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By the Chief, Accounting Safeguards Division, Common Carrier Bureau:

I.  INTRODUCTION

1. On October 1, 1999, the National Exchange Carrier Association, Inc. ("NECA") filed proposed modifications to the current universal service formulas for average schedule companies, requesting that they take effect on January 1, 2000, and remain in effect through December 31, 2000.
  These formulas include a local switching support formula and a universal service fund ("USF") expense adjustment formula.  On October 7, 1999, the Accounting Safeguards Division issued a public notice soliciting comments on NECA’s filing.
  Two parties filed comments.
  On December 29, 1999, we approved NECA's proposed local switching support formula, but found that further review of NECA’s proposed USF expense adjustment formula was necessary.
  We directed NECA to retain the USF expense adjustment formula as set forth in the March 1999 Order
 pending our further review.

2. For the reasons discussed below, we deny NECA's proposed modifications to the USF expense adjustment formula for the period January 1, 2000 through December 31, 2000.  We direct NECA to continue use of the current USF expense adjustment formula as described herein.

II. BACKGROUND

3. Average schedule companies receive compensation for their interstate common carrier services on the basis of formulas developed by NECA and approved by the Commission.
   One of these formulas is designed to compensate companies for USF high loop cost
 (the USF expense adjustment formula), which is paid based on the degree that an individual company’s cost per loop exceeds the national average. 
  The Commission has permitted such payments to average schedule companies based on the belief that some of these companies may incur loop costs that are above the national average.

4. In the March 1999 Order, we denied NECA proposed modifications to the USF expense adjustment formula because we found that the proposed modifications were not an improvement over the existing formula, and in fact, resulted in an outcome far inferior.
  We directed NECA to retain the existing formula approved on June 29, 1998, but we permitted the payment amounts under that formula to increase at the average schedule companies’ growth rate of working loops and by additional amounts needed to ensure that no company would experience unreasonable reductions in per loop support compared with 1998 levels.
  On December 20, 1999, the Commission released an order, upholding the Bureau’s ruling on the USF expense adjustment formula in the March 1999 Order.

III.  DISCUSSION

5. Our review of NECA’s proposed modification to the USF expense adjustment in the instant case finds almost no improvement from the formula we rejected in the March 1999 Order.  While NECA did make minor improvements to its analysis, most notably in its treatment of outliers,
 its proposed formula does not provide a reasonable correlation between estimated cost per loop data and the sample cost per loop data which might justify its use in determining USF payments for average schedule companies.  The coefficient of determination
 relating NECA’s proposed formula to the sample cost per loop data is negative which indicates a very weak relationship between the proposed formula and the sample data.  We find, therefore, that the formula does not reasonably estimate costs per loop or universal service support amounts.

6. NECA’s proposed formula would result in a 20% increase in USF support for average schedule companies.  Not only is NECA’s proposed formula based on faulty regression analysis but also the resulting proposed increase in USF support is inconsistent with other data.  The percentage of loop growth nationally is 3.4%, and overall growth in the USF is capped at that rate.
   The percentage of loop growth for average schedule companies is slightly higher, 4.7%,
 but this small difference does not justify the 20% increase in USF support for average schedule companies proposed by NECA.   We note that NECA provided us with data showing that the average cost per loop for the sample companies increased by nearly 10% over the previous year.
  We question this, however, because it is inconsistent with the recent cost trend, and it is significantly higher than any increase ever reported in the cost per loop for small cost companies as a whole.
  In fact, NECA showed no increase in average cost per loop for sample companies in last year’s filing.

