “it is unclear how the
high-cost loop fund cap would account for frozen carrier support.”** The Joint Board also stated that
“[t]he Commission should seek further input on the impact of ‘ catastrophic’ support provided by other
sources such asinsurance, Rural Utilities Service loans, and federal or state emergency management
relief.”3*

122,  The Rura Task Force aso raised concerns about frequency of reporting and the interval

%19 See, e.g., Century Tel Comments at 6; lowa Telecom Reply Comments at 4; NTCA Comments at 6; but see
WorldCom Reply Comments at 12.

311 See supra discussion at paras. 99-105.

%12 Rural Task Force Recommendation at 25-26. This proposal does not apply to LTS, LSS, or other forms of federal
universal service support. Id.

3 Seeinfra para. 125.
314 Recommended Decision at para. 17.
315 |d
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between the provision of service and receipt of support in competitive study areas.*® The Rural Task
Force recommended that this interval “should be as short as technically and administratively feasible to
ensure provision of universal service.”* To ensure that carrier datais “sufficiently sensitive to mid-period
compstitive activity[,]” it aso proposed that support be distributed based on line count data for “the
average of the quarter (i.e., beginning of quarter plus end of quarter divided by two).”**#

b. Discussion

123.  Proposal to Freeze High-Cost Loop Support. Based on consideration of the record in
this proceeding, we decline at this time to adopt the Rura Task Force's proposa to freeze high-cost loop

support upon competitive entry in rura carrier study areas. As discussed below, the purpose of this
proposal is to prevent excessive growth in the universal service fund as aresult of an incumbent carrier’s
loss of linesto a competitive digible telecommunications carrier. The likelihood of this harm occurring in
the immediate future is speculative, however, and in some instances the proposal may increase support
levels. Moreover, the proposal has significant drawbacks, including administrative complexity and
disincentives to infrastructure investment by rural carriers. We conclude, therefore, that adoption of the
Rura Task Force' s proposal is not warranted at thistime.

124.  Werecognize, however, that, as competition develops in high-cost areas and rural
incumbent carriers lose lines to competitors, excessive fund growth may occur. We therefore seek
comment in the attached Further Notice on possible alternative measures to address this potentia issue.®™
During this proceeding, we intend to closely monitor the impact on the fund of competitive entry in rura
carrier study areas to ensure that the fund remains specific, predictable, and sufficient consistent with
section 254.%%

125.  Initscomments, the Rura Task Force explains that the purpose of this proposd isto
prevent excessive fund growth following competitive entry.** Due to the nature of telecommunications as
an industry with high fixed costs, an incumbent carrier’s loss of subscriber lines to a competitive eigible
telecommunications carrier is unlikely to be offset by a corresponding reduction in its total embedded cost
of service.** If the incumbent’s lines decreased while its fixed costs remained roughly the same, its per-

%1% Rural Task Force Recommendation at 38; see Competition and Universal Service: Rural Task Force White
Paper 5 (Sept. 2000) (visited May 2, 2001) <http://www.wutc.wa.go/rtf> at 21-22 (White Paper 5).

3" Rural Task Force Recommendation at 38.

8 1d. (“continuing support for the [incumbent] for awhole period when it is not serving the customer for the whole
period, coupled with the failure to compensate the [ competitor] for the portion of the period that it is providing
service may constitute abarrier to entry for the [competitor]”). Under the current rules, carriersreport lines served
as of the end of the relevant reporting period. See 47 C.F.R. 88 36.612, 54.307.

19 Seeinfra paras. 209-211.

%0 To facilitate such monitoring and prevent overpayment of support, aswell asto address Rural Task Force
concerns about frequency of reporting, we also adopt a requirement that eligible telecommunications carriersin
competitive study areas file updated line counts on aregular quarterly basis. Seeinfra paras. 132-133.

%! See Rural Task Force Comments at 7-8; see also AT& T Comments at 14-15; NTCA Comments at 11, 13-14; John
Staurulaukis, Inc. Comments at 9-10; Telecom Consulting Associates Commentsat 6. The Rural Task Force
Recommendation did not explain the purpose of its proposal to freeze high-cost loop support in the
Recommendation. The Rural Task Force addressed the purpose in its Comments, however, and discussed related
issuesin itsWhite Paper 5, which was incorporated by reference into the Recommendation. See White Paper 5 at
19,21, n.35.

%2 Seeid. We express no opinion on the issue of stranded costs, regarding which the Rural Task Force did not
reach agreement. See Rural Task Force Recommendation at 39. As stated below, few competitive carriers currently
(continued....)
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line costs would increase. Consequently, the incumbent would be entitled to higher support per line®*
Because the higher per-line support amount would be available to both the incumbent and the competitor
for each line served under our portability rules, the size of the fund could grow significantly as competition
increases, particularly if thereis a net increase in the total number of lines served in the study area® The
indexed cap on high-cost loop support would not check this growth fully, because support received by
competitive carriers currently is not included within the cap. Thus, by recommending that support be
frozen on a per-line basis after competitive entry, and subsequently adjusted by a predetermined growth
factor, the Rural Task Force sought to prevent excessive fund growth.

126.  Weare not convinced, however, that it is necessary to adopt the Rural Task Force's
proposa at thistime. The proposal may be of limited benefit in serving its intended purpose, and under
some circumstances may contribute to fund growth rather than limiting it. First, the possibility of excessive
fund growth is speculative. The harm the Rura Task Force sought to avoid arises only if a competitive
eligible telecommunications carrier captures subscriber lines from an incumbent, not if it adds new lines.

In addition, the competitive carrier presumably must capture a meaningful percentage of lines from the
incumbent within the study area® but it is unclear what this threshold is, or how often it islikely to be
reached during the five-year period in which the Rura Task Force plan isin effect.*® Second, the indexed
cap on the high-cost loop fund will operate as a check on excessive fund growth to a certain extent. The
support received by incumbent rural carriersis subject to the cap, and a competitive carrier will receive no
more support on a per-line basis than the incumbent receives. Moreover, in years the cap is not
triggered, frozen per-line support, as proposed by the Rural Task Force, actualy might exceed the support
that carriers would receive based on the incumbent’ s embedded costs. Embedded costs per line generdly
decrease with line growth, but frozen per-line support would increase annually by the rura growth factor.
Thus, if the incumbent’ s lines increase and the cap is not triggered, it may recover more frozen support

(Continued from previous page)
receive high-cost |oop support for serviceto rural carrier study areas, and there is no evidence in the record before
us projecting specific levels of competitive entry in the future. Seeinfra n.326.

%3 See 47 CF.R. 88 36.601, et. seq.

24 See White Paper 5 at 21, n.35 (“For example, . . . if an ILEC served 1,000 lines and received $1,000 in monthly
universal service support, thiswould equate to $1 of support per line. Thisamount would be available to any
CETC that captured aline from the ILEC. If the ILEC lost 500 linesto competitors, but the ILEC’ s support based on
embedded costs still amounted to $1,000 per month, the per line support available to the ILEC and CETC would
doubleto $2 per lineto the ILEC and CETC.”). Under the Commission’s portability rules, acompetitive carrier
receives the same support for each line served that the incumbent carrier would receive, based on the incumbent’s
embedded costs. 47 C.F.R. § 54.307. Two commenters argue that these rules should be modified to provide
support to competitive carriers based on their own costs. See NTCA Commentsat 12, Fred Williamson & Assoc.
Commentsat 6-7. The Commission previously rejected this argument, and we decline to reconsider it at thistime.
See First Report and Order, 12 FCC Rcd at 8944-45 paras. 311-13.

5 See John Staurulaukis, Inc. Comments at 9-10 (proposing a threshold requirement that a competitive carrier serve
five or ten percent of the total lines within a study area); Telecom Consulting Associates Comments at 7-8
(proposing ten percent threshold); Townes Telecommunications Comments at 3 (proposing threshold of ten
percent or more).

% See Rural Task Force Recommendation at 38 (“the competitive inroad of the [competitive eligible
telecommunications carrier] usually begins with aslow ramp -up as customers are signed on for services’). We
note that atotal of six competitive carriers nationwide currently receive high-cost loop support for service to both
rural carrier and non-rural carrier study areas. See Federal Universal Service Support Mechanisms Fund Size
Projections and Contribution Base For the Second Quarter 2001, Appendix HC 1 (Universal Service Administrative
Company, Feb. 6, 2001). Thereis no evidence in the record before us projecting specific levels of competitive entry
in the future.

%7 See 47 CF.R. § 54.307; see also Rural Task Force Comments at 7-8 (Rural Task Force plan guards against
excessive fund growth as aresult of increasing competition in part by recommending retention of the cap).
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than it would based on its embedded costs.*® The potential for excess support is increased because the
rurdl growth factor includes annud rura line growth, so that its application to individua lines receiving
frozen support would result in double counting of line growth.**

127.  We are further concerned that the Rural Task Force's proposal would require us to
implement complex and administratively burdensome regulations. For example, we would have to impose
a new reporting requirement on rural carriers to implement the proposal that frozen per-line support be
calculated based on cost and line count data for the 12 months prior to the quarter in which the competitive
carrier initiates service.® Despite the fact that their support would be frozen, rural carriers would have to
continue filing annual cost data, because the proposal that frozen support be subject to the cap would
require comparison of a carrier’ s total frozen per-line support to its total capped support based on
embedded costs.**

128.  Furthermore, new administrative requirements and procedures would be necessary to
implement the Rural Task Force's proposal to alow incumbent rural carriers to request increased support
to recover the costs of catastrophic events affecting their ability to provide supported services® To
verify the need and digibility for increased support under this proposal, and to address the concerns of the
Joint Board and others that such support could be used as a substitute for insurance or other sources of
funding,® we would have to impose additiona reporting requirements on rural carriers, and/or adopt
potentially cumbersome procedures for state certification.®* Moreover, to avoid undermining the origind
purpose of fixing support, some procedure would be necessary to ensure that a carrier’ s need for
increased per-line support is due to a catastrophic event rather than the loss of linesto a competitor.
These examples illustrate the regulatory burdens and difficulties entailed in the Rural Task Force's
recommended approach.

129.  Moreimportantly, freezing support in competitive study areas may have the unintended
consequence of discouraging investment in rura infrastructure, contrary to the fundamental goals of the

8 Under the Rural Task Force proposal, if the cap is triggered, an incumbent rural carrier would receive no more
total frozen per-line support than it would have received under the cap, and its competitor’s per-line support would
be limited accordingly. See Rural Task Force Recommendation at 26; Rural Task Force Comments at 8.

9 See Texas Commission Comments at 6. The Rural Task Force addresses this issuein its comments, but rather
than refuting that such double counting would occur, it simply clarifies that the cap would constrain the overall
growth of frozen per-line support. Rural Task Force Comments at 7-8.

30 Currently, rural carriers are only required to file such dataannually by July 31% for the prior calendar year, and
may file quarterly updates on September 30", December 30", and March 30". 47 C.F.R. §§ 36.611, 36.612.

%1 See Rural Task Force Recommendation at 26; see also supra para. 59.

%2 Under the Rural Task Force proposal, additional support would be available to recover the costs of hurricanes,
floods, and other events that are declared to be natural disasters by Federal or state regulatory authorities, and that
directly affect the provision of supported services within astudy area. Rural Task Force Recommendation at 26. As
anumber of commenters point out, this provision would merely placerural carriersin the same position as they
would beif their support were not frozen, for such costs are now recoverable from universal service support to the
extent that they are not covered by insurance. See Innovative Telephone Comments at 20-21; NRTA, OPASTCO,

& USTA Comments at 5; NTCA Comments at 14-15; Rural Task Force Comments at 9; Virgin Islands Commission
Comments at 6.

3 See Recommended Decision at para. 17; California Commission Comments at 14; CUSC Comments at 7; Florida
Commission Comments at 6-7; Sprint Comments at 2-3.

3 See Texas Commission Comments at 7 (“state regulators should participate in the decision on whether the carrier
should receive additional funding as aresult of catastrophic events”).
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Rural Task Force plan.®® A number of commenters argue that carriersin competitive study areas will
have reduced incentives to invest in infrastructure, because they will be unable to obtain additional support
for such investments once their high-cost loop support is frozen.** One commenter states that fixing
support could interfere with the normal, “cyclical” investment patterns of small rural carriers.®’ In
addition, some commenters argue that the Rural Task Force's proposal is over-inclusive and would distort
incentives for competitive entry, because support would be frozen regardless of how many subscriber lines
a competitive carrier serves within a study area, whether it captures or adds lines, or whether it serves
only alimited geographic portion of the study area**® Furthermore, we are concerned that adoption of this
proposal could hinder competitive entry in rural carrier study areas, again contrary to a fundamental goal

of the Rura Task Force plan.®*® The Competitive Universal Service Codlition, although it does not oppose
the proposal, raises concerns that it could increase the difficulty for new entrants by creating an additional
incentive for incumbents to oppose designation of a new dligible telecommunications carrier.* Indeed,
one carrier recently filed comments with the Commission opposing a petition for such status, in part, on the
ground that the resulting freeze of support (assuming the Rural Task Force proposal were adopted) would
“saverely constrain” its ability to upgrade plant and provide quality service in the area.®*

130.  Insum, we conclude that, at this time, the costs of adopting the Rural Task Force's
proposa to freeze high-cost loop support in competitive study areas would significantly outweigh the
potential benefits. Based on our examination of the present record, we believe that the proposed solutions
to the problems identified above (e.g., an expedited waiver process, a market-share threshold requirement,
or freezing support only in geographic areas served by the competitive carrier) would compound the
administrative complexity of the Rural Task Force's recommended approach without resolving the
problems. For example, a smple market-share threshold requirement would fail to target sudy areas
where the harm sought to be avoided is most likely to occur, because it could not distinguish captured from
new subscriber lines** Similarly, freezing support only in limited portions of a study areawould

% See Recommended Decision at para. 11 (Rural Task Force sought to provide rural carrierswith “stability . . . for
planning their investments over the next several years’ and “increased incentivesto invest in new infrastructure
and technologies.”).

%6 See Evans Tel. Co., et.al.. Comments at 7; Interstate Telecom Group Comments at 8; NTCA Commentsat 11, 13-
14; John Staurulaukis, Inc. Comments at 9-10; Telecom Consulting Associates Comments at 6-7; Townes
Telecommunications Comments at 2-3; see also Alliance of Incumbent Rural Telephone Companies Reply
Comments in CC Docket No. 00-256 &t 9.

%7 Townes Telecommunications Comments at 2-3 (“Unlike larger carriersthat are continuously upgrading their
exchanges on arotating basis, many smaller carriers do not have a continuous investment program. Rather, small
carriersaremorelikely to have a“‘cyclical’ investment pattern and upgrade the major portion of their network on a
periodic basis, such as once every fifteen (15) years.”).

%8 See I nterstate Telecom Group Comments at 8-9; John Staurulaukis, Inc. Comments at 9-10; Telecom Consulting
Associates Comments at 9; Townes Telecommunications Comments at 4; Western Alliance Comments at 9-10.

¥ See Recommended Decision at para. 11 (Rural Task Force Recommendation “ seeks to encourage competitors to
enter high-cost areas.”).

0 See CUSC Comments App. A at 16-17 (“If the Commission adopts this recommendeation, . . . it should also make
perfectly clear that [the freezing of high-cost loop support] is not a basis for denying a competitive entrant’s
petition for ETC designation.”); see 47 U.S.C. § 214(e)(2), (€)(5).

#1 Smith Bagley, Inc. Petitions for Agreement to Redefine the Service Areas of Navajo Communications Company,
Citizens Communications Company of the White Mountains, and Century Tel of the Southwest, Inc. on Tribal
Lands within the State of Arizona, CC Docket No. 96-45, Comments of Table Top Tel. Co., Inc., at 4-5 (filed Mar. 16,
2001).

¥2 See Rural Task Force White Paper 5 at 17 (“Dealing with ‘ captured’ and ‘new’ lines may create administrative
problems and the need to track customers from one [carrier] to another”).
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complicate the administration of a frozen support provision without reducing the likelihood of such harm.**
We conclude, therefore, that adoption of this proposd is not warranted.

131.  Weintend, however, to closely monitor the impact of competitive entry in rura carrier
study areas to ensure that the fund remains specific, predictable, and sufficient consistent with section 254.
We note that the quarterly reporting requirements we adopt below for rural incumbent carriers serving
study areas in which a competitive digible telecommunications carrier has been designated will enable us
to closaly monitor any excessive fund growth that may result from incumbent line loss to a competitive
eligible td ecommunications carrier.®*

132.  Erequency of Reporting and Lag in Support. As stated above, the Rural Task Force

also raised concerns about frequency of reporting and the interval between the provision of service and
receipt of support in competitive study areas.** With regard to frequency of reporting, the Rural Task
Force observed that the number of lines served by carriersin competitive study areas “may changein a
dynamic manner.”** Rural carriers and their competitors currently are required to file line count data
annualy, and may file quarterly updates on a voluntary basis*’ Quarterly updates are required in non-
rural carrier study areas.*® Under the current rules, if an incumbent rural carrier does not update its line
count data but its competitor does, the competitor’s more recent data may include lines captured from the
incumbent since the incumbent’s last filing. Thus the incumbent may continue to receive support for the
year based on an overstated number of lines.

133.  To prevent an overpayment of support, and to address the Rural Task Force's concerns,
we will require the filing of line count data on aregular quarterly basis upon competitive entry in rura
carrier study areas. By synchronizing such data, this requirement will ensure that only one carrier
receives support for each line served.®* In addition, it should alow closer monitoring of the impact of
competitive entry, because it will reveal any loss or gain of subscriber lines by competing carrierson a
quarter-to-quarter basis. We bdlieve that this requirement will not significantly increase reporting burdens
for the affected carriers because, athough they will be required to report data more frequently, the data
will be limited to changes in the number of lines that they served during a quarter. We emphasize that this
requirement will not apply in rurd carrier study areas in which an eligible telecommunications carrier has
not been designated.*

134.  We agree with the Rural Task Force's general recommendation that the interval between

3 |f support were frozen in alimited portion of astudy area and the incumbent carrier lost asignificant number of
lines there, per-line support levelswould escal ate even more quickly in the remainder of the study area, because
embedded costs are calculated on a study-areabasis. See generally 47 C.F.R. § Part 36.

¥4 Seeinfra paras. 132-133.

¥5 Rural Task Force Recommendation at 38.
*01d.

%7 47 CFR. §8 36,612, 54.307.

8 1d.

9 See Ninth Report and Order, 14 FCC Red at 20480-81 para. 92 (mandating quarterly reporting for carriers serving
non-rural study areas “[t]o ensure that [universal service support is] based on datafrom the same reporting
periods, and to ensure equitable, non-discriminatory, and competitively neutral treatment of incumbent LECs and
competitive eligible telecommunications carriers’).

0 For purposes of this requirement, “ competitive” will mean that a competitive eligible telecommunications carrier
hasinitiated service within the study area and has reported line count data to the Administrator pursuant to section
54.307(c) of the Commission’srules. 47 C.F.R. § 54.307(c).
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the provision of service and receipt of universal service support should be as short as possible®' The
Commission previoudy concluded that portability of support facilitates the entry of competition in areas
served by rural carriers.®? Because support represents an important source of funds for the operation of
an exchange with high loop cogts, the interval between the reporting of costs and receipt of support based
on those costs may discourage competitive entry. Nevertheless, some interval is necessary for
administrative reasons.*® To ensure that the interval between the submission of data and receipt of
support is as short as possible in rural carrier study areas, we clarify that competitive eigible
telecommunications carriers may submit initia line count data and receive support on aregular quarterly
basis under section 54.307(c) of the Commission’s rules.®*

135. The Rura Task Force aso recommended that support in competitive study areas be
distributed based on line count data for “the average of the quarter (i.e., beginning of quarter plus end of
quarter divided by two).”** This recommendation appears to hold promise as a means of promoting the
distribution of support on an equitable, non-discriminatory, and competitively neutral basis. As proposed,
however, the Rura Task Force' s recommended approach would impose additional reporting regquirements,
as carriers currently are required to report only line count data as of the end of the relevant reporting
period.** The present record lacks evidence on the administrative burden that such requirements would
impose, if any, or on whether alternative measures might avoid the need for such reguirements.

Moreover, we believe that any such measure should be applicable to al carriers, including those serving
non-rural study areas. Therefore, we intend to address the Rural Task Force' s proposal at alater date.

D. Disaggregation and Targeting of Support
1. Background

136.  Under the existing embedded cost mechanism, federal universal service high-cost support
for rural carriersis averaged across dl lines served by a carrier within its study area. Thus, support on a
per-line basis is the same throughout a study area even though the costs of serving customersin that study
arealikely vary. Asaresult, support in low-cost areas of the study area may exceed the cost of serving
those areas while support in high-cost areas may be insufficient to offset the higher cost of serving those
areas. Recognizing that support is portable, the Rural Task Force contends that this may create
uneconomic incentives for competitive entry.*” The Rural Task Force stated in its recommendation that

%! Rural Task Force Recommendation at 38.
%2 First Report and Order, 12 FCC Red at 8944.

%3 For example, lag between the reporting of data and the payment of support is necessary to allow projection of
funding requirements and collection of contributions based on such data. See Ninth Report and Order, 14 FCC
Rcd at 20485 para. 100. In addition, aninterval between the initiation of service and receipt of support by a
competitive carrier is necessary to synchronize the filing schedul es of incumbents and competitors, thereby
ensuring equal, non-discriminatory, and competitively neutral treatment of all carriers. 47 C.F.R. 88 36.612, 54.307;
see Ninth Report and Order, 14 FCC Rcd at 20478 para. 87, 20480-81 para. 92.

¥4 47 CF.R. § 54.307; see Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Twentieth Order
on Reconsideration, 15 FCC Rcd 12070, 12078 para. 18 (2000); CUSC Comments App. A at 12 (requesting
clarification that competitive carriers “ have the option to make both their initial line count report and subsequent
reports at least quarterly”). Wewill amend section 54.307(c) to remove reference to an annual July 31% deadline.

%5 Rural Task Force Recommendation at 38. Under the current rules, carriers report lines served as of the end of the
relevant reporting period. See 47 C.F.R. 88 36.612, 54.307.

* Seeid.

%7 Under the Commission’s portability rules a competitive eligible telecommunications carrier receives the same per-
line level of high-cost support for linesthat it captures from an incumbent carrier, aswell asfor any new linesit
servesin high-cost areas. See 47 C.F.R. § 54.307.
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the current distribution method must be modified to be consistent with the Act and the principle of
competitive neutrality.*®

137.  Aspart of its proposal to reform the federal universal service support mechanism for rural
carriers, the Rural Task Force proposed that rural carriers be permitted to depart from study area
averaging and instead disaggregate and target per-line high-cost universal service support, including high-
cost loop support, LTS, and LSS, into geographic areas below the study arealevel.** By doing so, per-line
support would not be the same throughout a study area but would vary to reflect the cost of providing
service in aparticular geographic area within the study area. The Rural Task Force concluded that the
disaggregation and targeting of support is necessary to eliminate the economic distortions that may result
from the delivery of support on a uniform per-line basis under the current mechanism thereby reducing the
possibility for arbitrage of universal service support resulting in shortfalls or windfals to either incumbent
carriers or competitive eligible telecommunications carriers. At the same time, however, the Rural Task
Force stated that rural carriers need flexibility in the manner in which support is disaggregated and
targeted in light of the widely varying characteristics and operating environments of rural carriers.
Recognizing that a disaggregation and targeting system must meet the unique regulatory and competitive
environments in each state, the Rural Task Force recommended a disaggregation system consisting of
three paths. Carriers would be required to elect one of these paths within 270 days of the effective date
of the order implementing rurd high-cost reform.*®

138.  Path One would dlow acarrier to certify to the state commission, or other appropriate
regulatory authority, that it does not want to disaggregate support. The carrier’s election of this path
would become effective upon filing of the certification and remain in place for at least four years unless
(2) the state commission or other gppropriate regulatory authority requires, on its own motion or upon
petition by an interested party, the disaggregation of support, or grants digible telecommunications carrier
status below the study area level; (2) there is a change in state or federal laws or regulations; or (3) there
isachange in ownership. If any of these events occur, the carrier would be permitted to target support
under one of the other two paths.

139.  Path Two would be available to carriers that want state commission review and approval
of adisaggregation plan.** A carrier that chooses this path, which places no constraints on the
disaggregation plan, would file a disaggregation plan with the state commission, or other appropriate
regulatory authority. The Rura Task Force contemplates that the regulatory authority would hold
workshops, hearings, or other appropriate administrative proceedings in which interested parties may
participate, and that the regulatory authority would issue an order, which would set out the targeting
method, a description of the zones, and a per-line support amount for each category of support in each
zone. The Rura Task Force proposed that the disaggregation plan, once approved, would be effective
until the regulatory authority approves a new plan, but would remain subject to change or challenge at any
time.

140.  Path Three would permit carriers to self-certify a method of disaggregation with the state
commission or other appropriate regulatory authority. The Rura Task Force proposed that carriers certify
that the disaggregation plan complies with certain requirements. First, carriers must certify that support
would be disaggregated to the wire center level or into no more than two cost zones per wire center. A

%8 Rural Task Force Recommendation at 33.

%9 d. at 33-36. See also Disaggregation and Targeting of Universal Service Support: Rural Task Force White
Paper 6 (Sept. 2000) (visited May 2, 2001) <http://www.wutc.wa.gov/rtf > at 4-6 (White Paper 6).

30 Rural Task Force Recommendation at 34-36.
%®1d. at 35.
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different level of disaggregation would be permitted only if a state commission, previously determined that
adifferent level of disaggregation is appropriate.®® Second, if the appropriate regulatory authority has
previously adopted a method of disaggregation, the carrier must certify that its plan uses the rationae
previously adopted. Third, the carrier must certify that the plan uses a rationae for disaggregating support
that is reasonably related to the cost of providing service for each cost zone within each disaggregated
category of support (high-cost loop support, LSSand LTS). Fourth, if the plan uses a benchmark to
determine support amounts, the benchmark must be generally consistent with how the total study area
level of support is derived to compare the disaggregated costs for determining support for each cost zone.
The certification filing must describe the rationale used, including the methods and data, and a discussion
of how the plan complies with the salf-certification guidelines®® If the plan uses a benchmark, the filing
must explain what the benchmark is and how it was determined. The plan must show the per-line amount
of support for each category of support in each zone.

