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PROCEEDI NGS

COWMM SSI ONER ABERNATHY: Ckay. We'll go ahead
and get started, and first of all | want to wel cone everyone
to this public forumon the FCC s rul es about the
designation and the funding of Eligible Tel ecommuni cations
Carriers, or ETCs, in rural areas.

We have a great l|ineup of panelists, and | want
to thank all of you for com ng here at your own expense to
hel p us, as a joint board, grapple with this issue and for
making it a priority. |It's certainly a priority for us, and
it's very, very conplex, and it's going to require all of
our best efforts to figure out where we shoul d be headed.

| think our ultimate goal, of course, is to
ensure the preservation and enhancenent of universal
service, and in order to do this we need to focus on two
primary issues: how we collect contributions into the fund,
which is one piece of it, sonething we're not dealing with
today; and then how we distribute the support to the
carriers.

And on the collection side, as you know, we've
got an ongoi ng proceedi ng |ike augnent issue on the
contribution nmethodol ogy, and al so Congress is | ooking at
it.

So today we're going to be focusing on the demand

side. W need to consider the inpact of conpetition in
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rural markets for the demand on universal service support,
and we need to nmake sure that the fund doesn't grow so | ong
that we end up threatening the viability of the system

Now, a |lot of the debate surrounding the
portability issue has centered on the question of wreless
entry into rural markets and the flow of support to the
Wi reless carriers.

And | want to nmake clear at the outset of this
joint board proceeding that this is not about whether
wireless carriers should be eligible for support. In ny
view, the rules have to renmain technologically and
conpetitively neutral, and all of the providers add great
value to rural Anmerica.

At the sane tinme, though, we have to ensure our
obligation is to make sure that universal service policies
do not distort conpetition and that conpetitors enter rural
mar kets when there's a rational business case to be nmade to
do so and not sinply because there may be a federal subsidy
avai | abl e.

And | think our discussion today will focus on
ensuring that our ETC rul es produce rational results froma
conpetitive standpoint and sustainable results froma
uni versal service standpoint and that they are fundanentally
fair and equitable to all the parties out there pronoting

service in rural areas.
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| want to thank you all for com ng, and |I'm going
to lay the ground rules. W w Il be keeping close track of
the tine today, because | do want to keep everyone on tine.
You're [imted to three-mnute introductory remarks. It is

i nportant that we have sufficient tinme for the questions and

answers that follow. You'll get a warning at the one-m nute
mar k, and then a buzzer will sound at the end of the three-
mnute time, | think. |If it doesn't, I'll cut you off.

So | now want to provide an opportunity for al
of ny coll eagues to al so nmake introductory remarks, and then
we'll nove forward with the panels.

STATE CONSUMER ADVOCATE GREGG.  Good norni ng,
everybody. | wll just echo the comments of Conmi ssioner
Abernathy. We are here to focus on the outgo portion of the
fund.

As we all know, the crisis of universal service
has been the ever-escal ating assessnent fee, which is a
result of both the incone, the contribution base, and the
outgo. Today's hearing focuses on the outgo.

Qur responsibility as the joint board and the FCC
is ultimtely to make sure that the fund remai ns sustainabl e
long termso it can continue to bring the benefits of
uni versal service to all parts of our nation

And ny hope is that we focus here today on the

benefits to consumers from uni versal service. | know t hat
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nost of the comrenters here today represent conpanies, but |
think we need to keep in mnd the injunction of the Fifth
Circuit in the ALENCO decision that said the Act prom ses
uni versal service, and that requires adequate fundi ng of
custoners, not carriers.

Thank you.

COWM SSI ONER THOWPSON:  Thank you. [|'malso very
pl eased to be here today at this hearing with the full joint
board, or as nmuch of themas were able to attend, to enhance
the record in this proceeding to hel p us nake a good
decision on this very inportant issue.

| join ny coll eagues fromthe FCC in thanking you
all for being here today to help us figure out the best
solution to these issues. | appreciate especially the
opportunity to probe further on the parties' positions and
to better understand the issues through questions.

The issues before us today are ones that are of
great significance to consuners nationally and to consuners
in ny state. The issues here arise fromthe intersection
bet ween conpetition and uni versal service.

Qur challenge as regulators is to harnoni ze those
concepts so that consuners in rural high-cost areas al so
receive the benefits of conpetition that other consumers
nati onw de receive.

The tinme for this proceeding is ripe. There are
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two areas in ny state that are rural under the Act because
of popul ati on where we as a state conmm ssion have lifted the
rural exenption and a conpetitor has entered the nmarket.
Consuners have responded positively to that opportunity.
Wthin the | ast couple of years, over 20 percent of the
rural custoners in Fairbanks and Juneau have chosen a

provi der other than the incunbent for |ocal phone service.

We'll hear fromboth of the actors in that drama
on the first panel later on this norning. | think this
trend is likely to continue and spread to the rest of the
country.

We have a responsibility in this proceeding to
make sure that the essential support for high-cost custoners
in those areas is preserved, while not creating artificial
barriers or artificial incentives in those markets for
conpani es who woul d al so seek to serve those consuners.
Thank you.

COW SSI ONER DUNLEAVY: Good norning, and |, too,
am delighted to be here and | thank you very nuch for being
here with us today at 8:30 in the norning. Everyone | ooks
so bright-eyed, I'ma little intimdated.

| really greatly appreciate the efforts of al
those involved in making this hearing this possible, all at
t he Federal Communi cations Conmmi ssion who worked very, very

hard: the Comm ssioners thenselves, and all of the people
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who --, and | offer them and you ny sincere thanks.

Now, obviously, all of us here hold universal
service access or universal access to basic
t el ecomruni cation services to be a critical public policy
objective. Equally obvious is the inperative to keep the
mechani snms by which we seek to achieve that objective
sust ai nabl e.

O particular inportance to that endeavor are the
i ssues involving the portability of universal service and
t he designations of ETCs, which |I believe are tremendously
i mportant.

So | appreciate the opportunity this hearing
affords nme to | earn nore about those issues and the possible
solutions that may be available. As inportant, however, as
t hese issues are, | have to note that there's an el enent of
irony in our being here today.

| think perhaps Congress included Section 254 in
| arge part because it feared that tel econmunications
conpetition m ght never conme to rural America, to deliver
new services at affordable prices in those rural areas.
Congress al so had been told that conpetition in nore densely
popul ated areas woul d threaten the support that had kept
phone service affordable in rural areas.

But, here we are today. Precisely because

conpetition has conme to rural America. Even to sonme of its
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hi ghest-cost areas. Now, perhaps the tine has cone to
question sone of our earlier assunptions and to consi der
whet her uni versal service support, in the future, should or
even can serve the sanme purposes it did before the Act.

In any event, | sincerely hope and pray that
what ever changes we recommend, and that the FCC may adopt,
wi |l not make Congress's fear a self-fulfilling prophesy.
Thank you, Madam Chai r man.

COWMM SSI ONER ADELSTEIN:. Mx it up a little.
This is where we're going to mx it up later today, in
panels. Speaking of which, I'"'mreally |ooking forward to
hearing fromthe panels this norning. Thank everybody for
bei ng here.

We have -- a lot of work went into this, and, |
t hink our Chairs, Commi ssioners Thonpson and Abernat hy and
the staff have put together such a great bal anced
representation fromall sides. So | expect we'll see a
little heat and hopefully that will shed sone Iight on these
i ssues.

| just think it's a real top priority, this
proceeding on portability, and to get it done quickly is
absol utely essential. And Conm ssioner Abernathy and | had
indicated that in a joint nmeeting recently how critical this
istous -- and I know it is to all nenbers of this joint

board -- to absolutely get the right answer.
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We've got to afford regulatory certainty to
conpetitive ETCs, as well as incunbents, about what the
paranmeters are going to be, because there's a | ot of pending
CETC requests, and any rules would apply to themas well.

It is ny colleagues' opinion that it's crucial to
ensure the stability of the universal service environnment to
receive these stresses on the binary product and --
sonetinmes for justifiable reasons, we have to nake sure what
is and isn't justifiable.

We've got to ensure that conpanies that invested
ininfrastructure to serve rural Anerica and hi gh-cost areas
are not subject to a framework that unintentionally
undercuts their ability to performtheir critical universal
service function

For exanple, there's sonme serious questions being
rai sed about the identical support rule. W'Il hear about
that a lot today. |In perusing the testinony, | found that
there was a | ot of conpelling argunents that conpetitive ETC
shoul d recei ve noney based on their own costs rather than
t he i ncunbent LECs' costs.

For exanple, there's many exanples of a party's
right to ask whether it nmakes sense to provi de high-cost
| oop support to CETCs that don't have and don't use wire
l[ine |l oops. We need to hear fromboth sides of this issue

and get a -- and we're going to hear, | think, a really good
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di scussi on of those issues.

And | think the FCC should | ead by exanple in
this, as we're deliberating on the joint board about what
the right answer is, the FCC has pending before it a nunber
of ETC requests and we've got to denonstrate that we are
going to be very rigorous about the public interest test
that we do in evaluating those requests and, hopefully, that
can set the tone for continued discussions of this.

At a mnimum | think, in these, we should ask
whet her granting ETC status to a conpetitive carrier wll
bring benefits to a conmmunity that it doesn't already have.

We've got to find out what inpact designation would have on
the overall size of the funds and on consuner bills. And
| ook at the support |evels.

And we have to al so determ ne whether a CETC
woul d serve only the | owest costs custoners or if they're
doing real universal service in a given service area,
because universal service and conpetition are both two
pillars, key goals of the Act and we can't advance one to
the detrinment of the other, but | think that we can
harnoni ze themto the extent -- greatest extent possible.
That's what |'m | ooking forwarding to | eani ng, about how
we're going to reach that bal ance, here today.

COW SSI ONER ROVNE:  Well, | can't quite say,

wel cone, to high-cost America, but here in Denver | can
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certainly say, welconme to the west and wel cone to the Rocky
Mount ai ns.

| will probably submt to the witnesses witten
questions after the en banc is over that -- | wll avoid
taking up quite so nuch of your tinme and give everyone a
chance to respond in nore detail.

Uni versal service has been an extraordi nary
success. | see the results every day in Mntana, and that's
increasingly true for all of the different el enments of
uni versal service. So | reject the idea of this -- naybe
too often it's been stated that universal service itself is
t he probl em

But, instead, universal service does face
fundanental chall enges that need to be addressed in order to
preserve and to strengthen the prograns that are included
Wi thin universal service. And this referral, along with
ongoi ng work on contributions by the Comm ssion and in
Congress, squarely addresses the nost inportant chall enges.

| want to say sonething about ny coll eagues.
This joint board is exceptionally actively engaged, as
you've all see that. But I'mreally very pleased by the
focus that all of the nenbers and staff have devoted to
every itemthat has been referred to this board, and
especially I amencouraged with the focus on this

pr oceedi ng.
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| also wanted to note the active and, | think,
constructive interest anong nenbers of Congress who are
focused on these issues. That, | think, really has
encouraged all of us, all of us in the room to be very
serious about our work. Based on appreciation of these
i ssues and increasing years of experience that we've all had
with the prograns, really, | am encouraged that all sectors,
that all of the witnesses who are here today have offered
serious and val uabl e conments.

And that the joint board will be able to nove
forward to much better outcones in a nunber of these areas.

And to do it, | think, on a reasonable time frane. W are
conmitted to nove ahead on this.

|"mgoing to be interested in quite a few topics
t oday, but sonme core issues that | would |ike to hear from
all of the wtnesses about are the follow ng:

The first is the relationship with universa
service prograns and the issues here to advanci ng depl oynent
of an access to a robust network consistent both with the
goal s of Section 254 and the goals of Section 706.

I n other universal service proceedings -- as sone
of you know, | have obsessed on the no barriers approach
that was originally devel oped by the Rural Task Force, and
that is very nmuch not a platformspecific comment that |

think is an underlying focus for nmuch universal service
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work. | would ask witnesses to address that issue.

Second, |'mvery concerned that they develop a
much better understanding of public interest and how to
effectuate that. Related to that, how to deal with service
expectations. And there are, | think, two sub-issues under
the general topic of service expectations.

First is, who nakes the decision? Do we need a
federal floor? Should there be prinmarily federal standards?
Shoul d the FCC or the joint board remain silent and defer
entirely to the states based upon their experience and based

upon specific records?

O, an approach that |'ve been suggesting in a
vari ety of contexts since the Act passed -- | have to use
t he cooperative federalist approach -- involving best
practices or particularly the PURPA type standards -- Public
Uility Regulatory Policy Act standards -- this joint board
coul d develop. Could then -- | conmmend to the states for
consideration in their proceedings. There is sone flavor of
that in that -- in Wrk Qut Lifeline Linkup.

A second basic issue in this area is whether the
nore appropriate approach is identical standards across
pl atfornms, or whether perhaps even a nore conpetitively
neutral approach m ght be standards that are platform
specific and platform appropriate. Again, there is good

wor k and good thinking on both sides of that. | would ask
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W tnesses to address that cluster of topics.

The third issue is the econom ¢ question of noral
hazard considerations. Does doing the right thing in a
specific case or trying to achieve a particular goal create
incentives for undesirable or inefficient behavior nore
generally. There have been in this docket sonme effectively
noral hazard argunent.

Utimately, | think in the spirit of pretty nuch
254e, ny goal is to ensure that the noney that's spent on
uni versal service, and particularly on high-costs fund, for
t oday's purposes produce real value for all Anericans.

The fact the progranms have produced val ue | think
is the core reason of Congress and certainly this joint
board and very much nyself included, have supported these
prograns so strongly to date. So |I very nuch | ook forward
to today's proceedings. Thank you.

COWM SSI ONER ABERNATHY:  Thanks to everyone on
the joint board for those introductory remarks. We'll now
nove straights towards -- and, gosh, we're giving you an
extra ten mnutes, guys. W're going to nove straight
towards our first panel.

W divided the panels up according to topic,
because, as you can tell fromsone of the questions that
were posed both in the notice as well as by Bob Rowe, we

have -- Conmm ssioner Rowe -- there's a ton of issues here,
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so we tried to divide themup so we can focus each panel on
sonme of the specific challenges.
PANEL ONE
BASI S OF SUPPORT

The first panel will be |ooking at the basis of
support and it's key issue is, should conpetitive ETCs
continue to receive the sane per-line support as incunbent
LECs or should it be support be determ ned on sone other
basis. | thought what | would do is I'Il just sinply give
your name and your organi zation, avoid |ong bios, and we'll
go straight into the coments.

"1l introduce each panel as sitting down the
line. We'Il let all of you talk first before we start to
the Q & A part because our questions may change dependi ng on
what sonme of the other parties say or comrent in response to
what ot hers have said.

So, first why don't we start with Gene Johnsson
from OPASTCO, which is the organization for the pronotion
and advancenent of small tel ephone conpanies. M. Johnsson?

MR. JOHNSSON: Thank you, and good norning. | am
Gene Johnsson. | amthe chairman and CEO of Fai rpoint
Communi cations, which is the hol ding conpany for 29 rural
t el ephone conpani es that operate in 18 states. Qur
operating conpani es collectively serve about 225, 000

custoners scattered over 19,000 square m | es.
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Many of our service areas, such as Col unbi ne
Tel ephone Conpany here in Col orado, are very high cost,
costly to serve. And without the cost recovery that we
obtai n t hrough universal service support, we would be unable
to provide the custonmers with affordable high quality
service -- | think it's the custonmer that we're really
tal ki ng about here -- conparable to what's being offered
here in Denver.

This nmorning |'m here on behal f of OPASTCO and
500 rural tel ephone conpany nenbers, all of whomface the
sanme kind of issues that Fairpoint faces as we try to
operate in these rural areas. W're pleased that the joint
board has initiated this proceeding on support portability.

We're very concerned that the rapid growh in
funding to conpetitive ETCs is placing the future viability
of the high-cost program and affordable high-quality tel ecom
services to our custoners at great risk. One of the
i nportant recomendations that we think the joint board
shoul d make is to cal cul ate support for CETCs in rural
service areas using their own actual inbedded costs.

It would help us sustain the high-cost program
and do so in a manner that's consistent wwth the '96 Act and
t he objectives of universal service. Basic support on
i mbedded costs would result in paynents that are sufficient

but not excessive and specific to each carrier’'s own
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ci rcumst ances.

It would pronote conpliance with the requirenent
t hat support only be used for the provision, naintenance and
upgrading of facilities and services for which it is
intended. This will provide a nuch greater |evel of
confidence that consumers will receive sone benefit, unless
the ETC receives support.

In addition, basing support on inbedded costs
woul d pronote effective or efficient conpetitive entry in
hi gh-cost areas, since carriers will no | onger have
incentives to seek ETC status just to receive windfalls of
support that exceed their costs.

Al so, utilizing the sane support cal cul ation
nmet hodol ogy for CETCs that's used for rural ITECs, ILECs is
conpetitively neutral. On the other hand, providing the
| LECs per-line support anount to carriers that have
different costs, different |evel of service, different
service areas, and different regul atory obligations and
di fferent econom es of scale is just the opposite of
conpetitive neutrality.

Cost calculations for all ETCs in rural service
areas shoul d be based on network costs, not per-line costs.

This woul d ensure that every ETC receives official support
to achieve a network infrastructure investnent in high-cost

areas that the programwas intended to pronote.
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We believe the change in nethodol ogy for
cal cul ati ng support should be made as soon as the FCC can
devel op cost reporting requirenments for these carriers. The
current portability rules have placed the viability of a
hi gh-cost programin serious jeopardy and change shoul d not
be del ayed any | onger than necessary.

Mor eover, there needs to be a high | evel of
confidence at the high-cost program which is ultimtely
funded by the consuner, is not providing carriers with
needl essly excessive support paynents and is being used for
its intended purposes by all carriers.

Thanks for inviting OPASTCO to participate in
this hearing, and | |ook forward to answeri ng your
gquesti ons.

COW SSI ONER ABERNATHY:  Thank you, M.

Johnsson - -

MR JOHNSSON: How d | do?

COWMM SSI ONER ABERNATHY:  You did great. |'mso
inmpressed. |It's a good start. Well, now!l'Il nove on to

M. Leonard Steinberg, who's with ASC of Fairbanks, Inc.
M. Steinberg, welcone.

MR. STEI NBERG  Thank you very nmuch. Qbviously
my nane is Leonard Steinberg. |1'mgeneral counsel of the
Al aska Communi cations Systens. Thank you for this

opportunity to testify.

Heritage Reporting Corporation
(202) 628-4888



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

20

In my testinony, | have tried to focus on the
conplex reality that universal service involves nmuch nore
t han uni versal service funding. Mny factors nust be
considered in order to ensure quality services at affordable
rates in rural comunities.

For exanple, Section 251(f) of the Comrunications
Act exenpts rural carriers fromunbundling obligations at
prices set by the states. Congress recogni zed that rural
comunities often cannot support nore than one
t el ecommuni cati ons network provider.

| mproper termnation of this exenption, which
occurred in the case of all three ACS rural LECs, puts
uni versal service in jeopardy.

Additionally, where a state conmm ssion sets union
rates at a deep discount without any regard for the |ILECs
actual costs or reasonably forward-|ooking costs, as was
done in the case of the ACS rural LECs, universal service is
al so put in jeopardy.

And, of course, the proper admnistration of the
USF is critical to sustainable universal service. Wen the
hi gh-cost fund is used to support conpetitive ETCs that do
not take on any obligations to build and maintain
t el ecommuni cations infrastructure in high-cost areas,
uni versal service, again, is put in jeopardy.

The joint board must recommend several changes to
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the systemnot only to preserve the fund, but to protect the
availability of quality service to our nost rura
conmmuni ties at affordable rates.

When a uni on based CETC takes a custoner away
fromACS, it also takes away all of the high-cost support
ACS was receiving for that line. But ACS' s obligation to
mai ntain that |ine does not cease. At the rate we are
going, it is becom ng harder and harder for rural ILECs to
shoul der their considerable obligations based on their
shrinki ng revenues.

We doubt, frankly, that nost rural markets can
truly sustain conpetition. W question the benefit to
soci ety of supporting not just one, but multiple carriers in
mar ket s that woul d not have any phone service but for that
support.