7. As in the March 1999 Order, we find NECA's proposed USF expense adjustment formula is not an improvement over the current formula and does not advance the objectives set forth in our previous orders.  Thus, we find that NECA’s proposed formula is not justified.  We believe that further improvements to the formula can be made to better estimate the cost per loop of the average schedule companies.  To the extent discussions between staff and NECA can advance this goal, we encourage such discussions.  In the meantime, we will require NECA to retain the current USF expense adjustment formula that was approved in the June 29, 1998 order.  As in our March 1999 Order, and in accordance with the Commission’s December 1999 Order, we will provide for the payments resulting under this formula to increase consistent with the average schedule companies’ loop growth rate, i.e., 4.7%.
  We will also permit payments to be increased by an additional amount, to be identified by NECA, to ensure that no carrier experiences unreasonable reductions in per loop support compared with 1999 levels.  We direct NECA to submit a schedule to us within 30 days of the release of this order that sets forth the payments to each average schedule company.  Such submission should identify additional amounts above the amounts stated on the payment schedule that may be necessary to ensure that individual companies serving the smallest exchanges
 will not experience unreasonable reductions in per loop support in 2000 compared with their 1999 amounts.  The requested submission does not preclude NECA from beginning payments to average schedule companies, under the modified formula, at the next regular payment cycle.

IV.  ORDERING CLAUSE


8.
Accordingly, IT IS ORDERED, pursuant to Sections 0.91 and 0.291 of the Commission rules, 47 C.F.R. §§ 0.91, 0.291, that the average schedule formula proposed by the National Exchange Carriers Association, Inc. on October 1, 1998, for USF expense adjustment IS DENIED.  


9.
IT IS FURTHER ORDERED, pursuant to Sections 0.91 and 0.291 of the Commission rules, 47 C.F.R. §§ 0.91, 0.291, that NECA shall retain the current USF expense adjustment formula as modified in section III of this order for the USF expense adjustment.  


10.
IT IS FURTHER ORDERED, pursuant to Section 4(i) of the Communications Act of 1934, as amended, 47 U.S.C. § 154(i), and Sections 0.91, 0.291, 1.103 and 1.4(b)(2) of the Commission's rules, 47 C.F.R. §§ 0.91, 0.291, 1.103 and 1.4(b)(2) that THIS ORDER IS EFFECTIVE UPON ITS RELEASE.






FEDERAL COMMUNICATIONS COMMISSION






Kenneth P. Moran






Chief, Accounting Safeguards Division




	�  See 2000 NECA Modification of Average Schedule Universal Service Formulas, National Exchange Carrier Association, Inc., October 1, 1999 ("NECA Filing").





	�  Pleading Cycle Established for Comments on NECA's Proposed Modification of Average Schedule Universal Service Formulas, ASD 99-43, DA 99-2105 (rel. October 7, 1999).


 


	�  Comments were filed in support of NECA's proposed formula revisions by the National Telephone Cooperative Association ("NTCA") and the Organization for the Promotion and Advancement of Small Telecommunications Companies ("OPASTCO") (November 3, 1999).





	�  National Exchange Carrier Association, Inc., Proposed Modifications to the 1999-2000 Interstate Average Schedule Formulas, Order, DA 99-3021 (December 29, 1999).


	


�  See National Exchange Carrier Association, Inc., Proposed Modifications to the 1998-99 Interstate Average Schedule Formulas, Order, ASD 98-96, DA 99-530 (March 17, 1999) (March 1999 Order). 





�  See 47 C.F.R. Sections 69.605(c) and 69.606.





	�  See generally, 47 C.F.R Section 36.601 et. seq. 


	�  Calculation of the USF expense adjustment is set out in section 36.631 of the Commission's rules.  Companies with an average cost per loop exceeding 115% of the national average cost per loop can allocate a specified percentage of these costs to the interstate jurisdiction.  47 CFR § 36.631(c), (d).  The Commission’s recent high cost support proceeding changed the procedures for calculating USF support for non-rural carriers, however, calculations of USF support for rural carriers did not change.  See Federal-State Joint Board on Universal Service, Ninth Report & Order and Eighteenth Order on Reconsideration, CC Docket No. 96-45, FCC 99-306, November 2, 1999 (Ninth Report & Order on Universal Service); and Federal-State Joint Board on Universal Service, Forward-Looking Mechanism for High Cost Support for Non-Rural LECs, Tenth Report & Order, CC Docket Nos. 96-45 and 97-160, FCC 99-304, November 2, 1999 (Tenth Report & Order on Universal Service). 