141.  The Rura Task Force proposed that a carrier’s election of Path Three would become
effective upon filing of the certification and remain in place for at least four years unless (1) the state
commission or other appropriate regulatory authority requires, on its own motion or upon petition by an
interested party, the disaggregation of support, or grants eligible telecommunications carrier status below
the study arealevel; (2) there is achange in state or federal laws or regulations; or (3) there is a change in
ownership.® At any time while in effect, the plan would be subject to complaint by interested parties
before the appropriate regulatory authority on the grounds that the plan does not comply with the
certification requirements proposed by the Rural Task Force. To the extent aplan is chalenged, the Rura
Task Force proposed that the relevant regulatory administrative procedures (including burden of proof
alocation and availability of discovery) would apply to such complaints.

142.  With regard to al three paths, the Rura Task Force also recommended that certain
general requirements apply to each disaggregation plan.*® First, the Rural Task Force recommended that
relative per-line support relationships between disaggregation zones for each disaggregated category of
support remain fixed over time (except as changes are allowed by the Path descriptions) and that such
relationships be made publicly available. Second, the Rura Task Force recommended that, until a
competitive eigible telecommunications carrier is certified in a study area, monthly payments to an
incumbent carrier be made using current procedures based on total annual amounts for a study area
divided by twelve. Third, when a competitive dligible telecommunications carrier is certified for a study
area, per-line amounts to determine the competitive eigible telecommunications carrier’ s support should
then be based on the incumbent carrier’ s then-current total support levels, lines, and disaggregated support
relationships. Fourth, the Rura Task Force recommended that support per-line for each category of
support for each disaggregation zone be determined such that the relative support relationships between
zones would be maintained and that the product of al of the incumbent’s lines for each cost zone
multiplied by the per-line support for those zones would sum to the incumbent’ s total level of support.
Fifth, the Rural Task Force recommended that per-line support amounts for each zone should be
recalculated whenever the incumbent’s total annual support amount changed using the changed support
amounts and lines at that point intime. The Rural Task Force aso recommended that the incumbent
carrier’s study area support available in total for a study area under the disaggregation method equal the
total support available without disaggregation.

143.  Finally, the Rural Task Force recognized that state commissions have the authority to

%21d. at 36.
%3 The Rural Task Force, however, does not propose that a carrier be required to file acomplete cost study. 1d.
**1d. at 35.
¥ |d. at 34.
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determine whether more than one eligible telecommunications carrier should be designated in an area
served by arural carrier.*® The Rural Task Force aso recognized that, under section 214(e)(5) of the Act
and the Commission’s rules, carriers must seek agpproval from the Commission and the States, after taking
into account recommendations of the Joint-Board, to change an dligible telecommunication carriers
“service ared’ to a geographic area other than arural carrier’s study area.®*” The Rura Task Force
recommended that the level of disaggregation of support be considered in determining whether to certify
new eligible telecommunications carriers for a service area other than arural carrier’s entire study area.®®

2. Discussion

144.  Wefind that the Rural Task Force' s disaggregation and targeting proposa achieves a
reasonable balance between rural carriers needs for flexibility and the Commission’s goa of encouraging
competitive entry. As discussed below, we agree with the Rural Task Force and the commenters that, as
a general matter, support should be disaggregated and targeted below the study arealevel. At the same
time, we agree with the Rural Task Force that, given the significant differences among rural carriers and
the varying competitive environments among the states, there should be flexibility in the manner in which
support is disaggregated and targeted for rural carriers. Accordingly, subject to certain modifications
discussed below, we adopt generally the three paths for the disaggregation and targeting of high-cost
universal service support proposed by the Rural Task Force. We also adopt the general requirements that
the Rural Task Force proposed for all disaggregation plans.

145.  We agree with the Rural Task Force and commenters that the provision of uniform
support throughout the study area of arural carrier may create uneconomic incentives for competitive
entry and could result in support not being used for the purpose for which it was intended, in contravention
of section 254(e).** Because support is averaged across all lines served by a carrier within its study area
under the existing mechanism, the per-line support available throughout the study areais the same even
though the costs throughout the study area may vary widely. As aresult, artificial barriers to competitive
entry in the highest-cost areas and artificid entry incentives in relatively low-cost portions of arural
carrier’ s study area are created. For example, support would be available to a competitor that serves only
the low-cost urban lines, regardless of whether the support exceeds the cost of any of the lines. We
conclude therefore that, as a general matter, support should be disaggregated and targeted below the study
arealeve so that support will be distributed in a manner that ensures that the per-line level of support is
more closely associated with the cost of providing service.®”

146.  While we recognize the benefits of disaggregating and targeting support, we aso agree
with the Rural Task Force' s recommendation that there should be flexibility in the manner in which
support is disaggregated and targeted for rural carriers. The Rural Task Force's multi-path system is
premised on the proposition that, because of the diverse characteristics among rural carriers, there is not
an adequate “one size fits al” approach that is workable for disaggregating support for rural carriers.>*

366 Id

%7 d. at 36.
%8|

%9 |d. at 33-34, White Paper 6 at 4-5. See, e.g., CUSC Comments App. A at 5; Ad Hoc Telecommunications User
Committee Comments at 23; SDITC Comments at 8-9. See also Ninth Report and Order, 14 FCC Rcd at 20471 para.
71.

¥ This conclusion is consistent with our determination in the Ninth Report and Order that support for non-rural
carriers should be targeted to avoid the uneconomic incentives created by the delivery of federal support to non-
rural carrierson auniform per-line basis. Ninth Report and Order, 14 FCC Rcd a 20471 para. 71, 20472-73 para. 75.

3™ Rural Task Force Recommendation at 33-34, White Paper 6 at 6-11.
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As discussed above, there are over 1300 study areas served by companies defined as rural carriers.®”
The population of rural carriers reflects diverse operating characteristics and operating environments. We
find that providing rura carriers flexibility in the methods of disaggregation and targeting is a reasonable
approach to address the significant diversity among such carriers. By providing carriers such flexibility, a
carrier may better match the disaggregation and targeting methodology to its costs and geographic
characteristics and the competitive and regulatory environment in the state in which it operates.

147.  Similarly, we recognize that in some specific instances, as described below, the factors
that militate in favor of disaggregation may not be present. We find that requiring the disaggregation and
targeting of support in these instances would serve no rational economic purpose. We conclude that the
multi-path system proposed by the Rura Task Force addresses the distinct needs of rural carriers and,
therefore, we adopt the three paths recommended by the Rura Task Force for the disaggregation and
targeting of support by rural carriers, subject to certain modifications discussed in greater detail below.
We direct carriers to choose within 270 days of the effective date of the rules adopted in this Order one of
these three paths.** Carriers failing to do so will not be permitted to disaggregate and target support
unless ordered to do so by a state commission or other appropriate regulatory authority either on its own
motion or in response to arequest of an interested party.

148.  First, we adopt with modifications Path One, which provides that a carrier may choose not
to disaggregate. Path One is intended to address those instances where a carrier determines that, given
the demographics, cost characteristics, and location of its service territory, and the lack of aredlistic
prospect of competition, disaggregation is not economically rational.* For example, a carrier may serve
only afew lines or avery smal study area with little geographic variability. We find that permitting such a
carrier not to disaggregate support is appropriate.* We recognize commenters concerns that a carrier
may choose not to disaggregate and target support for anti-competitive reasons.®® We find, however, that
because a state nonethel ess may require disaggregation, either on its own motion or that of an interested
party, sufficient safeguards are in place to ensure that if disaggregation and targeting of support is
warranted, the carrier will be required to do so. Indeed, if a state receives arequest to require a carrier to
disaggregate and target support under any of the paths adopted herein, we expect that it will be guided in
making a determination on the request by our view that support should generally be disaggregated and
targeted in a manner that the per-line level of support is more closely aigned with the cost of providing
service.

149.  Wefind, however, that it is necessary to modify Path Onein order to minimize the risk of
gaming and to ensure a competitive entrant certainty with regard to the level of available per-line support.
As proposed by the Rural Task Force, a carrier would have the option to change to a different path if a
competitor is granted digible telecommunications carrier status below the study arealevel, achangein
state or federal regulations occurs, or a change in ownership occurs. We are concerned that permitting a

%72 See supra at para. 13.

373 |n adopting this mechanism we recognize, as did the Rural Task Force, that in limited instances certain carriers
may not be subject to the jurisdiction of astate, e.g., tribally-owned carriers. In such limited circumstances, the
Commission would be the appropriate regulatory authority for the administration of the disaggregation and
targeting of support by such carriers.

374 See Rural Task Force White Paper 6 at 10-11.

37 See Texas Commission Comments at 7 (recognizing that it may be reasonable to allow some small rural carriersto
not disaggregate and target support under Path One because of their size and cost characteristics.) The Texas
Commission also encouraged the Commission to consider whether “larger rural carriers’ should be permitted to
elect Path One but did not offer additional support for its proposition. Id.

37® See, e.g., CUSC Comments App. A at 7-8.
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carrier to disaggregate after election of Path One under these circumstances presents the opportunity for
gamesmanship and undermines the certainty necessary to encourage a competitive eligible
telecommunications carrier to enter amarket.*”” Accordingly, we find that once an incumbent elects not to
disaggregate under Path One, it shall remain in effect until a state commission or appropriate regulatory
authority requires, on its own motion, or upon petition by an interested party, including the affected
incumbent, a change to a different disaggregation and targeting methodology. We conclude that, by
permitting a carrier to change from this path only upon the approva of a state commission or appropriate
regulatory authority, a competitive eligible telecommunications carrier is provided sufficient certainty with
regard to the level of available per-line support. Moreover, we believe that because a carrier’ s ability to
change to a different disaggregation methodology after it elects Path One is constrained, a carrier isless
likely to elect Path One for anti-competitive reasons.

150.  Second, we adopt Path Two, which provides that a carrier may disaggregate based on a
plan that has been approved by the appropriate regulatory authority. Because there are no constraints on
disaggregation and targeting proposals under Path Two, a carrier could disaggregate and target support to
multiple levels below a wire center, a disaggregation and targeting method can be tailored with precision,
subject to state approval, to the cost and geographic characteristics of the carrier and the competitive and
regulatory environment in which it operates.®® Thus, this path provides the utmost flexibility in the
development of a disaggregation plan, but a the same time provides for regulatory approval to ensure that
the methodology implemented is competitively neutrd.

151.  Third, we adopt the Path Three self -certification process that permits carriers to choose
(1) adisaggregation plan of up to two cost zones per wire center, or (2) adisaggregation plan that
complies with a prior regulatory determination. We find that permitting carriers to sdf-certify its
disaggregation and targeting plan to the state reduces the administrative burdens on carriers and states,
and facilitates the rapid implementation of disaggregation and targeting plans. We believe that the
certification requirements proposed by the Rural Task Force will ensure that the disaggregation plans are
cost-based and consistent with the principles of competitive neutrality. For example, a carrier must
provide the state and USAC with a description of the rationale used to disaggregate support, including the
methods, and data, and a discussion of how the plan complies with the self-certification guidelines®® In
addition, if the plan uses a benchmark, it must be generally consistent with how the total study arealevel of
support for each category of costs (high-cost loop support, LSS, and LTS) is derived, to enable a
competitor to compare the disaggregated costs used to determine support for each zone.*® Moreover, the
plan must show a per-line amount of support for each element in each disaggregation zone. We find that,
given these requirements, the self-certification process strikes a reasonabl e balance between providing
flexibility and ensuring that support is disaggregated in a competitively neutral manner.

152.  We disagree with those commenters that assert that permitting carriers to self-certify to a
disaggregation plan creates too great an opportunity for the incumbent carrier to manipulate the

37" For example, acarrier could choose not to disaggregate then subsequently elect to do so under Path Two or
Path Three when a competitor is granted eligible telecommunications carrier status below the carrier’s study area
level for the purpose of having lower per-line support levels established for the competitor’s service area.

378 Under this path, a carrier could choose among any of the various methods of disaggregation, such as use of a
proxy model, long-run incremental cost studies, or the use of density factorsto disaggregate support.

9 A complete cost study is not required. See Rural Task Force Recommendation at 36.

¥ We recognize that carriers could choose a benchmark based on affordability or averaged rates. See Wyoming
Public Service Commission Petition for Waiver of Targeting Requirements Found in Section 54.309 and 54.311
of the Commission’s Rules, CC Docket No. 96-45, DA 01-612 (rel. Mar. 9, 2001). Werequire carriersto provide
detailed information explaining what the benchmark is and how it was determined.
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disaggregation and targeting of support in an anti-competitive manner.* We note that the states will play
asignificant role in the disaggregation and targeting of support. Under the plan we adopt here, a self -
certified plan is subject to complaint by interested parties before the appropriate regulatory authority on the
grounds that it does not comply with the self -certification requirements, which we believe ensure that the
disaggregation plan will not be anti-competitive. Moreover, the state or appropriate regulatory authority
may require on its own motion at any time the disaggregation of support in a different manner. We believe
that state oversight in the administration of the disaggregation scheme will safeguard against the anti-
competitive manipulation of the disaggregation and targeting of support.

153.  To further ensure that Path Three is employed in a pro-competitive manner, however, we
find that additional regulatory oversight of any proposed changes to the disaggregation plan is necessary.
As proposed by the Rural Task Force, a carrier has the option to change to a different path and alter its
existing disaggregation plan if a competitor is granted eligible telecommunications carrier status below the
study arealevel, a change in state or federal regulations occurs, or a change in ownership occurs. As
discussed above with regard to Path One, we are concerned that permitting a carrier this latitude may
invite gaming by incumbent carriers and undermines the certainty necessary to encourage a competitive
eligible telecommunications carrier to enter a market. Accordingly, we find that, once an incumbent elects
adisaggregation plan under Path Three, the plan shall remain in effect until a state commission or
gppropriate regulatory authority requires, on its own motion, or upon petition by an interested party,
including the affected incumbent, a change to a different disaggregation and targeting methodology. We
conclude that by permitting a carrier to change from this path only upon the approval of a state
commission or appropriate regulatory authority, a competitive digible telecommunications carrier is
provided greater certainty as to the level of available per-line support. Moreover, we believe that because
acarrier’ s ability to move to a different path is constrained, a carrier islesslikely to eect this path for anti-
competitive reasons.

154.  Asdiscussed above with regard to Paths One and Three, by requiring arura carrier to
retain its disaggregation plan unless the state commission approves any changes to the plan, the
disaggregation rules adopted in this Order will provide both rurd carriers and competitive digible
telecommunications carriers greater certainty asto the level of available per-line support in the study area
or disaggregation zone. We are concerned that permitting incumbent carriers to modify the disaggregation
plans they have elected during the five year period may, in certain instances, undermine the universa
service goals of specific and predictable support and alow carriers to engage in anti-competitive behavior.
We are confident that state commissions, when considering modification requests, will safeguard against
anti-competitive manipulation of the disaggregation and targeting of support that could occur with such
requests.

155.  Weare dso mindful that in afew limited instances, a competitive carrier may have, prior
to the effective date of the disaggregation rules adopted in this Order, entered the service area of arural
incumbent local exchange carrier and been designated as an eligible telecommunications carrier for
purposes of receiving high-cost support.®* In such instances, we believe that permitting the incumbent
carrier to self -certify to a disaggregation plan may result in the anti-competitive targeting of support.
Accordingly, for those study areas in which a competitive carrier has been designated as an digible
telecommunications carrier prior to the effective date of these rules, an incumbent carrier may elect a
disaggregation plan under Path Three only to the extent that it is self-certifying a disaggregation and
targeting plan that has already been approved by the state. In al other instances in which a competitive
eligible telecommunications carrier has been designated prior to the effective date of these rules, the
incumbent carrier must seek prior state approval of its disaggregation and targeting plan under Path Two.

%1 See, e.9., CUSC Comments App. A at 7-8; Ad Hoc Telecommunications User Committee Comments at 25.

%2 See, e.g., Ad Hoc Telecommunications User Committee Comments at 24-25.
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We believe this approach will prevent the anti-competitive targeting of support.

156.  We disagree with commenters that argue that carriers self-certifying under Path Three
should be permitted to disaggregate to three or more zones below the wire center level.*®** We believe that
permitting carriers to disaggregate and target support to more than two zones below the wire center level
without prior regulatory approva would provide too great an opportunity to disaggregate support in an anti-
competitive manner. If alowed to disaggregate and target support to more than two zones, a carrier
would have greater opportunity to target excessive support to areas in which competition is not likely to
occur and inadequate support to areas likely to be served by competitors. For example, if permitted to
disaggregate and target to three zones, a carrier could develop a zone that matches a wireless competitive
eligible telecommunications carrier’ s footprint within a state and deliver little or no support to that zone.

157. By contragt, if acarrier is permitted to disaggregate and target to a maximum of two
zones below the wire center level, there is greater incentive for the carrier to target support based only on
the cost differentials between zones. For example, arural carrier’s wire center typically serves asmall
town and the surrounding agricultural areas. The cost of serving the town is significantly lower than the
cost of serving the agricultural areas because of differences in population density and the distances of
customers from the wire center. It is reasonable to expect that if two zones are developed, they would
reflect the cost differences between serving the town and serving the agricultura areas respectively. If a
carrier were to develop two zones in a manner that did not reflect these cost differences, the per-line
support amount would not be related to the relative cost of serving the customer. This would result in the
delivery of excessive support to one zone and thereby create an artificial incentive for a competitive
carrier to enter in order to receive support in excess of its cost to serve the customer. Such aresult is
contrary to the incumbent carrier’ sinterest. Given this outcome, we believe that less regulatory oversight
iswarranted as an initial matter with regard to developing two zones below the wire center level in
contrast to three zones.

158.  For this same reason, we reject the MAG proposal that carriers be permitted to
disaggregate and target support up to three zones per wire center by filing these zones and the associated
per-line support with the Commission, relevant state regulators and federa regulatory authorities, and
USAC.* We note however, that, although carriers are precluded from self -certifying disaggregation
plans for more than two zones below the wire center level, there are no such limitations on plans that may
be approved by a state commission or other appropriate regulatory authority under Path Two. We
disagree that Path Two does not represent a realistic option for disaggregating support to alevel greater
than two zones because the process would be a“lengthy and expensive one” and carriers would be faced
with the process of having to repeat the process at any time due to fact that a plan approved under Path
Two is “subject to change or chalenge at any time.” ** While we acknowledge that a carrier may bear a
heavier burden than under Path Three, we believe Path Two appropriately balances such burden with the
greater need for scrutiny required of a plan that disaggregates support at alevel greater than two zones
below the wire center. Moreover, we note that Path Two, and the disaggregation and targeting scheme
proposed by the Rural Task Force in general, as a consensus reflects the balancing of such concerns by
rural carriers and competitive carries.

3 See, e.g., SDITC Comments at 10; Texas Commission Comments at 7; M& B Reply Comments at 8.

%4 See MAG NPRM, 16 FCC Rcd at 464 para. 11, 495 App. A. Under the MAG proposal, support must be allocated
in amanner reasonably related to the cost of providing service in each cost zone, and the plan must remain in effect
for at least four years. See also Plains Rural Independent Companies Commentsin CC Docket No. 00-256 at 14
(supporting the disaggregation of support to three zones); but see ASCENT Commentsin CC Docket No. 00-256 at
6.

385 See SDITC Comments at 9-10.

61



Federal Communications Commission FCC 01-157

159.  We agree with the Rural Task Force that certain general requirements should govern
carriers  disaggregation plans and adopt those proposed by the Rural Task Force. We require that an
incumbent carrier’ s study area support in total for a study area from the disaggregated method employed
equal the total support available in the study area on a non-disaggregated basis. We aso require that
relative per-line support relationships between disaggregation zones for each disaggregated category of
support remain fixed over time (except as changes are alowed by the Path descriptions described above)
and that such relationships be made publicly available*®* Once a competitive eigible telecommunications
carier isdesignated in arural study area, per-line amounts to determine the competitive eligible
telecommunications carrier’ s support should be based on the incumbent carrier’ stotal support levels, lines,
and disaggregated support relationships. We further require that the per-line support for each category of
support in each disaggregation zone be determined such that the relative support relationships between
zones will be maintained and that the product of al of the incumbent’s lines for each cost zone multiplied
by the per-line support for those zones when added together equal the sum of the incumbent’ stotal level
of support. Prior to the certification of a competitive eligible telecommunications carrier in astudy area,
monthly support payments to the incumbent carrier should be made based on the total annual amount of
support for the study area divided by twelve. Finaly, we require that per-line support amounts for each
zone be recalculated whenever an incumbent’s total annual support changes using the changed support
amounts and lines at that point in time.

160.  Wefind that these generd requirements will ensure that the disaggregation and targeting
of support is accomplished in a manner that is consistent with the universal service principles of specificity,
predictability, and competitive neutrality.*®" By requiring that carriers make publicly available the per-line
level of support for lines served in a particular zone and the basis for the disaggregation method, the
distribution of disaggregated support will remain specific and predictable. Similarly, because support is
portable among all digible telecommunications carriers and disaggregated in a manner that ensures that
support levels remain constant on arelative basis between zones regardless of the disaggregation and
targeting path chosen, the distribution of support is competitively neutral. We expect the states will apply
these genera requirements to the approva and oversight of disaggregation and targeting plans
implemented pursuant to this Order.*®

161. We aso recognize, as did the Rural Task Force and severa commenters, that the integrity
and flow of information to competitors is central to ensuring that support is distributed in a competitively
neutral manner.®®* We find that in order to ensure portability and predictability in the delivery of support,
rural incumbent local exchange carriers must submit to USAC maps in which the boundaries of the
designated disaggregation zones of support are clearly specified, which USAC will make available for
public inspection by competitors and other interested parties. We require that, when submitting
information in support of self-certification, an incumbent carrier must provide USAC with publicly
available information that allows competitors to verify and reproduce the algorithm used to determine zone
support levels. As discussed above, the carrier dso must demonstrate that the underlying rationaeis

%0 For example, assume a study areawith support disaggregated into two zones A and B each with 100 lines. Total
support is $3000 and support is disaggregated such that zone A receives $10 per line and zone B receives $20 per
line. Thus, relative per line support is $20/$10 per line. Because per-line support relationships are to be fixed, zone
B always receives twice as much support aszone A. If support were to decrease to $2700 for the study area, zone
A support would decrease to $9 per line and zone B support would decrease to $18 per line.

%7 See 47 U.S.C § 254(b)(5); First Report and Order, 12 FCC Red 8801-03 paras. 46-51.

%83 |t a competitive eligible telecommunications carrier or other party believes that a state approved disaggregation
plan isinconsistent with these general requirements, or the specific requirements enumerated under each of the
various paths, it may file a petition for declaratory ruling, rulemaking, or other appropriate action with the
Commission.

%9 See, e.g., CUSC Comments App. A at 10.
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reasonably related to the cost of providing service for each cost zone within each disaggregated category.
Smilarly, we require carriers electing Path One to submit to USAC a copy of the certification to the state
commission or appropriate regulatory authority certifying that it will not disaggregate and target support.
Carriers selecting Path Two must submit a copy to USAC of the order approving the disaggregation plan
submitted by the carrier to the state commission or appropriate regulatory and a copy of the disaggregation
plan approved by the state commission or appropriate regulatory authority.

162.  Wedecline to adopt WorldCom’s proposal that we should not permit disaggregation of
rura carrier universal service high-cost support until work on rura carrier specific inputs to the forward-
looking model has been completed. According to WorldCom, the Commission recognized in the First
Report and Order that “the only reasonable approach to disaggregation is to use a forward-looking cost
model to allocate support among zones.”*® Contrary to WorldCom’s contention, the Commission, while
endorsing the use of a forward-looking mechanism to determine high-cost support for rural carriersin the
future, smply recognized that once in place “such a mechanism could target support by calculating costs
over asmaller geographic area than study areas currently used.”*" The Commission did not find that the
use of a forward-looking mechanism is the only reasonable approach to disaggregation nor did the
Commission address the issue of the appropriate methodology for the disaggregation of support during the
period prior to the implementation of a forward-looking mechanism for rural carriers.®

163. Wedso rgect the proposal to require disaggregation consistent with unbundled network
element (UNE) zones in order not to discourage competition in some rura zones while artificialy
stimulating competition in others through universa service support windfalls** Asan initid matter, we
note that arura carrier is not required to provide UNEs until it has received a request to provide them and
the state commission determines that the request is not unduly economicaly burdensome, is technologicaly
feasible, and is consistent with section 254 of the Act.** Thus, as a general matter, rural carriers would
not necessarily establish unbundled network element rates or zones. Moreover, as discussed above, the
flexibility inherent in the Rural Task Force's proposal alows for the disaggregation and targeting of
support to levels which may be more geographically deaveraged than a UNE zone level thus delivering a
per-linelevel of support more closely associated with the cost of providing service®®

164.  Finally, we note that the Rural Task Force recommended that the level of disaggregation
of support be considered in determining whether to certify new eligible telecommunications carriers for a
service area other than the entire study area of rural carrier study area. We believe that the level of
disaggregation of support should be considered in determining whether to certify new digible
telecommunications carriers for a service area other than arura carrier’s entire study area to ensure that
competitive neutraity is maintained between incumbent carriers and competitive eigible
telecommunications carriers.

30 \WorldCom Comments Attachment at 9 (citing the First Report and Order, at para. (sic) 293).
¥ First Report and Order, 12 FCC Red at 8935-36 para 293.

%2 A s WorldCom concedes, “[tJhe Commission found in the [First Report and Order], that the ability to target
support to smaller areas is one of the benefits of aforward-looking economic cost methodology.” WorldCom
Comments Attachment at 9 n.19.