But if you are going to support multiple
carriers, we believe that support should be based on the
cost of the carrier seeking support. 1In order to receive
support, all ETCs should be required to denonstrate their
costs and that universal service funds are being used to
support services in high-cost areas.

Opponents of this proposal m ght claimthat
unequal funding is not conpetitively neutral. But
conpetitive neutrality does not nean blindly disbursing

funds regardl ess of costs. It is understandabl e that
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conpetitive ETCs want equal funding, but when asked about
equal obligations, including the obligation to docunent
their costs and build out facilities in high-cost areas,
conpetitive ETCs are not so enthusiastic.

ACS believes that conpetitive neutrality nmeans
all conpani es that receive universal service funding nust
take on the same regulatory obligations to act as the
potential carrier of last resort. That is what they may end
up becom ng.

There's nothing conpetitively neutral about a
CETC windfall. It nmerely enables conpetitive ETCs to
undercut ILECs on price in the short term but the ACT
requires that carriers use funds only for the purpose for
whi ch the funds were intended.

In the long term current funding policies wll
be used to drive the rural ILECs out of the market and | eave
behi nd CETCs i ncapabl e of guaranteei ng uni versal service.

As stated in a petition we filed with the FCC
nore than a year ago, we believe di sbursenment of high-cost
| oop support to firnms that fail to prove they have high
| oops is inconsistent with the statutes requirenent that USF
be used for the purpose for which it is intended.

Wi | e many changes are needed, ACS has proposed
one sinple reformto the current rules. That is where a

CETC serves a custoner using UNE's, the CETCs union | oop
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cost can be used as a reasonable proxy for the CETC s
unsepar ated | oop costs.

Usi ng union | oop prices, CETC support can be
based on the CETC s own cost, rather than the higher cost of
the ILEC. In this way, the Conm ssion can ensure that
uni versal service funds are used for the purpose for which
t hey were intended.

Thank you for this opportunity. | |ook forward
to your questions.

COWMM SSI ONER ABERNATHY:  Thank you, M.
Steinberg. [I'll now nove on to Tina Pidgeon, Ceneral
Communi cations, Inc., GC. Thank you for com ng.

M5. PIDGEON. Thank you. M. Steinberg and |
were saying we kind of take this show on the road together
quite a bit these days. Thank you to the joint board for
including GCI on this panel.

&Cl is a facilities-based wire Iine CLEC. Today
we offer service primarily using UNE | oops and our own
switch, but starting next year, we will begin mgrating to
cable facilities. The markets we currently serve as an ATC
range from Anchorage, a community of about 195,000 lines to
Fai r banks, of approxinmately 50,000 lines to Juneau, with
approxi mately 30,000 |ines.

W serve the whol e market, residential and

business. W offer a variety of service packages, including
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a basic service rate at or belowthe ILEC s. W provide
broadband and dial up internet access.

And we have offered to share carrier of |ast
resort of responsibilities, where we have nore than 35
percent of the retail market, which we do in Anchorage.

My nessage is sinple. Wen carriers |ike GC
conpete with the ILEC to provide universal service, we
shoul d recei ve the sane anount of support per-line. Equal
per-line support was the right choice in 1997 and it renmains
the right choice today.

First, equal per-line support maintains the costs
rel ati onship between carriers conpeting in the market that
woul d exist in the absence of a subsidy. |If the ILEC has
hi gher costs but receives a higher subsidy, it has no
incentive to becone nore efficient to conpete with the CETC

Second, equal per-line support permts the
delivery of conpetitive benefits to rural consuners. In
response to GCl's entry or ability to enter service areas,

t he i ncunbent began to offer its own bundl ed offerings. But
t hese offerings have not been nade avail able in ACS s ot her
service areas where conpetitive entry has not been approved.

Third, paying |ILECs and CETCs based on their
costs is unwrkable. CETCs, even ones |ike GCl, don't have
a network architecture |like the ILECs, and there is not USOA

or other regulatory accounting systemin place for CETC
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net wor ks.

So what should CETC support be based on? Wth
the difficulty unreliable and inconsistent determ ning of
CETC costs, that |eaves |ILEC support, which can be based
either on a nodel or on the ILEC s costs. | would like to
briefly respond to clainms made by opponents of the equal
per-1line support.

Where ILECs in particular have framed this issue
is to nmutually exclusive options between universal service
and conpetition, perhaps in the hopes that they wll
protected from conpetition through universal service policy.

But equal per-line support sinply does not pose the sky is
falling scenario that rural |ILECs have been selling.

First, there is not evidence that conpetition for
supported services poses a threat to ILEC survival. And, in
fact, Section 214 provides an express process to ensure that
carrier of last resort obligations continue to be net, if
i ndeed a service providers does deternmine to | eave the
mar ket .

Second, disaggregation plans allow I LECs to
establish CETC support according to both high and | ow cost
zones. Sone di saggregation plans nay need to be redone as
conpetition devel ops, but the rules permt for that.

Third, as retail conpetition devel ops, regul atory

transitions may be necessary and can be adopted by state
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commi ssions. For exanple, GCl's proposed retail rate
flexibility for the incunbent and to share carrier of |ast
resort obligations under certain market conditions.

Fourth, support |evel shouldn't be a proxy for
ot her concerns to the extent that the joint board is
concerned about the |evel and/or scope of service policy,
then it certainly has the option of adopting specific
service quality standards that should be applied in a
conpetitively and technol ogically nutual manner.

Finally, ILECs today plainly maintain a cost
recovery advantage under the current support basis. |LECs
continue to receive total network support while CETCs
receive only per-line support once they actually conmence
service to a live custoner. And ILECs do not | ose support
when they | ose a custoner to a conpetitor.

If there is inequity in the current support
policy, this is it. And anything other than equal per-Iline
support woul d only exacerbate this disparity.

For these reasons, we urge you to retain equal
per-line support for CETCs and ILECs, and | thank you for
allowing GCI the opportunity to appear on this panel. |
| ook forward to your questions.

COWM SSI ONER ABERNATHY:  Thank you, Ms. Pidgeon.

And now we'll hear from David Cosson, who's with the Rura

| ndependent Conpetitive Alliance.

Heritage Reporting Corporation
(202) 628-4888



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

27

MR. COSSON: Thank you and thanks to the joint
board for inviting the Rural |ndependent Conpetitive
Al liance, or RICA to appear before you this norning. RICA
represents over 75 rural CLECs who are affiliated with smal
rural 1LECs, about 20 of which are USF recipients.

This is an extrenely inportant proceeding. Mich
of the debate has focused on the difference between rural
| LECs and wireless carriers and the rapid growth of wrel ess
support. RICA s concern is really the opposite of that.

The portability rule, when it's applied to a
rural carrier serving a small portion of a very large
carrier, where that portion is high cost but the average
cost is low, there is no support. RICA s position,
therefore, is that cost recovery should be based on the cost
of the individual that rules CLEC and/or all CLEGCs.

A nyriad of issues in this proceeding. There's
very hot debate, not only between the rural |ILECs and
wireless carriers, but also, of course, the Al aska issues
whi ch you' ve just heard about.

Rl CA proposes a pass between these two points of
vi ew, which we hope can lead to, in fact, a satisfactory
resolution of the difficult issues and could be consistent
with the neaning of the Act and the requirenments of the Act.

The present systemfails the requirenments of the

Act because there's not rational basis between the support
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provided to a CETC and its costs or need for support. A
cost based system can be devel oped for CETCs using a

f orwar d- | ooki ng cost net hodol ogy that will provide
sufficient support.

This would not require, then, CETCs to adopt a
CCUSQA or involve intensive regulation. It would adjust
support to deal with all the arguments concerning different
capabilities, different architectures, and so on.

And then, if this cost would be based upon
i ndi vidual studies, if a nodel is used, the nodel has to be
optional because we've seen what the problens are with the
exi sting nodels. And costs, of course, should be determ ned
based upon network costs not on |ines.

So, ironically, although we both represent rural
wireless -- wire line -- CLECs, our position is nore |ike
that of the rural |ILECs except that we believe a forward-
| ooki ng cost met hodol ogy shoul d be used to adjust for
conpetitive process. O course, it could be a two up
process anortization of a difference.

Agai n, thank you for allow ng us to appear.

COWM SSI ONER ABERNATHY:  Thank you very nuch
Dave Cosson. And now we'll turn to Don Wod, who's with the
Rural Cellul ar Association. Thanks for com ng.

MR. WOOD: Yes, thank you. Good norning. The

Rural Cellular Association is an associ ati on of snal
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Wi rel ess conpani es that operate in over 135 rural and what
they're calling snall nmetropolitan areas -- that's a little
grandi ose; these are towns, not cities -- spread throughout
the country.

On behalf of RCA, | appreciate the opportunity to

provide information to you. And, as sonmeone who grew up on

the famly farm | particularly appreciated -- as you'l
probably hear, I'mfairly passionate about sonme of these
i Ssues.

The goals of the Act and the realization of the
stated goal of providing conpetitive alternatives in al
markets -- it's been a struggle, success hasn't always been
easy. And it hasn't always happened as qui ckly as many
peopl e woul d have |iked.

And, not surprisingly, it began in the nore
densely popul ated areas and it has only begun to nove out
into the rural areas. Mst of the larger carriers have
focused on these nore dense areas, and it's the snaller
carriers like RCA nenbers that are dedicated to providing
conpetitive alternatives in rural Anerica.

Bef ore you accept anybody's invitation to tear
down t he existing nmechani smand fundanentally change it --
because a | ot of suggestions here are fundanental changes --
|'"d urge you to take a step back and | ook at where we are as

a result of the existing nechanism

Heritage Reporting Corporation
(202) 628-4888



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

30

Significance in that -- significant investnents
are being made in rural areas by CETCs. These are
i nvestnments that woul d not have been nade wi thout the
availability of high-cost support and portabl e high-cost
support.

Each doll ar of high-cost support -- and | was
going to say, you know, this is a -- every dollar of high-
cost support is a dollar of investnent that woul dn't have
been nmade, but that's actually not true, because these
dol | ars of high-cost support are being nore than matched,
two to one, in fact, sonetinmes ten to one, by private
capital

It's the funding, the universal service funding,
t hat makes the investnent feasible. But that's not the
limt of the investnent that's taking place. These
conpani es are consistently bringing in their own capital
into these areas and maki ng these investnents. And capital
begets capital.

Alot of work | do is on rural econom c
devel opment, and | consistently hear conpanies talking about
the need for wireless services, the need for advanced
services when they're looking at investing in a rural area,
rel ocating, opening up a new manufacturing facility, that
sort of thing.

This is absolutely vital to the people in these
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areas. They're seeing conpetitive alternatives, they're
seeing the availability of service froma health and safety
i ssue standpoi nt.

This is sonething that's been kind of run
roughshod over in sone of the comments, but | think it's
absolutely vitally inportant to recognize that a wirel ess
provi der provides coverage throughout an entire area and
t hat provides an opportunity for people to reach famly and
energency services that sinply does not exist and cannot
exist wwth a wre |ine network.

Now, the per-line support and the equival ency. |
don't think it creates a windfall, | think it actually
reflects, and accurately reflects, the incentives that were
t here i ndependently of the funding. And that is, if a
carrier has |lower unit costs than the incunbent that is not
exagger ated under the current nechanism it's sinply
refl ected.

If a carrier seeking to enter has | ower unit
costs, the ILEC cost is the proper benchmark. That's the
right signal to the marketplace. Conpanies with |ower costs
wi Il choose to enter because it would be efficient.
Conpani es with higher unit costs will see the benchmark and
choose not to enter because it would not be efficient.

And as nore carriers enter and the potential pool

of custoners shrinks, the nessage to the nmarketpl ace changes
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and adapts, and the mechanismis self-adjusting and prevents
inefficient entry.

Can you nmake it better? Yes, you can. You can
take per-line support to a level of economc cost. It was a

decision in '97, it was a decision tw years ago, and it's

still the right decision today.

That will refine the signal to the marketpl ace,
it will provide a better signal, inprove the efficiency of
entry, limt the size of the funds. Thank you.

COWM SSI ONER ABERNATHY:  Thank you very nuch.
And, finally, we'll hear from David Bergmann, who's with

NASUCA Tel econmuni cati on Conmm tt ee.

MR. BERGVANN: Good norning. As -- |'mDavid
Bergmann. |'m an assistant consuners counsel with the GChio
Consuners Council, but for today's purpose, |I'mthe chair of

t he NASUCA Tel ecom Committee. NASUCA is the National
Organi zation of State Uility Consumer Advocates.

We represent the custoners who are intended to be
the beneficiaries of the universal service provisions of the
Act. W also represent the custoners who pay for the
uni versal service fund. So we have, we believe, a unique
i nterest here.

And in expressing that interest, | guess | would
i ke to mangl e Shakespeare a little bit and say to ny fell ow

panelists, a pox on sone of the roons of your houses,
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because there are sone of the roons of some of your houses
that we |ike.

We are concerned both about the adequacy of
support and about the total cost of the fund. And, in this
regard, | would say that we are especially concerned about
the gromh in wireless eligible tel ecormunications carriers.

There is a potential for that growmh to surpass
much of the growh that has already occurred. And under the
current conditions of the managenent of the fund, it would
be crazy for a wreless carrier not to seek eligible
t el econmuni cati ons st atus.

Over all, our position is that we support using
each carrier's cost for support capped at the incunbent's
cost. W also support limting support to primary |ines,
whi ch, of course, is the subject of the next panel.

And we support an effective definition of the
public interest that does not focus on supporting
conpetition for conpetition's sake, but assures that
custoner will receive high quality service regardl ess of
their ETC, and that is the third panel

We al so support requiring ETCs to provide equal
access, which is sonething that has been deferred to this
portion of the case.

The -- in response to sone of the remarks of the

ot her panelists here, I would enphasize that it is our view
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t hat universal service support does not represent cost
recovery.

That you -- that our viewis that we should use
enbedded costs only for the smallest rural conpanies and
that carriers with high costs are to be supported rather
t han using the high-cost carriers costs to support all of
the other carriers.

That's all | have to say at this point. Thank
you.

COWM SSI ONER ABERNATHY:  Thank you very nuch.
And, again, thanks to the panel for staying on tine. And
we'll now start with the questions from nenbers of the joint
board. | think what we'll do is we'll start down with
Comm ssi oner Adel stein, work our way down, and then go back
ar ound.

W're going to try and start with a question and
a followup. | don't know what we're going to do about
mul ti pl e conpound questions, but we have spoken to
Comm ssi oner Rowe. But, we're going to start down there and
see how many he starts.

You're going to get plenty of tine. And then
we'll have foll owups and, of course, | think that if any of
t he conm ssioners have a followup to one of the other
conmi ssioner's questions, you should feel free to engage at

that time so we don't have to go back to it.
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Conmi ssi oner Adel stein?

COWM SSI ONER ADELSTEIN: W heard a | ot about
efficiency of the identical support rule and howit tends to
pronote efficiency and the question |I have -- naybe |']|
direct to you, M. Johnsson, about, if we're going to find
alternative solutions to the identical support rule, they've
got to be conpetitively neutral and pronote efficiency.

So under such a framework, if you were to go away
fromthat, how could you ensure that CETCs have incentive to
mnimze their costs if you were to base support on their
own costs?

MR, JOHNSSON: Well, first of all, we're not
efficient carriers. |In fact, the two conpetitive conpanies
here couldn't even keep their coments within three m nutes.

Wrel ess conpetition: W have cable TV
conpetition, we have a trenendous anmount of conpetition in
our marketplace already. So we have to learn to be
efficient, or we can't operate.

| believe that the ETCs have the sanme situation

| think, what we've created as a circunstance where they
get an unreasonable | evel of public noney -- and |I' m not
concerned about what they get, quite frankly. Wat |I'm
concerned about is providing great service to the custoner.

And at the end of the day, as CEO of a conpany,

my concern is that this program bl ows up because there's too
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much noney, you know, out there going for this purpose
W t hout being used in the public interest. And, as a result
of that, we don't provide good service to our customners.

So, at the end of the day, | just think it's
critical that we -- conpanies will operate efficiently, you
know, or they're not going to survive long term There's
not going to be enough federal noney, or any other kind of
nmoney, com ng from places other than fromthe custoner that
you can run a business effectively and be able to survive in
the long term

COMWM SSIONER RONE: | would like, initially, sone
comments on the relevance, if any, of the -- of no-barriers
pl at f orm approach to these i ssues, and here cones the
conpound part: In the Section 254 requirenents that support
be used for the purposes intended, that woul d be useful,
but, again, the core of the questionis, is there any
rel evance to no barriers?

That's to anyone. M. Cosson is |eaning towards
t he m crophone.

MR. COSSON:  All right. By focusing support on
the cost of the universal service provider, the ETC, whether
it'"s ILEC or CETC, those costs can reflect the particul ar
t echnol ogy by form of support.

And | think this is perhaps the difference

between M. Wod's position and of the RCA -- and the Rural
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Cellular -- and the rural CLECs -- is that recognizing the
wireless, for exanple, as a radically different cost
structure -- and that's words fromone of the wreless
commenters in the proceeding -- that whatever their forward-
| ooki ng costs are, it should reflect that particul ar
t echnol ogy goi ng forward.

And so, as you do that, you nake sure that you're
not creating a barrier to the nost efficient use of the
t echnol ogy because you're not tying the support to sonebody
el se' s technol ogy.

M5. PIDGEON. Could I respond as well?

COW SSI ONER ABERNATHY:  Sure.

M5. PIDGEON. | know you wanted to do -- the --
t hi nk both of the questions asked by Comm ssioner Adel stein
and Comm ssi oner Rowe get to what is a fundanmental question
when we | ook at the issue of the basis for support between
the carriers, and that is, what is going to be achi eved by
provi di ng support based on different carriers' costs?

| think one of the suggestions was that support
be based on the costs of individual carriers, but capped at
the ILEC rate. | think the incentive for conpetitive
carriers under that sort of systemis entirely w ong.

Because what it does is, it would support a CETC
network to its greatest extent and, if it's capped at the

| LEC rate, then the only incentive for the CETC is to becone
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only as efficient, or only to have the sane cost |evel as
the ILEC, rather than preserving the incentives for the CETC
to becone as efficient as possible, so that it can reflect
the cost advantages that it may have in the market and its
pricing to consuners.

And by keeping the support at an equal per-line
basi s, you actually preserve those incentives because it
mai ntai ns the cost relationship between the carriers that
woul d have otherw se existed in the absence of a subsidy in
the first place.

COWM SSI ONER ABERNATHY:  Commi ssi oner Rowe, coul d
| do a followup for --

COW SSI ONER RONE: Pl ease.

COWMM SSI ONER ABERNATHY: -- Ms. Pidgeon? Here's
the dilenmma froma regul atory perspective to the statenent
you just nmade. |If you | ooked at our public notice, when we
said that as an incunbent |loses lines to a conpetitive
eligible tel ecommunications carrier, the incunbent recovers
his costs fromfewer lines, thus increasing the per-line
costs, and with higher per-line costs, then the incunbent
receives greater per-line support, which is also avail abl e
to the incunbent eligible tel ecommunications carrier.

Under this scenario, it's hard for ne to envision
anyt hing other than an increase in support w thout very many

i ncentives to decrease or becone efficient. And that's the
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probl em | have when what you're really looking at is a
subsi dy not based on any sort of rational business nodel,
but a subsidy based on just, you know, high cost.

M5. PIDGEON:. And that's why we've supported in
this proceeding, both inplenmenting a cap on the per-Iline
support and the entry of a conpetitive ETC. And also, in
order to preserve incentives for the ILECs to continue to
conpete for custoners once you have a conpetitor in the
mar ket, that, in fact, to make support truly supportable.

| think today what a ot of -- what's been
recogni zed is that, incunbents continue to receive entire
support for their networks, although conpetitors are
receiving on a per-line basis, but that there's really no
| oss in support for an incunbent when it |oses a custoner.

And that also, | think, takes away sone of the
conpetitive incentives for the two carriers in the market to
continue conpeting for carriers -- for customers -- back and
forth. Once a custoner goes to a conpetitive carrier, it's
not |lost to the incunbent forever.

The conpetition would say that the incunbent
shoul d be trying to get it back, and it does that through
better service packages, better pricing, increased
ef ficiency.