�  All average schedule companies are rural carriers.  See 47 C.F.R. Section 51.5, which sets out the definition of rural telephone carriers.


 


�  See March 1999 Order at para. 8.





�  Id. at para. 14. 


 


�  NECA sought Commission review of the March 1999 Order.  See Application for Review filed by the National Exchange Carrier Association, Inc., In the Matter of National Exchange Modifications to the 1998-99 Interstate Average Schedule Formulas, ASD 98-96, DA 99-530 (filed April 16, 1999). The Commission denied NECA’s Application for Review and sustained the Bureau’s findings.  See National Exchange Modifications to the 1998-99 Interstate Average Schedule Formulas, Order, FCC 99-395, December 20, 1999 (December 1999 Order).     


�  See NECA filing at III.  NECA uses a method of outlier accommodation in its sample data that reduces the influence that a few companies with unusually high or low cost per loop would have on the estimation.





�  The coefficient of determination, or R2, represents the measure of how closely a model follows the data. Using standard regression analysis techniques, the deviations between the individual data points and the model is minimized.  Using these techniques, the model’s coefficient of determination will fall between 0.0 and 1.0.  The closer the coefficient is to 1.0, the better the correlation.  A negative R2 indicates that NECA did not use a standard regression analysis technique.





�  The average nationwide annual growth in working loops for 1999 was approximately 3.4%, and accordingly, the fund will increase by approximately that amount in 2000.  See Universal Service Fund 1999 Submission of 1998 Study Results by the National Exchange Carrier Association, Inc., October 1, 1999, Tab 10. The limit on the rate of growth of the USF is limited to the rate of growth in the total number of working loops nationwide.  See Federal-State Joint Board on Universal Service, Report and Order, CC Docket No. 96-45, FCC 97-157, 12 FCC Rcd 877, May 8, 1997, para. 281, 282.  


 


�  Based on the average schedule total loops reported in NECA’s filing, Appendix D, and the total USF loops reported by NECA in its ex parte letter dated June 4, 1999.





�  Growth rate based on sample data included in the current NECA filing compared with NECA’s previous 1998 filing (i.e., 1999 NECA Modification of Average Schedule Universal Service Formulas, National Exchange Carrier Association, Inc., October 1, 1998).


 


�  For example, an analysis of the average growth in cost per loop for cost companies with fewer than 10,000 lines over the past 4 years shows increases that range from .55% to 3.20%. Based on Universal Service Fund 1999 Submission of 1998 Study Results by the National Exchange Carrier Association, Inc., October 1, 1999. Moreover, the 20% increase in support proposed by NECA appears to be excessive in relation to the cost data provided by NECA.  According to NECA, the average cost per loop for the sample companies increased nearly 10% over the previous year.  Because cost per loop is highly capital intensive, an increase of 10% in one year would be exceptionally high for an individual company, and would be unprecedented for a large group of companies.  Even so, a 10% increase in cost would not support a 20% increase in USF support.





�  See March 1999 Order at para. 11, n. 26 citing NECA ex parte letter of January 15, 1999 at Exhibit 2.  The increase in the cost per loop for sample average schedule companies from 1996 to 1997 was 0.1 percent. 


 


�  See supra. n. 16 and accompanying text.


  


	�  In its June 1998 Filing, NECA proposed, and we adopted, a reduction limitation based on the average reduction to companies with fewer than 500 loops per exchange.  See June 1998 Filing at p. III�8; see also June 29, 1998 Order, at para. 13, n. 37.  We will continue to use this threshold to ensure that ratepayers served by these companies will not be adversely affected as a result of the modification we adopt in this order.







