


' Telecom Basms

o Telephone ccmpanres are cap|tal mtensrve and
have extremely hrgh fixed costs.

e Cost recovery is thus important, partrcularly i the o
telco serves a low densrty area. |

e Telcos recover therr costs through a vanety cf
mechanrsms g : o

e End user charges: Iocal charges subscriber |ine charge:

e Access charges mtrastate and mterstate mterexchangev- e

~ service
o Universal service subsrdles state and federal







~interconnection requirements.

Rural companies can qualify for exemption from local

Section 251(f)(1)(A) exempts a “rural telephone company” from the

requirements of 251(c), i.e. , the duty to negotiate, interconnection, -
 unbundied access, resale, notice of changes, and collocation, untll
e (1) the rural telephone company receives “a bona fide requestfor

" interconnection, services, or network elements,” and

e (2) the state commission determines “that such requestisnot

~unduly economically burdensome, is technically feasible, and s
~ consistent with Section 254 [on universal service]...”

‘Section 251(f)(2) provides that any LEC “with fewer than 2percent

- of the Nation’s sut scriber lines installed in the aggregate

nationwide” may request that a state comm

the application of 251 (c) as well as 251 (b), which includes number

portability, dialing parity, acce"sis::,tof‘rig:hts40f;-way,_ and reciprocal s

- compensation.




o Form of Regulatlon

"o Rural carriers — Rate of return regulatron

e Rates are targeted to recover actual costs plus the
prescrrbed 11.25% rate-of-return

o Non-rural carriers (e.g., RBOCs) — Price cap regulatlon |
¢ Rates based on price ceiling; returns vary dependmg on
the efficiency of the individual carrier
o Tariffs — all carriers file publ|cls‘;a.ava|Iable tarrtfs
contarnrn? the rates, terms and condltrcns for
service offerings

o Reduced burdens for rural carriers — NECA frles smgle
tariff for > 1100 rural carriers e
e Local charges and intrastate access rates are
subject to state regulation; 'subscriber line charges
and interstate access rates are subject to federal
regulatlon | | SR




o ‘Rural Telecom* _P

mg Intercarne a,jgr"ﬁ"'::';ensatlc 1 proceedin
y, and whetherct‘ rewse the existing reglmes;

e Rural camers‘recelve;}sl_n antl ‘ e
ccess charges (i er o




- Umversal Servnce - ngh >~»{~;’?ost j-iup\*rt e

. ngh _?f?;:}oist is one ¢ of feur federal unlff ?~esrs?fj*r_I*'j(serwce o

progra j‘fs;;‘sf_and prowded $3 4 b||||on in suppart |n
F52004 e Pt
K Prowdes suppert to enable carrlers tc prevnde

“telephone service in h|gh-ccst areas at affordable ratesy}i :

. Prowdes dlfferent levels of support dependmg on the
size of the prowder and the Ievel Qf cost

i . Prowdes suppart to ellglble competltlve f‘ .

equal per-lme baS|s as the mcumbent carrler _



There are fwe pnr.;

\

| mechams s o

o] I‘nterstate

| 'Rural/ Interstate Common L|ne
: Rate-of—return SUPPO"t Cme

L Prlce Cap b SEhraaien e e




. el 129% -
Prolected ngh Cost Dlsbursements by Mechamsm - 2004

. Approx 3/4 of hlgh—cost support goes to rural and/or rate-»ot-return LECs
. Begmmng July 1, 2004, the Commtssmn merged LTS mto ICLS . -

2 Federal Commumcatmns Comrmssmn RINRIE T e e




Pending Proceedings Affecting Rural
- Carriers before the Commission o

o Review of Universal Service Support for Rural Carriers: The FCC referred
issues concerning how rural support is calculated (e.g., embedded vs. forward-
looking costs) to th e Federal-State Joint Board for their consideration. The Joint

Board is having a hearing on this subject 11/17/04 in ‘Nashville, The Joint Board

is expected to issue a recommended decision 1o the FCC in mid- to late-2005.