M5. THOWPSON: | have a foll ow up question on

that one, too, which is doesn't it really hinge on what you
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mean by equal per-line support? If equal per-line support
is the same anount, it could be interpreted as the sane
dol lar anmpbunt, it could be interpreted as an equal nethod of
determ ni ng the anmount of support.

| don't know now of a nodel that would all ow us
to do that, but that's, you know, there's plenty of smart
econonmists in the world, nmaybe somebody can figure that out.
Whul dn't a nodel that uses the sane nethodol ogy for
cal cul ating support to all carriers really be nore closely
aligned with appropriate econom c incentives?

M5. PIDGEON. | think so long as that node
was -- the output of that nodel was applied in the sane

manner to all the carriers in the market, that that would be

t he case.

MR. WOOD: Conmi ssioner, can | follow up on that?

COWM SSI ONER THOWPSON:  Sur e.

MR WOOD: Very briefly, and to somet hi ng
Comm ssi oner Abernathy said as well. [If you |look at capping
per-line support in ternms of avoiding -- you, Comm ssioner
Abernat hy, | think described as the ever increasing anount
upon conpetitive entry -- the response, then, is, well, you

know, isn't the incunbent Iike getting too little noney over
ti me because the support is capped on a per-line basis?
And one thing that's concerned ne going through

the coments is that there's blurring between cost causation

Heritage Reporting Corporation
(202) 628-4888



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

41

and that way that funding is currently being cal cul at ed.
The funding' s being calculated on a total |ILEC cost divided
by total |ines basis.

And when you do that, it gives you the suggestion
t hat network costs are fixed sonehow with the | evel of the
entire network and you're sinply distributing them anong a
fi xed nunber of lines, or a given nunber of |ines.

When you actually get into the cost causation,
and since this nodel certainly reflects this, you find that
the costs are not fixed at the level of the network, they're
fixed a much nore discrete level than that. So this
exercise is not as sinple as dividing total cost by total
lines in terms of calculating the relevant cost per line
goi ng forward.

At the risk of putting an overly fine point on
it -- 1 guess I'll put an overly fine point onit. If we
were | ooking at sonme of these rural areas that are at issue
today, that frankly we're all talking about, and there were
no network there at all, | don't think it would be a
f oregone concl usion whether a wire line or wirel ess sol ution
woul d be the nost efficient way to serve that entire area.

Now, we can't start -- that would be an ideal
starting point in the exercise, because then we could find
out. We don't have that ideal starting point, we have a

current carrier in place. The current carrier's providing
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very val uabl e services as carrier of |ast resort.

| think the threshold question is how do you get
the right signal to the marketplace? W want efficient
entry, we don't want inefficient entry, how do you get the
right signal?

The per-line support, based on the ILEC cost --
and | firmy believe it needs to be econom c cost to fine
tune this -- gives a new entrant -- a potential new
entrant -- the right benchmark by which to neasure
t hensel ves, to know whet her they are nore efficient and
shoul d enter and to know whether they're less efficient and
shoul dn' t.

Now let's | ook at the worse case scenario in this
so-called windfall. A |lower cost provider -- and
everybody's been pointing to wireless as a | ow cost provider
and 1'Il accept that in a lot of cases -- let's take it as a
| ow-cost provider -- they're comng into the area, they're
receiving per-line support based on the ILEC costs. What
are they doing with the noney?

Well, they're not going to Vegas with it. They
have choices. They can invest in the area, operate and
maintain the facilities to serve that rural area.

The worst case scenario of |ILEC costs being used
to provide support to a lower costs CETCis that you have an

accel erated network build-out by the carrier that everyone
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just agreed was the nore efficient, |ower cost provider.

" m having a hard tinme going through the comments
finding out -- figuring out -- why that's not good public
policy. You know, do we really want a national policy, of
figuring out how to discourage entry by a nore efficient
provider. You know, if we do, then we're noving down the
right road. If we don't, then I think the right benchmark
is the one that's in place today.

COM SSIONER RONE: | think this has been a great
di scussion. M followup question is, there's been sone
di scussi on about the enbedded and forward-I| ooki ng net hods,
everyone has read the RTF report on the problens applying
forwar d-| ooki ng costs to small conpani es.

| understood several of you to suggest that it
m ght be appropriate to use enbedded costs for small rural
i ncunbents and forward-1ooking for conpetitive entrants. |Is
that correct, and could you conment on that?

MR, JOHNSSON: 1'Il comment. Qur position is
that we believe that you could arrive at an average schedul e
or sone other kind of costs for the conpetitive entry to
recei ve universal service support. W think it's remained
as enbedded cost for the incunbents, the sane approach
you' ve been using all al ong.

We think you could relatively easily arrive at

sonme kind of an average schedul e type cost. Wether it's
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forward | ooking or not, I'mnot prepared to answer that
guesti on.

MR. BERGVANN: If | could respond. It's our view
t hat forward-I|ooking economc cost is the way to go on this.

We recogni ze that there is a probl em applying any cost
nodel to the smallest ILECs. Therefore, while a workable
cost nodel is being devel oped for all carriers, we support
continuing to use the enbedded cost for the smallest rural
carriers.

COW SSI ONER RONE:  Yes?

MR. STEINBERG If | could just offer a couple of
comments. This question about forward-|ooking cost is not
somet hi ng which is new and sonet hi ng which we don't have any
experience wth.

We all know about forward-|ooking cost, and I
won't get us too far into debate over tiered pricing, but
the -- it's inportant to take a couple of |essons from what
we've | earned fromtiered pricing.

And what we've learned is that it brings to the
table the use of various F words. And it's not just forward
| ooki ng, but they turn out to be costs, but they turn out to
fictional costs and they turn out to be fantasy costs.

And providing support on the basis of fantasy
cost that have no relationship to reality, | submt wll not

be a proper use of USF for the purposes for which it was
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i nt ended.

COMM SSI ONER THOWPSON:  |1've got a foll ow up
gquestion for M. Bergmann --

MR, BERGVANN:  Yes, nma'am

COWM SSI ONER THOWPSON: -- which was, you said
that all the smallest carriers should be exenpt fromthis
f orwar d-| ooki ng cost nodel. How do you define that pool?
Is it the same or different than the pool that's now
identified as rural carriers under the Act?

MR. BERGVANN: What -- the position expressed in
our comrents is that the largest of the carriers that are
currently classified as rural carriers should be noved in a
rapid fashion to a forward-|ooking economc cost test. |It's
only the small est ones who woul d remai n under the enbedded
cost test.

STATE CONSUVER ADVOCATE GREGG M. Ber gmann,
foll owing up on your conments. Wuld those |largest carriers
be those that serve 50,000 |ines or nore?

MR. BERGVANN: That's the nunber that's in our
coments, yes.

MR, COSSON: If | could respond a little bit to
all three of those questions. The process of determ ning
support ampunt as it's done today with the enbedded cost or
the nodel for that matter, you know, that's only the first

st ep.
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And the second step is, how nuch cost there is,
to the extent that you want to retain enbedded cost for the
smal| I LECs and have conpetitive carriers on a forward-
| ooki ng cost.

That -- it doesn't necessarily mean, then, should
you plug both of those nunbers into the sane fornula, if you
need to have all three pieces of the equation so that you
can recogni ze that forward-Iooking cost may produce a
di fferent answer and devel op support accordingly.

And the other side of that response is, it's

i nportant to enphasize -- in RICAs position -- and recogni ze
that small |ILECs great concern was the use of the nodel --
the FCC nodel -- was clearly shown not to be a valid

predi ctor of the cost of any particular rural area.

RI CA' s conception of forward-|ooking cost study
is nore one that would be presented to a | ender saying, this
is what it's going to cost ne to build this new area, for
exanple, that M. Wod has tal ked about.

COWM SSI ONER ABERNATHY: As a followup to this
whol e debat e about enbedded versus forward-1ooking, | think,
as M. Wod here said, that it should be -- we should be
sending the right signals to the market.

MR WOOD: Yes, ma' am

COWMM SSI ONER ABERNATHY: So, if you want to send

the right economc signals, aren't you really trying to have
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a busi ness deci si on made based on what it would cost you, a
carrier, to go in and serve this area above sone threshol d

where you know at a certain threshold you'll get support or
not .

Looki ng back toward soneone el se's enbedded cost
seens to nme not to be the right pricing signal because
that's not really relevant to the question of, is this a
good mar ket where an efficient carrier can go in and start
offering an alternative to the incunbent. [1'd just |like a
conmment on that.

MR WOOD: Yes, ma'am And | think you're
exactly right. | nmean, let's renenber why we have enbedded
costs and USOA in the first place, and it's because, you
know, for nonopoly -- statutory nonopoly -- providers, we
don't have, by definition, conpetitive market forces to find
out what the economi c costs are.

It's nothing artificial about that, | won't use
the F words to describe them And those are the
econom cally relevant costs. Now how do we get to the best
estimate of those, because that is -- exactly what you
said -- that's the right benchmark. That's what the CETC
has al ready been neasuring thensel ves agai nst.

|"ve spent a fair anpunt of tinme going through
all the cost nodels, and |I've been revisiting the SCM j ust

in the | ast couple of weeks, and, you know, the conclusion
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that the nodel can't performwell in these |ow density areas
because it doesn't reproduce existing enbedded cost, 1'd
alnmost find it favors to reproduce enbedded cost to be a
vote in favor of, not against.

There are sone disparities in cost that, | think,
are fully addressable. There's a |line count disparity that
|"ve been | ooking at that | don't think people have tal ked
very much about.

If you look in the SCMright now, for given
service areas it's showng a nuch [ ower |ine count than
what's being reported to NECA by the rural incunbents. |If
the line counts are understated, it's going to overstate --
cause the nodel to overstate the cost. So we certainly need
to | ook at that.

But at the end of the day, that is exactly the
correct neasure of cost. And let's don't forget, the
nodel ' s not, you know, to suggest that the nodel's biased
toward the | owest density areas, the zero to five |lines per
square mle, ignores the fact that for the tier one LECs
today, there's a significant nunber of lines in those | owest
density areas. W're using that nodel to determ ne support.

The suggestion that there's a bias in favor or
agai nst a conpany size, | pulled the SCMresults for
M ssi ssi ppi, which seens to be everybody's favorite high-

cost state. And | | ooked at South Central Bell versus about
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a dozen rural independent conpani es.

And if there were a bias against the snal
conpani es, | would have expected their costs to |line up over
here, with South Central sonmewhere down at the other end of
the spectrum It turns out -- what the nodel's reporting is
South Central al nost dead center of those dozen or so snal
i ndependents. There doesn't appear to be an independent
versus our bought size conpany bias in the nodel, based on
t hose results.

So there's sone work to do on the nodel, but I
don't think we're that far away from having a viable tool to
send the right signal

MR. JOHNSSON: Can | coment on that, please?

l'"d like to say, respectfully, that we operate 29 conpani es

from 500 access lines to 30,000. The cost to provide the

infrastructure and to operate -- the day to day, on the
street operation -- of those conmpanies is dramatically
different. And I'll be glad to sit down and showit to you

and prove it to you.

We have sonething that we take very seriously,
and that's obligation to serve the custoner. And that's
every custoner. That's every consuner out there we have an
obligation to serve.

And, you know, there's certain costs involved in

that. Those costs are nuch higher in | ow density areas than
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they are in high density areas. And when you look at -- try
to conpare -- SBC or any other conpany -- |'ve | ooked at an
awful |ot of telephone conpanies in this country that have
been for sale fromtine to tine, and had a chance to dig
into their books -- and | can tell you that the big --

| arger -- conpanies are providing internal subsidies to
those rural areas and that's the only way they're providing
the service to those rural areas.

The smal | er conpani es -- you know, the 1,000
access |ine conpany operating in Montana -- has no ability
to provide any internal subsidy anywhere. And their costs
are substantially higher, and if they don't -- aren't able
to recovery those costs through sonme nechani sm ot her than
directly fromthe custoner, the custonmer will end up being
di senfranchi sed and | eavi ng the public network.

| "' m absol utely convinced that's what's going to
happen if this programfalls apart.

M5. PI DGEON: Conmm ssioner. Conmm ssioner
Abernathy, can | respond directly to your --

COWM SSI ONER ABERNATHY: Wy don't | et

Comm ssi oner Rowe give you his followup and then see how

you can --
| apol ogize to Tom | want to push that just

alittle bit, M. Wod. | think your conment was

provocative, but maybe sonewhat a historical. And it seens
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to be part of the reason we have this tension, is that, in
fact, universal service was initially a nmethod to allocate
and recover costs within a network.

| mean on an overlay of the 254 purposes, but
still with -- dealing with access issues and whatnot, we're
still, in many cases, driven by the need to in sone way, now
nore explicitly, recover these historic -- recover and
all ocate -- these historic costs. You have recognize that
history to get the point you're describing.

MR WOOD: Well, that's right. And | think it's
absolutely critical that you recognize the tine elenent to
this. You know, certainly the existing -- the incunbent
LECs have the carrier-of-last-resort obligation

And | want to disagree with ny col | eague about
other carriers and other ETCs not having a simlar
obl i gati on because, of course, they do and, |'d say they
have the sane conmitnent.

To expect themto cone in and serve an entire
area on day one holds them-- the CETCs -- to a standard
that the incunbents were never held to. The incunbents
didn't come in and serve their areas -- the entire area on
day one with a full build-out. They built out over tine,
recei ving support, until they served where they are today.
You know, we can't -- that's not the right basis for

compari son
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In terns of ultimately getting to the original
pur pose of universal service, which | don't think, on a
|l ong-termbasis, is at odds with the 254 overlay. |Is --
we've got to go through -- it's a pain. There's no other
way to put it. There's a transition here that no one ever
said, Congress never said, it was going to be easier or
pain-free or costless, and it's not going to be.

| f you shut out conpetitive entry, if you shut
out |ower-cost providers, then you are instilling into
perpetuity the existing cost base of the incunbent in terns
of what you nust fund to neet those original purposes of
uni versal service to get down to the last-resort obligation.

| f you have the right incentives to the
mar ket pl ace, if a | ower-cost provider can build out over
time -- hopefully less than a few decades, but it's going to
take some amount of tinme to do that build-out -- and they're
a lower total cost solution for that area, then you get back
to the ALENCO decision -- this is about |ower-cost solution
for customers, not carriers.

What you nust then fund long term if anything,
if alower total cost solution. So, | don't think if you
| ooked at this on a long termbasis, these things are --
necessarily there's a tension -- short term of course,
there's a tension.

Longer term | think, you know, we've got to |ook
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at what we want to fund long term Do we want to take
what's in place today and fund it forever? Do we want to
send the right signal to the marketplace, have new providers
cone in and fund sonething | ess or nothing |ong ternf

COW SSI ONER ABERNATHY:  Tonf

VO CE: Conmi ssioner, if I mght offer a conment.

COWMM SSI ONER DUNLEAVY: | just think it's very --

COWMM SSI ONER ABERNATHY: We're going to let him
go and then --

COWMM SSI ONER DUNLEAVY: | think it's very, very
i mportant that we note that Conm ssioner Rowe adhered to
that adnonition and there was no conpound question that was
involved. Having said that, now lI'mgoing to return to
sonething that's a little different and a sinplex question.

Now, does sufficient support nean sufficient to
ensure that each carrier that m ght seek to provide service
could owmn a fair return? O does sufficient mean to ensure
that custoners receive reasonably conparabl e service and
rates regardl ess of which carrier actually provides the
service or which technology is used?

And | think | heard both M. Wod, M. Steinberg,
and certainly M. Johnsson address that issue. Maybe you
coul d hel p?

MR. STEINBERG Yes, actually that fits well with

sone of the comments | wanted to nake because | think we do
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have to keep in mnd that what this really is about is about
consuners and being able to ensure that consuners receive
conpar abl e service at conparable rates in rural areas to
what is provided in urban areas.

| can tell you that sonme of the comments that
have been made here are not quite accurate. Certainly not
in our experience. Wen conpetition is provided over a
union line, we do not maintain our |evels of universal
service support. They dim nish.

And | would sinply point you to Section
54.307(a)(2) of the FCC rules and to the provision that
tal ks about the incunbent receiving the difference between
what the CETC receives and what the |ILEC woul d have
ot herw se received. And we do | ose support.

Now, what's the inpact of that? |In part,
respondi ng to sonething that Conm ssioner Adel stein asked
about earlier, we have great incentives to be efficient. W
have cut costs and, in fact, when we've conpared out cost
structure to the cost of simlar conpanies, we find that we
are anongst the | owest cost conpanies providing the service
where we operate.

But, nost inportantly, what we have found is,
wi th conpetition, our actual rates of return have di m ni shed
so |l evels well below what's authorized. What's the inpact

of that dimnished rate of return? The inpact is, we have
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cut our capital investnment and, in fact, we have even
reduced our mai ntenance expenses. So we're now approaching
areas where we're not investing new capital in the network,
we are not able to maintain the network to | evels that we
have historically.

And the question is, is this -- this isn't just
about us. This is about the consuner. It is the
consuner -- not today, perhaps not tonorrow, but down a road
alittle ways is a consuner that is going to suffer from our
inability to invest and our inability to maintain the
net wor k.

M5. PIDGEON. Could I --

COWM SSI ONER ABERNATHY: Go ahead, junp in.

M5. PIDGEON. | do understand what the rule says
about incunbent carriers losing support, but |I think it's
been wi dely recognized to the -- upwards of this proceeding
that in practice is not actually what's happening.

And I'lIl also add that, well, if ACS is one of
the nost efficient carriers, | can't say that GCl is paying
one of the highest |oop rates in the country in order to
provide facilities-based conpetitive service.

And to the extent that, if a particular carrier
does claimto be reduci ng mai nt enance, reducing investnent,
| do think that in the context of this proceeding, there

shoul d be a deep and serious consideration of what the
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causes are and |l ook at those that are directly related to
uni versal service policies, or instead perhaps related to
busi ness deci sions made by a particular carrier or carriers.

I f we base universal service policies based on
clainms of carriers stopping investnents or their clains that
they will no |onger invest because of universal service
policy, | think there should be support or sone tie there,
and | don't think we've seen that.

In fact, | think, with conpetition, there should
be the incentive to invest, the incentive to inprove
services, the incentive to conpete for customners.

COWMM SSI ONER THOWPSON: | have a foll ow up
guestion to a line of inquiry, if Conm ssioner Dunleavy wll
al l ow - -

COW SSI ONER DUNLEAVY: Pl ease.

COMM SSI ONER THOWPSON: -- which is the support
mechanismthat M. Steinberg identified is one that | have
wonder ed whet her we shoul d be consi dering preserving.
Basically, when a conpetitor enters a service area and
provi des service for UNE's, the |ILEC does not | ose al
support. The ILEC gets the margin, as you pointed out by
the citation

How i s that good economi c policy? Wy should we,
or should we continue to provide for a nmechanismlike that

going forward for rural support and not -- how does that
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create the appropriate market incentives?

|"minterested in hearing not just fromthe two
of you that | have the pleasure of hearing fromfrequently,
but fromthe rest of the panel as well.

COWM SSI ONER ABERNATHY:  Nobody el se wants that?

Al right.

MR. WOOD: The issue in Alaska is sonmewhat uni que
in -- conpared to what other CLEC see in other parts of the
country because the rural conpanies that we represent are --
built their owmn facilities -- they have built their own
facilities because the existing | arge conpani es have not --
have ignored the rural areas, the renote areas, for a |ong,
| ong tine.

And these rural CLECs have cone in, built new
facilities, they've taken a very large nmarket share as a
result of that.

So this really goes to Conm ssioner Dunl eavy's
guestion, the consuner has benefited because they have
provi ded very substantial inprovenents of service. It goes
to Comm ssioner Rowe's question because the new pl atforns
t hey have built provide for advanced services as one of the
goal s of the Act going forward.

But the UNE based issue is, you know, and even |
see fromGCl's sake, yes, it may seemas a tenporary

situation. | think, now everybody wants to get on to their
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own facilities, if they can, going forward.

Were the custonmers benefit in -- fromthe rural
CLEC receiving proper support is that they can provide
services. Large conpanies sinply won't build out into these
rural areas. You know, unless you have an FCC and state
comm ssions that are willing to get in on an exchange by
exchange basis and say, |ook, are you doing the right job
here, or there, or not.

| think it's a practical matter that isn't going

to happen. Instead it has to be that the support has got to
be available. |In that case, these conpanies have really
replaced the incunbents and, in fact, | know one of them has

asked the Conmm ssion to ask the FCC to be decl ared the
i ncunbent and we're waiting for sone results of that.