3% See California Commission Comments at 14.
¥4 See 47 U.S.C. § 251(f).
%% See 47 CF.R. §54.307(3)(2).
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E. Duration of the Rural Task Force Plan
1. Background

165. The Rurd Task Force urged that its recommendation be implemented immediately and
remain in place over afive-year period.** In support of this proposd, the Rural Task Force argued that “it
is unrealistic to expect any universal service mechanism to provide a stable, predictable and workable
funding source for a period longer than five years.” >’

166.  The Joint Board did not state a position on the overall duration of the Rural Task Force's
plan, but urged the Commission to refer to the Joint Board, no later than January 1, 2002, a proceeding to
consder implementation of an appropriate high-cost mechanism for rural telephone companies after the
expiration of the Rural Task Force's plan.®*® According to the Joint Board, this proposed timing would
permit the Joint Board and the Commission to consider the appropriate rural mechanism to succeed the
Rura Task Force' s recommendation and devote sufficient time to the task prior to the termination of that
plan. The Joint Board noted that the Commission and the Joint Board aready are committed to reviewing
the operation of the high-cost support mechanism for non-rural carriers on or before January 1, 2003.%*
The Joint Board also recommended eventual comprehensive review of the high-cost support mechanisms
for rural and non-rural carriers as a whole to ensure that both mechanisms function efficiently and in a
coordinated fashion. The Joint Board urged the Commission to use the transitiona period during which a
modified embedded cost mechanism is in place to develop along-term universal service plan that better
targets support to rural companies serving the highest cost areas and that recognizes the significant
distinctions among rurd carriers and between rurd and non-rural carriers.

2. Discussion

167.  We agree with the Rura Task Force that a modified version of the current high-cost loop
support mechanism under Part 36 of the Commission’s rules should remain in place for no more than five
years. Although the modifications we adopt are transitiona in nature, we believe that providing rura
telephone companies with a predictable leve of universal service support during a five-year period will
create a stable environment that will enable rural telephone companies to continue providing supported
services at affordable rates to rural America. We therefore disagree with those commenters that claim
the Rural Task Force's proposas will not provide stability to rural carriers.*® We find that the Rural Task
Force's proposed framework, with the modifications discussed herein, shall remain in place for five years.
We would expect the Commission to consult with the Joint Board before allowing the plan to remain in
effect longer than five years.

168.  Aswe have stated, the duration of thisinterim plan isfive years. In order to ensure that
we have adequate time to consider, in consultation with the Joint Board, how these complex support issues
should be addressed after five years, we intend to refer these issues to the Joint Board no later than
January 1, 2002.“* We agree with the Joint Board that this proposed timing will permit the Joint Board

% See Rural Task Force Recommendation at 15.
397 |d
% See Joint Board Recommended Decision at para. 21.

%9 Seeid. (citing Federal-State Joint Board on Universal Service, Access Charge Reform, CC Docket Nos. 96-45,
96-262, Seventh Report & Order and Thirteenth Order on Reconsideration in CC Docket No. 96-45, Fourth Report &
Order in CC Docket No. 96-262, and Further Notice of Proposed Rulemaking, 14 FCC Rcd 8077, 8123 para. 94 (1999)).

“® See e.g., Texas Commission Comments at 3.

“! See Joint Board Recommended Decision at para. 21.
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and the Commission to consider the appropriate rural mechanism to succeed the plan we are adopting
pursuant to the Rural Task Force's recommendation and to devote sufficient time to the task prior to the
termination of that plan.

169.  Consstent with the Joint Board’ s recommendations and in the context of the Joint
Board's consideration of an appropriate high-cost mechanism for rural telephone companies, we anticipate
conducting a comprehensive review of the high-cost support mechanisms for rural and non-rural carriers
as awhole to ensure that both mechanisms function efficiently and in a coordinated fashion. We will use
the transitional period during which a modified embedded cost mechanism isin place to develop along-
term universal service plan that better targets support to rural telephone companies serving the highest
cost areas and recognizing the significant distinctions among rura carriers and between rura and non-rura
carriers. In addition, we would include in that comprehensive review consideration of general issues
related to excessive fund growth and competitive neutrality.

170.  Indeveloping along-term universal service plan that better targets support to the highest
cost rura areas, we intend to consider al options, including the use of forward-looking costs, to determine
appropriate support levels for both rural and non-rura carriers. Although we find that distinct rural and
non-rural mechanisms are appropriate at this time for the reasons discussed above, we are not convinced
that thisis aviable long-term solution. As we approach this task in the future, we will consider what plan
best effectuates the mandates and goals of section 254 that supported services be provided at affordable
and reasonably comparable rates to all Americans.

171.  Although we recognize that the Act includes specid provisions for markets served by
rural telephone companies, we emphasize that these provisions do not require separate rura and non-rural
universal service support mechanisms.“” Several commenters argue that support should not be dependent
upon the ownership characteristics of the carrier that happens to serve rural customers because section
254 requires comparable rates in rural areas. “® The Maine and Vermont Commission emphasize that for
every rura customer served by arura telephone company, there are four rura customers served by a
non-rural company.* These are important issues that we should consider further in the future.

172.  We agree with the Rural Task Force that its empirical analysis showed that there are
considerable differences between rural and non-rural carriers and significant variations among rural

%92 See Tenth Report and Order, 14 FCC Red at 20243 para. 200. See also Ad Hoc Telecommunications User
Committee Comments at 13 (“ The 1996 Act makes no distinction between rural and non-rural carriers when
establishing the universal service guidelines. The 1996 Act requires no disparate treatment of rural and non-rural
carriers when it directs the Commission to establish ‘ explicit and sufficient’ support for universal service or when it
specifies which carriers must contribute to the fund.”)(citations omitted); Maine and Vermont Commissions
Commentsat 4n.2 (“[T]heterm [rural carrier] was not used in Section 254, and its use in the context of universal
service actually obscures the objectives of Section 254, to make rates affordable and comparable for customersin
dl rural areas”).

% See, e.g., Ad Hoc Telecommunications User Committee Comments at 13 (urging the Commission “to recognize
that rural, high cost areas are defined by their unique characteristics and not by the size of the companies that
serve them, and to reject any universal service policiesfor rural and non-rural carriers alike, that do not reflect or
incorporate this concept”); Maine and Vermont Commissions Commentsat 4 n.2 (arguing that “any system based
upon the classification of companies will necessarily be both under-inclusive and over-inclusive of the intended
beneficiary class, namely rural high-cost customers”); see also Florida Commission Comments at 5 (“ The amount of
funding should not necessarily depend on the size of the serving carrier.”)

“% Maine and Vermont Commissions Comments at 4 n.1. Maine and Vermont Commissions urge the Commission to
produce greater alignment between the rural and non-rural support mechanisms, focus support on rural carriers that
have high overall costs, not merely high loop costs, and consider permitting non-rural companiesto divide their
study areasinto rural and non-rural areas. Id.at 7.
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carriers. At the same time, we observe that some of the data seem to show that some rural companies
may be more similar to non-rural companies that to smaller rura companies.”® We anticipate that our
comprehensive review of the high-cost support mechanisms for rural and non-rura carriers as a whole will
include an examination of our current classification of companies asrura or non-rura for purposes of
receiving universal service support. In thisregard, we believe that the information the Rura Task Force
provided in White Paper 2: The Rural Difference will be vauable.

173. The Rurd Task Force concluded that, in light of the differences between rural and non-
rurd carriers, adistinct rura mechanism is appropriate and recommended against use of the Commission’s
forward-looking high-cost mechanism for non-rural carriers to calculate support for rural carriers.
Although we agree with the Rural Task Force that a distinct rural mechanism is appropriate at this time,
we believe that there may be significant problems inherent in indefinitely maintaining separate mechanisms
based on different economic principles.

174.  The Commission previoudy determined that support based on forward-looking cost is
sufficient for the provision of the supported services and sends the correct signals for entry, investment,
and innovation.*® Many commenters representing the interests of rural telephone companies argue that the
Rura Task Force's analysis conclusively demonstrates that the forward-looking cost mechanism should
not be used to determine rura company support and that only an embedded cost mechanism will provide
sufficient support for rural carriers.*”” We disagree.*® While the Rural Task Force demonstrated the
inappropriateness of using input values designed for non-rural carriers to determine support for rural
carriers, we do not find that its analysis justifies a reversal of the Commission’s position with respect to the
use of forward-looking cost as a general matter.*”

“% For example, the Rural Task Force reports that the average density is only 13 persons per square mile for areas
served by rural carriers compared with 105 persons per square mile in areas served by non-rural carriers. At the
same time, the average population density varies dramatically among rural carriers. Rural carriersin Alaskaand
Wyoming serve populations of 0.58 and 1.25 persons per square mile, respectively, while those in some states
serve populations of over 100 persons per square mile. That is, somerural carriers serve areas with approximately
the same density asthe non-rural average. See Rural Task Force Recommendation at 11-12. Similarly, the Rural
Task Force reports that average total plant investment per line ranges from $3,000 for rural carriers with the largest
study areasto over $10,000 for rural carriers with the smallest study areas. The range of valuesfor total plant
investment per loop for rura carriers ($1,400 to $40,500) isfar greater than the range for non-rural carriers ($1,570 to
$4,350). That is, thelargest rural carriers have an average total plant investment per line ($3,000) that islower than
that of some non-rura carriers ($4,350). See Rural Task Force Recommendation at 13.

“% Eirst Report and Order, 12 FCC Red at 8899 paras. 224-25. In rejecting arguments for basing support on a
carrier’ s embedded cost, the Commission agreed with the Joint Board that “to the extent that it differs from forward-
looking economic cost, embedded cost[s] provide the wrong signals to potential entrants and existing carriers. . . .
[W]hen embedded costs are above forward-looking costs, support of embedded costs would direct carriers to make
inefficient investments that may not be financially viable when thereis competitive entry. . . . [I]f embedded cost is
below forward-looking economic cost, support based on embedded costs, would erect an entry barrier to new
competitors, because revenue per customer and support, together would be less than the forward-looking
economic cost of providing supported services.” Id. at 8901 para. 228.

7 See, e.g., NRTA, OPASTCO, & USTA Reply Comments at 3; GVNW Consulting Reply Comments at 4.

“% See Texas Office of Public Utility Counsel v. FCC, 183 F.3d at 412; Alenco Communications, Inc. v. FCC, 201
F.3d at 619.

“® The Rural Task Force proposed modifications to the current embedded cost system, rather than attempting to
modify the Commission’ s forward-looking cost mechanism that currently is used to determine non-rural support.
See Rural Task Force Recommendation at 17-19; Recommended Decision at para. 13. See also Ad Hoc
Telecommunications User Committee Comments at 9-10 (“The RTF simply did not fulfill its mandate to evaluate
whether or not the * FLEC mechanism for rural carriers should have different platform design features or input
values than the mechanism adopted for non-rural carriers.”)(quoting Public Notice creating Rural Task Force);
(continued....)
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175.  Assome commenters point out, the Rura Task Force's analysis of the forward-looking
mechanism was based on the results of running the existing high-cost universal service model for rura
companies using non-rural inputs.”® Because it found significant differences in comparing these results
with actual company data, the Rura Task Force found that the model was not an appropriate tool for
determining forward-looking costs of rura carriers. If inputs based on rural carrier data had been used,
however, many of these differences could have been eliminated.*** Other differences identified by the
Rurd Task Force with respect to individual companies are generally the discrepancies one would expect
when inputs designed for non-rural companies are used for an analysis of rural costs.**

(Continued from previous page)
California Commission Comments at 3 (“The RTF, however, gives no consideration to modifying or improving the
FCC'’s Synthesis Model for rural carrier purposes prior to concluding that universal service support should be
based on embedded costs.”).

19 see Ad Hoc Telecommunications User Committee Comments at 9-10; WorldCom Comments at 2 (“Without
exception, theissuesthe RTF discussesin its analysis of the Commission’s synthesis model merely reflect input
guestions, not problems with the model structureitself.”).

“ For example, the Rural Task Force said “model lines differed significantly from actual lines served.” Rural Task
Force Recommendation at 17; see also GVNW Consulting Reply Comments at 4. Thisis not surprising because the
Rural Task Force did not use current line count data as input values. Instead, the Rural Task Force used the line
count data developed by AT& T’ s consultant for usein the industry-sponsored HAI model, which had been trued
up to 1996 ARMIS line counts. Updating line counts on aregular basisis an important aspect of estimating costs
in the non-rural mechanism. When the non-rural mechanism was adopted, the non-rural line counts were updated
to reflect 1998 ARMI S line counts. See Tenth Report and Order, 14 FCC Red at 20186 para. 61. Line count input
values for the non-rural mechanism were updated last year to reflect year-end 1999 line counts filed by the carriers
pursuant to Part 36 of the Commission’srules. Federal-State Joint Board on Universal Service, CC Docket 96-45,
Order, DA 00-2729 (rdl. Dec. 8, 2000).

12 For instance, the Rural Task Force said that model results for the type of plant varied from actual plant
constructed. Rural Task Force Recommendation at 18; see also GVNW Consulting Reply Commentsat 4. Thisis
not surprising because the non-rural model currently uses nationwide plant mix values when devel oping the non-
rural mechanism. Although the Commission sought comment on proposals to use company-specific or state-
specific plant mix values, it found that there was no reasonable alternative to nationwide values at thetime. See
Tenth Report and Order, 14 FCC Rcd at 20257 para. 233. The Rural Task Force also said that the model
underestimates wire center area. Rural Task Force Recommendation at 18; see also GVNW Consulting Reply
Commentsat 5. Thewire center areareported by the model is the sum of the distribution areas. Model results
report only the areawithin the wire center that is served. If, asit appears, the Rural Task Force’ s definition of area
includes the entire areawithin awire center, served and unserved, where the unserved can be lakes, mountains and
deserts, then the Rural Task Force’ sareawill always be greater than the model reported area. The Rural Task Force
also said that the model underestimates switching investment. Rural Task Force Recommendation at 18; see also
GVNW Consulting Reply Commentsat 5. It is generally accepted that forward-looking switch costs are less than
embedded switch costs. This conclusion isincorporated in the model switch estimation procedures through a
negative trend coefficient. Thus, it can be claimed that the model underestimates switching investment by relying
on the fact that embedded costs are greater than the forward-looking costs. Second, model switching investment is
dependent on the number of lines connected to the switch. If the Rural Task Force had used current linesto
estimate the model switch investment then that investment would have been higher. The Rural Task Force also said
that the model results for general support investment varies widely from actual data. Rural Task Force
Recommendation at 18; see also GVNW Consulting Reply Commentsat 5. Model general support investment for
rural companies was based on the average relationship between non-rural general support investment and forward
looking network investment. Applying the average relationship to particular rural companies should generate
results that have as many over-estimations as under-estimations. Thus, the results for rural companies simply and
accurately reflect an input based on an average relationship. When rural carrier specific information becomes
available this problem should be significantly mitigated. The Rural Task Force also said that the model
underestimates network operations and corporate operations expenses. Rural Task Force Recommendation at 18;
see also GVNW Consulting Reply Commentsat 5. Model network operations and corporate operations expenses
include only those related to universal service. Non-universal service expenses related to toll services, special
access lines and mergers and acquisition have been removed from the total network and corporate operations
(continued....)
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176.  Inaddition, the Rura Task Force acknowledged that the primary reason for the decrease
in its estimated total support amounts for rura carriersis due to the statewide cost-averaging and
nationwide benchmark employed in the non-rural mechanism to determine funding levels for non-rural
carriers.”® Indeed, the Rural Task Force's andysisin White Paper 4 demonstrates how changing the
area over which costs are averaged and changing the nationwide benchmark dramatically change support
amounts.** That is, averaging and benchmarks have more impact on determining support levels than the
cost estimates produced by the model. The Commission has long recognized that the mechanism used to
determine forward-looking cost for rural carriers may differ from that used for non-rural carriers.* For
instance, one could design a forward-looking mechanism for rural carriers that uses different benchmarks
and averaging conventions.

177.  Weleave these issues for another day. Although we conclude that the Rural Task
Force' s analysis has not demonstrated that a forward-looking mechanism could never appropriately be
used to estimate rural costs, we do not have sufficient information to do so at thistime. Even those
commenters who urge the Commission to move to forward-looking cost for rural carriers recognize that
the Commission would need additiona time to develop suitable rurd input vaues™® Because the
Commission has not developed rurd inputs and it is not possible to determine forward-looking costs for
rura carriers a thistime, we find that rura carriers should continue to receive support based upon their
embedded costs while the five-year plan adopted in this Order isin place.

F. Identification of Service L ocations
1. Background

178.  All tdlecommunications carriers, including commercia mobile radio service (CMRS)
carriers that provide supported services, regardless of the technology used, may be digible to receive
federal universa service support if they satisfy section 214(e)(1) of the Act.**” Because such support is
portable, a competitive eligible telecommunications carrier receives the same per-line high-cost support as
an incumbent local exchange carrier for lines that it captures from the incumbent local exchange carrier,
aswell asfor any “new” lines that the competitive eligible telecommunications carrier servesin the high-
cost areas of the incumbent local exchange carrier.*®

179.  Consstent with its recommendation that high-cost support be disaggregated and targeted
(Continued from previous page)
expenses. Therefore, model expenses are and should be less than actual expenses. Comparing model expensesto
actual expensesisinconsistent with the design and purpose of the universal service modeling process.

13 See Rural Task Force Recommendation at 19.

“1 For example, if support were averaged at the study arealevel, rather than at the state level, the total amount of
support to rural and non-rural carriers would doubl e the amount avail able under the current embedded cost
mechanism. A Review of the FCC’ s Non-Rural Universal Service Fund Method and the Synthesis Model for Rural
Telephone Companies: Rural Task Force White Paper 4 (Sept. 2000) (visited May 2, 2001)
<http://www.wutc.wa.gov/rtf> at 18 (White Paper 4). If the benchmark were 115 percent of the nationwide average
forward-looking cost instead of 135 percent, the total amount of support for rural and non-rural carriers would
remain approximately the same as under the current mechanism. White Paper 4 at 17.

> The Joint Board and the Commission “[did] not anticipate that all carriers will begin to receive universal service
support in rural, insular, and high-cost areas based on forward-looking economic cost at the sametime or evenin
an identical manner.” First Report and Order, 12 FCC Red 8889 para. 203.

1% 5ee, e.g., WorldCom Comments at 3; Ad Hoc Telecommunications User Committee Reply Comments at 5-6.

17 See 47 U.S.C. 254(€)(1); First Report and Order, 12 FCC Red at 8858 para. 145; Seventh Report and Order and
Thirteenth Order on Reconsideration, 14 FCC Red at 8113 para. 72.

18 See Ninth Report and Order, 14 FCC Red at 20480 para. 90.
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below the study area level, the Rural Task Force recommended that a wireless mobile carrier providing
service in an area served by arura carrier use the customer’ s residentia or business location as the basis
for determining in which disaggregation zone a customer is located for purposes of targeting universal
service support.*® In making this recommendation, the Rural Task Force recognized that the use of any
location address could allow arbitrage of the universal service support system. The Rural Task Force
further recommended that the Commission establish a reasonable method for determining the customer
location for mobile wireless customers. Findly, the Rura Task Force advocated that the Commission, or
other appropriate regulatory authority, retain authority to prevent the misuse of mobile wireless customer
locations and ensure that universal service support is being used in accordance with section 254(e).

2. Discussion

180. We adopt the Rural Task Force's recommendation that a wireless mobile carrier use a
customer’s location as the basis for determining in which disaggregation zone a customer is located for
purposes of receiving high-cost universal service support for service provided to that customer. To that
end, we find that a customer’s hilling address is a reasonable surrogate to identify a mobile wireless
customer’ s location for the purpose of identifying a corresponding disaggregation zone and thus the
appropriate per-line support level for service provided to the mobile wireless customer. We also clarify
that this approach is applicable to competitive digible telecommunications carriers providing mobile
wireless service not only in arura carrier’s service area, but also in the service area of a non-rural
carrier.

181.  Werecognize, as did the Rura Task Force and commenters, that, because mobile
wireless carriers do not provide service at afixed location, there is a question as to how to relate a mobile
wireless carrier to a disaggregation zone for purposes of determining how much support a carrier is
entitled to for serving that customer.”® We find that a mobile wireless customer’s hilling addressis a
reasonable surrogate for the customer’s location. Unlike wireline carriers or fixed wireless carriers,*
who out of necessity must have a provisioning database to determine the point of service for their
customers, mobile wireless carriers do not need such a database because a customer’s point of use varies.
Therefore, while some mobile wireless carriers may have databases that are similar to provisoning
databases, most will have billing address databases. Thus, adoption of customer’s billing address as a
surrogate for service location eliminates the need for many mobile wireless carriers to create a new
database for purposes of universal service funding. We note in this regard that in the Local Competition
and Broadband Reporting Report and Order, we allow mobile wirdess carriers who submit zip code
data to use customer hilling address as a surrogate for customer location because it is the most
administratively easy solution to determining a customer’s primary place of use.”  Although we
acknowledge that there may be several possible solutions to this problem,*” we find that this approach is
reasonable and the most administratively smple solution to this problem.**

419 Rural Task Force Recommendation at 38.

0 Seeid. at 38; White Paper 5 at 21. See also CUSC Comments App. A at 15-16; John Staurulaukis, Inc. Comments
at 16; Fred Williamson & Assoc. Comments at 9.

“21 Fixed wireless carriers, like wireline carriers, provision their services to afixed point of use.

“2 | n the Matter of Local Competition and Broadband Reporting, CC Docket No. 99-301, Report and Order, 15
FCC Rcd. 7717, 7785 (rel. Mar. 30, 2000).

423 5ae John Staurulaukis, Inc. Comments at 16. Cf. Fred Williamson & Assoc. Comments at 9.

“24 See John Staurulaukis, Inc. Comments at 16 (“[u]se of the billing addressis the most administratively tractable
solution for the problem of defining a“fixed address” for service using amobile station.” ). Cf. CUSC Comments
App. A at 15-16.
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182.  We, therefore, decline to use the residentia or primary business location as a surrogate
because, as noted above, not all mobile wireless carriers have databases capable of making such a
determination. Further, we decline to use the system adopted by Congress in the Mobile
Telecommunications Sourcing Act.* The Mobile Telecommunications Sourcing Act requires a
designated database provider® or the states to develop an electronic database for determining the situs of
customers “place of primary use”*’ for purposes of state and local taxation.”® Under this law, states or
their designees will be required to establish an electronic database for making a determination on which
municipality has taxing authority over the revenues generated by the customer.*® In the event that such a
database is not available, the carrier may take advantage of a safe harbor provision under which it certifies
that it has “expended reasonable resources to implement and maintain an appropriately detailed electronic
database of street address assignment to the taxing jurisdiction.”** We note that the Mobile
Telecommunications Sourcing Act’ s database provision does not require the states to establish such
databases until some time after August 2001.“* We therefore decline to impose such a requirement at this
time. To do so would unnecessarily increase the administrative burden on mobile wireless carriers.

183.  Inreaching this determination, we acknowledge, as did the Rural Task Force, that the use
of acustomer’s location address could allow arbitrage of the universal service support mechanism.*? If a
carrier were to engage in arbitrage, e.g., misuse a customer’s hilling address by identifying a customer in a
high-cost zone when sexvice is primarily taken in alow cost zone for the purpose of receiving a higher
level of per-line support, we will take appropriate enforcement action.”® We will continue to monitor the
reasonableness of using a customer’s billing address as the surrogate for a mobile wireless customer’s
location in a disaggregation zone for universa service purposes. As more mobile wireless carriers are
designated as digible to recelve support, we may revist this approach in the future.

184.  Finally, condgstent with our decision here, we aso conclude that a competitive digible
telecommunications carrier providing mobile wireless service should use a customer’s billing address for
purposes of determining the appropriate amount of support for providing service to a customer in the
service area of anon-rura incumbent local exchange carrier. In the Ninth Report and Order, the
Commission adopted a targeting methodology for the delivery of high-cost support for non-rural carriersin

“%% CUSC Comments App. A at 15-16. See also 4 U.S.C. §§ 116-124.

“® Defined as “a corporation, association, or other entity representing all the political subdivisions of a State that
is: (A) responsible for providing an electronic database as prescribed in section 119(a) if the State has not provided
such electronic database; and (B) approved by municipal and county associations or |eagues of the State whose
responsibility it would otherwise be to provide such database prescribed by sections 116 through 126 of this Title.”
4U.SC. 8124 (3)(A), (B).

2" Defined as “the street address representative of where the customer’s use of the mobile telecommunications
service primarily occurs.” 4 U.S.C. § 124 (8).

8 4U.SC. §117.
2 4U.SC. §119.
40 4U.SC. §120.

147 U.S.C. §8 116, 119 (this provision is“applicable only to customer billsissued after the first day of the first
month beginning more than two years after July 28, 2000").

%2 5ee Rura Task Force Recommendation at 38-39.

3 See Seventh Report and Order, 14 FCC Red at 8115-16 para. 78. States or other parties may petition the
Commission, under section 208 of the Act, if they believe a carrier has misapplied its high-cost support, and may
also fully avail themselves of the Commission’sformal complaint proceduresto bring any alleged misapplication of
high-cost support before the Commission. See also Ninth Report and Order, 14 FCC Red at 20488 para. 110.
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which support is targeted to high-cost wire centers.” The Persona Communications Industry Association
(PCIA) requests that the Commission clarify how to determine which wire center should be used to
determine the amount of support for any particular wireless customer.”® PCIA contends that a

customer’ s address is the most accurate surrogate for the incumbent’ s wire center and therefore support
for mobile wireless customers should be based on the wire center associated with the customer’s
address.”® We grant PCIA’s request for clarification of the Commission’s decision in the Ninth Report
and Order to the extent it seeks clarification on the limited issue of assigning mobile wireless customers to
the incumbent local exchange carrier’s wire center. " We clarify that a mobile wireless customer’s billing
address is a reasonable surrogate for the customer’ s address for assigning the customer’s location to a
wire-center in anon-rural carrier’s study area to target universal service support.”®

G. State Certification Under Section 254(e)
1. Background

185.  Under section 254(e) of the Act, carriers must use universal service support “only for the
provision, maintenance and upgrading of facilities and services for which the support is intended.”** In the
Ninth Report and Order, the Commission concluded that because the support provided to non-rura
carriersis intended to enable the reasonable comparability of intrastate rates, and states have primary
jurisdiction over intrastate rates, it is most appropriate for states to determine whether support is used
consistent with section 254(¢e).**® Accordingly, the Commission adopted, as a regulatory safeguard, rules
requiring states seeking federa universal service high-cost support for non-rural carriers within their
territory to file annualy a certification with the Commission and USAC. The certification must state that
al federa high-cost funds flowing to non-rura carriersin that state and/or competitive eligible
telecommunications carriers seeking high-cost support in the service area of a non-rura carrier in that
state, will be used in amanner consistent with section 254(e).* Absent such certification, a carrier

4 Seeid. at 20470-73 paras. 70-76.

“% See Petition for Reconsideration and/or Clarification of the Personal Communications |ndustry Association
(PCIA Petition), CC Docket No. 96-45 at 4-5.