'(lj'he__ =CC has one year within which to act on a Joint Board recommended

ecision. | e | G S

o ETC/Portability Proceeding: The FCC will act on a Joint Board recommended

decision concerning the portability -aof-*ur{i\'iver'sial*servic%e;sugpo:rt«in competitve

~ service areas by 2 57/05. Among other things, the Joint 3oard recommended

that the FCC limit high-cost support;,to;;a;;Sing‘Ie:_connection%that;prOvides a
;subscrib‘er;;acce;sis;to;th;e-pu,blic,telepho‘ne‘-‘netw;‘o‘rk.; Scan e

o Contribution Methodology: Next year, the FCC is expected to revisitthe

method by which contributions are made to the universal service fund. Under

the current system, providers of interstate telecommunications services (which i

includes international services) contribute to the fund based on aformulathat

the FCC applies every quarter. The current cohtributibn-factorzis,8.9°/o;;thus,;a_ o

o rogidercurrentlyContri utes 8.9% of its interstate/international revenues to the




© Universal Service High-Cost Mechanism

e The AntlDeﬂmencyAct, 31 U.S.C. 1341 prhllts ‘an 1

 expenditure or obligation exceeding an amount available in an

~ appropriation or fund for the expenditure or obligation...”

 The FCC has determined that the requirements of this Act apply.
to the USF. In August 2004, USAC temporarily halted issuance

~ of funding commitment decision letters to schools and libraries, -

~ and rural health care providers due to concerns about having 5
‘adequate unobligated cash available to cover new commitments.

~ We anticipate that USAC will resume issuing these lettersby
- mid-November. R e

e Several trade associations are -advocating legislation that would

 exempt the USF from the requirements of the Anti-Deficiency
n would permit the USF to incur obligations -

pt of cash intended to cover those obligations

~ Act. Such legislation

b prior'to the recei
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Sy deadlme 3/2/2005) '
e Tariffs filed on 15 days i
rejected or suspended by CC

o If later determmed thatacarnergover_ earnedf‘
eturn), refunds are

i over-earn Lear o e

' Whether to‘permlt carrler prV|de sel
locations to elect rate of re ur,_re‘gulatlon for some
mcentlve regulatlon for other areas g




« Mid-Rivers Petition. Over the past several years, anumber of small rural

 ILECs have built transmission facilities (transport and loops) into neighboring
ILEC service areas, typically servmgthenewlocatlonsUS'"§thelreXlst|ng
, meaning they use

~switching facilities. They often deploy a complete over-buil
" none of the target ILEC's facilites.
e One rural ILEC, Mid-Rivers, an ILEC in eastem Montana that overbuilt facill
~neighbor ILEC's (Qwest's) exchange and acquired approximately 9

~lines, has requested thattheCommlssmn :déﬁf?f:eff‘itf:vto,«;bfeilfithe}gl“l_g_ =C,

~ section 251(h)(2)oftheAct

’ 'lnd?e“dent ILEC Separate Affillate Requirement. The Commission has
- pending proceeding to~cﬁnsidﬁeir~fwh~eth~}eaiirfﬁthe**be‘neifits-futwe’ih?‘. hecostsof

‘requiring independent ILECs to use a separate corporate subsidiary when they
~ provide faciliies-based, in-region interexchange service. =~~~

e This proceeding will also consider whether there are alternative safeguards thatare
just as effective but impose fewer regulatory costs. o

e Inaddition, the ‘Commission has sought comment on the app
~(i.e., dominant or non-dominant) of the provision of in-region, int

~international interexchange services by both the BOCs and independe,  /‘




i.f_‘j\*approach ‘one for pric ‘;ca LE

e ,;:}_.L"Qadoypte_
e ‘affordable;;serwce

~ proceeding, rural |

_Because most rural area

ural carners

" The Commission invited commenter* o
lmpllcat|ons for rural commumtles andt ’es-prow