COWM SSI ONER DUNLEAVY: Thank you. My | just --

COW SSI ONER ABERNATHY:  Sure.

COWM SSI ONER DUNLEAVY: | just want to ask
sonething, and I'mnot |ooking for a specific answer, but at
sonme point in tinme, maybe soneone either on the panel, up
here, or in the roomcan help nme out. You know, |'ve heard
here, and |'ve read here, and |I've used nmany tines the
expression carrier of last resort, provider of |ast resort,
and |I've never seen a |legal definition of that.

You know, it's like porn. | knowit when | see

it, but maybe soneone could, at sone point in tinme, and as |
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sai d, not necessarily here, but if you know of a citation,
maybe you could help ne. M. Steinberg?

MR. STEINBERG Yes, | will give you a citation
to a docket in Alaska, UO297, in which case we addressed an
i ssue whereby our conpetitor, mnmy colleague on ny left's
conpany, wanted to provide service to a custoner that did
not have facilities to that custoner.

And we, the incunbent, were ordered to build the
facilities and to provide themto our conpetitor at a
di scounted UNE | ease rate in order for themto provide
service to that custoner. That sounds a lot to nme |ike we
got stuck with the carrier of last resort responsibility and
| just refer you to that docket.

COWMM SSI ONER DUNLEAVY:  Thank you.

STATE CONSUMER ADVOCATE GCREGG  As a followup to
that, would the panelists agree that, under 214(e) of the
Act, that when you beconme an ETC, whether you're an
i ncunbent or a conpetitor, you have taken on the
responsi bility of serving everyone within your designated
service territory whether you physically have facilities to
serve themat that particular tine or not?

MR, JOHNSSON: | woul d absolutely agree with
t hat .

M5. PIDGEON. | agree with that also, and the

CETC also, once it is approved as an ETC under 214, also

Heritage Reporting Corporation
(202) 628-4888



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

60

bears the possibility that if a carrier |eaves the market,
that within one year that the remaining ETC will have to
secure facilities to serve the entire market.

STATE CONSUMER ADVOCATE GREGG Do you agree, M.
Wod?

MR WOOD: Yes, sir. And | think there's --
it's -- talk is cheap | guess, but, you know, when you | ook
at sone of the nenber conpanies that |'m speaking for today,
t hese are conpanies -- you know, we're hearing down the
tabl e that conpanies don't want to invest in an area.

These are conpanies that are | ooking to pour a
significant anmount of their own capital, far in excess of
t he high support fund dollars, into the area to serve it.
You know, that's a real comm tnent that needs to stand for
sonet hi ng.

These are carriers trying to serve these areas.
They're not going to do it in a nonth with their own
facilities. No one ever has. They're certainly going to
build out as quickly as they can, as quickly as their own
capital and the support funds permt.

STATE CONSUMER ADVOCATE GREGG. Based on that
requi renent to serve everyone who asks within your service
territory and following up on the requirenent in 214(e)(4),
that you may be the sole ETC if the incunbent abandons the

territory. Wuld you all agree that by becom ng an ETC, you
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are, in effect, each providers of last resort in your

service territory?

MR, JOHNSSON: | woul d agree that certainly ought
to be. | think one of the problenms we're tal king about
here -- it strikes nme as -- | don't know any ot her business

|'ve ever seen where one side of the business is highly
regul ated and receives public support to help recover sone
of its cost to provide service in very high-cost areas, and
the other -- conpetitors conme into the marketplace not

hi ghly regul at ed.

You know, when | spend noney for cap ex | have to
report to the various comm ssions that | operate in what |I'm
spendi ng that noney on, show themthat it's -- that any
public noney is going for the appropriate purpose.

| find it, quite frankly, hard to believe that
peopl e woul d expect receive public nonies w thout sone
obligation that goes along with that. It just blows nmy m nd
as a consuner, not as a tel ephone guy, but as a consuner.

STATE CONSUMER ADVOCATE GREGG Whul d you agree
t hat under 254(e) of the Act, that state conm ssions, and
t he Federal Communi cations Conmission in lieu of the state
commi ssion, have the authority to review the receipt and
uses of universal service nonies by all ETCs?

MR, JOHNSSON:. Absolutely, and | believe that

they' re not adequate standards. There's a panel that net
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|ater this afternoon and, quite frankly, I wish I was on

t hat panel because | have very strong opi nions about that

subj ect .

VOCE: And, M. Gegg --

MR. STEINBERG Can | just followup on that very
briefly. | would say that, not only does -- through the

states and the Federal Conmunications Conmm ssion in
particul ar, have that opportunity, | believe they have a
duty to apply the Act, the provision of 254, properly to
ensure that the noney is used for the purposes for which it
was i nt ended.

MR, WOOD: Yes, and certainly USAC has audit
capabilities. | have a concern that they' ve used those
fairly selectively in terms of CETCs and not | ETCs. They're
certainly nore than anecdotal evidence that there's very
good reason to keep a very close tally of how all carriers,
i ncunbents and conpetitors, are using these funds.

MR, COSSON: Let me suggest -- in our original
comments, we did point out there's a conceptual issue, that
our ruling needs nore definition and thought because if you
are any kind of enterprise, you' re receiving funds from
mul tiple sources, you're spending themon nmultiple services,
how do you deci de where the noney goes? It doesn't cone in
in color codes dollars, so you can't really say, well, you

know, | got this dollar here and | spent it there.
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STATE CONSUMER ADVOCATE CGREGG  So you woul d - -

MR COSSON: And so there needs to be nore
ri gorous, you know, thought and sonme kind of way --
because -- and just -- you know, as an attorney representing
t hese fol ks who are signing these certifications, | would
rather see if defined nore clearly what it is they are
certifying to than have a regulator cone in and say, well,
you know, we haven't defined it before, but we know it when
we see it, and you're not doing it.

|'"d rather, you know, have it defined so that,
then, they can be sure that their certifications are
correct.

STATE CONSUMER ADVOCATE GREGG So | take it you
woul d agree that universal service noney should be spent on
i ncrenental inprovenents to the network, not in place of
those cap ex expenditures who are al ready bei ng made
hi storical ?

MR COSSON: No, | do slightly disagree with you
M. Gegg. | think universal service is, in fact, directed
toward all of the cost of the carrier, which include both
di scount capital cost and its operating cost, because,
remenber when we're done with the build-out that M. Wod's
clients are putting together, you know, there -- certainly
in small conpanies, capital investnent is lunpy. It's not a

continuous process |like the |arge conpani es.
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So you get to a point where, you know, you have
your ongoing capital cost, it is the cost of equity and
debt, but you do not have new -- necessarily new -- capital
expendi tures each and every year, but you do have operating
cost s.

And | think universal service support properly
goes to those operating cost as well as the capital cost. |
mean, that being said, you know, the fact that you had
capital expenditures to serve people that weren't receiving
service before is certainly a proper use of universa
servi ce funds.

COWM SSI ONER RONE: Does that go back to that
tensi on again between the historical purposes of cost
all ocation and the 254 purposes?

MR. COSSON: Yes, | would say. And, in fact, I'm
not even sure that the historical version of cost allocation
and cost recovery necessarily goes away, and that, | think,
is consistent with out position that support should be based
upon the cost of the particular carrier because Atkins Act,
you know, would tie to the cost that -- showing that it is
cost recovery.

If it's not cost recovery, why do you need it
for? And if you don't need it, why should the public
support it. So, you know, but then the need should relate

particularly to the platformthat's being used. So, you
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know, we shouldn't -- one size fits all cost doesn't work.

COWMM SSI ONER DUNLEAVY: Excuse ne. |If | may?
So, if | understand it, in an area where there are two ETCs
that are providing service and they have different costs,
woul d you expect that the fund would then support the higher
cost ETC?

MR COSSON: In -- well, take the exanple of say
where you have both a wireless and a wire line ETC. In
fact, a |ot of cases now have an incunbent wire |ine,
perhaps a conpetitive wire line, and a wirel ess ETC

What |' m suggesting is that the fund shoul d | ook
at the cost of each one of them but, yes, you would have
mul ti pl e support now and on -- there's certainly a tension
in that, or a discussion of it, but the Act is pretty
specific that it contenplates that support will be provided
to multiple ETCs.

| don't think, wthout changing the Act, you
know, the really difficult task this joint board has to deal
with is, you know, what's a rational way to deal with that
situation. How do you define whether there's a need for
support, you know.

And that's, | guess, why are you getting the big
bucks up there. That's a difficult question.

MR, JOHNSSON:. Could I -- if I could interject

one thing there. 1 think that's where the public interest
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guestion really conmes in. There's sone areas of our

country -- and when you | eave here, those of you who are
flying east, just |ook out the wi ndow of the airplane -- and
there's sone areas of our country there's not a |ot of
houses in. There's not much density.

There may be natural nonopolies in this conpany.

| f someone makes the determination that even though it's a
natural and will remain a natural nonopoly, if it's in the
public interest that we spend the noney to support nultiple
carriers in that service area, then so be it.

But we have to base it on those carrier's cost,
not on sone kind of proxy, the proxy being what ny cost are,
for instance. | nean, we -- it's public noney we're talking
about here and we shouldn't just be wasting it.

COW SSI ONER ABERNATHY: Go ahead.

MR, STEINBERG If | could also respond to
Comm ssi oner Dunl eavy's question here, just very briefly.
Actually one point of agreenent that | may have with M.
Whod here, is that nobody builds these networks overnight.

And that the conpanies that we represent cane in
to serve consunmers, making investnents that are, in nmany
cases, long lived investnents, investnents that we don't
expect to anortize in a year, two years, five years. Many
of these are ten, fifteen, twenty year investnents.

W were asked to nake these investnents to help
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bring services to consuners. | think that has to be
recogni zed when you think about changes to the universal
servi ce fundi ng nmechanism ©Many of those capital
investnents still need to be anortized.

COWMM SSI ONER THOWPSON: How woul d you defi ne

those? How are we, as regulators, to determ ne which areas

shoul d not -- conpetition should not be all owed?
MR. JOHNSSON: | guess it's a lot |like porn,
M. -- Conm ssioner Dunleavy made the statenent. It's a

very difficult question, but at the end of the day, | think
it's a question of how much support -- as an exanple, let's
say you have a conpany that gets, you know, $100 a nonth in
support -- universal service -- maybe they're conpany's out
there that get that -- per custoner.

Is it reasonable to give $200 a nonth so that
t hose very few custoners can have access to nore than one
provider? 1 don't know the answer to that question. It's
not nmy job to answer those kinds of questions.

But | would ask the question, at sone point it
seens that it's illogical for the public to support, you
know, those very, very rural areas, you know, people choose
to live there for whatever reasons, but, you know, we don't
necessarily have to provide themthe opportunity to have two
or three different tel ephone providers, or conmunications

provi ders, in those narket places.
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It's a difficult job and I know I don't have an
easy answer for you.

COWMM SSI ONER ABERNATHY: ['m going to go on now
wi th another question that flows a little bit from what
you' re tal king about, and then we'll nove on down the I|ine.

And that is, today, with no changes to the way that ETCs
are designated today and the way they' re funded today -- and
this is really directed to Dave Cosson and Don Wod -- how
do your conpani es deci de which markets to enter?

What do they look at? Are they already there as
wirel ess providers? Are they already serving adjacent
areas? \What are the econom cs that they go through when
t hey make a deci sion about entering? And what part of that
anal ysis rests on the anount of per-line support?

MR. WOOD: That's an excel |l ent question.

COW SSI ONER ABERNATHY: | like this guy. Go
ahead.

MR, WOOD: They | ook at a couple of very
i nportant factors. They look at their ability to serve that
area with their technology and with their facilities,
because the characteristics of that area may be nore
suitable for wire line, it may be nore suited for wreless,
there may be not a big distinction. But they look at their
cost to do that.

They | ook at other carriers that m ght already be
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in that market because if there's a fixed nunber of
potential custonmers, the share that they m ght can capture
will be Iower and that's going to really increase perhaps
their unit cost and their ability to survive once they
enter.

That's part of the self-correcting nmechani smt hat
keeps too many carriers fromentering under the existing
mechani sm because they're going to | ook at exactly that.
Who's already there? What market is left for ne?

Then they're going to |l ook at this benchmark of
support which is the proxy in this case for ILEC cost. Can
we beat it? Can we not beat it? If it's equal, if it's a
little less, and if we've got a better service, entry nakes
sense.

Now it doesn't just nake sense fromthe
st andpoi nt of ny nmenber conpanies, it nakes sense froma
public policy standpoint. That's where you want to see
entry occur. In the natural nonopoly exanple that was given
before, that's the circunstance where entry woul d not occur.

You're | ooking at those support anounts, you
woul d see the correct signal to the marketplace. |If a
carrier can serve the entire area with a total |ower cost
solution, they should be doing so. |If they can't with sone
portion of the custonmers -- you know, these people nmake cap

ex expenditures on a fairly reasoned basis. They don't go
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where they can't recovery their noney.

And renenber they're -- you know, it's -- to
respond to M. Gregg's question before about, you know, this
conceptual debate about whether this is increnental noney or
substitute noney in terns of cap ex.

It's been a conceptual debate for a while, but
recently -- we now have carriers actually receiving funds
doi ng network build-outs in the |ast couple of quarters, and
we're finding is that they're not just substituting capital,
they're saying, | see your 500,000 in support, I'lIl raise
you 2 mllion of ny own capital. And that's the kind of
expenditures that are bei ng made.

They consider all of those things. |In the short
term-- there's been sone kind of convergence between your
guestion and M. Dunleavy and M. Rowe -- on what do you do
with carrier of last resort in ternms of making that entry
deci si on.

You know, in the short term there's a necessary
evil, and by here | mean the circunstances, not the
i ncunbent certainly, but in terns of the traditional purpose
of universal service, there's going to be that period of
time when there's only one carrier that can serve the entire
area with its own facilities.

And during that period of tinme, we're going to

have to continue to support that carrier, ideally on an
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econonmi ¢ cost basis. Once there are nmultiple carriers, then
you' re past that point. You could have a different carrier
serving with those obligations.

And then you're |l ooking purely at who's the | ower
total cost solution, that's who ought to be there. WII the
mar ket support two carriers, one carrier, or ten carriers,
that's all part of this investnent decision, this market
entry decision that the current nechani sm does pretty well.

COW SSI ONER ABERNATHY:  Yes, M. Cosson.

MR COSSON: If | can respond, then, to
Comm ssi oner Abernathy's question also. For the rural
carriers that RICA represents, besides the traditional
busi ness case anal ysis which everybody has to go through --
because you at | east have to sit down and convi nce yourself
t hat your revenues are going to sonehow equal what you're
cost of providing the business are and that's revenue from
all sources including universal service support -- there's
an additional historical factor here that is perhaps unique
to the rural CLEGCs.

When AT&T first began, and then rural conpanies
were built out, the small towns were generally negl ected.
Generally, the smaller small towns were served by the rura
compani es.

In a | ot of cases, the historical devel opnent

meant that the rural |ILECs were often in the hole in the
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doughnut situation. They surrounded a Bell served town with
quite a bit nore square mles, and quite a bit fewer
subscri bers.

As the Bell conpani es began negl ected those
areas, as they pulled out all their |ocal custoners so
there's nobody you can call, nobody you know, the president
lives in Denver and you're in the mddle of |owa sonepl ace,
the custoners got very dissatisfied.

And they saw the excellent service that the rura
| LECs were providing and they went to them and said, can't
you provide you service here, and the answer was, no, we
can't because the | aw doesn't allow us to serve that area
and this is ours. The '96 Act changed that.

The subscribers in those | arge conpany areas are
primarily Bell and GIE areas. Then cane the incunbents and
sai d, now you can provide service. W want your service,
come in and bring it in.

So there under trenmendous pressure fromtheir
friends and nei ghbors to inprove their service and they have
done so wherever they could find a way to do that. | think
the difference then -- that's one difference in their
cal cul ati on.

The other thing that underlies all this and
perhaps difference with M. Wod is, when a wire |ine CLEC

conmes in and conpetes, and a custoner signs up, that is
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repl acenent. That is capture in the terns of the NTCA
position. The custonmer gives up the Bell service, it takes
t he CLEC custoner.

Wth wreless service, it's often not
repl acenent, but it's the second service. Wwy? Because
wi reless offers sonmething that the wire line doesn't. |If
offers nmobility and we al so know that, you know, under the
FCC s build-out rules, those rules can be built by
configuring your network so you cover nost of the major
roads.

A lot of areas don't receive coverage to the
extent that universal service funds provide revenues that
allow a wireless carrier to offer nobility in areas would
they otherwise couldn't. That is perhaps a proper use of
t he funds.

And it's our point of suggestion is know that
the -- one, it should be a conscious decision, perhaps that,
you know, wanting advance services and so on, we also --
mobility is an objective that we should go for. W should
figure out what that cost and devel op an appropriate support
systemto deal with that.

But, doing that should not prevent the rural
| LECs who are really replacing the inadequate service of
| ar ge conpani es from obtaining the support that they would

if they had been a rural conpany.
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In these situations, if the |arge conpany had
sinply sold that exchange to the neighboring ILEC, at |east
t hey woul d have then been able to have | LEC access revenues.

Be integrated into the NECA process and so on.

As a CLEC they're at a great disadvantage when --
for serving the sane area with the sane cost, between
whet her you buy or you buy it, yet overbuilding it is a
| oner cost to society.

Because when you buy it, what you end up doing
is, you could put no nore than net book adverses as your
cost, and that book is a negative nunber in nost cases when
you have to pay market price to the incunbent and then you
have to rebuild the network, so it's a whole | ot cheaper if
you just rebuilt the network.

COW SSI ONER ABERNATHY: So it sounds |ike the
i ncentives on entering sone markets can really depend upon
whet her or not it is a rural carrier that is, in fact,
serving that particul ar market versus one of the |arger non-
rural carriers serving that market.

MR, COSSON: Exactly, yes.

COWM SSI ONER ABERNATHY:  And then the USF
support, of course, wll be significantly different. Ckay.

M5. PIDGEON. | just want -- could |I respond --

COWM SSI ONER ABERNATHY: Go ahead.

M5. PIDGEON. Because it's difficult to predict
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what markets bear the characteristics that will support
conpetition or what does go into a decision to enter a
market, | think that's precisely the reason why that per-

i ne support should remain equal anong any carrier that
enters the market as a CETC, so as not to raise an
artificial barrier to entry, if the support is available
either at differentiating levels or only to one carrier and
not anot her.

COWMM SSI ONER ABERNATHY: But if the support is
based on sort of a threshold, in other words, if your costs
go beyond a certain threshold, you' re entitled to support, |
don't quite see why sonmeone with | ower costs would
necessarily need the sanme support as an entity w th higher
costs.

Again, at the end of the day, the revenue stream
shoul d be approximately conparable if we're |ooking at the
costs for a particul ar custoner.

M5. PIDGEON. The way | | ooked at it is to
conpare two nmarkets: one with subsidy and one without. You
know, in a market w thout a subsidy, a carrier cones in an
| ooks at what the other carrier's costs is and what prices
it my be able to set in order to serve custoners and
conpet e.

I f you nove to a market where there is a subsidy,

then in order for -- with that -- in a nonth without the
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subsi dy, the conpetitive carrier can conpete for that anount
in ternms of pricing.

If there's a subsidy in the market that
conpetitive carrier conmes in, then it would necessarily have
to be -- let's say the subsidy's $10 -- as an initial matter
it would have to be $10 nore efficient before it could even
consi der entering the market and conpeting on price.

COW SSI ONER ABERNATHY: Not if you're stil
getting a subsidy. Wat you're really saying is that there
may not be any incentives for the incunbent to be efficient
and that may very well be true.

But at the end of the day, as |ong as your costs,
what ever your costs are, if they reach a certain threshold,
then you're entitled to support above that. You're stil
going to be at the sane level as the other entity.

Now that nmay still not be, froma public policy
perspective, necessarily encouraging certain kinds of
behavior. But it would seemto ne that neverthel ess you
woul d still be placed on the same conpetitive footing, it's
just that it would be based on different cost for the
different parties.