8 We note that PCIA’ s petition, in requesting that support for mobile wireless carriers be based on “the wire
center associated with the customer’s address,” does not provide additional guidance on the issue of what the
customer’ s addressisfor mobilewireless carriers. PCIA Petition at 4 (emphasis added).

3" \We note that on reply PCIA states no party opposed its recommended approach. See Reply Comments of the
Personal Communications Industry Association, CC Docket No. 96-45 at 2.

8 PCIA states that awireless carrier does not necessarily know the addressof a prepay customer, and therefore, it
may not be possible to determine support for these customers based on address. See PCIA Petition at 4 n.6. Inthis
Order we do not resolve the issue of how to assign prepaid mobile wirel ess customers when the carrier does not
have customer billing address information. We will review thisissue on a case-by-case basis.

947 U.S.C. § 254(e).

“0 Ninth Report and Order, 14 FCC Red at 20482 para. 95. The Commission noted that as long as the uses
prescribed by the state are consistent with section 254(e), the states should have the flexibility to decide how
carriers use the support provided by the federal mechanism. Id. at 20483 para. 96.

“11d. at 20483 para. 97. To ensurethat carriers receivinginterstate access universal service support will use that
support in amanner consistent with section 254(e), the Commission adopted a certification scheme requiring
carriers seeking such support to file a certification with the Commission stating that the carrier will use its support
only for the provision, maintenance, and upgrading of facilities and service for which the support isintended. See
Access Charge Reform, Price Cap Performance Review for Local Exchange Carriers, CC Docket Nos. 96-262 and
94-1, Sixth Report and Order, Low-Volume Long-Distance Users, CC Docket No. 99-249, Report and Order, Federal -
State Joint Board on Universal Service, CC Docket No. 96-45, Eleventh Report and Order, 15 FCC Rcd 12962, 13062
(continued....)
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cannot receive support.*?

186.  Initsrecommendation, the Rural Task Force recognized the need for accountability in the
adminigtration of the high-cost support mechanism for rural carriers.*® The Rural Task Force found that
existing procedures used by NECA, USAC, the Commission, and state commissions reasonably promote
such accountability. The Rural Task Force recommended that the Commission del egate to the states
responsibility for oversight of section 254(e) in a manner similar to that used for non-rural carriers.*

2. Discussion

187. We conclude that states should be required to file annual certifications with the
Commission to ensure that carriers use universal service support “only for the provision, maintenance and
upgrading of facilities and services for which the support isintended” consistent with section 254(e). We
conclude that the mandate in section 254(e) appliesto all carriers, rural and non-rural, that are designated
as eligible to receive support under section 214(e) of the Act.** Aswe concluded with regard to non-rural
carriers, the federal high-cost support that is provided to rural carriersis intended to enable the reasonable
comparability of intrastate rates, and states have jurisdiction over intrastate rates. Given that states
generdly have primary authority over carriers intrastate activities, we believe that the state certification
process provides the most reliable means of determining whether carriers are using support in a manner
consistent with section 254(e). Accordingly, we will require states that wish to receive federal universal
service high-cost support for rura carriers within their boundaries to file a certification with the
Commission and USAC stating that all federal high-cost funds flowing to rural carriersin that state will be
used in amanner consistent with section 254(e).*** Absent such certification, carriers will not receive such
support.

188.  Werecognize that some state commissions may have only limited regulatory oversight to
ensure that federal support isreflected in intrastate rates. In the case of non-rural carriers, we concluded
that states nonetheless may certify to the Commission that a non-rural carrier in the state had accounted to
the state commission for its receipt of federal support, and that such support will be used “only for the
provision, maintenance and upgrading of facilities and services for which the support isintended.”*’ We
determined that, in states in which the state commission has limited jurisdiction over such carriers, the state
need not initiate the certification processitself.*® Instead, non-rural local exchange carriers, and
competitive eligible telecommunications carriers serving lines in the service area of the non-rural local

(Continued from previous page)
para. 232 (Inter state Access Support Order), pets. for review pending, Texas Office of Public Util. Counsel et al. v.
FCC, 5" Cir. No. 00-60434 (and consolidated cases) (2000). See 47 C.F.R. § 54.809.

“2 Ninth Report and Order, 14 FCC Red at 20484 para. 98. See 47 CF.R. § 54.313(a).

43 Rural Task Force Recommendation at 33.
4.

“° See 47 U.S.C. § 254(e).

“® As explained above, three federal universal service mechanisms provide high-cost support for rural carriers.
These include high-cost loop support, LSSand LTS. See supra para. 13. High-cost loop support provides support
for aportion of acarrier’ stotal cost allocated to the intrastate jurisdiction. Similarly, LSSis available to support the
intrastate switching costs of carriers with 50,000 or fewer lines. By contrast, LTS supportsinterstate allocated |oop
costs of non-price cap carriers (typically small, rural carriers) that participate in the NECA common line pool.
Because the Commission has primary jurisdiction over interstate rates, oversight of the use of LTS lieswith the
Commission. See Interstate Access Support Order, 15 FCC Red at 13062 para. 232. We anticipate addressing
certification of LTS when we address interstate access reform in the MAG proceeding. Seeinfra n.1.

“7 Ninth Report and Order, 14 FCC Red at 20483 para. 97.

48 d.
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exchange carriers, may formulate plans to ensure compliance with section 254(e), and present those plans
to the state, so that the state may make the appropriate certification to the Commission.”® We conclude
that this approach is equaly appropriate here with regard to rural carriers and competitive eligible
telecommunications carriers serving lines in the service area of arural local exchange carrier. Absent the
filing of such certification, carriers will not receive federal universal service support.

189. Wedso recognize that, in limited instances, certain carriers may not be subject to the
jurisdiction of a state (e.g., certain tribally-owned carriers). In such instances, there is no state regulatory
authority to ensure compliance with section 254(e). We conclude that, in these limited instances, a carrier
shall certify directly to the Commission that federal high-cost support will be used in a manner consistent
with section 254(e). The certification must be filed in the form of a sworn affidavit executed by a
corporate officer attesting to the use of the support only for the provision, maintenance, and upgrading of
facilities and services for which the support is intended pursuant to section 254(e) of the 1996 Act. A
copy of this letter must also be submitted to USAC. Absent such a certification, carriers will not receive
federal universal service support.

190. The certification requirement we adopt is applicable to al rural carriers and competitive
eligible telecommunications carriers seeking high-cost support in the service area of arurd local exchange
carier. States, or carriers not subject to the jurisdiction of a state, shal file this certification annudly. 1f
filed by the state, the certification shall be applicable to al rurd carriers and competitive digible
telecommunications carriers seeking high-cost support in the service area of arural local exchange carrier
that the state certifies as eligible to receive federal high-cost during that annual period.”® The certification
may be filed in the form of a letter from the appropriate state regulatory authority, or authorized corporate
officer where the state lacks jurisdiction, and shall be filed with the Commission and USAC. A state may
file a supplemental certification for carriers that were not eligible for support at the time the state filed its
initial certification. In the event that a state determines that a carrier has not complied with section 254(e),
the state shall have the authority to revoke certification. In addition, because states are responsible for
filing section 254(e) certifications with the Commission, challenges to the propriety of the certifications, or
revocation of the certifications, should be brought at the state level.

191.  Under our existing rules, USAC submits to the Commission estimated universal service
support requirements, including high-cost support, two months prior to the beginning of each quarter.™*
Thus, for the first quarter of 2002, USAC will submit estimated universal service support requirements on
or before November 1, 2001. In order for USAC to submit an accurate estimate of the level of high-cost
and loca switching support, it will need to know which carriers have been certified pursuant to the section
254(e)-certification process. To allow USAC sufficient time to process section 254(e) certifications and
estimate the level of high-cost support, we conclude that certifications should be filed one month before
USAC' s quarterly filing is due, that is on October 1. In the event that a certification is filed untimely, the
carriers subject to that certification will not be eligible for support until the quarter for which USAC's
subsequent filing isdue. For example, if a state files a section 254(e) certification after October 1, 2001,
but on or before January 1, 2002, the carrier would not be eligible for support until the second quarter of
2002.%% In the event that a state revokes a certification, the state must notify USAC and the Commission
within 30 days of the revocation.

449 |d
0 The timing and effectiveness of these annual certifications are discussedinfra in para. 191.

1 47 CF.R. §54.709(8)(3). The Commission uses those support requirements to establish a contribution factor for
the upcoming quarter. See 47 C.F.R. § 54.709(a). USAC then uses the contribution factor to bill carriers and collect
the appropriate amount of support to fund the universal service programs. Id.

2 See Appendix A for the relevant rules.
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192.  In adopting this certification scheme, we recognize that rural carriers are receiving federal
high-cost support under our existing rules and may be entitled to additional levels of federa high-cost
support under our revisions to these rules, which will be effective July 1, 2001. We will not, however,
require certifications for the last two quarters of 2001. Rather, we will require certifications to be
submitted initialy on October 1, 2001 for the first full year of implementation, January 1, 2002 — December
31, 2002. We acknowledge that, as a result, we will not have certifications for support distributed for the
last two quarters of 2001. We believe that permitting the continued delivery of support during these two
quarters without certification will ease the transition to the revised mechanism for states, carriers, and
USAC, and ensure that the benefits accruing from its adoption are realized as quickly as possible. We
note that we have the authority to take enforcement action against a carrier if we should determine that
support is being used in a manner inconsistent with section 254(e).** We believe that this enforcement
power will afford sufficient protection against abuse during this limited period of transition.

193.  Findly, we reconsider, on our own moation, the existing rule requiring state certification of
the use of universal service support by non-rural incumbent local exchange carriers and dligible
telecommunications carriers serving lines in the service area of a non-rural incumbent local exchange
carrier adopted in the Ninth Report and Order.** In its current form, the rule does not recognize that in
limited instances, certain carriers may not be subject to the jurisdiction of astate. Asaresult, therule
does not provide a mechanism by which such a carrier’ s use of support can be certified as consistent with
section 254(e). Congistent with our determination with regard to rural carriers and eligible
telecommunications carriers serving lines in the service area of arura incumbent local exchange carrier,
we conclude that in these limited instances, a carrier shall certify directly to the Commission that federal
high-cost support will be used in a manner consistent with section 254(e). The certification must be filed
in the form of a sworn affidavit executed by a corporate officer attesting to the use of the support only for
the provision, maintenance and upgrading of facilities and services for which the support is intended
pursuant to section 254(e) of the Act. A copy of this letter must aso be submitted to USAC. Absent
such a certification, carriers will not receive support.*®

H. Advanced Services
1. Background

194.  Section 254(c) of the Act defines universal service as an “evolving level of
telecommunications services that the Commission shall establish periodicaly[.]”*° 1n 1997, based on
consideration of the definitional criteria set forth in section 254(c) and the Joint Board' s recommendations,
the Commission designated nine “core” services that are digible for universal service support: single-party
service; voice grade access to the public switched telephone network; Dua Tone Multifrequency signaling
or its functional equivalent; access to emergency services; access to operator services,; access to
interexchange service; access to directory assistance; and toll limitation services for qualifying low-income

“%% See Seventh Report and Order, 14 FCC Red at 8115-16 para. 78.  States or other parties may petition the
Commission, under section 208 of the Act, if they believe a carrier has misapplied its high-cost support, and may
also fully avail themselves of the Commission’s formal complaint procedures to bring any alleged misapplication of
federal high-cost support before the Commission. See also Ninth Report and Order, 14 FCC Rcd at 20488 para. 110.

* Seeid. at 20482-88 paras. 93-110. Seealso 47 C.F.R. § 54.313. This reconsideration on the Commission’s own
motion is appropriate given the pendency of petitions for reconsideration of the Commission’sNinth Report and
Order. See Central Florida Enterprisesv. FCC, 598 F.2d 37, 48 n.51 (D.C. Cir. 1978), cert. dismissed, 441 U.S. 957
(1979).

> See Appendix A for the relevant rule.
"0 47 U.S.C. § 254(c)(1).
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consumers.*’

195.  The 1996 Act addresses advanced telecommunications and information servicesin
sections 254(b) and 706. Section 254(b) establishes the universal service principles that access to such
services should be provided in al regions of the Nation, and should be reasonably comparable in rurdl,
insular, and high-cost areas to the access in urban areas.*® Section 706 directs the Commission and the
dates to utilize various regulatory methods to “encourage deployment on a reasonable and timely basis of
advanced telecommunications capability to al Americang.]”**

196. The Rurda Task Force recommended that the Joint Board review the definition of services
that are supported by the federal universal service mechanisms.*® It also recommended that the list of
supported services “should evolve to include access to information services at a rate that is reasonably
comparable to that provided in urban areas.”**

197.  Inaddition, the Rura Task Force stated that its recommendation to continue distributing
support to rural carriers based on their embedded costs “inherently provides incentives for the
infrastructure investments necessary for providing access to advanced services.”** It recommended the
adoption of a*“no barriers to advanced services’ policy for rura carriers, which it indicated would be
comparable to that applied in connection with the forward-looking high-cost mechanism for non-rura

" First Report and Order, 12 FCC Red at 8807-25 paras. 56-87; see 47 U.S.C. § 254(c)(1).
8 47 U.S.C. §8 254(b)(2), (3).

9 Section 706(c) of the 1996 Act, reproduced in the notes under 47 U.S.C. § 157; see Inquiry Concerning the
Deployment of Advanced Telecommunications Capability to all Americansin a Reasonable and Timely Fashion,
and Possible Steps to Accel erate Such Deployment Pursuant to Section 706 of the Telecommunications Act of
1996, CC Docket No. 98-146, Second Report, 15 FCC Red 20913 (2000) (Second 706 Report). Section 706 generally
defines advanced telecommunications capability as “ high-speed, switched, broadband tel ecommunications
capability that enables usersto originate and receive high-quality voice, data, graphics, and video
telecommunications using any technology. Inthe Second 706 Report, the Commission defined as “ advanced” for
section 706 purposes services with atransmission speed of at least 200 kil obits per second (kbps) in two directions
(provider-to-customer and customer-to-provider), and as “high-speed” services with a speed of at least 200 kbpsin
onedirection. Section 706 Report, 15 FCC Red at 20921 para. 11.

%0 Rural Task Force Recommendation at 22. The Rural Task Force stated that “[t]he provision of access to
advanced services. . . is separate and distinct from the actual provision of advanced services when and if they
have been added to the supported services defined periodically by the FCC under Section 254(c).” 1d. We note
that, contrary to the Rural Task Force’s suggestion, inclusion of a service on thelist of supported services under
section 254(c) generally means that universal service mechanisms support access to the service, rather than “the
actual provision” of the service.” Id.; see, e.g., First Report and Order, 12 FCC Rcd at 8817 para. 74 (“we support
the telecommuni cations network components necessary for access. . ., but not the underlying services
themselves’).

%61 Rural Task Force Recommendation at 23. In 1997, the Commission determined that dial-up Internet access
should not be supported separately from voice grade access “ because the record does not indicate that a
substantial majority of residential customers currently subscribe to Internet access by using access links that
provide higher quality than voice grade access.” First Report and Order, 12 FCC Rcd at 8823 para. 83. 1n 1999, the
Commission’s Common Carrier Bureau sought comment on requests by the Rural Utilities Service (RUS) and three
state commissions to redefine voice grade access by increasing the minimum frequency range from 300-3,000 Hertz
(H2) to approximately 200-3,500 Hz. RUS and these states expressed concerns that the current definition does not
ensure that consumersin rural areas using 28.8 kbps modems for Internet access can achieve data transmission
speeds reasonably comparable to those achieved by consumersin urban areas using the same modems. Common
Carrier Bureau Seeks Comment on Reguests to Redefine “ Voice Grade Access” for Purposes of Federal Universal
Service Support, CC Docket No. 96-45, Public Notice, DA 99-2985 (rel. Dec. 22, 1999).

62 Rural Task Force Recommendation at 22.
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carriers.*® The Rural Task Force recommended that the “no barriers’ policy incorporate the following
genera principles. (1) support should be provided for plant “that can, either as built or with the addition of
plant elements, when available, provide access to advanced serviced[;]” (2) “carriers should be
encouraged by regulatory measures to remove infrastructure barriers relating to access to advanced
serviced;]” and (3) “[t]he federa universal service support fund should be sized so that it presents no
barriers to investment in plant needed to provide access to advanced services.”**

2. Discussion

198.  Thedefinition of universal service under section 254(c) of the Act is a matter currently
pending before the Joint Board. The Commission asked the Joint Board to review the list of supported
sarvices and, if warranted, recommend modifications.*® Among other things, the Commission asked the
Joint Board to consider the record on requests to redefine voice grade access to ensure reasonable
comparability of dia-up Internet access in urban and rural areas.*® In accordance with section 254(c), the
Commission will consider whether any modifications to the list of supported services are warranted after
the Joint Board completes its review.*

199.  We agree with the Rural Task Force that our universal service policies should not
inadvertently create barriers to the provision of access to advanced services, and believe that our current
universal service system does not create such barriers.*® Initialy, we emphasize that section 254(b) states
that access to advanced services “should” be provided, and the Fifth Circuit hes held that section 254(b)
establishes “principles that the FCC should consider in developing its policies’ rather than specific
statutory commands.®® Asthe Rura Task Force recognized, the Commission’s existing high-cost loop
support mechanism for rural carriers “inherently provides incentives for the infrastructure investments
necessary for providing access to advanced services.”

200.  Contrary to the arguments of some commenters, use of support to invest in infrastructure
capable of providing access to advanced services does not violate section 254(e), which mandates that
support be used “only for the provision, maintenance, and upgrading of facilities and services for which the
support is intended.”** The public switched telephone network is not a single-use network. Modern
network infrastructure can provide access not only to voice services, but aso to data, graphics, video, and

“31d. The forward-looking high-cost support mechanism for non-rural carriers provides support for plant that does
not impede the provision of access to advanced services. See Federal-State Joint Board on Universal Service, CC
Docket No. 96-45, Forward-Looking Mechanism for High Cost Support for Non-Rural LECs, CC Docket No. 97-
160, Fifth Report and Order, 13 FCC Red 21323, 21351-52 paras. 68-70 (1998).

%4 Rural Task Force Recommendation at 22-23.
%65 Referral Order, 15 FCC Red 25257.
%0 | d. at 25256 para. 3; see supra n.461.

7 See 47 U.S.C. § 254(c)(2) (“The Joint Board may, from time to time, recommend to the Commission modifications
in the definition of the services that are supported by Federal universal service support mechanisms’); NYDPS
Comments at 6; Sprint Comments at 3; Texas Commission Comments at 8.

%68 See Rural Task Force Recommendation at 22; supra n.463.

“9 Texas Office of Public Utility Counsel v. FCC, 183 F.3d at 421; 47 U.S.C. § 254(b); cf. Rural Task Force
Recommendation at 22-23 (“ The provision of access to advanced servicesis required under Section 254(b) . . .
Sections 254(b)(2) and (3) require access to information services that is reasonably comp arable to that provided in
urban areas.”).

40 Rural Task Force Recommendation at 22.
1 47 U.S.C. § 254(); see, e.g., NYDPS Comments at 5-7.
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other services. High-cost loop support is available to rurd carriers “to maintain existing facilities and make
prudent facility upgraded.]”“” Thus, athough the high-cost loop support mechanism does not support the
provision of advanced services, our policies do not impede the deployment of modern plant capable of
providing access to advanced services. Rura carriers may consider both their present and future needsin
determining what plant to deploy, knowing that prudent investment will be dligible for support.”® The
measures that we adopt in this Order will increase incentives for carriers to modernize their plant by
increasing the tota amount of high-cost loop support available under the cap.

201. Aswe move forward in the future, we will consider ways to ensure that we do not create
regulatory barriers to the deployment of advanced services. The principa thrust of the “no berriers”
proposal appears to be that the Commission should require carriers to deploy plant capable of providing
access to advanced services, and encourage them to replace plant that cannot provide such access.*
Moreover,we bdieve any specific policies we adopt in this area should apply uniformly to dl loca
exchange carriers, rather than as part of atransitiona high-cost support mechanism for rural carriers.*”
Therefore, we believe that the “no barriers’ policy as specifically proposed by the Rural Task Force
should be considered further in connection with our comprehensive review of the high-cost loop support
mechanisms for rura and non-rura carriers. In accordance with our mandate under section 706, we will
continue to examine whether deployment of advanced telecommunications capability to al Americansis
progressing in areasonable and timely manner, and to consider means by which we can stimulate the
further deployment of access to advanced services.*”

I Interstate Access Universal Service Support for Rate-of-Return Carriers
1. Background

202.  TheRura Task Force recommended a number of principles for the Commission to apply
in addressing the issue of implicit support for high loop costs within the interstate access rates of rate-of -
return carriers (typicaly rurd carriers).”” The Commission has taken various measures to reform the
access rate structure of price cap carriers.”® According to the Rural Task Force, rate disparity between

2 First Report and Order, 12 FCC Red at 8939 para. 300.

7 1d. Of course, carriers who make such investments using universal service support also must comply with the
mandate that support be used “only for the provision, maintenance, and upgrading of facilities and services for
which the support isintended.” 47 U.S.C. 8 254(e).

" See Rural Task Force Recommendation at 22-23. See also Second 706 Report, 15 FCC Red at 21004 para. 247

(“ Because the devel opment of the advanced services market remainsin avery early stage, . . . we believe that there
istime for usto examine further the factors that affect infrastructure investment and devel op policies that will
ensure access to needed services, but that are not inappropriately linked to universal service mechanisms for voice
telephony”). We note that the Rural Utilities Service makes funding for rural carriers contingent on their use of the
funds to deploy plant capable of providing accessto advanced services. See 7 C.F.R. §8§ 1751.100-1751.106. No
commenter addressed the Rural Utilities Service's standards or whether they would comport with federal high-cost
universa service mechanisms.

"> See Maine and Vermont Commissions Comments at 4 (“According to the Rural Policy Research Institute, for
every rural customer served by a‘rural telephone company,’ there are four rural customers served by a non[-]rura
company”).

%76 See Second 706 Report, 15 FCC Red at 21003-14 paras. 244-268.

" Rural Task Force Recommendation at 31-32. Although most rate-of-return carriers are rural carriers, whether a
carrier is subject to price cap regulation does not turn on whether it meets the definition of rural telephone
company. See generally Access Charge Reform for Incumbent Local Exchange Carriers Subject to Rate-of-Return
Regulation, CC Docket No. 98-77, Natice of Proposed Rulemaking, 13 FCC Rcd 14238 (1998); see also supra n.3.

“"® See Inter state Access Support Order, 15 FCC Red at 12962.
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price cap and rate-of -return carriers results from both access rate structure differences and cost
differences, and may create significant pressures on interexchange carriers to geographically deaverage
toll rates, contrary to the requirements of section 254(g) of the Act.*® To reform the access rate structure
of rate-of-return carriers, the Rural Task Force recommended that the Commission determine the amount
of implicit support within their access rates by calculating the difference between their current access
rates and “the appropriate unit prices of interstate access[,]” and then replacing this amount with a new,
uncapped support mechanism.*® The purpose of the new interstate access support mechanism would be
similar to that of the mechanism adopted in the Inter state Access Support Order for price cap carriers.

203. TheRura Task Force did not recommend a specific method for determining the
“appropriate unit prices of interstate access.” The Rural Task Force further recommended, among other
things, that the new support mechanism be funded by collections from al providers of interstate
telecommunications services, that support be subject to geographic deaveraging and targeted to high-cost
areas, and that support be portable and available to dl digible telecommunications carriers on an equitable,
non-discriminatory, and competitively neutral bass.

204.  The Joint Board concurred with the Rural Task Force that the Commission should
consider creating an explicit universal service support mechanism to replace support that may be implicit
within the access rates of rate-of-return carriers, but acknowledged that access charge issues “are
interstate in nature and, therefore, are properly before the Commission.”* The Joint Board stated,
however, that the MAG plan now before the Commission “raises issues beyond interstate access reform,
and proposes universal service policy and procedura changes, including rate comparability under section
254(b)(3) and the overall size of the universal service mechanisms.”** It therefore encouraged the
Commission “to ensure the Joint Board remains actively involved in review of those aspects of the MAG
plan that relate to universal service.”**

2. Discussion

205.  Wefind the Rural Task Force' s recommended principles for access reform to be
reasonable and generally consistent with prior Commission actions to reform the access rate structure of
price cap carriers. More specifically, these principles are generally consistent with our prior actions to
identify implicit support in interstate access charges and to replace such implicit support with explicit
universal service support available to al digible telecommunications carriers on an equitable, non-
discriminatory, and competitively neutral basis.®®* As the Joint Board recognized, the Commission
currently is considering access reform issues in a separate proceeding concerning the MAG plan.”®® We

947 U.S.C. § 254(¢).

“80 Rural Task Force Recommendation at 31.

“81 See Inter state Access Support Order, 15 FCC Red at 13043-44 paras. 195-97.
“82 Recommended Decision at 10 para. 20.

“81d. Asstated above, the MAG plan is an interstate access reform and universal service support proposal for
rate-of-return carriers. Seesupra n.l.

