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Direct Tes timony o f Ben Johnson, Ph.D.
On behalf of the Idaho Pub lic Utilities Commiss ion, Case Nos. GNR-T-97-22 and GNR-T-00-02

Q.

Please turn to the first part of your testimony. Could you summarize the universal
service provisions contained in the Tele communications Act of 1996?

The Tekcommunications Act 0f 1996 ("1996 Federal Act") became law on February 8,
1996. The 1996 Federal Act expliitly recognzed the need for federal and state support to
"preserve and advance wniversal service” [47 U.S.C. § 254(b)]. The 1996 Federal act
provides n 47 U.S.C. § 254(]) that the FCC and the states ‘should ensure that universal
service is available at rates that are just, reasomable, and affordable.” 47 U.S.C. § 254(k)
prohbits telecommunications carriers from subsdizing competitive services with revenies

from non-competitive services. It requres states to:

establish any necessary cost alocationruks, accounting safeguards,
and gudelines to ensure that services inclided n the defintion of
universal service bear no more than a reasonable share ofthe joint
and common costs of facilities used to provide those services.

On March 8, 1996, the FCC appointed a Federal-State Jont Board on Universal Service.
The 1996 Federal Act directs the Federal-State Joint Board and the FCC to base the
preservation of universal service on six general principles, and allows the Board and FCC to
consider additional principles that are determined to be “necessary and appropriate for the
protection of the public nterest, convenience, and necessity” and consistent with the

Telecom Act [47 U.S.C. § 254(b)]. The six general principles are:

Quality and rates. Quality services should be avaihble at affordable rates

Access to advanced services. Accessto advanced telecommunications and nformation
services should be provided in al regions ofthe nation.
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Access in rural and high-cost areas. Consuners in every region should have access to
telecommunications and information services at costs reasonably comparable to rates
charged inurban areas.

Equitable and nondiscriminatory contributions by providers to the preservation and
advancement of Universal Service. Al providers oftelecommunications services should
make contributions to Universal Servie.

Specific and predictable support mechanisms. There should be specific, predictable, and
suffcient federal and state mechanisms to preserve and advance Universal Service.

Access to advanced telecommunications services for schools, health care facilities,
and libraries. Elementary and secondary schools and classrooms, health care providers,
and libraries should have access to advanced tekcommnunications servies.

The Actalso authorizes states to adopt reguhtions that are not nconsistent with the FCC's
ruks to preserve and advance universalservice [47 U.S.C. § 254(f)]. Section 254(f) also

provides:

Every telecomnunications carrier that provides intrastate
telecommunications services shall contribute, onan equitable and
nondiscriminatory basis, in a manrer determined by the State to the
preservation and advancement of inversal service in that State. A
State may adopt regulations to provide for additional defntions and
standards to preserve and advance universal service within that
State only to the extent that such regulations adopt addtional
specific, predictable, and sufficient mechanisms to support such
defntions or standards that do notrely on or burden Federal
universal service support mechanisms.
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Q.

What has the FCC concluded regarding federal and state responsibility for funding

high cost service?

Intially, in ts May 8, 1997 Universal Service Order, the FCC planned to support the
federal portion ofhigh costs, and it concluded “that the federal share of the diference
between a carrier's forward looking economic cost of providing supported services and the
national benchmark willbe 25 percent” [ 269]. The FCC noted that 25 percent is the
current interstate allocation factor applied to loop costs n the Part 36 separations process,
and reasoned that snhce loop costs are the predomimnt cost that varies between high cost
and non-high cost areas, ths factor best approximates the interstate portion of universal

service costs [Id.].

Did the Joint Board agree with the FCC’s conclusion regarding this method for
dividing federal and state responsibility for high cost s upport?

No. On Novenber 23, 1998, in lieu ofthe 25/75 split, the Joint Board recommended a
two-step process for non-rural carrers to qualify for universal service support: First, a
carrier’s study-area, forward-looking cost of providing the supported services must exceed
the nationwide weighted average cost per line; and, second, "the state’s abilty to support its
ownuniversal services needs should be determined." [Second Recommended Decsion, CC
Docket No. 96-45, § IV(D)] The Joint Board recommended that "Federal support should
be provided only for costs that exceed both of these thresholds." [Id.]
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On October 21, 1999 the FCC approved two orders concerning universal service.
Would you briefly summarize the content of those orders, as they relate to the

issues in this proceeding?

Yes. The FCC concluded that “the primary role of federal high-cost support & to enable
reasonably comparable rates among states, whik the primary role of each state is to ensure
reasonably conparable rates within ts borders.” [FCC News Relkease, October 21, 1999,
p. 3.] The FCC adopted a new methodology for calcuhting federal high cost support for
non-rural carriers and itadopted a set of national input values f©r use with the FCC model.
[Ninth Report and Order (“Methodology Order”) and Tenth Report & Order (“Inputs
Order”), May 27, 1999, CC Docket No. 96-45]. The Methodology Order includes the

following provisiors:

(1) The FCC’s cost model, applied to non-rural carriers, will be used to estimate
forward-looking costs of supported services.

2) A state’s awerage cost per line for such carrers willbe compared to a mtional cost
benchmark, set at 135% ofthe national average forward-looking cost per Ine;

3) In states with average costs above the benchmark, support will be provided based
on ths cost diference. The magnitude of this support reflects the continued level of
support provided by interstate access charges.

4) Given the requirement of a statewide average cost per line, the state share
requirement contained n the May 28, 1999, high-cost order has been eliminated.
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©)

(6)

An “nterim hold-harmless provision” ensures that a carrer’s per-line support under
the new mechanism will not fll short of the current support level however, inorder
for a carrier to receive more than its current kevel of support, the state must file wih
the FCC appropriate conpliance with section 254(e) ofthe 1996 Act.
Furthernore, absent such certifcation, all federal support to a state’s non-rural
carriers wil end as of January 1, 2001.

Support per Ine, nchiding interim hold-harmless support, will be portabk “among
all eligble telecommunications carriers.”