M5. PIDGEON: But in the absence of the
conpetitive entry in the first place, there wouldn't be the
appropriate incentive | think for both carriers to reduce

their costs, and I think that's, with conpetition in the
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market, that that's really the direction it should go.

And you -- that conpetitive incentive, if
sonehow can be maxed, if only one carrier -- if each carrier
is getting support based on its own respective costs.

MR. JOHNSSON: |1'mgoing to cormment on that. W
face conpetition every day from people who get USF and
peopl e who don't get USF, and we have a | ot of conpetition.

In al nost every market we're in, with the exception of the
very, very smallest market, we have sonme kind of effective
conpetition in that market.

The idea that we're running sone kind of a
busi ness that we don't have to be -- you know, run in a cost
effective manner is just a ludicrous kind of an idea. You
| ook at the incone statenments of nost rural independent
t el ephone conpani es right now --

| was in a recent board neeting of an industry
association. | asked all the people in this room whose
bottom | ines have gone up, and whose top |lines have gone up
in the last two years, raise your hand. Not a hand went up.

The fact is, the only way we're going to continue to be
successful is to run nore efficient businesses.

This whol e idea that we sonehow are not running
ef ficient businesses is just a ludicrous and ridicul ous idea
t hat people are throw ng up as a snokescreen to try to, you

know, get public noney w thout any of the responsibility
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that goes along with it.

COW SSI ONER THOWPSON: | want to use ny
opportunity to ask a question to followup and nake sure |
under st and what the nodel that M. Wod was advocati ng we
use earlier, and that was paying -- using |ILEC cost as a
benchmark and sending the right econom c signals. Thinking
about how that m ght work going forward, how should we
adj ust that.

| nmean, if, as what many of the speakers here
t oday have suggested, that the conpetitive entry creates
incentives for the ILEC to becone nore efficient, too, what
mechani sm how often should we | ook at those costs, should
that be a ceiling that's adjusted and what if, in the end,
it's really another carrier, one who is not the original
i ncunbent's, costs who are the nost efficient in that
mar ket, why shouldn't we use that as the benchmark?

MR WOOD: Well, that's one of those conpound
gquestions, isn't it? WlIl, no, as an initial matter, yes,
you absolutely should adjust this going forward. You know,
if -- having mucked t hrough how ever many hundred cost
studi es now over the |ast few years, one thing that really
hits hone in this industry is that costs change.

Because -- not only of inplenmentation of
di fferent technol ogy, but vendor pricing, different

packagi ng, a lot of things drive costs pernmanently down, but

Heritage Reporting Corporation
(202) 628-4888



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

79

in different directions. You, of course, have an

adm nistrative trade off whether you want it -- you know,
how often do you want to do this, but, certainly, the nore
preci se that nunber, the better signal to the marketpl ace.

You know, so this is perhaps an annual resetting,
this is a perhaps a bi-annual resetting. You know, you
don't do it every nonth, you don't do it every ten years.
There's a rational place in the mddle that's
adm nistratively feasible that still gets the right signa
to the market as often as possible.

| f there becones a point where you have an
entrant, a CETC, that has full network coverage, and now
we' re beyond the tradition use of universal service into
that new era, then I think you definitely then do | ook at
the nost efficient provider.

The nost proficient -- efficient -- provider
capabl e of providing service throughout that area with its
facilities should beconme your new benchmark, because that's
what the market ought to see. That's what potential new
entrants ought to be seeing. That's the right signal.

COWM SSI ONER THOWPSON:  Okay. Thank you.

STATE CONSUVER ADVOCATE GREGG  Thank you. | got
two areas | want to inquire in. One is basing support on
each carrier's costs and the second is use of a nodel for

rural carriers.
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In the first area, let me see if | got this
straight. Four of you all support using a carrier's own
costs to determ ne support. M. Johnsson, M. Steinberg,
M. Cosson and M. Bergmann. |Is that correct? And then,

two of you all oppose it, Ms. Pidgeon and M. Wod. Well,

at | east --
MR WOCD: So far.
STATE CONSUMER ADVOCATE GREGG. -- right now
And I'"malso correct that Ms. Pidgeon is -- or represents --

a land line based conpetitor, and M. Cosson represents an
association of land |ine based conpetitors.

MR WOOD: Correct.

STATE CONSUMER ADVOCATE GREGG. Have any of you
all who advocate using a carrier's own costs figured out how
much it is going to cost the universal service fund if we
adopt your position?

MR. STEINBERG Let nme make a brief statement on
that one. | believe it will cost the universal service fund
| ess because | believe that the conpetitive carriers that
are comng in are doing so because they claimto be
efficient.

They claimto be nore efficient than the
i ncunbent carrier, therefore, their costs should be |ess
and, therefore, the anount of universal service funding that

t hey receive should be | ess and have a | ower inpact on the
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f und.

MR. COSSON: | would agree with M. Steinberg and
his qualification. Obviously, we don't know for sure. W
haven't done a conpetitive study, |'mnot even sure how we
woul d do those.

But the answer is, it isn't necessarily nore
because then you do away wi th sonebody sayi ng, gee, |ook
here, there's $30 a nonth in support, ny costs are only $25
a nonth. | better get in here, | can give away service.

And so, you know, to the extent you control that,
and that goes to the point of what is efficiency, though.
Efficiency isn't sinmply I have |lower costs to provide a
three kilohertz signal to the subscriber, because there's a
whol e | ot of questions that go beyond, you know, what is a
three kil ohertz signal.

It is how often does it get dropped? How many of
t he subscribers can pick up the phone at once and nake a
call? Wat is the blocking rate? What is the reliability?

What is the ultimte band w dth?

Goi ng back to Conm ssioner Rowe's question about
barriers. Nowis this platformsuitable for neeting the
statutory objective of getting to advance services? Al of
those things go into, when you re nake an efficiency
conparison, you have to be conparing apples to appl es.

MR, JOHNSSON: | would like to comment that |
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don't know the answer to the question. W have seen sone
studies that say that if all eligible carriers right now
were to apply for ETC status and be granted that status,
there'd be about a 2 mllion dollar hit or greater to the
f und.

STATE CONSUMER ADVOCATE GREGG. That's if we
support all the lines --

MR JOHNSSON: Correct.

STATE CONSUMER ADVOCATE GREGG -- that the
current ETCs would actually service ultimtely.

MR JOHNSSON: Correct. | would like to make one
ot her comrent, too, and that is, we're tal king about high-
cost support here, and I want to rem nd everyone that the
current per-line anount is not just high cost. Wen you
rebal ance rates, you dunp the noney in the universal
service, and those are not high-cost itens. They're traffic
sensitive and other kinds of, you know, itens that got
dunped in there. So the nunber's kind of artificially high
because there's nore than hi gh-cost support going to the
CETGCs.

STATE CONSUMER ADVOCATE CGREGG Ms. Pidgeon?

M5. PIDGEON. | don't necessarily agree with the
argunent that if you cal cul ate support based on each
carrier's costs, own individual costs, that the fund wl|

necessarily be | ower.
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First on a -- today we don't currently support
the entire network of CETCs, we only support themon a per-
line basis. And so if you put the entire cost of a CETC
network, | would think that that woul d necessarily increase
t he fund anount.

Second, if you calculated it on a per-line basis,
the CETC entering the market is necessarily going to have
fewer lines than the incunbent serving the market. So the
per-line cost of the CETC, cal cul ated based on its own cost,
is likely to be higher as well.

And third, | think, frankly, it's the wong
incentive; that if there is differential support based on
di fferent cost advantages, then the incentive will be either
for the ILEC or the CETC to establish a cost level that is
as close as possible to the higher cost provider so that the
support can be maxim zed, and | think that's the wong
incentive.

STATE CONSUMER ADVOCATE GREGG Ckay. M.

Ber gmann - -

COWM SSI ONER RONE:  As a fol |l owup, can we
support the entire network for incunbents?

MS. PIDGEON. W do today, yes.

MR. STEINBERG Just to be clear. The universa
service support is -- falls into different categories.

Hi gh-cost | oop support, supports |loops. It does not support
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ot her elements of the network such as swi tching.

There is switching support, so there are
di fferent conponents that are defined and supported
individually. And so when we tal k about high-cost | oop
support, we are tal king about just the |oop portion of the
net wor K.

MR. COSSON: One -- just clarification. For the
rural CLECs, they do have the majority of the lines in the
operating areas where they operate typically. And then to
Comm ssi oner Abernathy's question, they don't go into those
areas unl ess they expect to get the great majority of the
ot her |ines.

STATE CONSUVER ADVOCATE GREGG M. Bergnmann
under your proposal to base support on each carrier's cost
capped at the ILEC s per-line cost, would not the over al
cost to the fund be the sanme or |less than we are currently
payi ng?

MR. BERGVANN: That's very nmuch true, especially
if, as we go with the second panel, support is limted to a
primary |ine.

STATE CONSUMER ADVOCATE CGREGG  The second -- |I'm
sorry, go ahead.

MR. BERGVANN:  You know, obviously this is
sonet hi ng nobody knows for sure. And -- but the presunption

has to be that the cost would be |ower if you used CETC s
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cost. If their costs are higher -- as we said, you
shoul dn't be supporting that because that's subsidi zi ng
conpetition for conpetition's sake.

STATE CONSUVER ADVOCATE GREGG My second area,
concerning the nodel, as | understand it, three of you al
oppose use of the nodel and three of you support use of sone
sort of nodel for some portion of rural carriers.

Basically, M. Johnsson, M. Steinberg and M.
Pi dgeon, | take it, would be opposed to use of the nodel,
but | needed to clarify Ms. Pidgeon's position, because |
haven't heard precisely.

And M. Cosson, M. Wod, and M. Bergmann woul d
favor use of the nodel. Is that correct, except for M.
Pi dgeon -- go ahead.

M5. PIDGEON. | wouldn't oppose the use of the
nmodel so long as the nodel is used to establish the sane
anount of support per line for both carriers.

STATE CONSUMER ADVOCATE GREGG. I n ot her words,
once the nodel runs, it establishes an objective standard
that both the incunbent and any conpetitors woul d be
eligible to receive

M5. PI DGEON.  Correct.

STATE CONSUMER ADVOCATE GREGG Do you al
recogni ze that currently we are operating under the

Comm ssion's RTF order, which continues the enbedded system
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for all rural carriers through 2005? And would your
proposals sinply be the start of a transition period that
woul d take effect after the RFT order expires?

MR WOOD: Well, no, | have to disagree with the
prem se of your question. That order actually nodified the
enbedded cost recovery.

STATE CONSUMER ADVOCATE GREGG  And, in fact,
that's what it's call ed.

MR WOOD: Right. In fact, it is called
nodi fied. And when you | ook historically over tine, it's
not the quarter after that order, it's the quarter after
t hat because of the projected basis on the Iine counts where
the big junp occurs.

But for everybody who standing up and, you known,
tal ki ng about inpact on the size of the fund, all of the
paynments going to CETCs are nowhere near approaching the
i ncrenental change from going to enbedded cost to nodified
enbedded cost.

So, you know, it's got to be somewhat
di si ngenuous to stand up here and say it's all about the
size and viability of the fund, when your conpany that got
an increnental increase that far out weighs the total anobunt
going to conpetitors. | nean, this -- conpetitors are not
going to bankrupt this fund. That's not where the noney

goes.
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| would certainly suggest to you al so that that
order is very clear that the transition period started at
the date that order was inplenmented. There's very clear
| anguage to the incunbents that says, we're going to
econonmi c costs. This five years is your transition period,
use it wsely.

| certainly hope that they have been doing that.

| think it would a huge m stake to get to the end of the
five years and say, well, now we're going to start a
transition period all over again.

You know, these conpani es have been on notice
since '97 when the conclusion was reached that all conpanies
ought to be on econom c cost. They've been on clear notice
for the last two and a half years that that is exactly where
t hey' re headed.

The transition is already well underway. | think
we need to use the remaining two years of the transition to
fine tune the cost nodel so that we can cal cul ate an

econonmi ¢ cost and go forward at that tine.

MR, COSSON. Ckay. If I -- to go back to your
original question. The -- RICA's position is not in support
of a nodel. Wat we have suggested is that forward-I| ooking

econonmi ¢ cost for the conpetitive carriers could be
appropriate, but what is cost and how do you deci de what it

isin a particular area are really two different questions.

Heritage Reporting Corporation
(202) 628-4888



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

88

A nodel is one way of doing it. Just like for
the I LECs we have average schedul es, which are, in effect, a
nodel , and have specific rules for comng up with a
statistically valid way of saying, this is what this
conpany's particular cost is.

We have not supported a nodel because, you know,
it does not validly predict what any particular area is.
That's not to say that one could not be built, but we
haven't seen one since.

And | guess that the -- to quibble a little bit
with M. Wod -- the problemwas, not that the nodel didn't
predi ct enbedded cost, the nodel didn't predict forward-
| ooki ng cost.

| think you may recall during the RFT proceeding,
RUS conpared the nodel results with several recent |oan
applications -- and an RUS | oan application is, in fact,
what we nean by a forward-|ooking cost study. It would the
equi val ent of that.

So sitting down and saying, for this particular
area, using the nost cost efficient technol ogy, what woul d
it cost to construct and operate the systen? Now, you know,
i f sonmebody can develop a nodel that's useful follow ng the
way that |LECs use average schedul es, you have -- if you're
an average schedul e conpany and the average schedul es don't

adequately predict your costs, you have the option of doing
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an individual cost study.

It costs you nore, and, of course, to the extent
that the cost of doing the cost study is nore than the
difference, you stay on the average schedule. |If you had a
system where there was an option to use the nodel or produce
your own cost study, we wouldn't object to the nodel in that
case.

But, you know, the tinme to be very clear that the
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Comm ssion's process, as | understood it, focused on
validating the input, but -- not purporting to be a
statistician -- | don't think a nodel is valid unless you
val i date the output, and that neans let's take the output,
let's look at a statistically valid nunber of places where
it predicts it and conpare those with the forward-I| ooking
costs of what is to serve those areas.

When -- if that works, then you have a valid
nodel , ot herw se, you don't.

MR. STEINBERG If | mght respond briefly, M.
G egg?

COWMM SSI ONER ABERNATHY:  Very briefly.

MR, STEINBERG | will try to be very brief. |
just woul d caution against using a forward-|ooking nodel
that, in fact, will lead to harmto consuners. W do have
di rect experience with forward-I|ooking nodel s.

We know, you know, the Fairbanks area for
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exanpl e, that our actual costs are in the nei ghborhood of
$30 per loop -- per nonth -- and the nodel which -- we --
has been used to predict our UNE prices cones out at $19 per
nont h.

We used a simlar kind of forward-Iooking price
up for universal service funding. Again, | think you would
end up reducing the support to a level that could harm
consuners.

COWM SSI ONER ADELSTEIN: Do we have time for one
| ast ?

COWM SSI ONER ABERNATHY:  Yes, absol utely.

COWMM SSI ONER ADELSTEIN: | know we're al nost out
of time, but | had sonething that was sort of a transition
to our next panel on neasures to control fund growth. And
it goes back to a point that Conm ssioner Abernathy made
earlier on about, if we base costs on the incunbent costs,
then the CETC cones in, which will take away some custoners
fromthe incunbent that's raising the incunbent's costs, so
t he uni versal service fund ends up paying nore, the
consuners pay nore, and consuners get no additional benefits
as aresult. |It's sort of a perverse effect.

Now sone of the panelists indicated that one
response to that would be to freeze per-line support on the
CETCs entry. But maybe ny question -- and, M. Johnsson, if

you could start and others could respond -- is, if we were
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to do that, what effect would that have on investnent in
rural areas? Which is another key goal that we tal ked about
here we want to acconpli sh.

MR. JOHNSSON: Well, granted -- given that's it's
10:30 -- | would say it's likely to restrict investnent
rural areas.

MR. STEI NBERG  Just very briefly, we've already
seen that result.

MR COSSON: And for the rural CLECs, if there is

no USF support, freezing it doesn't get them any.

MR WOOD: |'mhere for conpanies that are
| ooking to invest, not to stop investing. So, | don't think
your -- you know, if you look at this totally in terns of
how do we pronote investnment by the ILEC, | think it's a

very different question then how do we pronote investnment.

| think we've got to | ook at this broader
guestion. And, the way we frane all of these questions,
think we need to back up one step and look at this a little
bit broader.

MR. JOHNSSON: W need to also tell it how we
wote investnments in the public interest.

M5. PIDGEON. And we can pronote investnent
t hrough conpetition, also ensuring that there's sufficient
support not necessarily a specific provider.

MR. BERGVANN: | woul d agree that once there is
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conpetitive entry, the per-line support should be frozen.
From then on the conpetitive forces will require demand,
force investnent.

COWMM SSI ONER ABERNATHY: Ckay. G eat. Thank you
to all of you for comng here, all the panelist. This was a
great dial ogue and debate. | really appreciated |ots of

good i nformation.

W will take a 17-mnute break -- | nean a -- |
can't do math -- a 13 -- 12-m nute break and come back at a
quarter till. That's why I'"'ma |lawer. And we'll cone back
at a quarter til and nove on to the next panel. Thank you.

(Wher eupon, a short recess was taken.)
PANEL TWD
SCOPE OF SUPPCRT/ MEASURES TO CONTROL FUND GROWH

COW SSI ONER ABERNATHY: We' || head on to the
second panel, and it's the Scope of Support/Measures to
Control Fund Gowh. Once again, we'll start with each of
t he paneli sts.

You have three m nutes to nake your
presentations, and I'd really like you to hold to that tine,
because, as you saw before, we have a | ot of questions and
that's the best part of the dialogue, so l'd really like you
totry and stick with it.

And we'll start with Susanne Guyer from Verizon

Conmmuni cati ons.
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Thanks, Susanne, for com ng.

M5. GQUYER: Thank you. This -- is this on?
Thank you for inviting me to speak with you today and |
comment the joint board' s |eadership on this inportant
i ssue.

l'"d like to begin ny remarks by reiterating the
fundament al reasons for universal service policies. To
provide all Anerican's access to quality tel ecomruni cations
service at reasonably conparable and affordable rates. The
uni versal service provisions of the Act are anong the nost
fundanmental tenants of the Act.

However, we are at a crossroads with respect to
uni versal service fund. As we exam ne the facts, we see
that the size of the fund grows with each new eligible
t el econmuni cations carrier or ETC

Under the rule, as the fund size grows, the
assessnent on individual consuners increases. And
subsidizing nultiple carriers in the areas where it is not
economcally efficient for even one to operate, dilutes the
support fromits intended purposes. Utimtely, as a
result, affordable service is threatened.

So how do we mnimze the inpact on consuners,
whil e ensuring the basic tenant of affordable access to
t el ecomruni cation services for all? Verizon had adjusted

several policy nodifications that we believe will ease
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consuner inpacts while ensuring reasonably conparabl e and
affordable rates to all of rural Anerica.

Now, |'ve provided you all with witten
testinony, so what I'mgoing to do today is, in here, is to
just do an overvi ew of our reconmendati ons.

Verizon -- nunber one -- Verizon endorses the
proposal recommended by the Rural Task Force. That is,
freeze high-cost | oop support for a rural tel ephone conpany
upon Conmi ssion approval of a conpetitive ETC

Now t he Conmm ssion declined to adopt the freeze
three years ago because it found that the potential problem
of excessive growh in the high-cost fund due to conpetitive
ETC lines to be specul ative. However, the recent growth and
support being given to or sought by conpetitive ETCs shows
that the concerns raised by the joint board are now a
reality.

Proposal two. Verizon recomends that no nore
t han one ETC shoul d be designated to receive universa
service funds for a specific custoner. Rural incunbent
| ocal exchange carriers would continue to be supported unti
anot her service provider wins the custoner.

We suggest for conpetitive ETC services, custoner
certification that the supported lines are the consuner's
sol e connection to the network woul d be required. For

exanple, the life Iine certification process could be used
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as a guide for that kind of certification.

Proposal three. Conpetitive ETC wins the
consuner and supplies the consunmer's only connection to the
networ k, the support goes to the ETC for all |ines provided.

Veri zon does not believe that supporting all lines would
cause the fund size to grow at an unsustai nable rate. And
the adm nistrative i ssues associated with support of only a
primary line are problematic and potentially costly.