“®1d. The Joint Board further stated that “[a] significant number of Joint Board members urge that this
involvement include areferral to the Joint Board of the universal serviceissuesraised by the MAG plan.” Id.; see
id. at Concurring Statement of Commissioner Laska Schoenfelder and Statement of Public Counsel Martha Hogery
Concurring in Part and Dissenting in Part.

8 See supran.478.

**® The MAG plan includes a proposal similar in some respects to the Rural Task Force recommendation to replace
support that may be implicit within the access rate structure of rate-of-return carriers with anew, explicit support
mechanism. See MAG NPRM, 16 FCC Rcd at 463 para. 8, 466 para. 18.
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recognize the importance of completing access reform for rate-of -return carriers, and intend to act
expeditioudly to resolve issues raised in the MAG proceeding.”” Our consideration of these issuesin the
MAG proceeding will be informed by the Rural Task Force's recommended principles, which we will
incorporate into that docket, as well as by the comments filed in this proceeding and the MAG proceeding
concerning those principles.® Aswe stated previoudly in the MAG NPRM, we intend to keep the Joint
Board actively involved in review of those aspects of the MAG plan that relate to universal service.*”

206. Wergect AT& T sargument that “[t]he Commission must immediately address access
reform for rural carriers as part of the [Rural Task Force] plan.”*® In contrast to the Rural Task Force's
specific recommendations regarding reform of high-cost loop support under Part 36 of the Commission’s
rules, its recommendations regarding access reform consisted of generd principles, which it recognized do
not resolve fundamental questions that remain controversia.”* We agree with NRTA, OPASTCO,
USTA, and others that “[a] ccess charge reform issues would be more appropriately addressed in the
MAG Plan proceeding[.]”** Likewise, we reject suggestions that we defer action on the Rural Task
Force plan.*® As discussed above, the Rural Task Force plan represents a consensus of competing views
developed over the course of severa years and endorsed by a Joint Board Recommended Decision. The
MAG plan was first submitted to the Commission on October 20, 2000, and requires further consideration
to resolve issues raised by commenters.®* Accordingly, athough we are considering the issues raised in
both proceedings s multaneoudy, we conclude that the MAG plan’ s pendency before the Commission does
not warrant delay in implementation of the Rural Task Force plan.*®

“87 \We recognize that the Fifth Circuit recently held that, pursuant to section 254(e) of the Act, the Commission
cannot permit carriersto recover their universal service contributions through access chargesimposed on
interexchange carriers. We intend to address this matter expeditiously. See Comsat Corp., et al. v. FCC, No. 00-
60044 (5" Cir. May 3, 2001); seealso AT& T comments at 10-11.

“8 See Ad Hoc Telecommunications User Committee Comments at 26-27; Arizona LEC Assn. Comments at 3;
AT&T Comments at 4-11; California Commission Commentsat 3, 7; CUSC Comments at App. A 25-26; Evans Tel.
Co,, et.al. Comments at 8; General Communications, Inc. Comments at 2-3; John Staurulaukis, Inc. Comments at 17-
18; Texas Commission Comments at 8; WorldCom Comments at 4.

9 See MAG NPRM, 16 FCC Red at 466 para. 18 (“we intend to work closely with the Joint Board on those aspects
of the MAG proposal related to interstate access universal service support”); see also id. at 462 para. 4.

0 AT& T Comments at 8; see General Communications, Inc. Comments at 2-3; AT& T Reply Comments at 2-6;
WorldCom Reply Comments at 13-14.

“! Rural Task Force Recommendation at 31 (“there is no agreement on how much or how to determine the amount
of implicit support”); compare AT& T Comments at 8-10 (“AT& T suggests that the Commission follow the CALLS
model for rural carriers’) with CUSC Comments at App. A 25-26 (Rural Task Force'srecommended approach, “like
the CALLS plan, makes the unfounded assumption that all residual access revenues not recovered through the
rebalanced access charges constitute appropriate universal service subsidies.”).

492 NRTA, OPASTCO, & USTA Comments at 3; see NTCA Comments at 20.

4% Sae NRTA, OPASTCO, & USTA Comments at 2-3; Fred Williamson & Assoc. Comments at 2; see also TDS
Commentsin CC Docket No. 00-256.

% See, e.g., Alaska Commission Comments in CC Docket No. 00-256 at 2 (“Unlike the CALLS plan, the MAG's
access charge reform proposals have not been tempered by industry consensus. Development of an industry
consensus would likely result in changes that we believe are needed before the plan is approved.”); WorldCom
Comments at 2 (“the MAG plan’s strengths are outweighed by obvious weaknesses. The Commission should not
adopt the MAG planinits current form”).

% Wyoming Commission Comments at 1 (urging the Commission not to allow “any unresolved accessreform
issues to stand in the way of timely and necessary federal universal service reform.”); see Alaska Commission
Commentsin CC Docket No. 00-256 at 2 (“we would not like to see approval of the RTF delayed while the
considerable additional issuesin the MAG Plan are debated.”).
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V. FURTHER NOTICE OF PROPOSED RULEMAKING
A. Background

207.  Asdiscussed in greater detail in the attached Order,™ we decline at this time to adopt the
Rural Task Force's proposal to freeze high-cost loop support on a per-line basisin rura carrier study areas
where a competitive eligible telecommunications carrier initiates service. The purpose of the proposal was
to prevent excessive growth in the universal service fund as aresult of the entrance of competitive eigible
telecommunications carriersin rural carrier study areas over the life of the five-year plan we adopt here.
As discussed above in section 1V.C.3, support provided to competitive digible telecommunications carriers
is not subject to the overall cap on the high-cost loop fund. During the five-year period, excessive growth
in the fund is thus possible if incumbent carriers lose many lines to competitive digible telecommunications
cariers, or if competitive eligible telecommunications carriers add a significant number of lines. Thefirst
scenario raises particular fund growth concerns because as an incumbent “loses’ lines to a competitive
eligible telecommunications carrier, the incumbent must recover its fixed costs from fewer lines, thus
increasing its per-line costs. With higher per-line costs, the incumbent would receive greater per-line
support, which would aso be available to the competitive eigible telecommunications carrier for each of
the linesthat it serves. Thus, a substantia loss of an incumbent’ s lines to a competitive digible
telecommunications carrier could result in excessive fund growth.

208.  We base our decision not to adopt the Rural Task Force' s proposal at this time on several
concerns. Firgt, the proposa may be of limited benefit in serving its intended purpose and may, in some
instances, contribute to fund growth by freezing support at higher levels than would be warranted in the
future. Second, the likelihood of a competitive eligible telecommunications carrier capturing a substantial
percentage of lines from the incumbent during the five-year period is speculative. Third, the indexed cap
on the high-cost loop fund will operate as a check on excessive fund growth to a certain extent. Fourth,
we are concerned that the proposal may have the unintended consequence of discouraging efficient
investment in rurd infrastructure. Fifth, the proposal may hinder the competitive entry in rural study aress
by creating an additional incentive for incumbents to oppose the designation of digible telecommunications
carriersin rural study areas. Finally, we are concerned that the proposal would require complex and
adminigtratively burdensome regulations to implement.

B. I ssues for Comment

209.  Although we decline, at thistime, to adopt the Rural Task Force's proposal to freeze per-
line support in rural carrier study areas in which a competitive eligible telecommunications carrier is
providing service, we recognize that excessive fund growth may occur during this five-year plan. We note
that the indexed cap on high-cost loop support would not check this growth fully, because support received
by competitive carriers currently is not included within the cap. To develop the record on this issue more
fully, we invite interested parties to propose possible aternative measures that may be appropriate to
address thisissue. We aso invite commenters to address the likelihood that such measures may be
necessary to prevent excessive fund growth during the five-year period.

210.  One possible approach suggested by commenters would be to freeze support only when a
competitive carrier serves a specific percentage of the total lines within a study area.®®” Under this
gpproach, the Commission would adopt a threshold percentage of lineslost for triggering the freeze. As
discussed above, however, a smple threshold requirement would fail to target study areas where the
excessive fund growth is most likely to occur, because it could not distinguish captured fram new

“% See supra discussion at section |V.B.3.
" See supra n.325.
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subscriber lines.**® With regard to any proposal to freeze support, commenters should address whether
support should be frozen for the study area, the competitor’s service area, or the incumbent’ s specific
disaggregation zone. We aso invite commenters to propose other aternatives. Commenters should
address the administrative feasibility of any such proposals, and whether they are consistent with the
principles of encouraging investment in rura infrastructure and promoting competitive entry.**

211.  Although we are not convinced of the likelihood of excessive fund growth dueto
competitive entry in high-cost areas during the life of this five-year plan, we intend to resolve the issues
raised in this Further Notice expeditioudy after we have developed the record more fully. Inthe
meantime, as discussed above, we intend to closely monitor the impact of competitive entry in rura carrier
study areas to ensure that excessive fund growth does not occur, consistent with our obligation in section
254 to maintain a specific, predictable, and sufficient universal service fund.>®

VI. PROCEDURAL MATTERS
A. Final Regulatory Flexibility Analysis

212.  Asrequired by the Regulatory Flexibility Act (RFA)** an Initid Regulatory Flexibility
Andysis (IRFA) was incorporated in the Further Notice.*® The Commission sought written public
comment on the proposals in the Further Notice, including comment on the IRFA. This present Final
Regulatory Flexibility Anadysis (FRFA) conforms to the RFA.>*

1. Need for, and Objectives of, the Order

213. The 1996 Act requires the Commission to consult with the Joint Board in implementing
section 254, which establishes a number of principles for the preservation and advancement of universal
sarvice in a competitive telecommunications environment.® The Commission initiated this proceeding to
consider the Recommended Decision of the Joint Board regarding arural universal service plan developed
by the Rural Task Force. In this Order, consistent with the recommendation of the Joint Board, we adopt
interim rules for determining high-cost universal service support for rura telephone companies based upon
the modified embedded cost mechanism proposed by the Rura Task Force. These rules should benefit al
rura carriers because they will result in predictable levels of support so that rural carriers can continue to
provide affordable service in rural America, while ensuring that consumersin al regions of the Nation,
including rural aress, have access to affordable and quality telecommunications services.

214.  Inthis Order, we take the following actions in response to the Rural Task Force's
recommended reforms to the rural high-cost loop support mechanism and the proposals made by the
MAG relating to these rules. First, we adopt the Rural Task Force' s recommendation to re-base the high-
cost loop support fund for rura telephone companies and retain an indexed cap on the fund. Second, we

“% See supra para. 130; Rural Task Force White Paper 5 at 17 (“ Dealing with ‘ captured’ and ‘new’ linesmay create
administrative problems and the need to track customers from one[carrier] to another”).

% See supra paras. 128-130.
% 47 U.S.C. § 254(b)(5); see supra at para. 130.

% See 5 U.S.C. §603. The RFA, see5 U.S.C. § 601 et seq., has been amended by the Contract with America
Advancement Act of 1996, Pub. L. No. 104-121, 110 Stat. 847 (1996) (CWAAA). Titlell of the CWAAA isthe Small
Business Regulatory Enforcement Fairness Act of 1996 (SBREFA).

%92 Eurther Notice at 3-9.
53 See 5U.S.C. §604.
5 47U.SC. §254.
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adopt arura growth factor that alows growth in the high-cost loop support fund based on the annual
increases in the Gross Domestic Product-Chained Price Index (GDP-CPI) and growth in the total number
of working loops of rural carriers. Third, we adopt a modified version of the Rural Task Force's proposa
as it relates to corporate operations expense. We revise the corporate operations expense limitation
calculation so that the dollar values in the formula are re-based and indexed by the GDP-CPI. We also
raise the minimum cap for those carriers with 6,000 or fewer loops. In the revised corporate operations
expense formula, we allow these carriers to receive support for corporate operations expenses of up to
$600,000 or amounts derived from the revised corporate operations expense formula, whichever is greater.
Fourth, we adopt a modified version of the Rural Task Force's proposed safety net additive so that if
certain criteria are met, a carrier may receive support for itsincremental expense adjustment associated
with new investment. Fifth, while we retain section 54.305 of the Commission’s rules which provides that
a carrier acquiring exchanges from an unaffiliated carrier shall receive the same per-line leves of high-
cost support for which the acquired exchanges were eligible prior to their transfer, we aso modify the rule
to provide safety valve support for additiona investment made in the acquired exchanges. Sixth, we adopt,
with certain modifications, the three paths for the disaggregation and targeting of high-cost universal
service support proposed by the Rural Task Force. We aso adopt the general requirements that the Rural
Task Force proposed for al disaggregation plans. Seventh, we adopt the Rural Task Force's proposed
framework, with the above noted modifications, and it shall remain in place for five years. Findly, we
conclude that states should file annual certifications with the Commission to ensure that rural carriers and
compstitive dligible telecommunications carriers providing service in the service area of arura loca
exchange carrier use universal service support “only for the provision, maintenance and upgrading of
facilities and services for which the support is intended” consistent with section 254(e) of the Act.

215.  Inthis Order, the Commission also addresses certain issues raised in the MAG
proceeding. Specificaly, we find that the MAG proposal to remove the indexed cap entirely and to
eliminate the limits on corporate operations expenses is unwarranted. We also decide against the MAG
proposdl to the extent that it recommends elimination of section 54.305 entirely. Findly, we disagree with
the MAG proposal to alow rura carriers to disaggregate universal service support up to three zones per
wire center. We find the Rural Task Force's recommended principles for access reform to be reasonable
and generaly consistent with prior Commission actions to reform the access rate structure of price cap
carriers. These principles will aid our consideration of access charge reform issues in the pending MAG
proceeding.

216.  Wefind that the interim rules strike afair and reasonable balance among the principles
and goas enumerated in section 254 of the Communications Act of 1934, as amended by the
Telecommunications Act of 1996. Specificaly, as the Commission continues to develop along-term
coordinated universal service plan, thisinterim plan will provide predictable levels of support so that rurd
carriers can make prudent investments in rural America.

2. Summary of Significant I ssues Raised by Public Comments In Response
tothe IRFA

217.  No comments were submitted in response to the IRFA, nor did commenters address the
potentia impact of these interim rules on small business. The Commission, however, did consider the
burden that certain provisions contained in the Order may have on smaller carriers and sought to minimize
that burden. For example, as the Commission states in this Order, to reduce the need for small carriers to
seek awaiver under the corporate operations expense rules™ we raise the minimum cap on dlowable
corporate operations expenses supported by universal service to $600,000 or amounts derived from the

%% 47 CF.R. §36.621(a)(4).
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revised corporate operations expense formulas, whichever is greater.®® This eiminates the burden and
expense associated with the waiver process for those carriers.

3. Description and Estimate of the Number of Small Entitiesto Which the
Notice will Apply

218. The RFA directs agencies to provide a description of, and, where feasible, an estimate of
the number of small entities that may be affected by the proposed rules adopted herein.®” The RFA
generdly defines the term "smdll entity” as having the same meaning as the terms "small business,” "small
organization," and "small governmental jurisdiction.™® In addition, the term "small business' has the same
meaning as the term "small business concern” under the Small Business Act.*® Under the Small Business
Act, a"small business concern” is one that: (1) isindependently owned and operated; (2) is not dominant
initsfield of operation; and (3) meets any additiona criteria established by the Small Business
Administration (SBA).*°

219.  We haveincluded smdl incumbent local exchange carriersin this RFA anaysis. As
noted above, a"small business' under the RFA is one that, inter alia, meets the pertinent small business
size standard (e.g., a telephone communications business having 1,500 or fewer employees), and "is not
dominant in its field of operation.”™™ The SBA's Office of Advocacy contends that, for RFA purposes,
small incumbent local exchange carriers are not dominant in their field of operation because any such
dominanceisnot "nationd" in scope.®” We have therefore included small incumbent carriers in this RFA
analysis, although we emphasize that this RFA action has no effect on the Commission’s analyses and
determinations in other, non-RFA contexts.

220.  Local Exchange Carriers. Neither the Commission nor the SBA has developed a
definition for small providers of local exchange services. The closest applicable definition under the SBA
rulesis for telephone communications companies other than radiotel ephone (wireless) companies.™
According to the most recent Trends in Telephone Service report, 1,335 incumbent carriers reported that

%% See supra at para. 75.
%¥"5U.S.C. §603(b)(3).
% 5 U.S.C. § 601(6).

¥ 5U.S.C. § 601(3) (incorporating by reference the definition of "small business concern” in 15 U.S.C. § 632).
Pursuant to 5 U.S.C. § 601(3), the statutory definition of asmall business applies "unless an agency after
consultation with the Office of Advocacy of the Small Business Administration and after opportunity for public
comment, establishes one or more definitions of such term which are appropriate to the activities of the agency and
publishes such definition in the Federal Register.”

*915U.SC. §632.
' 5U.S.C. §601(3).

*12 See | etter from Jere W. Glover, Chief Counsel for Advocacy, SBA, to William E. Kennard, Chairman, FCC, dated
May 27, 1999. The Small Business Act contains a definition of "small business concern,” which the RFA
incorporatesinto its own definition of "small business." See U.S.C. § 632(a) (Small Business Act); 5U.S.C. §
601(3) (RFA). SBA regulationsinterpret "small business concern" to include the concept of dominance on a
national basis. 13 C.F.R. § 121.102(b). Since 1996, out of an abundance of caution, the Commission has included
small incumbent LECsin itsregulatory flexibility analyses. See, e.g., Implementation of the Local Competition
Provisions of the Telecommunications Act of 1996, CC Docket, 96-98, First Report and Order, 11 FCC Rcd 15499,
16144-45 (1996).

%1313 C.F.R. §121.201, SIC Code 4813.
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they were engaged in the provision of local exchange services®™ We do not have data specifying the
number of these carriers that are either dominant in their field of operations, are not independently owned
and operated, or have more than 1,500 employees, and thus are unable at this time to estimate with greater
precision the number of local exchange carriers that would qualify as small business concerns under the
SBA's definition. Of the 1,335 incumbent carriers, 13 entities are price cap carriers that are not subject to
theserules. Consequently, we estimate that fewer than 1,322 providers of local exchange service are
small entities or small incumbent local exchange carriers that may be affected.

221. Competitive Access Providers. Neither the Commission nor the SBA has developed a
definition of small entities specifically applicable to competitive access services providers (CAPs). The
closest applicable definition under the SBA rulesis for telephone communications companies other than
radiotelephone (wireless) companies®™ According to the most recent Trends in Telephone Service data,
349 CAPs/competitive local exchange carriers and 60 other local exchange carriers reported that they
were engaged in the provision of competitive local exchange services.™® We do not have data specifying
the number of these carriers that are not independently owned and operated, or have more than 1,500
employees, and thus are unable at this time to estimate with greater precision the number of CAPs that
would qualify as small business concerns under the SBA's definition. Consequently, we estimate that
there are less than 349 small entity CAPs and 60 other local exchange carriers that may be affected.

222.  Cdlular Licensees. Neither the Commission nor the SBA has developed a definition of
small entities gpplicable to cellular licensees. Therefore, the applicable definition of small entity isthe
definition under the SBA rules applicable to radiotelephone (wireless) companies. This provides that a
small entity is a radiotelephone company employing no more than 1,500 persons®’ According to the
Bureau of the Census, only twelve radiotelephone firms from atotal of 1,178 such firms which operated
during 1992 had 1,000 or more employees>® Therefore, even if al twelve of these firms were cellular
telephone companies, nearly al cdlular carriers were small businesses under the SBA's definition. In
addition, we note that there are 1,758 cdllular licenses; however, a cellular licensee may own several
licenses. In addition, according to the most recent Trends Report data, 806 carriers reported that they
were engaged in the provision of either cellular service or Personal Communications Service (PCS)
services, which are placed together in the data.®® We do not have data specifying the number of these
carriers that are not independently owned and operated or have more than 1,500 employees, and thus are
unable at this time to estimate with greater precision the number of cellular service carriers that would
qualify as small business concerns under the SBA's definition. Consequently, we estimate that there are
fewer than 808 small cellular service carriers that may be affected.

223.  Broadband Personal Communications Service (PCS). The broadband PCS spectrum
is divided into six frequency blocks designated A through F, and the Commission has held auctions for
each block. The Commission defined "small entity” for Blocks C and F as an entity that has average gross
revenues of less than $40 million in the three previous caendar years.®® For Block F, an additiona

* FCC, Common Carrier Bureau, Industry Analysis Division, Trendsin Telephone Service, Table 16.3 (Dec. 2000)
(Trends Report).

*° 13 C.F.R. §121.201, SIC code 4813.

*!® Trends Report, Table 16.3.

13 C.F.R. §121.201, SIC code 4812.

%18 1992 Census, Series UC92-S-1, at Table 5, SIC code 4812.
*9 Trends Report, Table 16.3.

0 See Amendment of Parts 20 and 24 of the Commission's Rules -- Broadband PCS Competitive Bidding and the
Commercial Mobile Radio Service Spectrum Cap, WT Docket No. 96-59, Report and Order, FCC 96-278, paras. 57-
60 (rel. Jun. 24, 1996), 61 Fed. Reg. 33859 (Jul. 1, 1996); see also 47 C.F.R. § 24.720(h).
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classification for "very small business’ was added and is defined as an entity that, together with their
affiliates, has average gross revenues of not more than $15 million for the preceding three calendar
years.** These regulations defining "small entity" in the context of broadband PCS auctions have been
approved by the SBA.*? No small businesses within the SBA-approved definition bid successfully for
licensesin Blocks A and B. There were 90 winning bidders that qualified as small entitiesin the Block C
auctions. A total of 93 small and very small business bidders won approximeately 40 percent of the 1,479
licenses for Blocks D, E, and F.5® Based on this information, we conclude that the number of small
broadband PCS licensees will include the 90 winning C Block bidders and the 93 qualifying biddersin the
D, E, and F blocks, for atota of 183 small entity PCS providers as defined by the SBA and the
Commission's auction rules.

224.  Rural Radiotelephone Service. The Commission has not adopted a definition of small
entity specific to the Rural Radiotelephone Service™ A significant subset of the Rural Radiotelephone
Service is the Basic Exchange Telephone Radio Systems (BETRS).*® We will use the SBA's definition
applicable to radiotelephone companies, i.e., an entity employing no more than 1,500 persons®*® There are
approximately 1,000 licensees in the Rura Radiotel ephone Service, and we estimate that dmost al of
them qualify as smdl entities under the SBA's definition.

225.  Specialized Mobile Radio (SMR). The Commission awards bidding credits in auctions
for geographic area 800 MHz and 900 MHz SMR licenses to firms that had revenues of no more than
$15 million in each of the three previous cdendar years®’ In the context of both the 800 MHz and 900
MHz SMR, adefinition of "small entity" has been approved by the SBA.

226.  Thesefees gpply to SMR providers in the 800 MHz and 900 MHz bands that either hold
geographic area licenses or have obtained extended implementation authorizations. We do not know how
many firms provide 800 MHz or 900 MHz geographic area SMIR service pursuant to extended
implementation authorizations, nor how many of these providers have annual revenues of no more than
$15 million. One firm has over $15 million in revenues. We assume, for purposes of this FRFA, that all of
the remaining existing extended implementation authorizations are held by small entities, asthat term is
defined by the SBA.

227.  For geographic arealicenses in the 900 MHz SMR band, there are 60 who qudlified as
small entities. For the 800 MHz SMRs, 38 are smdll or very small entities.

228.  Fixed Microwave Services. Microwave services include common carrier,”
private-operationd fixed,” and broadcast auxiliary radio services® At present, there are approximately

%21 See Amendment of Parts 20 and 24 of the Commission's Rules -- Broadband PCS Competitive Bidding and the
Commercial Mobile Radio Service Spectrum Cap, WT Docket No. 96-59, Report and Order, FCC 96-278, para. 60
(1996), 61 Fed. Reg. 33859 (Jul. 1, 1996).

22 See, e.g., Implementation of Section 309(j) of the Communications Act -- Competitive Bidding, PP Docket
No. 93-253, Fifth Report and Order, 9 FCC Rcd 5532, 5581-84 paras. 115-117 (1994).

°2 FCC News, Broadband PCS, D, E and F Block Auction Closes, No. 71744 (rel. Jan. 14, 1997).

%4 The serviceis defined in section 22.99 of the Commission's Rules. 47 C.F.R. § 22.99.

%25 BETRS is defined in sections 22.757 and 22.759 of the Commission's Rules. 47 C.F.R. §8§ 22.757, 22.759.
%013 C.F.R. §121.201, SIC code 4812.

%27 47 CF.R. §90.814(b)(1).

%28 47 CF.R. §8 101, et seq. (formerly Part 21 of the Commission's Rules).

2 Persons eligible under Parts 80 and 90 of the Commission's rules can use Private Operational-Fixed Microwave
services. See 47 C.F.R. Parts 80, 90. Stationsin thisservice are called operational-fixed to distinguish them from
(continued....)
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22,015 common carrier fixed licensees and 61,670 private operationa-fixed licensees and broadcast
auxiliary radio licensees in the microwave services. The Commission has not yet defined a small business
with respect to microwave services. For purposes of this FRFA, we utilize the SBA's definition applicable
to radiotel ephone companies -- i.e., an entity with no more than 1,500 persons®' We estimate, for this
purpose, that all of the Fixed Microwave licensees (excluding broadcast auxiliary licensees) would qualify
as small entities under the SBA definition for radiotelephone companies.

229. 39 GHz Licensees. Neither the Commission nor the SBA has developed a definition of
small entities applicable to 39 GHz licensees. Therefore, the gpplicable definition of small entity is the
definition under the SBA rules applicable to radiotelephone (wireless) companies. This providesthat a
small entity is a radiotelephone company employing no more than 1,500 persons.®* For purposes of the 39
GHz license auction, the Commission defined “small entity” as an entity that has average gross revenues
of less than $40 million in the three previous caendar years, and "very smdl entity" as an entity that has
average gross revenues of not more that $15 million for the preceding three calendar years. The
Commission has granted licenses to 29 service providersin the 39 GHz service. We do not have data
specifying the number of these carriers that are not independently owned and operated or have more than
1,500 employees, and thus are unable at this time to estimate with greater precision the number of 39 GHz
licensees that would qualify as small business concerns under the SBA's definition. Consequently, we
estimate that there are no more than 29 39 GHz small business providers that may be affected.

4. Description of Projected Reporting, Recordkeeping, and Other
Compliance Requirements

230.  Inthe Order, we adopt the Rura Task Force's proposdl that rura carriers be given a
choice of three different options for disaggregating and targeting per-line universal service high-cost
support, including high-cost loop support, Long Term Support (LTS), and Local Switching Support (LSS).
Rural carriers are required to choose one of the paths detailed below within 270 days of the effective date
of the new rules through submission to the state commissions. Rural carriers not subject to the jurisdiction
of the state are required to make such submissions to the Commission. Rural carriersthat elect to
disaggregate and target per-line support under either Path Two or Three are required to report loops at the
cost-zone level, which is a modification of the current requirement that carriers report loops at the study-
arealevel. This change will require only minor increasesin a carrier’s reporting burdens, and
predominantly only in the first year that the carrier revises its method of reporting. Path 1 isavailable to
rural carriers that do not want to target high-cost support. Path Two is available to rural carriers that want
state commission review and approval of a disaggregation plan. Path Threeis availableto rural carriers
interested in salf-certifying a method for disaggregating universal service support into a maximum of two
cost zones per wire center.®* Only a disaggregation plan filed under Path Three requires additional

(Continued from previous page)
common carrier and public fixed stations. Only the licensee may use the operational-fixed station, and only for
communications related to the licensee's commercial, industrial, or safety operations.

% Auxiliary Microwave Serviceis governed by Part 74 of the Commission'srules. See 47 CF.R. Part 74. Available
to licensees of broadcast stations and to broadcast and cable network entities, broadcast auxiliary microwave
stations are used for relaying broadcast television signals from the studio to the transmitter, or between two points
such asamain studio and an auxiliary studio. The service also includes mobile TV pickups, which relay signals
from aremote location back to the studio.

1 13 C.F.R. §121.201, SIC code 4812.
%213 C.F.R. §121.201, SIC code 4812.

% Alternatively, the self-certified plan may comply with aprior regulatory determination that a different level of
disaggregation is appropriate. Under the Rural Task Force' s proposal, rural carriers also may disaggregate and
target per-line support to cost zones within wire centers. In this Order, we deny the MAG’ s proposal to allow rural
carriersto disaggregate support to up to three zones.
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reporting requirements to the Commission. Under Path Three, a carrier must use arationaethat is
reasonably related to the cost of providing service for each cost zone within each disaggregation category
(high-cost loop support, LSS, and LTS). We estimate that the annual burden hours in the first year would
be 60 hours. We estimate subsequent annual burden hours at 8 hours. We believe the burden associated
with this reporting requirement is appropriately balanced with the benefits reporting rural carriers will
receive.

231.  The Commission aso adopted the Rural Task Force's proposa to extend the section
254(e) certification process to rural carriers.>™ Under this process, state regulatory commissions provide
the Commission with annual certifications indicating that the rura carriersin their states receiving federa
universal service support will use the support “only for the provision, maintenance, and upgrading of
facilities and services for which the support isintended.”>* Carriers not subject to the jurisdiction of the
state must submit a sworn affidavit to the Commission stating that they will use support “only for the
provison, maintenance, and upgrading of facilities and services for which the support isintended.” This
reporting requirement will provide states and carriers with access to federal universal service support in a
way that ensures the integrity of the universal service fund. We estimate that the annual burden hours
associated with the section 254(e) certification process would be 12 hours per carrier. Thisis anomina
burden on rurd carriers and is balanced against the high degree of federal universa service benefits rural
carriers would receive.

232.  Findly, the Commission adopted a modification to an existing reporting requirement
regarding working loops. Under the current rules, rurd carriers are required to submit, on an annual basis,
the number of working loopsiit has for each study area it serves.®® In this Order, we modify this reporting
requirement to require that once a competitor enters arural carriers study area, working loops are required
to be reported on a quarterly basis.>*” The Commission determined that this was necessary to prevent the
overpayment of support to incumbent rural carriers, which occurs under the current rule because
competitors have an incentive to update quarterly, while the incumbent has an incentive to only update
annually.>®

5. Steps Taken To Minimize Significant Economic Impact on Small Entities,
and Significant Alternatives Considered

233.  TheRFA requires an agency to describe any significant aternatives that it has considered
in reaching its proposed approach, which may include the following four aternatives (among others): (1)
the establishment of differing compliance or reporting requirements or timetables that take into account the
resources available to small entities; (2) the clarification, consolidation, or smplification of compliance or
reporting requirements under the rule for small entities; (3) the use of performance, rather than design,
standards; and (4) an exemption from coverage of the rule, or any part thereof, for small entities.*

234.  The Order adopted herein is the result of an analysis of a number of options for
distributing federal universal service support to rurd carriers. Throughout the Order, it is evident that the

% 47 U.S.C. § 254(e).

% |d. Injurisdictions where carriers are not subject to the jurisdiction of a state commission or other state
regulatory authority, the carrier isrequired to self-certify that it will use the support “only for the provision,
maintenance, and upgrading of facilities and services for which the support isintended.” 47 U.S.C. § 254(e).

%% 47 CF.R. §8 36.612, 54.307.
%% See supra paras. 133-134.

538 Id

*¥5U.S.C. § 603(c).
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Commission took great strides in balancing the burdens associated with modification of the existing
embedded cost mechanism and the benefits these modifications confer on rura carriers and competitive
eligible telecommunications carriers. In thisregard, it isimportant to note that we make these
modifications with only minimal reporting requirements.

235.  Among the significant dternatives, we considered whether modification of the corporate
operations expense cap would minimize the burden and expense associated with seeking awaiver for
smaller carriers.  In this Order, we decide to raise the existing cap for carriers with 6,000 or fewer
working loops so they can receive support for up to $600,000 or amounts derived from the revised
corporate operations expense formula adopted herein, whichever is greater.>® We thus decrease the need
of smaller carriers to request awaiver. In addition, we adopt a modified version of the safety net additive
mechanism proposed by the Rural Task Force. We conclude that a modification to the safety net additive
is warranted because as proposed, the mechanism potentially allowed for the recovery of more than 100
percent of incremental costs.>* We also consider alternative measurements of “meaningful investment”
for purposes of calculating safety valve support. We conclude that the aternatives considered would, in
some instances, deny the recovery of such meaningful investments.

236. Report to Congress: The Commission will send acopy of the Order, including this FRFA,
in areport to be sent to Congress pursuant to the Congressional Review Act.> In addition, the
Commission will send a copy of the Order, including the FRFA, to the Chief Counsel for Advocacy of the
SBA. A copy of the Order and FRFA (or summaries thereof) will also be published in the Federal
Register.>”

B. Paperwork Reduction Act

237.  Asrequired by the Paperwork Reduction Act of 1995, the Further Notice invited the
generd public and the Office of Management and Budget (OMB) to comment on the proposed
modifications contained in the Notice. In this Report and Order, we adopt with certain modifications the
proposals contained in the Further Notice.

238.  Asdescribed above, the rules we adopt in this Order reflect our efforts to balance the
needs of rurd carriers, while minimizing the burden on those entities that must comply with our reporting
requirements. The information we request should not require significant additional resources asthey area
modification of current reporting requirements. Additionaly, by freezing the nationa average loop cost at
$240, we eiminate the need for non-rurd carriersto file loop cost data on a quarterly basis, thus dleviating
those carriers of an administrative burden.>*

239.  Theaction contained herein has been analyzed with respect to the Paperwork Reduction
Act of 1995 and found to impose new or modified reporting and recordkeeping requirements or burdens on
the public. Implementation of these new or modified reporting and recordkeeping requirements will be
subject to approval by the Office of Management and Budget (OMB) as prescribed by the Act, and will
go into effect upon announcemert in the Federal Register of OMB approval.

*0 See supra para. 74.

1 See supra paras. 79-80.

2 See 5U.S.C. §801(a)(1)(A).
>3 See 5 U.S.C. § 604(b).

> See supra para. 59.
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C. Effective Date of Final Rules

240.  We conclude that the amendments to our rules adopted herein shall be effective upon
publication in the Federal Register. The fina rules must take effect prior to 30 days after their publication
in the Federa Register in order for NECA to be able to implement the necessary changes to the high-cost
loop support mechanism by July 1, 2001. Accordingly, pursuant to the Administrative Procedure Act, we
find good cause to depart from the general requirement that final rules take effect not less than 30 days
after their publication in the Federa Register.

D. Initial Regulatory Flexibility Analysis

241.  Asrequired by the Regulatory Flexibility Act (RFA),** the Commission has prepared this
Initid Regulatory Flexibility Analysis (IRFA) of the possible significant economic impact on small entities
by the policies and rules proposed in this Further Notice of Proposed Rulemaking.>® Written public
comments are requested on this IRFA. Comments must be identified as responses to the IRFA and must
be filed by the deadlines for comments on the Notice provided below in section G. The Commission will
send a copy of the Notice, including this IRFA, to the Chief Counsel for Advocacy of the SBA.* In
addition, the Notice and IRFA (or summaries thereof) will be published in the Federal Register.>®

1. Need for and Objectives of the Proposed Rules

242, In the Order accompanying this Further Notice of Proposed Rulemaking, we modify
the rural high-cost mechanism. While we declined to adopt the Rura Task Force's proposal to freeze per-
line support in rurd carrier study areas in which a competitive eigible telecommunications carrier is
providing service, we recognized that excessive fund growth may occur during the five-year duration of
the interim plan. We noted that the indexed cap on high-cost loop support would not check this growth
fully, because support received by competitive carriersis not included within the cap.>® To develop the
record on this issue more fully, we issue this Further Notice of Proposed Rulemaking and invite
interested parties to propose possible alternative measures that may be appropriate to address this issue.>®
We also invite commenters to address the likelihood that such measures may be necessary to prevent
excessive fund growth during the five-year period.

243.  Although we are not convinced of the likelihood of excessive fund growth dueto
competitive entry in high-cost areas during the life of this five-year plan, we intend to resolve the issues
raised in this Further Notice of Proposed Rulemaking expeditiously after we have developed the record
more fully.

2. Legal Basis

244, The legd basis as proposed for this Further Notice of Proposed Rulemaking is
contained in sections 4(i), 4(j), 201-205, 254, and 403 of the Communications Act of 1934 (as amended by

> See5U.S.C. §603. TheRFA, see5U.S.C. § 601 et. seq., has been amended by the Contract with America
Advancement Act of 1996, Pub. L. No. 104-121, 110 Stat. 847 (1996) (CWAAA). Title 1l of the CWAAA isthe Small
Business Regulatory Enforcement Fairness Act of 1996 (SBREFA).

% See generally supra paras. 207-211.
" See 5 U.S.C. §603(a).

8 Seeid.

9 See supra para. 125.

0 See supra paras. 207-211.
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the Telecommunications Act of 1996), 47 U.S.C. 88 4(i), 4(j), 201-205, 254, 403.
3. Description and Estimate of Small Entitiesto Which Rules Will Apply

245.  The RFA directs agencies to provide a description of, and, where feasible, an estimate of
the number of small entities that may be affected by the proposed rules adopted herein.®* The RFA
generaly defines the term "small entity” as having the same meaning as the terms "small business," "small
organization," and "smal governmenta jurisdiction.”* In addition, the term "small business' has the same
meaning as the term "small business concern” under the Small Business Act.>* Under the Small Business
Act, a"small business concern" isonethat: (1) isindependently owned and operated; (2) is not dominant
initsfield of operation; and (3) meets any additiona criteria established by the Small Business
Administration (SBA).>™

246.  We have included small incumbent local exchange carriersin this RFA analysis. As
noted above, a"smal business’ under the RFA is one that, inter alia, meets the pertinent small business
size standard (e.g., a telephone communications business having 1,500 or fewer employees), and "is not
dominant in its field of operation.”> The SBA's Office of Advocacy contends that, for RFA purposes,
small incumbent local exchange carriers are not dominant in their field of operation because any such
dominance is not "nationa" in scope>* We have therefore included small incumbent carriersin this RFA
anaysis, athough we emphasize that this RFA action has no effect on the Commission’s analyses and
determinations in other, non-RFA contexts.

247.  Local Exchange Carriers. Neither the Commission nor the SBA has developed a
definition for small providers of local exchange services. The closest applicable definition under the SBA
rulesis for telephone communications companies other than radiotel ephone (wireless) companies.™’
According to the most recent Trends Report data, 1,335 incumbent carriers reported that they were
engaged in the provision of local exchange services™® We do not have data specifying the number of
these carriers that are either dominant in their field of operations, are not independently owned and
operated, or have more than 1,500 employees, and thus are unable at this time to estimate with greater
precision the number of local exchange carriers that would qualify as small business concerns under the

®15U.S.C. §603(b)(3).
%25 U.S.C. § 601(6).

%5 U.S.C. § 601(3) (incorporating by reference the definition of "small business concern” in 15 U.S.C. § 632).
Pursuant to 5 U.S.C. § 601(3), the statutory definition of asmall business applies "unless an agency after
consultation with the Office of Advocacy of the Small Business Administration and after opportunity for public
comment, establishes one or more definitions of such term which are appropriate to the activities of the agency and
publishes such definition in the Federal Register.”

®15U.SC. §632.
®5U.SC. §601(3).

%% See L etter from Jere W. Glover, Chief Counsel for Advocacy, SBA, to William E. Kennard, Chairman, FCC, dated
May 27, 1999. The Small Business Act contains adefinition of "small business concern," which the RFA
incorporatesinto its own definition of "small business." See U.S.C. § 632(a) (Small Business Act); 5U.S.C. §
601(3) (RFA). SBA regulationsinterpret "small business concern” to include the concept of dominance on a
national basis. 13 C.F.R. § 121.102(b). Since 1996, out of an abundance of caution, the Commission has included
small incumbent LECsin itsregulatory flexibility analyses. See, e.g., Implementation of the Local Competition
Provisions of the Telecommunications Act of 1996, CC Docket, 96-98, First Report and Order, 11 FCC Rcd 15499,
16144-45 (1996).

%713 C.F.R. §121.201, SIC Code 4813.
**® Trends Report, Table 16.3.
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SBA's definition. Of the 1,335 incumbent carriers, 13 entities are price cap carriers that are not subject to
these rules. Consequently, we estimate that fewer than 1,322 providers of local exchange service are
small entities or small incumbent local exchange carriers that may be affected.

248.  Competitive Access Providers. Neither the Commission nor the SBA has developed a
definition of small entities specifically applicable to competitive access services providers (CAPs). The
closest applicable definition under the SBA rulesis for telephone communications companies other than
radiotelephone (wireless) companies.™ According to the most recent Trends Report data, 349
CAPs/competitive local exchange carriers and 60 other local exchange carriers reported that they were
engaged in the provision of competitive local exchange services®® We do not have data specifying the
number of these carriers that are not independently owned and operated, or have more than 1,500
employees, and thus are unable at this time to estimate with greater precision the number of CAPs that
would qudify as smal business concerns under the SBA's definition. Consequently, we estimate that
there are less than 349 small entity CAPs and 60 other local exchange carriers that may be affected.

249.  Cellular Licensees. Neither the Commission nor the SBA has devel oped a definition of
small entities gpplicable to cellular licensees. Therefore, the applicable definition of small entity isthe
definition under the SBA rules applicable to radiotelephone (wireless) companies. This provides that a
small entity is a radiotelephone company employing no more than 1,500 persons.®" According to the
Bureau of the Census, only twelve radiotel ephone firms from atotal of 1,178 such firms which operated
during 1992 had 1,000 or more employees® Therefore, even if all twelve of these firms were cellular
telephone companies, nearly al cdlular carriers were small businesses under the SBA's definition. In
addition, we note that there are 1,758 cellular licenses; however, a cdlular licensee may own several
licenses. In addition, according to the most recent Telecommunications Industry Revenue data, 806
carriers reported that they were engaged in the provision of either cellular service or Persona
Communications Service (PCS) services, which are placed together in the data.®® We do not have data
specifying the number of these carriers that are not independently owned and operated or have more than
1,500 employees, and thus are unable at this time to estimate with greater precision the number of cellular
service carriers that would qudify as small business concerns under the SBA's definition. Consequently,
we estimate that there are fewer than 808 small cellular service carriers that may be affected.

250.  Broadband Personal Communications Service (PCS). The broadband PCS spectrum
isdivided into six frequency blocks designated A through F, and the Commission has held auctions for
each block. The Commission defined "small entity” for Blocks C and F as an entity that has average gross
revenues of less than $40 million in the three previous caendar years® For Block F, an additional
classification for "very small business’ was added and is defined as an entity that, together with their
affiliates, has average gross revenues of not more than $15 million for the preceding three calendar
years.®® These regulations defining "small entity" in the context of broadband PCS auctions have been

%913 C.F.R. §121.201, SIC code 4813.

0 Trends Report, Table 16.3.

%113 C.FR. §121.201, SIC code 4812.

%2 1992 Census, Series UC92-S-1, at Table 5, SIC code 4812.
%3 Trends Report, Table 16.3.

4 See Amendment of Parts 20 and 24 of the Commission's Rules -- Broadband PCS Competitive Bidding and the
Commercial Mobile Radio Service Spectrum Cap, WT Docket No. 96-59, Report and Order, FCC 96-278, paras. 57-
60 (rel. Jun. 24, 1996), 61 Fed. Reg. 33859 (Jul. 1, 1996); see also 47 C.F.R. § 24.720(b).

%% See Amendment of Parts 20 and 24 of the Commission's Rules -- Broadband PCS Competitive Bidding and the
Commercial Mobile Radio Service Spectrum Cap, WT Docket No. 96-59, Report and Order, FCC 96-278, para. 60
(1996), 61 Fed. Reg. 33859 (Jul. 1, 1996).
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approved by the SBA.* No small businesses within the SBA-approved definition bid successfully for
licensesin Blocks A and B. There were 90 winning bidders that qualified as small entitiesin the Block C
auctions. A total of 93 small and very small business bidders won approximately 40 percent of the 1,479
licenses for Blocks D, E, and F.*" Based on this information, we conclude that the number of small
broadband PCS licensees will include the 90 winning C Block bidders and the 93 qualifying biddersin the
D, E, and F blocks, for atota of 183 smal entity PCS providers as defined by the SBA and the
Commission's auction rules.

251.  Rural Radiotelephone Service. The Commission hes not adopted a definition of small
entity specific to the Rural Radiotelephone Service™® A significant subset of the Rural Radiotelephone
Service is the Basic Exchange Telephone Radio Systems (BETRS).*® We will use the SBA's definition
applicable to rad otelephone companies, i.e., an entity employing no more than 1,500 persons.®® There are
approximately 1,000 licensees in the Rura Radiotelephone Service, and we estimate that amost al of
them qualify as smdl entities under the SBA's definition.

252. Specialized Mobile Radio (SMR). The Commission awards bidding credits in auctions
for geographic area 800 MHz and 900 MHz SMR licenses to firms that had revenues of no more than
$15 million in each of the three previous caendar years®™ In the context of both the 800 MHz and 900
MHz SMR, adefinition of "small entity" has been approved by the SBA.

253.  Thesefees apply to SMR providersin the 800 MHz and 900 MHz bands that either hold
geographic area licenses or have obtained extended implementation authorizations. We do not know how
many firms provide 800 MHz or 900 MHz geographic area SMIR service pursuant to extended
implementation authorizations, nor how many of these providers have annual revenues of no more than
$15 million. One firm has over $15 million in revenues. We assume, for purposes of this FRFA, that all of
the remaining existing extended implementation authorizations are held by small entities, asthat term is
defined by the SBA.

254.  For geographic area licenses in the 900 MHz SMR band, there are 60 who qudified as
small entities. For the 800 MHz SMR's, 38 are smdll or very small entities.

255.  Fixed Microwave Services. Microwave services include common carrier,””
private-operationa fixed,”” and broadcast auxiliary radio services®* At present, there are approximately

% See, e.g., Implementation of Section 309(j) of the Communications Act -- Competitive Bidding, PP Docket
No. 93-253, Fifth Report and Order, 9 FCC Rcd 5532, 5581-84 paras. 115-117 (1994).

%" FCC News, Broadband PCS, D, E and F Block Auction Closes, No. 71744 (rdl. Jan. 14, 1997).

%% The service is defined in section 22.99 of the Commission's Rules. 47 C.F.R. §22.99.

9 BETRS isdefined in sections 22.757 and 22.759 of the Commission's Rules. 47 C.F.R. §§ 22.757, 22.759.
°% 13 C.F.R. §121.201, SIC code 4812.

°™ 47 CF.R. § 90.814(b)(2).

%2 47 C.F.R. §8 101, et seq. (formerly Part 21 of the Commission's Rules).

*” Persons eligible under Parts 80 and 90 of the Commission's rules can use Private Operational-Fixed Microwave
services. See 47 C.F.R. 8880 and 90. Stationsin thisservice are called operational-fixed to distinguish them from
common carrier and public fixed stations. Only the licensee may use the operational-fixed station, and only for
communications related to the licensee's commercial, industrial, or safety operations.

™ Auxiliary Microwave Serviceis governed by Part 74 of the Commission'srules. See 47 CF.R.§74. Availableto
licensees of broadcast stations and to broadcast and cable network entities, broadcast auxiliary microwave
stations are used for relaying broadcast television signals from the studio to the transmitter, or between two points
(continued....)
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22,015 common carrier fixed licensees and 61,670 private operationa-fixed licensees and broadcast
auxiliary radio licensees in the microwave services. The Commission has not yet defined a small business
with respect to microwave services. For purposes of this IRFA, we utilize the SBA's definition applicable
to radiotel ephone companies -- i.e., an entity with no more than 1,500 persons®”® We estimate, for this
purpose, that al of the Fixed Microwave licensees (excluding broadcast auxiliary licensees) would quaify
as small entities under the SBA definition for radiotelephone companies.

256. 39 GHz Licensees. Neither the Commission nor the SBA has developed a definition of
small entities applicable to 39 GHz licensees. Therefore, the applicable definition of small entity is the
definition under the SBA rules applicable to radiotelephone (wireless) companies. This providesthat a
small entity is a radiotelephone company employing no more than 1,500 persons.®”® For purposes of the 39
GHz license auction, the Commission defined “small entity” as an entity that has average gross revenues
of less than $40 million in the three previous caendar years, and "very smdl entity" as an entity that has
average gross revenues of not more that $15 million for the preceding three calendar years.. The
Commission has granted licenses to 29 service providersin the 39 GHz service. We do not have data
specifying the number of these carriers that are not independently owned and operated or have more than
1,500 employees, and thus are unable at this time to estimate with greater precision the number of 39 GHz
licensees that would qualify as small business concerns under the SBA's definition. Consequently, we
estimate that there are no more than 29 39 GHz small business providers that may be affected.

4. Description of Projected Reporting, Recordkeeping, and Other
Compliance Requirements

257.  Inthe Order accompanying this Further Notice of Proposed Rulemaking, the
Commission revised the reporting frequency of line count data in study areas where competitive entry has
occurred. Prior to the Order’s adoption, rural carriers were required to submit line count data annually.*”
The Commission determined that the more frequent reporting requirement was necessary to ensure that
only one carrier receives support for each line served and to monitor the concerns expressed by the Rura
Task Force with regard to the potential impact of competitive entry in rural carrier study areas.®® Theline
count data submitted by carriers on a quarterly basis under the Order should be sufficient for the
Commission to implement any change it may adopt pursuant to this Further Notice of Proposed
Rulemaking; however, the issues of frequency of reporting and timing of submission may need to be
revisited for implementation purposes.

5. Steps Taken to Minimize Significant Economic Impact on Small Entities,
and Significant Alternatives Considered

258.  The RFA requires an agency to describe any significant alternatives that it has considered
in reaching its proposed approach, which may include the following four aternatives (among others): (1)
the establishment of differing compliance or reporting requirements or timetables that take into account the
resources available to small entities; (2) the clarification, consdidation, or smplification of compliance or
reporting requirements under the rule for small entities; (3) the use of performance, rather than design,

(Continued from previous page)
such asamain studio and an auxiliary studio. The service also includes mobile TV pickups, which relay signals
from aremote location back to the studio.

5% 13 C.F.R. § 121.201, SIC code 4812.
576 |d

*"" See supra para. 133.
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standards; and (4) an exemption from coverage of the rule, or any part thereof, for small entities.>”

259.  Here, we have declined at this time to freeze per-line support in rura carriers study areas
in which a competitive eligible telecommunications carrier is providing service. Had we adopted the
aternative of the freeze, we would, we believe, have also needed to adopt, e.g., complex and
adminigtratively burdensome implementing regulations. By seeking additional comments on this issue,
including comment from small entities regarding significant aternatives, we hope to identify aternatives
that would include smpler reporting or other compliance requirements. Thus, the Further Notice of
Proposed Rulemaking under consideration herein seeks to determine possible aternative measures that
may be appropriate to address the issue of excessive fund growth that may result from competitive entry
in rural study areas.® We invite comment on how any aternatives proposed would be likely to affect
small businesses.

6. Federal Rulesthat May Duplicate, Overlap, or Conflict with the Proposed
Rules.
260. None.
E. Initial Paperwork Reduction Act of 1995 Analysis

261.  ThisFurther Notice of Proposed Rulemaking contains either a proposed or modified
information collection. As part of a continuing effort to reduce paperwork burdens, we invite the genera
public and the Office of Management and Budget (OMB) to take this opportunity to comment on the
information collections contained in this Notice, as required by the Paperwork Reduction Act of 1995,
Public Law 104-13. Public and agency comments are due at the same time as other comments on this
Notice; OMB comments are due 60 days from the date of publication of this Notice in the Federa
Register. Comments should address: (a) whether the proposed collection of information is necessary for
the proper performance of the functions of the Commission, including whether the information shall have
practical utility; (b) the accuracy of the Commission’s burden estimates; (c) ways to enhance the quality,
utility, and clarity of the information collected; and (d) ways to minimize the burden of the collection of
information on the respondents, including the use of automated collection techniques or other forms of
information technology.