I n concl usion, the nodifications | have di scussed
today are neasured steps that can be adopted and i npl enent ed
now to mnimze consuner inpact and help to check the growth
of the high-cost fund. Adoption of these nmeasures would
help to ensure the continued viability of universal service,
al | oned conpetitive ETCs to conpete for custoners with clear
rules of the road, or in this case, rules of the back roads,
when they choose to serve rural Anerica, and these changes
woul d work within the framework of the current rules.

Thank you for inviting ne to speak to you today.

COWM SSI ONER ABERNATHY:  Thank you very nuch
Let's nove on. Joel Lubin, from AT&T Corp., thanks for
com ng to Denver, and we | ook forward to hearing your
remar ks.

MR. LUBIN. Thank you. Menbers of the Federal -
State Joint Board on Universal Service thank you for

inviting nme here to testify on behalf of AT&T on the
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critical issues associated with universal service associ ated
with controlling the size of the fund and the grow h.

In 1996 the joint board reconmended the universal
service support be [imted to a single connection to a hone
or a business. That was the right decision then, and it is
the right decision today.

In "96 there were approximately 45 mllion
W rel ess subscribers. Today there are over 141 mllion
subscribers. 1In 1996 there were 101 m | lion households wth
about 94 percent having tel ephone service. Today there are
over 109 mllion households, over 95 percent of them have
t el ephone servi ce.

Concl usi on; the nunber of households wth
t el ephone service is growing. Consuners are using wreless
to suppl enment, not replace wire line service. There are two
separate policy issues that need to be addressed.

| ssue nunber one. Rules for governing when a
CLEC, whether it's wire or wireless, wins a custoner from an
| LEC by conpeting head to head. |ssue nunber two. Should
W rel ess supplenentary service be supported by universa
service? Different question.

Let's go back to issue nunber one. Any CETC,
wire or wireless, should be treated no differently than the
i ncunbent LEC when conpeting with each other head to head.

Support for the CETC should be the support for
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t he i ncunbent that the incunbent would receive. This is the
cornerstone of portability of USF and creating conpetition.

| ssue two. Should wirel ess suppl enentary service
be supported by USF? This is clearly a different question.

Sonme parties argue that wireless service is an essenti al
service. Ohers such find a fundanental change to the
definition of the universal service requires a separate
policy investigation focused on the question of whether or
not to support nobility.

VWhat is clear is that the existing high-cost
support nmechanismis an i nappropriate nechani smfor
supporting wrel ess deploynent when it isn't conpeting head
to head. The existing support is based on wire |ine cost
not -- that are only split by jurisdiction today.

Any USF of nobility nust be based on cost and
rates of providing nobile service that is in one
jurisdiction. You must | ook at the cost of wreless
conpared to a package price. This requires a new hi gh-cost
mechani sm for which wireless providers are eligible. This
is when we are addressing issue nunber two. Should this
suppl ementary servi ce be supported, not issue nunber one.

One final point is that it is inmportant to
control the size of the fund. The Rural Task Force
appropriately recomended endi ng the USF support as an |ILEC

guarantee within the high-cost | oop nechanism
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Once a CETC is certified, under the RTF
recommendati on, the high-cost |oop per-line support woul d
have been capped at the time of certification. Capping the
support per-line, once a CETC is certified, is another
critical step to control the growth of the size of the fund.

| ook forward to answering your questions.
Thank you.

COWM SSI ONER ABERNATHY:  Thank you very nuch.
Now we'll turn on to Brian Staihr, who's with Sprint
Corporation. And, again, thanks for joining us today.

MR. STAIHR  Thank you for letting ne be here.
My nanme is Brian Staihr and I'm an econom st and | work for
Sprint.

And when | say work for Sprint, | work for the
| ocal conpany, | work for PCS, the wireless conpany, | work
for the | ong distance conpany, and | work for our wire |line
CLEC operations. So | truly do understand just about every
point of view that is being expressed in this roomtoday.

VWhat we're | ooking at here is one way of
controlling the size of fund growh. W're just |ooking at
one way right now according to this agenda, limting support
to primary lines. The first question | have to put forth
is, why are we focusing just on this one? Wy aren't we
having an entire workshop on the possibility of capping a

study area total ?
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There are lots of ways to control fund grow h.
Lots of them So what we need to do is |ook at this one
that's laid out before us, limting support to primary
lines, and ask sonme questions. |Is it the best way? Is it
the nost efficient way? The nost econom ¢ way? The |east
harnful way? The easiest way to inplenent?

How do we decide if it's the right way? Three
things we have to consider. First, is it consistent with
sone of these other goals we have? Conpetitive neutrality
and pronoting conpetition, not just tolerating conpetition,
pronoting conpetition. Sprint's comments are pretty clear
that it's not.

Nunber two. Is it adm nistratively workabl e?
Absolutely no. | hope we can have a | ot of discussion about
t hat because the adm nistrative aspects of this would be a
ni ght mar e.

The third. |Is there some reason to believe that
this action, taking away support fromnon-primary lines, is
justifiable on its ownn? |Is there sonme reason to think that
primary lines are the only ones that need support deserve
support.

My col | eague here, Joel, tal ked about
substitutability and conpl enentary nature of these services.

The econom sts love to agree to disagree. | think that --

| think we're going to tal k about that secondary |ines, non-
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primary |lines, have just as much need for support, are just
as deserving of support.

So it cones down to this, is limting support for
primary lines justifiable onits own? No. 1Is it
adm nistratively workable? No. Is it the nost efficient
way to control the size of the fund? No. Do we need to
| ook seriously at other alternatives? Yes. That's where |
st op.

COWM SSI ONER ABERNATHY: Let's nmpove on to David
LaFuria, who's with the Alliance of Rural CVRS Carriers, and
we | ook forward to hearing your remarks.

MR. LaFURI A: Good norning, Conm ssioner. On
behal f of the Alliance of Rural CVRS Carriers, it's a
privilege to have the opportunity to appear before you.

Briefly, ARCC nenbers are independent wireless
conpani es who are focused al nost exclusively in rural
America. They face the sane chall enges, and their
circunstances are far nore simlar to rural wreless
carriers than they are different.

This hearing is appropriate because the
chal | enges are conpl ex and the proposed solutions are
di verse. Above the conplexity, however, stands clear and
sinple direction from Congress, which has been anplified by
the Suprenme Court and the Federal Courts of Appeals.

Congress, in our view, never intended to limt
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rural consunmers' access to one service provider, one
technol ogy or one location. |Indeed, | think, as M. Lubin
accurately points, back in 1996 roughly 94 or 95 percent of
Anerica al ready had access.

Section 254(b)(3) of the Act fundanentally
changed the goals of the universal service fromsinply
provi di ng access or a connection to the network, to
providing rural consunmers wth access to the sane ki nds of
t el econmuni cations choices and its simlar rates as those
that are available in urban areas.

Attenpts to franme this proceedi ng as bei ng about
controlling conpetitive entry and funding so as to sustain
the federal fund nust be rejected. The appropriate question
must be, how do we effectuate the will of Congress to open
rural markets to conpetition and provide for sustainable
uni versal service fund?

Based on conments submitted in this proceeding,
we recomrend the follow ng four imrediate steps to sustain
the fund and pronote conpetitive entry.

First, as others have suggested, capping support
to a study area or another area that is appropriate when a
conpetitor enters. Even a soft cap, one that can be raised
due to inflation or other factors or adjustnents are
essential to managing the growth of the fund.

Two, hand in glove with caps, is making support
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fully portable. That is, when one carrier gets support,
another carrier loses. Portability of support is viewed by
sonme in the conmments as an option. The Fifth Crcuit's
ALENCO deci sion nmakes clear that it is nmandated. There can
be no conpetitively neutral system of support w thout ful
portability.

Third, begin in earnest, the process of noving
| LECs to economc costs. This was discussed significantly
in the prior panel, and | think it's inportant to understand
that econom c costs are a fundanental basis for providing
support and judgi ng cost that has been firmy and squarely
approved by the Suprene Court.

Fourth, require ILECs to nore accurately target
support upon conpetitive entry. Less than 10 percent of
rural ILECs to date have di saggregated their support, and as
a result, sonme ARCC nenbers and others, receive -- continue
to receive support in |lowcost portions of a study area,
even when they shouldn't.

The nore accurately targeting support to the
hi gher cost areas will go a long way to sol ving what has

been called the custonmer |list problem These four actions

t hat we suggest here will advance universal service, pronote
conpetition and lawfully fulfill Congressional nandates.

Thank you for listening. | look forward to your
guesti ons.
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COWM SSI ONER ABERNATHY:  Thank you very nuch
And now we'll hear from Ken Reif?

MR REIF. Reif.

COWMM SSI ONER ABERNATHY: | knew |'d get it wong.

Ken Reif, who's with NASUCA, and we | ook forward to hearing
NASUCA' s perspective on this particul ar issue.

MR. REIF. Thank you, Madam Comm ssioner. My
name's Ken Reif. [|I'mthe Director of the Colorado Ofice of
Consuner Counsel. It's nice to have Conmm ssioner Rowe here.

W' ve had di scussions on these phone issues over the years,
and he and | agree on many things on that.

In fact, | was going to pick up a point 1 1'm
going to 1 I'm speaki ng on behal f of NASUCA today, but I
t hought | would help and try and gi ve sone Col orado exanpl es
of what Col orado consuners, and | think by inplication,
western consuners are dealing with

Not too | ong ago, the biggest conplaint that |
got fromtel ephone consuners was, hey, | can't get a phone,
it's taken ne two nonths to get a phone. O, | can't get ny
phone fixed, it's taken nme three weeks to get ny phone
fixed. Again, Conm ssion Rowe renmenbers those.

| don't hear that anynore. That's been largely
taken care of. Wsat | hear instead is, what are all those
bl asted surcharges on ny bill and why do they all go up? |

hear that every single day.
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And if the gromh projections for the federal
uni versal service fund are anywhere close to true, |I'mhere
totell you that it's not sustainable. Politically and for
consuners, and it will collapse under its own weight. So |
think it's very tinmely that the Conm ssion Joint Board and
the Comm ssion is | ooking at this.

| can give you a Colorado exanple. 1In the first
several years of the state high-cost fund, when it was
i npl enented as a result of the Act, the fund started to grow
from somewhere around 35 mllion dollars to above 60 mllion
dollars. And there was consuner outrage.

And the legislature stepped in and they put a

hard cap on it. They said there will be no state hi gh-cost
support greater than 60 mllion dollars. That -- a sunset
of that, and that has gone away -- but it has served as an

informal cap for the state high-cost fund ever since. And,
at the noment, the state high-cost fund is | ess than 60
mllion dollars, and | expect it will remain there for sone
period of tine.

So, for the purpose of this panel, NASUCA very
much supports restriction of a high-cost support for one
I ine per household or business. And | |ook forward to your
guesti ons.

COWM SSI ONER ABERNATHY:  Thanks again to all the

panelists. | think what we'll do this tinme is start at the
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other end of the table so that we'll give equal tine to al
of the joint board comm ssioners. So, Billy Jack Gregg, you
want to start?

STATE CONSUVER ADVOCATE GREGG  Thank you. Good
nor ni ng panel nenbers. | have two areas of questions to
start off with. The first is on the neaning of the Act, and
| dread to go there. And the second is on the
adm nistrative issues related to supporting single or
mul tiple |ines.

On the first area, 1'd like to get the reaction
fromthe panelist as to whether the Act prom sed al
Anmeri cans access to a basic set of supported services, or
did it prom se access to an unlimted nunber of subsidized
carriers?

MR REIF. MW own view, Billy Jack, is that
uni versal service is designed to let folks in rural areas
and hi gh-cost areas have reasonabl e access to the switch
network. And I would [imt it in ny own mnd to that. |
know there's debate about it, but | interpret the Act in
t hat way.

MR LaFURIA: M. Gegg, as | said in ny opening,
| believe that if all the '96 Act stood for was to provide a
connection to the network, there was no need for Congress to
intertw ne conpetition with universal service and to make a

very specific command in 254(b)(3) that consumers in rura
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areas have the sanme kinds of choices.

And | believe those kinds of choices can be
vividly illustrated by sinply comng to any major city, like
Denver. You will discover that there are at |east one, or
maybe as nany as three, wreless networks, which provide you
today the opportunity to use your phone in a manner that
gi ves you, whether you want to call it primary or even
excl usi ve, service.

If you go to rural Anmerica, and you are on the
hi ghways or you're in the main towns, there nmay be one or
two or even three carriers possibly that could do that. As
soon as you |l eave those main areas and nove to what is
really rural Anerica where there are high costs, you do not
have those sane choices today. And that is what the Act
shoul d be pronoti ng.

STATE CONSUVER ADVOCATE GREGG  (Ckay. Just to
junp in. To be clear, then, it's your position, M.
LaFuria, that the Act mandates that every Anmerican, even in
the nost renote area, have the same access to say three
carriers, even if we have to subsidize each of those
carriers, the sane access as they have in Denver.

MR, LaFURI A: What |'m suggesting is that people
who are econom st -- such as M. Wod -- who are a | ot
smarter than | -- have nmanaged to figure out that the per-

| i ne support methodol ogy that we have is a very powerful
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controller in the marketplace and the marketplace wll
select the right nunber of carriers in any particul ar
market. If only one conpetitor can get into that market, a
second or a third conpetitor, having to take on the
responsibilities of an ETC, will not be able to enter under
the per-line nethodol ogy.

| f you support all networks, for exanple, paying
all carriers on their costs, then certainly you will have

mul tiple carriers and we woul d not support that.

MR STAIHR |I'mpretty sure that the word that's
in the Act is consuners. The consumers will have access,
not households. |If you' ve got two consuners who happen to

reside in the sane househol d, each happens to have his or
her own |ine, what you would end up with a single support
per | ocation or household is one that has affordable service
and one that doesn't because one isn't supported.

So | think it comes down to consuners and not
| ocations and not househol ds.

STATE CONSUMER ADVOCATE CGREGG  So all the kids
my house have the right to a subsidi zed connection?

MR STAIHR | don't know if all your kids are
consuners. | don't know who the controls the purse strings.

COWM SSI ONER ABERNATHY:  Trust ne. M daughter
IS a consuner.

STATE CONSUMER ADVOCATE CGREGG. And they're al
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subsi di zed, aren't they?

MR, STAIHR To the extent that -- and you asked
about the adm nistrative difficulties --

STATE CONSUMER ADVOCATE GREGG. Well, 1'm going
to ask about that in a mnute.

MR. STAIHR  Ckay.

COW SSI ONER ABERNATHY:  Conmmi ssi oner Rowe, did
you have a followup to that?

COWMWM SSI ONER RONE:  Yes, a followup for M.
LaFuria. Wre you suggesting that either nobility or a
nunber of carriers in some way net the statutory
requi renents for covered service or that the joint board
ought to add those to the list of covered services? Wre
you pushing your argunent quite that far?

MR. LaFURI A: The question is, should the joint
board add nobility to the list of covered services?

COWM SSI ONER RONE:  Was that the end point of
your argunment ?

MR LaFURIA: No. | don't know that it is
necessary. | believe that any carrier that can deliver the
supported services, however you define them should be
eligible to attenpt to get support. Al markets should be
open to conpetition so that no matter what technol ogy you
use, and you ask yourself, aml willing to nake the

commtnents that are required?
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And we can all -- we've all tal ked about those
commtnments, and the third panel, | think, is tied up a |ot
wi th what those commtnents should be, irrespective of the

technology, so | don't think nobility is required.

COWM SSI ONER RONE:  But the starting point of
your argunent was that custoners from urban areas have
access to nultiple carriers, including nobile carriers --

MR LaFURI A:  Yes.

COMWM SSI ONER ROWNE: -- and that then | eads you
into the statutory anal ysis.

MR. LaFURIA: Yes. If a-- if in arural area
t oday, you conclude that rural consuners do not have the
sanme ki nds of choices of telecomunications services --
whet her they be nobile or fixed or wwre |line or whatever --
if you conclude that those choices are not avail able, then
policies that are conpetitively neutral have to be devel oped
to provide those choices, not nerely a connection to the
network -- one single connection.

COWM SSI ONER ABERNATHY: What do you do about the
fact that, if you're in a rural area and there is a wreless
provider in that rural area and a wire line carrier, and the
W reless provider built out with no subsidy support and
they're offering a $35 a nonth package of mnutes, and the
wire line price is $15 a nonth -- so are you then saying

that, as public policy, we should provide support to the
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wi rel ess provider, even though, of course, they're stil
maki ng noney and apparently running a solid business on
their $35 a nonth charge -- that we should provide a support
mechani sm so the consunmers in that town also get the

wirel ess service at $15 a nonth?

MR. LaFURIA: That's a very good question, and
we' ve tal ked about that a lot in state comm ssion
proceedings. In alnost all cases, the scenario that you' ve
descri bed does not happen and shoul d not happen, and 1'I
expl ai n why.

In rural Anerica, in the towns where there is
sufficient density today to build good w rel ess networks
that provide consuners with a choice to use that as their
primary phone, those areas are being built w thout support.

The quality of network is there, and there is no
need for support to the wireless carrier. There's probably
no need for support to the wire line carrier in that area,
but that's a separate question.

Wth respect to wireless, if the wire line
conpany properly disaggregates its support and noves support
to the high-cost areas, then in a town of 15 or 20, 000
people in the mddle of a rural area, there should be no
support avail abl e.

And | have a nunber of clients -- there's -- in

fact, there's one in West Virginia where they' ve got -- |
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think it's Bluefield -- is an area where there's three or
four wireless carriers, and the great majority of the new
CETCs' lines are in that area.

And because the |ILECs have di saggregated, there's
no support available. So the vast mpjority of lines -- |
believe it's the vast majority of lines -- of this
particular entity get no support. And that's exactly as it
shoul d be.

The support should be out in the nore rural
areas, so as to force that conpetitive carrier, if they're
willing to nake the commtnent to service the whole area, to
go out and invest in those areas and bring those fol ks who
really need it the kinds of choices that are avail abl e, even
in a place, perhaps, like Bluefield, or in Washington D.C,

STATE CONSUMER ADVOCATE GREGG. | believe it's 78
percent receive no support.

MR. LaFURI A: Thank you, sir. | knew you'd be on
top of that.

MR. LUBIN. Wth regard to your question. It
sounds like a sinple question, but for ne a very conplicated
guestion. Fromny point of view, there's several pieces of
it. The first piece is, | believe what the Act is talking
about is to create the opportunity for conparable service
for a custoner.

And the conflict is, as actually said earlier by
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Comm ssi oner Dunl eavy, is when you decided to create
conpetition possibly in the urban areas, or as David just
highlighted, in the city of rural area, you create
conpetition in that area which puts pressure that the rura
part of a conpany nay not be able to maintain its rates at
the current level, or the universal service that it's
getting.

And so the dilemma is, because you' ve nade a
decision that you're going to create conpetition, you have
to make sure that the rates in that rural part does not go
up. And so that is why, fromny point of view, they create
nmore universal service dollars. Said it differently
di saggregating the universal service dollars into that
geogr aphi c area.

However -- again, to your question, is for the
custoner to get conparable service. However, the state PUCs
need to determ ne whether they want to see conpetition and
grant ETC status in a particular study area or in a
particul ar area. That a separabl e question.

It is not, fromny point of view, on the surface
to sinply say, if | have three carriers conpeting in the
urban area, | need to have three carriers in the rural area.

That's not why | think it is.
But, again, once you create a universal service

fund, a cornerstone is to have it done in a conpetitively
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neutral way. So, for nme, it's, you create the universa

service fund, it has to be done in a conpetitively neutra
way, but there's a third question, do you grant ETC status
inall parts of the country? That's a separabl e question

STATE CONSUMER ADVOCATE GREGG.  Susanne.

M5. GUYER:. First of all, | would say in the |ast
seven years there have been lots of interpretations to every
phrase in the Tel ecom Act. But | would say that what the
Act is intending to do is guarantee that all Anericans have
access to a tel econmuni cations service. And that does not
mean guar ant eed access or support for nultiple carries.

Now you all have policies in place to pronote
conpetition, and what we are attenpting to do here is
bal ance, ensuring that every Anmerican has access to
t el ecommuni cati ons service and keeping a safety pin for
that, but at the sane, not creating any barriers to new
conpetitors comng in that would have an opportunity to
capture the custoner.