F. Ex Parte

262.  Thisisanon-restricted notice and comment rulemaking proceeding. Ex parte
presentations are permitted, except during the Sunshine Agenda period, provided they are disclosed as
provided in the Commission’s rules®*

G. Comment Filing Procedures

263.  Pursuant to sections 1.415 and 1.419 of the Commission's rules, 47 C.F.R. 8§ 1.415,
1.419, interested parties may file comments 30 days or fewer from publication in the Federal Register, and
reply comments 60 days or fewer from publication in the Federal Register. Comments may be filed using
the Commission's Electronic Comment Filing System (ECFS) or by filing paper copies.®

*¥5U.S.C. § 603(c).

%% See supra paras. 209-211.

%1 See generally 47 CF.R. 88 1.1202, 1.1203, 1.1206(a).

%% See Electronic Filing of Documentsin Rulemaking Proceedings, 63 Fed. Reg. 24,121 (1998).
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264.  Comments filed through the ECFS can be sent as an electronic file viathe Internet to
<http://www.fcc.gov/e-filelecfs.html>. Generally, only one copy of an eectronic submission must be filed.
If multiple docket or rulemaking numbers appear in the caption of this proceeding, however, commenters
must transmit one electronic copy of the comments to each docket or rulemaking number referenced in
the caption. In completing the transmittal screen, commenters should include their full name, Postal
Service mailing address, and the applicable docket or rulemaking number. Parties may also submit an
electronic comment by Internet e-mail. To get filing instructions for e-mail comments, commenters should
send an e-mail to ecfs@fcc.gov, and should include the following words in the body of the message, "get
form <your e-mail address." A sample form and directions will be sent in reply.

265.  Partieswho choose to file by paper must file an original and four copies of each filing. If
more than one docket or rulemaking number appear in the caption of this proceeding, commenters must
submit two additional copies for each additiona docket or rulemaking number. All filings must be sent to
the Commission's Secretary, Magalie Roman Salas, Office of the Secretary, Federal Communications
Commission, 445 12th Street, SW., Washington, D.C. 20554.

266.  Parties who choose to file by paper should also submit their comments on diskette. These
diskettes should be submitted to: Sheryl Todd, Accounting Policy Division, 445 12th Street, SW.,
Washington, D.C. 20554. Such a submission should be on a 3.5-inch diskette formatted in an IBM
compatible format using Word or compatible software. The diskette should be accompanied by a cover
letter and should be submitted in "read only” mode. The diskette should be clearly labeled with the
commenter's name, proceeding (including the docket number, in this case CC Docket No. 96-45, type of
pleading (comment or reply comment), date of submission, and the name of the electronic file on the
diskette. The labd should dso include the following phrase "Disk Copy - Not an Origind." Each diskette
should contain only one party's pleadings, preferably in asingle eectronic file. In addition, commenters
must send diskette copies to the Commission's copy contractor, International Transcription Service, Inc.,
1231 20th Street, N.W., Washington, D.C. 20037.

267.  Written comments by the public on the proposed and/or modified information collections
are due on or before thirty days after the date of publication in the Federal Register. Written comments
must be submitted by the Office of Management and Budget (OMB) on the proposed and/or modified
information collections on or before 60 days after date of publication in the Federal Register. 1n addition to
filing comments with the Secretary, a copy of any comments on the information collections contained
herein should be submitted to Judy Boley, Federd Communications Commission, Room 1-C804, 445 12th
Street, SW., Washington, DC 20554, or viathe Internet to jboley@fcc.gov and to Edward Springer,
OMB Desk Officer, 10236 NEOB, 725 - 17th Street, N.W., Washington, D.C. 20503.

VIl. ORDERING CLAUSES

268.  Accordingly, IT ISORDERED that, pursuant to the authority contained in sections 1-4,
201-205, 214, 218-220, 254, 303(r), 403, 405, 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, 405, and 410, this Fourteenth Report and
Order and Twenty-Second Order on Reconsideration in CC Docket No. 96-45, and Report and Order in
CC Docket No. 00-256 1S ADOPTED.

269. ITISFURTHER ORDERED that Part 36 of the Commission’srules, 47 C.F.R. Part 36,
ISAMENDED as set forth in Appendix A hereto, effective immediately upon publication in the Federa
Register.

270. 1T ISFURTHER ORDERED that Part 54 of the Commission’s rules, 47 C.F.R. Part 54,
ISAMENDED as set forth in Appendix A hereto, effective immediately upon publication in the Federa
Register.
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271. IT ISFURTHER ORDERED that the Commission’s Consumer Information Bureau,
Reference Information Center, SHALL SEND acopy of this Order, including the Final Regulatory
Flexibility Anaysis, to the Chief Counsel for Advocacy of the Smal Business Administration.

272.  Accordingly, IT IS ORDERED that, pursuant to the authority contained in sections 4(i),
4()), 201-205, 254, and 403 of the Communications Act of 1934, as amended, 47 U.S.C. 88 154(i), 154(j),
201-205, 254, and 403, this Further Notice of Proposed Rulemaking in CC Docket No. 96-45 1S
ADOPTED.

273.  IT ISFURTHER ORDERED that the Commission's Consumer Information Bureau,
Reference Information Center, SHALL SEND a copy of this Further Notice of Proposed Rulemaking in
CC Docket No. 96-45, including the Initid Regulatory Flexibility Analysis, to the Chief Counsdl for
Advocacy of the Small Business Adminigtration.

274. 1T ISFURTHER ORDERED that the provisionsin this Order SHALL BE EFFECTIVE
immediately upon publication in the Federa Register. Pursuant to 5 U.S.C. § 553(d)(3), we find good
cause exists to have the rules take effect immediately upon publication in the Federal Register. The fina
rules must take effect prior to 30 days after their publication in the Federa Register in order for NECA to
be able to implement the necessary changes to the high-cost loop support mechanism by July 1, 2001. The
collections of information contained within are contingent upon approva by the Office of Management and
Budget.

FEDERAL COMMUNICATIONS COMMISSION

Magalie Roman Saas
Secretary
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APPENDIX A —FINAL RULES
Part 36 and Part 54 of Title 47 of the Code of Federa Regulations are amended as follows:

PART 36 — JURISDICTIONAL SEPARATIONS PROCEDURES; STANDARD
PROCEDURES FOR SEPARTING TELECOMMUNICATIONS PROPERTY COSTS,
REVENUES, EXPENSES, TAXESAND RESERVES FOR TELECOMMUNICATIONS
COMPANIES

Subpart F — Universal Service Fund
1 Section 36.601 is amended as follows.
§ 36.601 General
(a)-(b) * * * [unchanged]
(¢) Until June 30, 2001, * * *
2. Sections 36.602, 36.603, 36.604, and 36.605 are added to subpart F to read as follows:

§ 36.602 Calculation of non-rural carrier portion of nationwide loop cost expense adjustment.

Effective duly 1, 2001, for purposes of determining non-rura carrier interim hold-harmless support,
pursuant to § 54.311 of this chapter, the annual amount of the total nationwide loop cost expense
adjustment calculated pursuant to this subpart F shall not exceed the amount of the total loop cost expense
adjustment for the immediately preceding calendar year, increased by arate equal to the rate of increase
in the total number of working loops during the calendar year preceding the July 31t filing. Thetota loop
cost expense adjustment shall consist of the loop cost expense adjustments, including amounts cal culated
pursuant to § 36.612(a) and § 36.631. The rate of increase in total working loops shal be based upon the
difference between the number of total working loops on December 31 of the calendar year preceding the
July 314t filing and the number of total working loops on December 31 of the second calendar year
preceding thet filing, both determined by the company's submissions pursuant to § 36.611. Non-rura
incumbent local exchange carriers and digible telecommunications carriers serving lines in the service
area of non-rural incumbent local exchange carriers shal only receive support pursuant to this subpart F to
the extent that they qualify pursuant to § 54.311 of this chapter for interim hold-harmless support. Support
amounts calculated pursuant to this subpart F but not received due to the phase down of interim hold-
harmless support or the receipt of forward-looking support pursuant to § 54.311 of this chapter shall not be
redistributed to other carriers.

§ 36.603 Calculation of rural incumbent local exchange carrier portion of nationwide loop cost
expense adjustment.

(a) Effective duly 1, 2001, the rura incumbent local exchange carrier portion of the annua nationwide loop
cost expense adjustment will be recomputed by the fund administrator as if the indexed cap calculated
pursuant to § 36.601(c) and the corporate operations expense limitation calculated pursuant to § 36.621
had not been in effect for the calendar year 2000. For the period July 1, 2001, to December 31, 2001, the
annualized amount of the rural incumbent local exchange carrier portion of the nationwide loop cost
expense adjustment calculated pursuant to this subpart F shall not exceed the non-capped amount of the
total rura incumbent local exchange carrier loop cost expense adjustment for the calendar year 2000,
multiplied times one plus the Rurd Growth Factor calculated pursuant to § 36.604. Beginning January 1,
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2002, the annua amount of the rural incumbent local exchange carrier portion of the nationwide loop cost
expense adjustment calculated pursuant to this subpart F shall not exceed the amount of the total rural
incumbent local exchange carrier loop cost expense adjustment for the immediately preceding calendar
year, multiplied times one plus the Rura Growth Factor calculated pursuant to § 36.604.

(b) The annual rura incumbent local exchange carrier portion of the nationwide loop cost expense
adjustment shall be reduced to reflect the transfer of rural incumbent local exchange carrier access lines
that are dligible for expense adjustments pursuant to 8 36.631. The reduction shall equal the amount of the
§ 36.631 expense adjustment available to the transferred access lines at the time of the transfer and shall
be effective in the next calendar quarter after the access lines are transferred.

(c) Safety net additive support calculated pursuant to 8§ 36.605, and transferred high-cost support and
safety valve support calculated pursuant to § 54.305 of this chapter shall not be included in the rural
incumbent local exchange carrier portion of the annual nationwide loop cost expense adjustment.

§ 36.604 Calculation of the rural growth factor.

The Rurad Growth Factor (RGF) is equal to the sum of the annual percentage change in the United States
Department of Commerce's Gross Domestic Product — Chained Price Index (GPD-CPI) plus the
percentage change in the total number of rura incumbent local exchange carrier working loops during the
calendar year preceding the July 31 filing submitted pursuant to § 36.611. The percentage changein total
rural incumbent local exchange carrier working loops shall be based upon the difference between the total
number of rural incumbent local exchange carrier working loops on December 31 of the calendar year
preceding the July 31 filing and the total number of rural incumbent local exchange carrier working loops
on December 31 of the second calendar year preceding that filing, both determined by the company's
submissions pursuant to 8 36.611. Loops acquired by rura incumbent local exchange carriers shal not be
included in the RGF calculation.

§ 36.605 Calculation of safety net additive.

(a) “Safety net additive support.” A rura incumbent local exchange carrier shal receive safety net
additive support if it satisfies the conditions set forth in subsection (c). Safety net additive support is
support available to rura telephone companies, as conditioned in subsection (c), in addition to support
calculated pursuant to 8§ 36.631 of this subpart. Safety net additive support shall not be available to
rural telephone companies for exchange(s) that are subject to § 54.305 of this chapter.

(b) Calculation of safety net additive support: Safety net additive support is equal to the amount of
capped support calculated pursuant to this subpart F in the qualifying year minus the amount of support
in the year prior to qualifying for support subtracted from the difference between the uncapped
expense adjustment for the study areain the qualifying year minus the uncapped expense adjustment
in the year prior to quaifying for support as shown in the following equation: Safety net additive
support = (Uncapped support in the qualifying year — Uncapped support in the base year) — (Capped
support in the qualifying year — Amount of support received in the base year).

(c) Operation of safety net additive support:

(1) Inany year in which the total carrier loop cost expense adjustment is limited by the provisons of §
36.603 arura incumbent local exchange carrier shall receive safety net additive support as
calculated in subsection (b), if in any study area, the rura incumbent local exchange carrier
realizes growth in end of period Telecommunications Plant in Service (TPIS), as prescribed in §
32.2001, on aper loop basis, of at least 14 percent more than the study area’s TPIS per loop
investment at the end of the prior period.

(2) If subsection (c)(1) is met, the rural incumbent local exchange carrier must notify the

A-2



Federal Communications Commission FCC 01-157

Adminigtrator; failure to properly notify the Administrator of eigibility shal result in disqualification
of that study area for safety net additive, requiring the rural incumbent local exchange carrier to
again meet the digibility requirements in subsection (c)(1) for that study area in a subsequent
period.

(3) Upon completion of verification by the Adminigtrator that the study area meets the criterion stated
above in paragraphs (), (b), (c) of this section, the Administrator shall:
(i) pay to any qualifying rura telephone company, safety net additive support for the qualifying
study area in accordance with the calculation set forth in subsection (b); and
(ii)continue to pay safety net additive support for the succeeding four years. Support in the four
succeeding years shall be the lesser of:
(A)the amount of support paid in the quaifying year; or
(B)the amount of support based on recalculation of support pursuant to paragraph (b) above.

3 Section 36.611 is amended by revising the first paragraph of introductory text to read as follows:
§ 36.611 Submission of information to the National Exchange Carrier Association (NECA).

In order to allow determination of the study areas and wire centers that are entitled to an expense
adjustment pursuant to 8§ 36.631, each incumbent local 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 study areain which such incumbent LEC operates, 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 defined in Part 54 of this Chapter, and each disaggregation zone as established
pursuant to § 54.315 of this chapter. This information is to be filed with NECA by July 31% of each year.
The information provided pursuant to subsection (h) must be updated pursuant to § 36.612. Rural
telephone companies that acquired exchanges subsequent to May 7, 1997, and incorporated those acquired
exchanges into existing study areas shdl separately provide the information required by paragraphs (a)
through (h) of this section for both the acquired and existing exchanges.

4. Section 36.612 is amended by revising paragraph (a) to read as follows:
§ 36.612 Updating infor mation submitted to the National Exchange Carrier Association.

(& Any rural telephone company, as that term is defined in § 51.5 of this chapter, may update the
information submitted to the National Exchange Carrier Association (NECA) on July 31% pursuant to §
36.611 (a) through (h) one or more times annually on arolling year basis according to the schedule,_except
that rural telephone companies in service areas where an eligible telecommunications carrier has initiated
service and has reported line count data pursuant to 8§ 54.307(c) of this chapter must update the
information submitted to NECA on July 31 pursuant to § 36.611(h) according to the schedule. Every
non-rural telephone company must update the information submitted to NECA on July 31% pursuant to §
36.611 (h) according to the schedule.

5. Section 36.621 is amended by revising the last sentence of paragraph (8)(4) introductory text,
paragraph (a)(4)(i), the first sentence of paragraph (8)(4)(ii), and paragraphs (a)(4)(ii)(A) through (C), and
adding paragraph (a)(4)(ii)(D) to read as follows:
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§36.621 Study area total unseparated loop cost.
(a) * % %

(4)* * * Total Corporate Operations Expense, for purposes of
calculating universal service support payments beginning July 1, 2001, shdl be limited to the lesser of:

(i) The actual average monthly per-loop Corporate Operations Expense; or

(i) A monthly per-loop amount computed according to paragraphs (a)(4)(ii)(A), (@)(4)(ii)(B), (a)(4)(ii)(C),
and (3)(4)(ii)(D) of this section. * * *

(A) For study areas with 6,000 or fewer working loops the amount monthly per
working loop shall be $33.30853 - (.00246 x the number of working loops),

or, $50,000 + the number of working loops, whichever is greater;

(B) for study areas with more than 6,000 but fewer than 18,006

working loops, the monthly amount per working loop shal be $3.83195 +
(88,429.20 + the number of working loops); and

(C) for study areas with 18,006 or more working loops, the monthly amount
per working loop shall be $8.74472.

(D) Beginning January 1, 2002, the monthly per-loop amount computed according to paragraphs
@@ NHA), @@D(1)(B), and (&)(4)(ii)(C) of this section shall be adjusted each year to reflect the annual
percentage change in the United States Department of Commerce’ s Gross Domestic Product-Chained
Price Index (GDP-CPI).
6. Section 36.622 is amended by adding a sentence at the end of paragraph (a) as follows:
§ 36.622 National and study area aver age unsepar ated loop costs.
(@ * * * Effective July 1, 2001, the nationa average unseparated loop cost for purposes of calculating
expense adjustments for rural incumbent local exchange carriers, as that term is defined in 8 54.5 of this
chapter, is frozen at $240.00.
7. Section 54.5 is amended by adding the following definition:

PART 54 -- UNIVERSAL SERVICE

Subpart A — General Information
§ 54.5 Terms and definitions.
Rural Incumbent Local Exchange Carrier. “Rura incumbent local exchange carrier” is a carrier that
meets the definitions of “rurd telephone company” and “incumbent local exchange carrier,” asthose
terms are defined in 8§ 51.5 of this chapter.
8. Amend section 54.305 by adding ‘(a)’ at the beginning of the first sentence of the current §
54.305 and by adding paragraphs (b), (c), (d), (e), and (f) to read as follows:

Subpart D — Universal Service Support for High Cost Areas
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§ 54.305 Sale or transfer of exchanges.

(b) Transferred exchanges in study areas operated by rural telephone companies that are subject to the
limitations on the transfer of high-cost universal service support in paragraph (@) of this section may be
digible for a safety valve loop cost expense adjustment based on the difference between a rura incumbent
local exchange carrier’sindex year expense adjustment and subsequent year expense adjustments for the
acquired exchanges. Safety valve loop cost expense adjustments shall only be available to rura incumbent
local exchange carriers that, in the absence of restrictions on the transfer of high-cost support in §
54.305(a), would qualify for high-cost loop support for acquired exchanges under § 36.631 of this chapter.

(c) Theindex year expense adjustment for acquired exchange(s) shall be equa to the rural incumbent
local exchange carrier’s high-cost 1oop cost expense adjustment for acquired exchanges calculated at the
end of the company’sfirst year operating the acquired exchange(s). Theindex year expense adjustment
for the acquired exchange(s) shall be established through cost data submitted in accordance with § 36.611
and 8§ 36.612 and shall be calculated in accordance with 8 36.631 of this chapter. For carriers establishing
an index year for acquired exchanges pursuant to 8§ 36.611, the index year for the acquired exchange(s)
shall commence at the beginning of the next calendar year after the transfer of said exchanges. For
carriers establishing an index year for acquired exchanges pursuant to 8§ 36.612, the index year for the
acquired exchange(s) shall commence at the beginning of the next calendar quarter after the transfer of
said exchanges. The index year expense adjustment for rural telephone companies that have operated
exchanges subject to this section for more than a full year on the effective date of this subsection shall be
based on loop cost data submitted in accordance with § 36.612 for the year ending on the nearest calendar
quarter following the effective date of this subsection. At the end of each subsequent year, aloop cost
expense adjustment for the acquired exchanges will be caculated pursuant to 8 36.631 and will be
compared to the index year expense adjustment. A rura incumbent local exchange carrier’ s subsequent
year expense adjustments shall end on the same calendar quarter asits index year expense adjustment. |If
acquired exchanges are incorporated into an existing rural incumbent local exchange carrier study area,
the rural incumbent local exchange carrier shall exclude costs associated with the acquired exchanges
from the costs associated with its pre-acquisition study areaiin its universal service data submissionsfiled
in accordance with 8§ 36.611 and § 36.612. Such excluded costs shall be used to calculate the rura
incumbent local exchange carrier’s safety valve loop cost expense adjustment.

(d) Up to fifty (50) percent of any positive difference between the subsequent year loop cost expense
adjustment and the index year expense adjustment will be designated as the study area s safety valve loop
cost expense adjustment and will be available in addition to the amounts available to the study area under §
54.305. In no event shall astudy area’ s safety valve loop cost expense adjustment exceed the difference
between the carrier’ s uncapped study area loop cost expense adjustment calculated pursuant to § 36.631
and transferred support amounts available to the acquired exchange(s) under paragraph (&) of this section.
Safety valve support shal not transfer with acquired exchanges.

(e) The sum of the safety valve loop cost expense adjustment for al eligible study areas operated by rura
telephone companies shall not exceed five (5) percent of the total rural incumbent local exchange carrier
portion of the annua nationwide loop cost expense adjustment calculated pursuant to 8 36.603. The five
(5) percent cap on the safety valve mechanism shall be based on the lesser of the rural incumbent local
exchange carrier portion of the annual nationwide loop cost expense adjustment cal culated pursuant to 8
36.603 or the sum of rural incumbent local exchange carrier expense adjustments calculated pursuant to 8
36.631. The percentage multiplier used to derive study area safety valve loop cost expense adjustments
for rural telephone companies shall be the lesser of fifty (50) percent or a percentage calculated to
produce the maximum total safety valve loop cost expense adjustment for al eligible study areas pursuant
to this paragraph. The safety valve loop cost expense adjustment of an individua rura incumbent loca
exchange carrier also may be further reduced as described is subsection (d).
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(f) Once an acquisition is complete, the acquiring rural incumbent local exchange carrier shall provide
written notice to the Administrator that it has acquired access lines that may be eligible for safety valve
support. Rura telephone companies also shal provide written notice to the Administrator of when their
index year has been established for purposes of calculating the safety valve loop cost expense adjustment.

9. Amend 8 54.307 by revising paragraph (8)(1), by revising the second sentence in paragraph (b)
and adding a sentence at the end of paragraph (b), and by revising the first sentence in paragraph (c) to
read as follows:

§ 54.307 Support to a competitive eligible telecommunications carrier.

(a) * Kk %

(1) A competitive digible telecommunications carrier serving loops in the service area of arura incumbent
local exchange carrier, asthat term is defined in 8§ 54.5 of this chapter, shall receive support for each line
it servesin aparticular service area based on the support the incumbent LEC would receive for each such
line, disaggregated by cost zone if disaggregation zones have been established within the service area
pursuant to § 54.315 of this subpart. A competitive eligible telecommunications carrier serving loopsin the
service area of anon-rural incumbent local exchange carrier shall receive support for each lineit servesin
a particular wire center based on the support the incumbent LEC would receive for each such line.

(b) * * * For acompetitive eligible telecommunications carrier serving loops in the service area of arura
incumbent local exchange carrier, as that term is defined in 8§ 54.5 of this chapter, the carrier must report
the number of working loops it servesin the service area disaggregated by cost zone if disaggregation
zones have been established within the service area pursuant to 8 54.315 of this subpart. * * *
Competitive eligible telecommunications carriers providing mobile wireless service in an incumbent LEC's
service area shall use the customer’ s billing address for purposes of identifying the service location of a
mobile wireless customer in a service area.

(c) A competitive digible telecommunications carrier must submit the data required pursuant to paragraph
(b) of this section according to the schedule. * * *

10. Section 54.313 is renamed “ State certification of support for non-rural carriers” and amended by
creating a new subsection (b), revising and re-designating subsection (c), and re-designating current
subsection (c) as subsection (d):

§54.313 State certification of support for non-rural carriers.

(b) Carriers Not Subject to State Jurisdiction. A non-rura incumbent local exchange carrier not
subject to the jurisdiction of a state or an digible telecommunications carrier not subject to the
jurisdiction of a state serving linesin the service area of a non-rural incumbent local exchange carrier
that desires to receive support pursuant to 88 54.309 and/or 54.311 of this subpart must file an annual
certification with the Administrator and the Commission stating thet al federa high-cost support
provided to such carriers will be used only for the provision, maintenance, and upgrading of facilities
and services for which the support isintended. Support provided pursuant to 88 54.309 and/or 54.311
of this subpart shal only be provided to the extent that the carrier has filed the requisite certification
pursuant to this section.

(c) Certification Format. A certification pursuant to this section may be filed 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 Administrator of
the high-cost universal service support mechanism, on or before the deadlines set forth below in
subsection (d). If provided by the appropriate regulatory authority for the state, the annua
certification must identify which carriers in the State are eligible to receive federa support during the
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applicable 12-month period, and must certify that those carriers will only use support for the provision,
maintenance, and upgrading of facilities and services for which support isintended. A State may file a
supplemental certification for carriers not subject to the State' s annual certification. All certificates
filed by a State pursuant to this section shall become part of the public record maintained by the
Commission. Non-rura incumbent local exchange carriers not subject to the jurisdiction of a state or
eligible telecommunications carrier not subject to the jurisdiction of a state serving lines in the service
area of anon-rura incumbent local exchange carrier, shall file a sworn affidavit executed by a
corporate officer attesting to the use of the support for the provision, maintenance, and upgrading of
facilities and services for which support is intended. The affidavit 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 universal service support mechanism, on or before the deadlines set
forth below in subsection (d). All affidavits filed pursuant to this section shall become part of the
public record maintained by the Commission.

Section 54.314 is added to subpart D as follows:

§54.314. State certification of support for rural carriers.

(@

(b)

(c)

Sate Certification. Statesthat desire rural incumbent local exchange carriers and/or eligible
telecommunications carriers serving lines in the service area of arura incumbent local exchange
carrier within their jurisdiction to receive support pursuant to 88 54.301, 54.305, and/or 54.307 of this
part and/or part 36, subpart F of this chapter must file an annual certification with the Administrator
and the Commission stating that al federa high-cost support provided to such carriers within that State
will be used only for the provision, maintenance, and upgrading of facilities and services for which the
support isintended. Support provided pursuant to 88 54.301, 54.305, and/or 54.307 of this subpart
and/or part 36, subpart F of this chapter shal only be provided to the extent that the State has filed the
requisite certification pursuant to this section.

Carriers Not Subject to Sate Jurisdiction. A rural incumbent local exchange carrier not subject to
the jurisdiction of a state or an eligible telecommunications carrier not subject to the jurisdiction of a
state serving linesin the service area of arura incumbent local exchange carrier that desiresto
receive support pursuant to 88 54.301, 54.305, and/or 54.307 of this subpart and/or part 36, subpart F
of this chapter shdl file an annua certification with the Administrator and the Commission stating that
all federal high-cost support provided to such carriers will be used only for the provision, maintenance,
and upgrading of facilities and services for which the support is intended. Support provided pursuant
to 88 54.301, 54.305, and/or 54.307 of this subpart and/or part 36, subpart F of this chapter shal only
be provided to the extent that the carrier has filed the requisite certification pursuant to this section.

Certification Format. A certification pursuant to this section may be filed in the form of aletter from
the appropriate regulatory authority for the State, and shall be filed with both the Office of the
Secretary of the Commission clearly referencing CC Docket No. 96-45, and with the Administrator of
the high-cost universal service support mechanism, on or before the deadlines set forth below in
subsection (d). If provided by the appropriate regulatory authority for the state, the annual

certification must identify which carriersin the State are eligible to receive federal support during the
applicable 12-month period, and must certify that those carriers will only use support for the provision,
maintenance, and upgrading of facilities and services for which support isintended. A State may filea
supplemental certification for carriers not subject to the State’ s annual certification. All certificates
filed by a State pursuant to this section shall become part of the public record maintained by the
Commission. Rurd incumbent local exchange carriers not subject to the jurisdiction of a state or
eligible telecommunications carriers not subject to the jurisdiction of a state serving linesin the service
area of arura incumbent local exchange carrier, shdl file a sworn affidavit executed by a corporate
officer attesting to the use of the support for the provision, maintenance, and upgrading of facilities and
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services for which support is intended. The affidavit must be filed with both the Office of the
Secretary of the Commission clearly referencing CC Docket No. 96-45, and with the Administrator of
the high-cost universal service support mechanism, on or before the deadlines set forth below in
subsection (d). All affidavits filed pursuant to this section shall become part of the public record
maintained by the Commission.

(d) Filing Deadlines. Upon the filing of the certification described in subsection (c), support shall be
provided pursuant to the following schedule:

@)

)

©)

4

©)

Certifications filed on or before October 1. Carriers for which certifications are filed on
or before October 1 shall receive support pursuant to 88 54.301, 54.305, and/or 54.307 of this
subpart and/or part 36, subpart F of this chapter, in the first, second, third, and fourth quarters
of the succeeding year.

Certifications filed on or before January 1. Carriers for which certifications are filed on or
before January 1 shdl receive support pursuant to 88 54.301, 54.305, and/or 54.307 of this
subpart and/or part 36, subpart F of this chapter, in the second, third, and fourth quarters of
that year. Such carriers shall not receive support pursuant to 88 54.301, 54.305, and/or
54.307 of this subpart and/or part 36, subpart F of this chapter in the first quarter of that year.

Certifications filed on or before April 1. Carriers for which certifications are filed on or
before April 1 shall receive support pursuant to 88 54.301, 54.305, and/or 54.307 of this
subpart and/or part 36, subpart F of this chapter, in the third and fourth quarters of that year.
Such carriers shall not receive support pursuant to 88 54.301, 54.305, and/or 54.307 of this
subpart and/or part 36, subpart F of this chapter in the first and second quarters of that year.

Certifications filed on or before July 1. Carriers for which certifications are filed on or
before July 1 shdll receive support pursuant to 88 54.301, 54.305, and/or 54.307 of this
subpart and/or part 36, subpart F of this chapter, in the fourth quarter of that year. Such
carriers shal not receive support pursuant to 88 54.301, 54.305, and/or 54.307 of this subpart
and/or part 36, subpart F of this chapter in the first, second, or third quarters of that year.

Certifications filed after July 1. Carriers for which certifications are filed after July 1 shall
not receive support pursuant to 88 54.301, 54.305, and/or 54.307 of this subpart and/or part
36, subpart F of this chapter, in that year.

12, Section 54.315 is added to subpart D asfollows:

§ 54.315 Disaggr egation and targeting of support by rural incumbent local exchange carriers.

(8 Within 270 days of the effective date of thisrule, al rural incumbent local exchange carriers for which
high-cost universal service support pursuant to 88 54.301, 54.303, and/or 54.305 of this subpart and/or part
36, subpart F of this chapter is available must select a disaggregation path as described in subsections (b),
(©), or (d) below. In study areas in which a competitive carrier has been designated as a competitive
dligible telecommunications carrier prior to the effective date of thisrule, the rural incumbent local
exchange carrier may only disaggregate support pursuant to subsection (b), (c), or (d)(2)(iii). A rurd
incumbent local exchange carrier failing to select a disaggregation path as described in subsections (b), (c),
or (d) within 270 days of the effective date of this rule will not be permitted to disaggregate and target
federa high-cost support unless ordered to do so by the state commission as that term is defined in 8 54.5

of this part.

(b) Path 1:

Carriers Not Disaggregating and Targeting High-Cost Support:
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(1) A carrier may certify to the state commission that it will not disaggregate and target high-cost
universal service support.

(2) A carrier's election of this path becomes effective upon certification by the carrier to the
state commission.

(3) This path shall remain in place for such carrier for at least four years from the date of
certification to the state commission except as provided in subsection (b)(4) below.

(4 A state commission may require, on its own motion, upon petition by an interested party, or
upon petition by the rura incumbent local exchange carrier, the disaggregation and targeting of
support under subsections (c) or (d).

(5) A carrier not subject to the jurisdiction of a state, e.g., certain tribally owned carriers, may
sdlect Path 1, but must certify to the Federad Communications Commission as described in
paragraphs (b)(1) through (4) of this section.

(c) Path 2: Carriers Seeking Prior Regulatory Approval for the Disaggregation and Targeting of
Support.

(1) A carier electing to disaggregate and target support under this subsection must file a
disaggregation and targeting plan with the state commission.

(2) Under this subsection a carrier may propose any method of disaggregation and targeting of
support consistert with the genera requirements detailed in subsection (€) of this provision.

(3) A disaggregation and targeting plan under this subsection becomes effective upon approva by
the state commission.

(4) A carrier shal disaggregate and target support under this path for at least four years from the
date of approva by the state commission except as provided in subsection (c)(5) below.

(5) A state commission may require, on its own motion, upon petition by an interested party, or
upon petition by the rural incumbent local exchange carrier, the disaggregation and targeting of
support in a different manner.

(6) A carrier not subject to the jurisdiction of a state, e.g., certain tribaly owned carriers, may
sdlect Path 2, but must seek approva from the Federa Communications Commission as
described in paragraphs (c)(1) through (5) of this section.

(d) Path 3: Self-Certification of the Disaggregation and Targeting of Support.

(1) A carrier may file a disaggregation and targeting plan with the state commission along with a

statement certifying each of the following:

(i) it has disaggregated support to the wire center level; or

(i) it has disaggregated support into no more than two cost zones per wire center; or

(iii) that the carrier’ s disaggregation plan complies with a prior regulatory determination made by the
state commission.

(2) Any disaggregation plan submitted pursuant to this subsection must meet the following requirements:
(i) The plan must be supported by a description of the rationale used, including the methods and data
relied upon to develop the disaggregation zones, and a discussion of how the plan complies with the
requirements of this subsection (c)(2). Such filing must provide information sufficient for interested
parties to make a meaningful analysis of how the carrier derived its disaggregation plan.

(i) The plan must be reasonably related to the cost of providing service for each disaggregation
zone within each disaggregated category of support.

(iii) The plan must clearly specify the per-line level of support for each category of high-cost
universal service support provided pursuant to 88 54.301, 54.303, and/or 54.305 of this subpart
and/or part 36, subpart F of this chapter in each disaggregation zone.

(iv) If the plan uses a benchmark, the carrier must provide detailed information explaining what the
benchmark is and how it was determined. The benchmark must be generally consistent with how
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the total study area level of support for each category of costsis derived to enable a competitive
eligible telecommunications carrier to compare the disaggregated costs used to determine support
for each cost zone.

(3) A carrier’s election of this path becomes effective upon certification by the carrier to the state
commisson.

(4) A carrier shall disaggregate and target support under this path for at least four years from the date
of certification to the state commission except as provided in subsection (d)(5) below.

(5 A state commission may require, on its own motion, upon petition by an interested party, or upon
petition by the rural incumbent local exchange carrier, modification to the disaggregation and
targeting of support selected under this path.

(6) A carrier not subject to the jurisdiction of astate, e.g., certain tribally owned carriers, may select
Path 3, but must certify to the Federal Communications Commission as described in paragraphs
(d)(2) through (5) of this section.

(e) Additional Procedures Governing the Operation of Path 2 and Path 3:

Disaggregation and targeting plan adopted under subsections (c) or (d) shall be subject to the following

genera requirements.
(1) Support available to the rural incumbent local exchange carrier’s study area under its
disaggregation plan shall equa the total support available to the study area without disaggregation.
(2) Theratio of per-line support between disaggregation zones for each disaggregated category of
support shall remain fixed over time, except as changes are allowed pursuant to subsection (c) and
(d) above.
(3) Theratio of per-line support shal be publicly available.
(4) Per-line support amounts for each disaggregation zone shal be recalculated whenever the rura
incumbent local exchange carrier’ s total annual support amount changes using the changed support
amount and lines at that point in time.
(5) Per-line support for each category of support in each disaggregation zone shall be determined
such that the ratio of support between disaggregation zones is maintained and that the product of all
of the rural incumbent local exchange carrier’ s lines for each disaggregation zone multiplied by the
per-line support for those zones when added together equals the sum of the rural incumbent local
exchange carrier’ s total support.
(6) Until a competitive digible telecommunications carrier is certified in a study area, monthly
payments to the rural incumbent local exchange carrier will be made based on total annual amounts
for its study area divided by 12.
(7) When a competitive eligible telecommunications carrier is certified in a study area, per-line
amounts used to determine the competitive eligible telecommunications carrier’ s disaggregated
support shall be based on the rural incumbent local exchange carrier’s then-current total support
levels, lines, and disaggregated support relationships.

(f) Submission of Information to the Administrator:

(1) A rurd incumbent local exchange carrier certifying under subsection (b) that it will not
disaggregate and target high-cost universal service support shal submit to the Administrator a
copy of the certification submitted to the state commission, or the Federal Communications
Commission, when not subject to state jurisdiction.

(2) A rurd incumbent local exchange carrier electing to disaggregate and target support under
subsection (c) shal submit to the Administrator a copy of the order approving the disaggregation
and targeting plan submitted by the carrier to the state commission, or the Federa
Communications Commission, when not subject to tate jurisdiction, and a copy of the
disaggregation and targeting plan approved by the state commisson or the Federa
Communications Commission.
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(3) A rura incumbent local exchange carrier electing to disaggregate and target support under
subsection (d) shall submit to the Administrator a copy of the salf-certification plan including the
information submitted to the state commission pursuant to (d)(2)(i) and (d)(2)(iv) or the Federal
Communications Commission.

(4 A rura incumbent local exchange carrier electing to disaggregate and target support under
subsection (c) or (d) must submit to the Administrator maps which precisely identify the
boundaries of the designated disaggregation zones of support within the carrier’s study area.
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APPENDIX B

PARTIESFILING COMMENTSAND REPLY COMMENTS

Comments:

Commenters

Ad Hoc Telecommunications User Committee
Alaska Rural Codlition
Alaska Telephone Association
AT&T Corp.
Arizona Loca Exchange Carriers Association
CenturyTd, Inc.
Competitive Universal Service Coalition
Evans Telephone Co.
Humboldt Telephone Co.
Kerman Telephone Co.
Oregon-ldaho Utilities, Inc.
Pine Tree Telephone & Telegraph Co.
Pinnacles Telephone co.
The Ponderosa Telephone Co.
The Siskiyou Telephone Co.
The Volcano Telephone Co.
War Telephone Co.
Florida Public Service Commission
Fred Williamson & Associates, Inc.
Genera Communications, Inc.
GVNW Consulting, Inc.
[llinois Commerce Commission
Innovative Telephone
Interstate Telcom Group
John Staurulakis, Inc.
Maine Public Utilities Commission and VVermont
Public Service Board
National Exchange Carrier Association, Inc.
National Rural Telecom Association, Organization
for the Promotion and Advancement of Small
Telecommunications Companies, and the United
States Telecom Association
Nationa Telephone Cooperative Association
New York State Dept. of Public Service
Public Service Commission of the U.S. Virgin
Idands
People of the State of Californiaand California
Public Utilities Commission (filing jointly)
Public Utility Commission of Texas
Rural Independent Competitive Alliance
Rural Leadership Codlition
Rural Task Force
Rura Utilities Service
Sprint Corporation

Abbreviai

Alaska Tel. Assn.
AT&T
ArizonaLEC Assn.
CenturyTel

CuUsC

Evans Tdl. Co., et 4.

Horida Commission
Fred Williamson & Assoc.

GVNW Consulting
Illinois Commission

Maine and Vermont Commissions

NECA
NRTA, OPASTCO, & USTA

NTCA

NYDPS

Virgin Idands Commission
Cdifornia Commission

Texas Commission

RUS
Sprint
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South Dakota Independent Telephone Coalition
Telecom Consulting Associates

Townes Telecommunications, Inc.

Universa Service Administrative Company
Verizon Telephone Companies

Western Alliance

Wisconsin Public Service Commission
Wyoming Public Service Commission

Reply Comments:
Commenter

Ad Hoc Telecommunications Users Committee
Alaska Rurd Codlition

Alliance of Incumbent Rural |ndependent
Telephone Companies

AT&T Corp.

CenturyTd, Inc.

GVNW Consulting, Inc.

[llinois Commerce Commission

Innovative Telephone

lowa Telecommunications, Inc.

McLean & Brown

National Exchange Carrier Association

Nationa Rura Telecom Association, Organization
for the Promotion and Advancement of Small
Telecommunications Companies, and the United
States Telecom Association

New York State Department of Public Services
Roseville Telephone Company

Rural Task Force

Southwestern Bell Telephone Company

Sprint Corporation

Telecom Consulting Associates

Townes Telecommunications
USAC
Verizon

Wisconsin Commission
Wyoming Commission

Abbreviation

AT&T
CenturyTel

Ilinois Commisson
lowa Telecommunications

NECA
NRTA, OPASTCO, & USTA

NYDPS
Roseville Td. Co.

SBC
Sprint
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APPENDIX C
PARTIESFILING COMMENTS
IN MAG PROCEEDING (CC DOCKET NO. 00-256)

Comments:
Commenter

Ad Hoc Telecommunications Users Committee
Alabama Rural Local Exchange Carriers
Alaska Rurd Codlition
Alaska Telephone Association
Arizona Loca Exchange Carriers Association
Association of Communications Enterprises
AT&T Corp.
BelSouth Corporation and BellSouth
Telecommunications, Inc.
People of the State of Californiaand California
Public Utilities Commission (filing jointly)
Competitive Universal Service Codlition
Evans Teephone Co.
Humboldt Telephone Co.
Kerman Telephone Co.
Oregon-ldaho Utilities, Inc.
Pine Tree Telephone & Telegraph Co.
Pinnacles Telephone co.
The Ponderosa Telephone Co.
The Siskiyou Telephone Co.
The Volcano Telephone Co.
War Telephone Co.
Florida Public Service Commission
Fred Williamson & Associates, Inc.
Generd Communications, Inc.
Generd Services Adminigtration
Globa Crossing North America, Inc.
GVNW Consulting, Inc.
[llinois Commerce Commission
Independent Telephone & Telecommunications
Alliance
ICORE, Inc.
Innovative Telephone
Interstate Telcom Group
ITCs, Inc.
John Staurulakis, Inc.
Multi-Association Group
Missouri Public Service Commission
New York State Dept. of Public Service
National Association of State Utility Consumer
Advocates
Ohio Telecommunications Industry Association
Plains Rura Independent Companies

Abbreviai

Alabama Rura LECs

Alaska Td. Assn.
ArizonaLEC Assn.

AT&T
BelSouth

Cdifornia Commisson

EvansTd. Co,, et. a

Horida Commission
Fred Williamson & Assoc.

GA

Globa Crossing
GVNW Consulting
Illinois Commission

Missouri Commission
NYDPS
NASUCA
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Public Service Commission of the State of Missouri
Public Service Commission of Wisconsin
Public Utility Commission of Texas

Qwest Communications International Inc.
Rate-of -Return Codition

Regulatory Commission of Alaska
Roseville Telephone Company

Rura Independent Competitive Alliance
Small Company Members of the Telephone
Association of New England

Sprint Corporation

Telecom Consulting Associates, Inc.

TDS Telecommunications Corporation
Townes Telecommunications, Inc.

Western Alliance

WorldCom, Inc.

Reply Comments:
Commenter

Ad Hoc Telecommunications Users Committee
Alaska Rurd Codlition

Alliance of Incumbent Rural Independent
Telephone Companies

AT&T Corp.

Dunkirk and Fredonia Telephone Company
Exce Communications, Inc.

Generd Service Administration

GVNW Consulting, Inc.

Indiana Utility Regulatory Commission
Innovative Telephone

Interstate Telcom Group

lowa Utilities Board

John Staurulakis, Inc.

Minnesota Independent Coalition
Multi-Association Group

Plains Rura Independent Companies
Puerto Rico Telephone Company, Inc.
Rate-of -Return Codition

Regulatory Commission of Alaska

Ronan Telephone Company

Ronan Telephone Consumer Advisory Committee
Roseville Telephone Company

Rura Independent Competitive Alliance
State of Alaska

State of Hawaii

Summit Telephone and Telegraph Company of
Alaska, Inc.

Telcom Consulting Associates, Inc.

TDS Telecommunications Corporation
Verizon Telephone Companies

Missouri Commission
Wisconsin Commission
Texas Commission
Qwest

Alaska Commission
Roseville Td. Co.

Sprint
TDS

WorldCom

AT&T

Dunkirk and Fredonia Tdl. Co.
Excel

GA

GVNW Consulting

Indiana Commission

MAG
Puerto Rico Tdl. Co.

Alaska Commission
Ronan Tdl. Co.

Rosaville Td. Co.
Alaska

Hawaii
Summit Tdl. Co.

TDS
Verizon
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Western Alliance
WorldCom, Inc. WorldCom
Wyoming Public Service Commission Wyoming Commission
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Appendix D - 1999 Corporate Operations Expense
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SEPARATE STATEMENT OF CHAIRMAN MICHAEL K. POWELL

Re: Fourteenth Report and Order and Twenty-Second Order on Reconsideration, Federal-
Sate Joint Board on Universal Service and Multi-Association Group (MAG) Plan for
Regulation of Interstate Services of Non-Price Cap Incumbent Local Exchange Carriers
and Interexchange Carriers (CC Dkt. Nos. 96-45, 00-256).

| am pleased to support this Order because, today, the Commission findly takes action tofill in
the third piece of the four-part universd service puzzle: high-cost loop support for rura carriers. The
Commisson filled in the firg piece of this difficult puzzle in 1999 when it reformed high-cost loop
support for nonrura carriers based on aforward-looking cost model. We moved the second piece of
the puzzle into place in 2000 with the adoption of access reform and interstate access support for price
cap carriersin the CALLS Order. Today’s action on the third piece of the puzzle, rurd high-cost loop
support - and the pending proceeding on the puzzl€ s fourth piece, rurd accessreform - are two of the
most important actions the Commission will take thisyear. Viewed as awhole, this comprehensive
package of access and universal service reformswill ensure that consumersin al areas of the country,
espedidly those living in high-cost rural areas, have access to telecommunications services at affordable
rates.

A number of innovative rurd carriers have begun to meet the chdlenge of ensuring that thelr
customers benefit from the same twenty-first century telephone infrastructure that other Americans are
darting to enjoy. Many others, however, have been less able to meet this chdlenge. In paticular, in
many cases, the costs of serving far-flung customers has outstripped rurd carriers financia resources.
This has, in some cases, hindered these carriers from making much- needed improvements and upgrades
to their networks to provide basic supported services.

With this Order, we adjust rura high-cost loop support to address afacet of this pressing
problem. The increasesto rura high-cost loop support will begin relatively modestly (roughly $126
million total support for Year 1) and then ramp up to atota price tag over the five year term of the plan
of over $1 billion. Together with our other existing universal service programs, our total support for
rurd carriers during thisfive year period is projected to be well over $9 hillion - before we address rurdl
access reform.

Although I vigoroudy support the Commission taking this important action, | acknowledge that
there are limitations to this plan. Asthe Order emphasizes, thisis an interim five-year plan, reflecting the
fact that we have more work to do in thisarea. Specificaly, | believe it isimportant that we develop a
permanent support mechanism, based on forward-looking costs or another appropriate measure of
costs, by which we can ensure that the rurd high-cost loop fund grows no larger than is truly necessary
to accomplish its purpose. As | have stated repesatedly, we must guard againgt alowing universa
service programs to grow too large, lest we collect so much from carriers that they are hindered in their
ability to compete and bring consumers new and better products and services.

If we could address this concern and adopt a permanent solution today, | would be the first to
support it. But these issues are exceedingly complex and will take moretimeto develop. At the same
time, further delay is not an option in my view. The Commission has taken smply too long to address
rurd carrier issues in itsimplementation of the Act’s universal service requirements.
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| would re-emphasize thet thisis only one piece of the puzzlefor rura carriers. The Bureau
intends to prepare aforma recommendation regarding rura access reform, including congderation of
the “MAG proposa” within the next few months. It will be one of my top priorities to make sgnificant
progress on rura access reform as soon as logigtically possible.

In closing, | would like to extend my deepest gretitude to my sate colleagues and dtaff, as well as my
fdlow commissoners and s&ff, for their invaluable contributions to this reform effort. The Rurd Task
Force and the Joint Board on Universal Service are especially commended for their insght and vigor in
developing thisinterim support mechaniam.
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Separ ate Statement of Commissioner Susan Ness
Re: Federal-Sate Joint Board on Universal Service, CC Docket No. 96-45

Today we complete another mgjor chapter in our effort to preserve and advance universa
service, one of the fundamentd pillars of the Telecommunications Act of 1996. Section 254 of the Act
requires us to ensure that al Americans have access to telecommunications services at affordable and
reasonably comparable rates. Congress recognized that we need to pay specia attention to the needs
of (1) low-income consumers, (2) thoseliving in rurd, insular, and high-cost areas, and (3) schools,
libraries, and rura hedth care providers.

We have made steady and significant progressin each of these areas. For low-income
consumers, we augmented our Lifeline and Link-Up programs to increase the level of federd support
and ensure that support is available to the urban and rura poor in every sate. For schools, libraries,
and rurd hedth care providers, we have successfully implemented the bold vison in the 1996 Act to
deliver the tools of the Information Age through discounts on tdecommunications and information
services.

And for consumersin high-cost areas, we have taken steps to establish universal service
support mechanisms that are explicit and sustainable in a competitive market. We previoudy reformed
the high-cost mechanisms for non-rurd carriers, and they are making the trangition to a support
mechanism based on forward-looking costs. Today, we address high-cost reform for rurd carriers by
adopting a mechanism that works for rurd America

When the FCC undertook its review of the high-cost universal service mechanism following
passage of the 1996 Act, we recognized the unique chalenges facing rura carriers and did not adopt
one-gze-fits-dl policies that might have impeded rather than supported the provison of affordable
service by rurd carriers.  Instead, working with rurd carriers and their associations, the Joint Board
convened a Rurad Task Force comprised of experts representing a wide range of companies, consumer
advocates, and government officids to examine the cost structures and circumstances of rurd carriers.

In October, after intensve research and ddiberations, the Rurd Task Force unanimoudy
recommended a high-cost mechanism for rurd carriers that takes into account not only the sgnificant
differences between rura and non-rurd cariers, but aso the vastly different cost structures among
rurd carriers. Asisthe case with any consensus proposd, the framework may not be exactly what any
one entity would want. Nevertheless, the plan represents a solid compromise that balances competing
interests. | support this order because it will provide the stability necessary for rurd carriersto plan for
the future and undertake critical investment to benefit rural consumers.

As we celebrate completion of this phase of high-cost reform, however, we note that much
remains to be done.

Firg, we have not yet completed efforts to identify and make explicit the subsidies embedded in
rurd carriers access charges. Reforming high-cost mechanisms without addressing access chargesis
like clapping with one hand. | urge the Commission to make access charge reform and resolution of the
other issues raised by the Multi- Association Group atop priority. For many rurd carriers, access
charges comprise well over hdf of ther revenue stream. It is not easy for rurd carriersto plan for the
future and invest in their communities when there is uncertainty about this portion of their revenue base.
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Second, even as the Commission works to complete action to reform the federd universd
service mechanisms, we must remember that keeping telephone service affordable and bleisa
shared federd and state respongbility. | commend the states that have implemented measures to
address rate comparability within their borders and urge other states to undertake such initiatives. State
commissons aso have acriticd roleto play in ensuring that subsidiesimplicit in intrastate rates are made
explicit.

Third, we mugt remain mindful that universal service is an evolving concept that merits our
continuing atention. For low-income consumers, we must ensure that those for whom Lifdline and
Link-Up are intended know about and have access to these programs. For schools and libraries, we
must determine why some communities, including ones in rurd and high-poverty areas, are not taking
advantage of ERate discounts to hook up their classrooms and libraries to the Internet. We should
also seek to build on our success with the ERate to find ways to leverage for the entire community —
especidly in remote areas -- the technologica resources made available to schools and libraries.

For high-cost areas, our continuing chalenge isto ensure that consumers have access to
reasonably comparable services at reasonably comparable prices through a high-cost mechanism that is
economicaly rationd and competitively neutral. Today, we take an important step by adopting a
framework for rurd carriers. We must now focus our attention on further steps, including in the near
future, areview of the services that are supported by universal service and an examination of ways to
facilitate the deployment of advanced servicesto al Americansin areasonable and timely manner. As
we proceed on these and other measures, | urge the Commission to continue working together with our
date colleagues — and with the Joint Board in particular -- to ensure that specific, predictable, and
sufficient mechanisms remain in place,

Asafind matter, | would like to acknowledge the many people who have demongtrated
through hard work their commitment to preserving and advancing universa service for dl Americans.

| commend the Rurd Task Force for its unwavering efforts for rura consumers. | especidly
want to thank the chair of the Task Force, Bill Gillis, who worked tirdlesdy to fashion a consensus.

| would aso like to thank the Joint Board and its s&ff for their dedication to ensuring thet al
Americans have access to affordable, quality telecommunications services. Together, we have worked
hard to forge a federa- state partnership to promote the gods of universal service,

Findly, I would like to thank the Common Carrier Bureau, and in particular, the Accounting
Policy Divison. Bureau staff members have spent countless hours working through complex issues.
They are indeed public servants of the highest caliber.