And our proposal would allow a carrier -- a
conpetitive carrier -- comng in to receive support only if
that carrier captures the custoner.

STATE CONSUVER ADVOCATE GREGG  This brings ne to
the admi nistrative issue. You had nentioned that -- under
Verizon's proposal -- that the CETC would certify to USAC

that it had captured a particular line in order to receive
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support. Correct? That's not necessarily the sane as
[imting support to only single lines.

M5. GUYER. Right. W have struggled with this.
And we had | ooked at what are the real growth drivers and
we found that it was the supporting multiple providers, not
necessarily multiple lines.

And when we | ooked at the percentages of
additional lines in a household -- and al so we | ooked at the
adm nistrative difficulties of determ ning what is primary
versus secondary. And we have |lots of people on ny staff
that recall the difficulties when we're trying to apply PICC
charges. Joel w |l understand those.

So we | ooked at it in a sort of cost benefit
anal ysis and determ ned that, as a bal ance position, it
woul d be better to really try to contain the growh of the
fund through limting support to a carrier who captures a
customer, but once that carrier captures the custonmer we
woul d support all |ines.

STATE CONSUMER ADVOCATE GREGG: It is correct
that we currently charge different rates in states that have
reached the cap on the slick between primary |ines and
secondary |ines, correct?

M5. GUYER That's correct.

STATE CONSUVER ADVOCATE GREGG  It's al so correct

that we limt | owinconme support to a single line. Correct?
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M5. GUYER  Uh, huh.

STATE CONSUVER ADVOCATE GREGG It's also correct
that certain state universal service funds limt support to
only single lines, correct? It is possible to determ ne a
primary line for individual households, is it not?

M5. GUYER Yes. And here's how | would also --
sone other caveats | would say -- | think as we | ook at the
cost associated with the adm nistrative issues here, | think
the regul ators nust think about how those costs are cover ed.

And as we have been | ooking at -- as the changes
have been made in the contribution nechani sns and

everything, there has been an attenpt to contain the cost --

adm nistrative cost -- and limt how those costs are
recover ed.

So, as we work through changes in the plan -- the
system here -- | would suggest that where there are

i ncreased costs associated with inplenenting the plan, then
we nust al so go back and think about how those costs are
recovered and that we have a neani ngful opportunity to
recover those costs.

STATE CONSUMER ADVOCATE GREGG That's basically
all 1 have.

COWM SSI ONER THOWPSON: | want to follow up nore
on the adm nistrative issues, and to understand better what

Verizon's proposing. It seens like there's -- if -- what
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happens if a custoner changes back? 1In a conpetitive
mar ket, you have to assunme that m ght happen

You mentioned earlier that the carriers would be
responsi bl e sonehow, and I'd |ike to you explain to ne
sonehow, for certifying to USAC that they're the primry
line. Wat do you do when a custoner changes back in the
m ddl e of the year? 1Isn't it going to result in a whole |ot
nore adm nistration for everybody to try and keep track of
t hat ?

M5. GUYER:  Again, Comm ssioner, we were
attenpting to balance the growh of the fund and neani ngf ul
opportunity for conpetitors to be able to capture a
cust oner.

So there could be occasions when a custoner tries
a new service, then anends it's current provider and perhaps
that current provider then swi ngs back into action and
of fers new services or whatever and recaptures the custoner.

That coul d happen. And, again, for us this was a bal anci ng

act .

COWMM SSI ONER ABERNATHY: So this goes back again
to sort of the adm nistrative. For those of you -- any of
you -- who think that you can go ahead and do this, are we

tal ki ng about support for certifying a particular carrier?
And then it would seemto ne, if you certify a particular

carrier, why couldn't you just decide that regardl ess of how
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many |ines they're providing or what they're providing, they
only get support is if there is only one line.

M5. GUYER That is -- that could be a reasonabl e
alternative.

COWM SSI ONER ABERNATHY:  Anybody el se who wants
to comment on the admnistration of trying to designate a
particular carrier versus designating particular |ines?

MR LUBIN. |1'd like to respond and that is, |
actually commend Verizon in ternms of coming up with a
creative recommendation here. So that -- I'mlooking to try
to see where creative solutions could be comng from

The concern | have is, if you do that, what
ultimately is the size of the fund? And let nme explain.

VWhat | nmean by that is, that would, basically, do it in a
way where the size of the fund and the growth of the fund is
relatively noderate, constrained so be it.

My concern is to, say if a carrier now wns a
custoner and they get the subsidy for all the connections --
let's say a customer noves fromwired world to a wirel ess.
Today, on average, there's one point two |ines per
househol d -- 20 percent of the household have two lines. M
concern is this thing called nobility.

It's a different thing than head to head
conpetition. And so what | see happening, is | see business

pl ans on the wireless side where they're selling -- and it's
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a wonderful strategy and it's a good thing -- selling
multiple wireless lines to a hone.

A coupl e of years ago -- | have two children --
we ended up -- we were on their way to college -- so we
ended up buying four wireless connections. How many
W rel ess connections, in that exanple, do you subsidize? |If
you subsi di zed one, then there's, to ne, no issue. |If you
subsi di ze two, or however many wireless lines they take,
then you still have an issue.

And so, just to give you a perspective, if all of
a sudden custoners nove to the w rel ess because they Ilike
t heir business proposition that says, you know what, | can
have nul ti pl e connections for everyone in the househol d.
Vell, all of a sudden, instead of having on average one
poi nt two connections per home, | mght have two, | m ght
have two point two.

For every connection that you add, if there are

-- let's just say 10 mllion rural lines out there -- 60
percent of the househol ds today have wireless -- all of a
sudden there's 3 billion dollars currently going to the

parties through the USF mechani sm

| can easily see, of that 3 billion, maybe 60
percent of that where they have wirel ess and they have
multiple lines. You could all of a sudden increase that

size of the fund by a billion and a half, a billion eight
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dol | ars.

And so ny question is, ultimtely, whatever
deci sion you go down, | would hope you ask the question,
what is the increnental effect to the size of the fund. And
if you go down Verizon's path and you still allow as nany
W rel ess connections, or however the business strategy is,
you're setting it up for the fact that they fund grows, and
potentially significantly.

Wth regard to the adm nistration issue, | think
it was already identified that on the slick side many
states, many conpani es already have a primry versus a non-
primary rate. | admt there are admnistrative issues, but
t hey have been sol ved, they can continue to be sol ved.

And ny final point on this is if the various
parties are pulling 3 billion dollars of USF and t hat
ultimately is a way -- by the way, |I'mnot even suggesting

that you change the 3 billion dollars, if it's 3 billion

still continue to do it, but do it on primary |lines, or the
one connection -- they'll find a way, if you're getting 3
billion dollars, | think you every incentive to figure out

an adm ni stratively workabl e way.

COWMM SSI ONER ABERNATHY: Does this problem go
away though if we nove away from support per line to a
mechani sm as we di scussed on the previous panel, where we're

| ooking at, you cone up with your costs, and to the extent
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the costs are above a certain |evel, then your funded based
on those costs.

Renenber we're not really |ooking at per -- it
was never per-line support anyway, until we got ATC --
you're really looking at, can you price at a level that's
reasonabl e for the consunmers. So would this issue of having
to have a concern about nmultiple lines go away if you're
really | ooking at cost and support based on your cost?

MR. LUBIN.  Wonderful question. [|'m always
| ooking at the answers to these in questions in terns of
uni nt ended consequences and econom c i ncentives. And ny
concern is, yes, the issue of primary/ non-prinmary goes away.

You' ve just created another issue.

And the other issue is, if ETC status is granted,
and now you have multiple carriers comng in, and now you
have mul ti ple networks who will get subsidy, and so | ask
t he question of, okay, with that nodel, what are the inpacts
on the size of the fund? And, quite candidly, | con
envision, with the size of the fund -- even grows
potentially |arger.

My only point here is when we ask those
gquestions -- very inportant questions -- always be asking
the question, what's the consequence of the economc
i ncentive under the unintended consequences? And ny fear

began on that one because you are, in effect, going to hand
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out subsidy dollars for each network that's granted ETC
stat us.

COWM SSI ONER ABERNATHY:  Assumi ng agai n they
are -- their costs are above a certain threshold. But,
you're right, it still goes back to what are the economc --
what's the econom c analysis that's going into the decision
about whether or not to enter a particular market? And what
percentage of that over all equation is the universa
support nechanisn? How inportant is that and how rmuch does
it conme into play and then how nuch pressure does it put on
t he fund.

MR, STAIHR  Just to kind of tag team off of
where Joel was, | agree that is concern for unintended
consequences i s sonething we need to think about. And
that's part of what you get when you get to a situation of
designating a certain carrier as a primary type of thing,
because the uni ntended consequence is, all of a sudden the
uni versal service support becones a marketing ploy.

It becones sonething that people use. Sign up

fromme, call me your primary carrier and |I'Il give you this
discount. | don't think anyone ever intended that to be
part of it.

But, again, going with the concern of the growh
of the fund -- and that's where | started ny coments --

there are lots of different ways to control that. The
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capping of the study area total is one way where you can
have nul ti pl e connections and you don't get into the playing
t he support as a marketing ploy because it tends to be
across the entire study area, but you have addressed that
growt h i ssue.

STATE CONSUMER ADVOCATE GREGG M. Staihr, are
you saying that carriers mght actually have to conpete for
uni versal service support?

MR. STAIHR Well, it ends up being |ike dropping
t he puck at the beginning of the hockey gane, right? Here's
t he noney, you guys fight it out for it. Wich is fine, but

you should be fighting for the custoner, not for the

subsi dy.
STATE CONSUMER ADVOCATE CGREGG. That goes with --
COW SSI ONER RONE:  How i s --
STATE CONSUMER ADVOCATE CREGG -- the custoner.
Go ahead.

COWM SSI ONER RONE:  How is the incentive
di fferent by capping support for the study area on the one
hand, or conpeting directly for the primary |ine?

MR. STAIHR: Because, to use Joel's exanple, say
you have a household that has three wire line lines that al
get support. And they're thinking, oh, well, maybe I’
nove to get three wireless lines. Wll, they all get

support .
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| f you cap the study area total, the support wll

be the sane across the technologies. It maybe |ess, but
it"ll be the same. Wiich takes it out of the conpetitive
i ssue.

MR LUBIN. Could I clarify? Because that's
another, 1'll say interesting idea. And, quite candidly,
fromwhere |I sit -- now where do | sit here is, I'm
interested in controlling the growh of the fund.

What Brian just highlighted is a rational way of
controlling the fund. That certainly is fine wwth ne. But,
again, | want to rai se unintended consequences. And the
issue here -- and that's why this is a very difficult
probl em

The uni nt ended consequences -- let's take the
i ncunbent LEC -- let's just hypothetically say the incunbent
LEC has 1,000 lines. And a new entrant cones in, and the
new entrant does not win one of those 1,000 lines. They
cone in with a wonderful nobility package and they sell very
qui ckly 300 |ines.

So all of a sudden, instead of 1,000 |lines --
let's say getting a mllion -- kind of pick a nunber --
1,000 lines getting $20,000. You now have a wirel ess
entity -- and | don't mean to pick on wireless, but that's
the business plan | see, where they're conpeting, but

they're not winning one of the 1,000 I|ines.
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So they put in this package, they sell 300 new
w rel ess connections. So, as | understand what Brian is
sayi ng, the $20,000 remains fixed, but the wireless carriers
woul d get 300 over 1300, roughly 22 percent of the fixed
anount .

And so here again you have the public policy
guestion, do you want a nodel where a new entrant cones in,

t he i ncunbent doesn't |ose one line, but their USF that they
draw drops 22 percent.

Now, you know, naybe that's a good answer. It
certainly solves ny issue of controlling the size of the
fund. But here again, | just want to highlight is, we have
two different questions.

One question is you' re conpeting head to head and
a wreless conpany wi ns one of the 1,000 |ines versus a
mobility question that custoners want nore nobility, and
they may want it for a ot of people in their househol d.
That's why you end up with having 30 percent growth in
connecti ons.

So, again, there are clearly, fromny point of
view, two different questions. And that's why we get all --
that's why | got confused for quite a while. And ny
confusion is, do you use the same per-line subsidy? And |
say, yes, you use the per-line subsidy the sanme when you're

conpeting head to head for that 1,000 |ines.
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But when you're asking the public policy
question, should | subsidize those new 300 |ines for
mobility, that's a different question. And |I'm not saying
you shouldn't, but the determ nation -- and now where
Comm ssi oner Abernathy is -- when you asked the question of
those 300 lines, you ought to be |ooking at the cost for
t hose 300 |ines would benchmark for nobility.

Maybe it's $30, maybe it's $40, maybe it's 25,
don't know, and conpare their cost for the new nobility
lines. That's a different question than conpeting head to
head for the existing 1,000 I|ines.

COWM SSI ONER DUNLEAVY: Let ne shift a little bit
here. Setting aside for a nonent the network support versus
the per-line support issue. Just, arguably, assune per-line
support for the primary line, is there a nunber bel ow which
or above which support for service or conpetition becone
negligible? 1Is it one dollar? |Is there an actual nunber?
I's it an absol ute nunber?

MR LaFURIA: |'mnot sure | understand the
gquestion, sir.

COWMM SSI ONER DUNLEAVY: Well, |'m suggesting now,
is there a level per-line support below which its inpact on
uni versal service is negligible?

MR. LaFURI A: | suspect that varies by areas.

COW SSI ONER DUNLEAVY:  Ckay.
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MR LaFURI A: You know, do --

COWM SSI ONER DUNLEAVY: But there is -- that's --
there is such a thing? There was a way to get there? |Is
t hat an econom c issue, M. Staihr?

MR. STAIHR  Yes, actually it is. | think if you
were to ook at Sprint's local territory, which is extrenely
rural and we get a lot of federal USF. But in sone cases we
only get a dollar or two per line. |If you were ask our, you
know, the people who specifically work in those areas if
that makes a difference, absolutely, because we're counting
on that noney right now.

Now woul d it nmake a difference in terns of a new

i nvestnment decision? | think in varies situations it
absolutely could. | think there are al so other areas, other
regions where it wouldn't. 1It's kind of a non-answer, but |

really think that's the answer.

COWMM SSI ONER ABERNATHY: But does it really go,
ultimately, to the over all business decision you nmake about
how much -- if I'"'mthe next one in the market, not the first
in the market, there's already sonebody there. So I'mthe
second one to the market, I won't get full penetration, how
much can | predict?

And then so does it really go to the over al
busi ness deci si on you nmake about how many |ines and how nuch

profitability do | need to justify entering that particul ar
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mar ket ?

MR STAIHR Yes, | think it would -- absolutely
does, yes.

MR, LaFURI A: Comm ssioner, if | could just add
tothat? It absolutely does and it is only the per-Iline
support net hodol ogy that will properly drive those deci sions
in an efficient manner. |[|f carriers are paid upon their own
costs, | look at that as nothing short of corporate welfare
for both conpanies or both conpetitors in the marketpl ace.

That is, if you' re going to support multiple
networks, and if the second network in is paid on their own
costs, then we set up a nodel and a conpetitor cones in and
they say, this is higher cost for us and we're above the
t hreshol d and we need support. And they get it, and they go
in and they enter.

They're going to get dollars that permt themto
build a conpl ete network throughout an area whether it's
appropriate to be built or not. And there is not
correspondi ng bunpi ng of heads in the nmarketpl ace between
t he i ncunbent and the new entrant, because there's no
incentive for that bunping of heads.

When you set the support at one | evel and say
it's $10 for this area, conme and get it, you force each
conpetitor in the marketplace to find a way to provide

service at the nost efficient |evel.
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COWM SSI ONER RONE: Thanks. Let's stay with this
di scussion of the difference between determ nate costs on
the one hand and figuring out howto allocate paynents on
the other, particularly if you' re basing support on the wire
i ne network.

It seens to be relatively clear that the
i ncrenental cost of a second |line starting with the |oop up
t hrough the switch transport is probably not terribly
significant. | suppose if you're using wireless cost, it'll
| ook different. But even there, as you add custoners, you
can give -- there's sone tol erance before you have to
actually reinforce the upstream network function

So, is that correct, and, in fact, are we not
tal ki ng about the cost of providing service to a second
line, but sinply dealing with the inplications of making
paynments for nultiple lines? 1Is that correct, as far as we
go?

MR. REIF. You know, | think that paying support
on a primary line basis could be properly inplenented if you
had effective conpetition in a marketplace first. The way
the systemis currently set up, if you junp to a prinmary
line paynent only -- and however you define it and whatever
ot her requirenments you cone up with -- the conpetitor com ng
into the marketplace on a per-line basis can't possibly step

in and construct enough network facilities to make it work
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because they're only getting paid on a per-1line basis.
And it goes back to the, you know, would you

construct this market if your return is somewhat guaranteed

over a reasonable period of tine. |LECs have operated under
that systemfor a long time. |'mnot suggesting -- and our
coments haven't suggested -- that wireless should be under

purely the same nechani smtoday.

VWhat | am suggesting is that, if you flash cut to
primary lines only today in areas -- not in the town of
Bl uefield where | described earlier, but out in the outer
lying areas -- there's no way to -- for -- a conpetitor, no
matter what technol ogy they use, to junp into the
mar ket pl ace and say, we're going to invest hundreds of
thousands if not mllions of dollars in this area in the
hope that we can win over a few customers here at the
out set .

There's not the possibility of return or the
substanti al expectation of return that the Conm ssion very
clearly said needs to be present -- | believe it was in the
Sout h Dakota Preenption Order in 2000 -- and that's the
barrier to entry that is being erected here.

If we transition to this, and reached a point
where conpetitors were effectively conpeting with each
ot her, where a conpetitor takes market share away, then it

coul d work.
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And, finally, I will say in response to M.
Lubin, | don't represent a single client, and I don't know
of any --

COWM SSI ONER RONE: That's not responsive to ny
guestion, though, | don't believe.

MR REIF: |'msorry.

COWM SSI ONER RONE:  And, again, going back to the
di stinction between the cost of providing service -- the

incremental cost of second lines on the one hand versus how
you determ ne the basis for paynent. Wre the

assunptions -- first of all, were the assunptions behind ny
guestion correct?

MR. STAIHR Wth regard to the way support is
cal cul ated now, not for rural conpanies and not for non-
rural conpanies, is there a difference in the cost between a
primary and a secondary line? For rural conpanies it's
total cost; for non-rural conpanies the nodel cal cul ates al
lines. It doesn't separate out second |ines.

So when you're tal king about the cost per line in
an area, right now the way support's calculated, it's al
t he sane.

COWM SSI ONER RONE:  So on the paynent side of
that, that's what we're really focusing on. Howto either
avoi d under payi ng or overpaying for the network. |Is that a

fair statenment?
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MR. STAIHR Yes, and just to -- and | hope I'm
not going off track here -- the way the costs are cal cul ated
right now, assume the entire econony is at scale that are
associated wth the incunbent's network, okay? Those are
not necessarily the econom es of scale, but can be instantly
replicated by any new entrant. And so in that sense, they
actually could very well underestinmate the actual costs.

COWM SSI ONER RONE: That's back to your point.

MR REIF. Yes. That's what | was trying to get
to.

COWM SSI ONER RONE:  Ckay. Anyone el se want to
respond to that? Thank you.

COW SSI ONER ADELSTEIN:  Just to try to get a
sense of -- a lot of us are trying to understand what the
scope of the savings would be fromsone of these different
proposals. And to try to get our mnd around what the facts
are, because we talk a | ot about whether it's a primary or
secondary line, this rise of wireless substitution.

But I'mwondering if we have any evi dence
docunent ed or any studi es about what percentage of custoners
inrural states that are going to wirel ess service are using
that as a primary line or primary connection. Are they
really cutting the cord, or do we have any sense what the
scope is of how many are primary |lines and how many are just

additional lines in the house?
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MR LaFURIA: | would say -- | would only be able
to talk for you anecdotal evidence fromthe fol ks that |
work with and that is that in the tows, the prinmary areas
where they serve and where we contend support may not be
necessary, there is a level of substitution which is
equi valent to or even greater than what you see in urban
areas today. And we have every reason to believe it's going
to increase.

These carriers are providing offerings out in the
nore renote areas where it is higher cost, but they are not
finding the same | evel of uptake out there in substitution

sinply because consuners out there, at this date, do not

have the ability to | ook at that phone and say, gee, | can
use this phone everywhere | |live, work and play. | can use
it inmy conmmunity, | can depend on it for 911 when | |eave
t he house.

So therefore it's a conplinentary service. Wen
l"mon the road, when | go to town, and maybe when I'min ny
home. It is that gap which | contend we need to fill.

MR. LUBIN. The only enpirical data that | have
is what | referred to early on whereby the wireless |lines
went from45 mllion to 141 mllion at the sane tine we see
that the househol ds went -- that have tel ephony -- went from
101 to 109 at the sane tinme where the penetration of

t el ephony al so grows.
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So the enpirical data suggests that wired |ines
are increasing at the sane tine wireless |lines have -- went

up by nore than factor three. The intersection, though,

here is that, if a customer -- fromny point of view-- if a
custoner is substituting the service -- nmeaning they are
dropping a wired line to get a wireless line -- then they

shoul d get the sanme subsidy per-line that the incunbent gets
because it's head to head conpetition.

The second question of, do I want to subsidize
mobility in and of itself -- which, by the way, is a very
| egitimate questions -- should |I upgrade the infrastructure
in rural Arerica to be that of urban Anerica? That's a
| egitimate questi on.

All I"'msayingis, | think we need to literally
eval uate that stand al one, and when you're eval uating that,
then all of a sudden the subsidy per line that you're
getting when you substituted is different for all the
reasons that have previously been said.

COW SSI ONER ABERNATHY: -- another carrier for
the wireless, are you then suggesting that they get support
for both of those |ines because it was sonmehow -- there's
head to head conpetition when it's wireless for wirel ess
or -- is that what you were suggesting?

MR LUBIN. No. Wat |'msuggesting -- | m ssed

the first part of what you said, so I'msorry if I's
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repeating --

COWMM SSI ONER ABERNATHY: Well, you very carefully
di stingui shed in your cormments, head to head conpetition --

MR LUBI N Yes.

COW SSI ONER ABERNATHY: -- and stated that's
only when it's appropriate for the support to be, but what
if a customer has wireless and wire |ine support from an
i ncunbent, and then they switch just the wireless part of
what they purchased. Should they then receive support for
both of those services because there's head to head
conpetition wireless to wirel ess?

MR LUBIN. Fromwhere | amis there should be --
when you're looking at a primary line -- and maybe the
question is, who decides the primary line, and | would say
the custonmer decides the primary line -- but there should be
one |ine which should get the subsidy and that could be a
wired or wirel ess.

So there's only one connection in a household
that gets the subsidy, it's wired or wireless, the custoner
makes the decision based on the package that each party
presents to them

COWMM SSI ONER ABERNATHY:  Ckay.

MR LUBIN. |'mnot saying that we shoul dn't
subsidize nore nobility lines, what | amsaying is that's a

separate question. And when you anal yze that question, the

Heritage Reporting Corporation
(202) 628-4888



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

135

subsidy per |ine that one should be |ooking at is very
different than when you' re conpeting head to head.

And that's -- and so what | find nyself is --
agree with the incunbent LECs on a |lot of the issues. |
agree with the wireless carriers on a ot of the issues.

COWMM SSI ONER ABERNATHY:  Unh, huh.

MR. LUBIN. Ckay, but what |I'msaying to you is,
for me these issues get confused because they're not
uncoupl ed.

COWMM SSI ONER ABERNATHY:  When you're tal ki ng
about conpeting head to head, do you nean that once an
entity conmes in, seeks ETC status, takes on the obligations
associated with being an ETC, that's conpeting head to head?

| s that what you woul d say?

MR LUBIN Yes, with one other constraint, which
is you' re conpeting head to head for the primary |line. See,
once you say conpeting for nultiple lines, the whole -- it
j ust becones thoroughly confusing.

COWM SSI ONER ABERNATHY:  And so --

MR. LUBIN: The reason --

COWMM SSI ONER ABERNATHY: And so then you -- would
you say select a carrier or select a line?

Adm ni stratively, what do you think --
MR LUBIN For ne it's select a line and a

carrier. And the reason | say that is you're only going to
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subsi di ze one.

COWMM SSI ONER ABERNATHY:  Ri ght .

MR. LUBIN. You' re not going to subsidize two.
However, when | say that, | want to be clear as | do believe
you need to have a separate review as a good public policy
on the nobility in and of itself to upgrade that
infrastructure for nobility. That's a different question of
what USF is for.

COW SSI ONER ABERNATHY:  But - -

MR, LUBIN. And the answer m ght be -- yes, the
answer m ght be no.

COWMM SSI ONER ABERNATHY: But that question was
solved -- | thought addressed a long tinme about -- ago -- by
t he FCC when, fundanentally, it awarded all these |icenses
for rural Anmerica and did not provide any support and the
busi ness nodel s either supported investnent or didn't
support investnent.

But that's kind of different than when a wreless
carrier cones to the table and says, | now want to enter the
world of being a carrier of last resort and being authorized
to be classified as an ETC.

STATE CONSUMER ADVOCATE GREGG. On the issue that
was partially raised by Conm ssioner Adel stein on the inpact
on the size of the fund fromlimting support only to single

lines, to primary lines, M. Reif, NASUCA estinmated at page
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2 of its reply coments that [imting support to primry
l'ines would reduce the fund by 336 mllion dollars.

First off, is that correct? And do any of the
other parties have any other estimates of the inpact? And |
would i ke to hear from M. Lubin concerning the inpact of
hi s rebasing proposal for rural carriers, of limting it
primary |ines.

MR. REIF: You renmenber the comments very well.
That is a precise recollection.

MR LUBIN. To nme they're two issues. One is
the -- what's the increnmental size of the fund? And, quite
candidly, for ne the issue is not what the increnental size
of the fund would be today, |I'mworried about once you
create a clear and bright rule such that the economc
incentives are going to be very clear and all of a sudden,
if it's for every line or connection, then | can see easily
that wireless woul d have a good business strategy to enter
very aggressively.

And what you see today is not what you're going
to see two years fromnow. And | can easily see -- based on
the fact that, you know, people want nobility -- | can see
easily the size of the fund easily grow ng by nore than a
billion dollars.

The second question that has been raised, if I

understand it correctly, is what -- how nuch noney woul d be
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saved if we went to primary line. There are two ways of

inplenenting that -- I'msure there's nore than two ways --
but if you did that, | would estinmate, since there's roughly
20 percent of the line -- househol ds have second |ines, we

haven't been able to figure out the busi ness aspect because
that woul d al so be another contributing factor -- but, just
rough justice, you woul d decrease it by roughly 20 percent.

But -- here's ny but -- 1've raised unintended
consequences on other issues, and |let ne tal k about
uni nt ended consequences on what |'ve described -- is that
what AT&T has suggested to minimze disruption that you can
keep the size of the fund where it is and just spread it
over primary lines, such that you are not disruptive in the
mar ket pl ace. The alternative is, roughly, rough justice,
| oner than 20 percent.

Realizing -- and it was raised earlier -- if you
only support the primary line, there are 20 percent of the
househol ds who have a second line. Wat do you do about
that? And you have to, | think, be prepared to say, okay,
|"mnot going to give a subsidy to those second |ines.

And it's not so nuch a day one issue, but it is a
going forward issue. AmI| going to allowthe rate for the
second lines to rise by virtue of the subsidy that they
ot herwi se woul d have gotten? |In other words, it's one thing

to say, I'mgoing to subsidize the primary and not the other
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lines, but if |I do that, then, you know, if their costs are
hi gh, you're going to have to give rate flexibility on that
second i ne.

So, what I'mjust trying to highlight to you is,
you know, on each solution one has to |look at the
consequences and that's one of the consequences that | see.

Qobviously, there's many variations of what |'mtalking
about, but that -- those are the kinds of things that we
have hi ghl i ght ed.

STATE CONSUVER ADVOCATE GREGG  And that woul d be
a state issue, what carrier's charge in those particul ar
states would be up to each state.

MR. LUBIN. Again, multiple -- one answer is yes.

When it comes to -- I'mtrying to be forthright with you

COWM SSI ONER RONE:  Are you a |lawer or an
econom st ?

MR LUBIN. | amneither. |Is that -- yes, on the
| ocal side it could be a state issue, but, you know, | have
interstate slicks. | nmean | don't know where the various
parties would cone from | nean sone parties m ght say,
hey, it's in the interstate jurisdiction, if you're going to
do this | want flexibility on ny interstate slicks. | don't
know. But | can see that as another option.

COWMM SSI ONER ABERNATHY: Al t hough, don't you al so

have to factor in -- | don't know, but | think that second
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lines are generally priced well above the cost of actually
havi ng a second |ine anyway, so then you have to factor al
that in.

MR. LUBIN. Yes. Now, yet that's a fair point.
And now the issue is really just how conplicated do you want
toget. But | think that's a very valid point.

MR LaFURIA: M. Gegg, if | mght -- go ahead.

"Il foll ow you.

M5. GUYER | think Joel raises a |lot of dilenmas
that we had considered and that's why, ultimately, our
proposal was nmeant to reflect a neasured, | guess, step
towards trying to contain the growth of the fund by going to
the issue of capturing the custoner and then | eaving the
multiple lines covered. It was a neasured step, trying to
avoid a |l ot of these dil enmas.

Let me also nention that in the data that we had
| ooked at, it wasn't at 20 percent, | think it was closer to
15 percent. Perhaps we had different data that we rely on
in ternms of custonmers who have nultiple |ines.

MR, LaFURIA: | think the testinony here thus far
that 1've observed is that we are | ooking at a | ot of
potentially unintended consequences, and it seens to ne that
the first order of business should be to select the easiest
to inplenent and the nost conpetitively neutral alternatives

to grow -- control growth of the fund.
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And if nmoving ILECs to forward-1ooking econom c
costs, inplenmenting full portability, and cappi ng support
and di saggregating support do the trick in the short termto
permt this transition period to occur that M. Wod tal ked
about, then we can avoid a nunber of the adm nistrative
probl ens and potentially severe uni ntended consequences t hat
everyone here has tal ked about.

COW SSI ONER ABERNATHY: Go ahead.

MR. STAIHR | was just going to add real
qui ckly -- and | just wanted to ask -- | understand
everyt hing, Joel, you tal ked about, but how -- | don't

under st and how your situation works with the situation
described earlier with two people in the sane house, each
with a primary |ine.

MR LUBIN. 1'Il be glad to answer it -- |'ve got
two answers. One, legitimate issue. The issue exists today
when you have prinmary and non-primary slicks --

MR. STAIHR  Oh, they both paid the primary
sli ck.

MR. LUBIN.  Ckay, you know, then that -- if
that's a reasonabl e convention, then follow that reasonable
convention and devel op a record and the records probably
t here because you can say, hey, that's already the way it
wor ks.

Now ny point here is, there's over 3 billion
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dol lars that the conpanies are receiving and you need to
figure out a way to constrain the growh and if this is a
rational way to do that, then people who are receiving 3
billion are going to figure out rational ways and the nost
econonmic way to admnister it.

COM SSIONER RONE:  1'd like to change the topic
if I could and woul d appreciate hearing all of you fight
about the billing address question for a mnute or two. Is
that a big issue or not? If it is an issue, is it
appropriate to require sonething and if so, what shoul d that
be and what kind of verification should be required?
Assuming there will be a couple of different strongly held
opi nions on this one.

MR LaFURIA: Wll, the wireless carrier -- |

guess maybe | should go first on this one. 1'm-- whatever
met hod you sel ect should be simlar, if not the billing
address. That is, the billing address is admi nistratively

sinple, it's easily verifiable and auditable and it does the
j ob.

| believe this is a conplete non-issue that has
been raised in the coments with respect to wirel ess
carriers. The nost inportant thing is the ensure that
wireless carriers, or any other conpetitive carrier that
enters a high-cost nmarket, spend those dollars where they

bel ong.
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When you target a custonmer's billing address --
or residence address, whatever you use -- to a spot, and
t hat custoner buys sone enhanced package of service that
allows themto roamin New York, it's been alleged that,
wel | they're using a supported phone to have service in New
York. And that is sinply not true.

Consuners who purchase services that allow them
to have nationw de functionality pay for that service out of
their own pocket. They pay increnental revenue. It would
be vertical services inthe wire line parlance. So those
dollars com ng in are not being used inproperly.

They are only used inproperly if a carrier takes
revenue dollars that are support and spends themin an
i nproper fashion. So as long as the dollars are bei ng spent
in the targeted high-cost areas, then the purpose of the
programis being acconpli shed.

STATE CONSUMER ADVOCATE GREGG: M. LaFuria, just
to follow up over on you. Wuld it be proper for a wirel ess
carrier to serve a custonmer with multiple |ocations
t hroughout his service territory, |like an insurance conpany,
and to have all those bills delivered to a P.O. Box in a
hi gh-cost wire center, and thus receive excessive hi gh-cost
support because of that billing address?

MR, LaFURI A: Absolutely inappropriate. No

guestion about it. If that insurance conmpany has an address
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that is their primary billing address and that's what they
give a carrier, that's what should be used. Any carrier
that goes to a custonmer and says, if you use a P.O Box over
here, | can get nore support, that's absolutely

i nappropri ate.

And | -- you know, there's -- given what nost of
these wireless carriers have at stake, | would think it
woul d be the kind of a risk and the kind of an activity that
woul d be extrenely unlikely to occur.

STATE CONSUMER ADVOCATE GREGG.  Ckay. Thank you,

MR STAIHR If | could just follow up, it's just
as often that it happens the other way. |[|f you' ve got

parents in Kansas City and their kid goes to school in

Tarkio, Mssouri -- a little bitty town up in northwest
M ssouri, which is a high-cost area -- the billing address
is in Kansas City -- not a high-cost area -- they get no

support for the phone, even though the phone is operated in
and using the facilities in a high-cost area.

So the billing address di screpancy works both
ways. | don't know if, on average, it tends to even itself
out, but I don't have any reason to believe one way or the
ot her.

COW SSI ONER ABERNATHY: Ckay. Any | ast

guestions? W're doing great, then. This is great. W'l
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finish up -- this panel up -- alittle bit early. That
allows a little bit nore tinme for folks to get out and get
sonme lunch. The next panel starts again, | believe, at
1: 30 --
COW SSI ONER THOWPSON:  One fifteen.
COWM SSI ONER ABERNATHY: One fifteen? Ch, |
lied. One fifteen. So if the l|ast panel could be back here
in the roomat 1:15, we will start it. And | want to again
t hank everyone for com ng.
(Wher eupon, at 12:00 p.m, the neeting was
recessed.)
11
11
11
11
11
11
11
11
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AFTERNOON SESSI ON

PANEL THREE
ETC DESI GNATI ON PROCESS

COWMM SSI ONER ABERNATHY:  Again, thanks to
everyone for sticking around as we deal with our prinal
i ssue, which the ETC designation process. And we're very
fortunate on this panel to have two conmm ssioners who' ve
al so agreed to participate, explaining what their states are
doing as well as other participants.

So, again, we'll start at this end of the table
and nove on down and have all of you give us your
presentations. And we will start off w th Comm ssioner
Elliott Smith, who's fromthe lowa Utilities Board. Thanks
for joining us.

MR SMTH  You bet. Thank you very nuch for
this opportunity to appear before the joint board this
afternoon. |'mpleased to be able to participate as
representing ny own opinion, not necessarily that of the
board as a whole, just to make that disclainmer right out
front.

| would Iike to take a second, though, to sort of
explain lowa's unique tel ecoml| andscape. There are
approximately 153 wire |line incunbent |ocal exchange
carriers currently operating in lowa. | believe that puts

the state -- ranks the state as having the nost |LEGCs.
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Now only the three largest carriers are regul ated
by our board. The average size of these small conpanies is
approximately 700 access |ines generally serving the rural
areas in the state. The conplexity of this market is
conpounded by the addition of 36 conpetitors who have been
approved with ETC designations. And, again, nost of these
serve the rural areas.

The majority of the small incunbent conpanies are
experiencing either no access line growh, and in sone
cases, slight reductions. This appears to be caused by a
nunber of factors, three of which are sl ow popul ation growth
in lowa, mgration fromthe rural to urban areas, and
depl oynent of advance services, which no longer utilize
second or additional voice |ines.

In the absence of access line growth, these
conpanies are finding it difficult to reduce their average
cost per custoner. Throughout |owa, nost custoners have the
option of obtaining voice service fromat |east one wire
line and one wirel ess service providers. Although these
services may not be interchangeabl e necessarily.

At this time, it appears nost wrel ess service
provi ders have positioned thenselves as an alternative to
| ong di stance. Consuners are using wireless nore as a
conplinment to their traditional wire |ine service.

It's inportant to note that our ILEC industry in
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| owa has made substantial infrastructure investnents and has
devel oped a |l ong history of providing dependable and quality
servi ce which has been considered essential by both federal
and state policy makers.

Today I'd like to offer my cormments on three
i ssues we see as crucial to the universal service fund and
the ETC designation process. They are the designation of
wireless carriers' service area for ETC status, the
application uniformservice quality standards, and the
portability of universal service funds.

In lowa -- looking at the first issue,
designation of wireless carriers' service area -- in |owa,
the wire |ine exchange boundari es have evol ved over the
decades based on the ownership of tel econmunications
facilities in the |l ocation of the custoners being served.

These exchanges are a regular in shape and do not
follow a traditional county or municipal boundary |ines.
Oten these exchanges -- these conpanies -- often conpanies
serve multiple exchanges and are separate. |t appears as
t hough t he exchange map | ooks |ike a jigsaw puzzle at tines.

Mor eover, many of the established wire Iine exchanges
i nclude both urban and rural areas.

In granting ETC status to wire |line conpetitors,

the lowa Utilities Board has been very concerned about the

potential for cream skimmng by the CLECs. Sone CLECs have
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been very clear that they would prefer to serve | ow cost
urban custoners, but the IUB, the lowa Utilities Board, has
typically required that the CLEC offer to serve all eligible
custoners within the historic |owa exchange.

In contrast, as you know, w reless service areas
are set by the FCC based on county lines. Wreless and wire
| ine service areas do not correspond as a result, and often
W rel ess service providers cannot cover the entire wire line
exchange, |et alone study areas, because of the irregul ar
shape of the wre |ine exchanges, which are limted to the
county by county |icensing.

This difference in service area i s not sonething
the wireless carrier has chosen, rather it's now one of the
FCC s licensing practices. Because it's not a result of the
carrier's decision, it does not appear to raise the sane
concern as related to cream ski nm ng.

As a result, the lowa Uilities Board is
considering rules currently that would allow w rel ess
service providers to be designated as ETCs, even though the
W reless service area may be less than the wire line
i ncunbent historical service area.

Al owing these wireless carriers the opportunity
to provide local service to parts of exchanges or wire
centers may help the provider maximze the use of its

wirel ess serving area |license and give nore |ocal service
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choi ces to consuners.

The second issue, the uniformservice quality
standards. Reasonable service quality standards are
i nperative, of course, to providing dependable, high quality
| ocal service to our |lowa customers.

The joint board has recomrended that the FCC no
i npose federal, technical or service quality standards as a
condition of receiving universal service report, and | am
generally in agreenment with these reconmendati ons of the
board. The FCC shoul d not inpose federal service quality
st andards because these issues are best handl ed by the
i ndi vi dual st ates.

Service standard requirenents vary by state and
it would be difficult for the FCC to establish uniform
national requirenents w thout inposing on the regulatory
authority of the individual states. | would suggest that
the requirenment of service quality nmeasurenents shoul d be
applied uniformy to all ETC carriers within each individua
state to the extent it's technologically feasible to do so.

Conpetitive ETCs should provide service neeting
the sane or simlar quality standards as traditional wre
line providers before the conpetitive ETC can receive
uni versal service funding. lowa is currently in the initial
stages of proposed rule nmaking to deal wth these issues.

Conpetitive ETCs should also be required to
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provide the list of mnimmservices as is required of the
i ncunbent wire line carriers. In addition to the standard
I ist of support services, others could include things such
as a 911. This requirenent would place all carriers on
equal footing when providing basic, conpetitive services in
the state.

Finally, portability of the universal service
funds. This issue is one of the biggest challenges facing
t he uni versal service fund. Wreless -- the ngjority of the
150-plus small rural conpanies in lowa receive high-cost
support paynents. This is an indication of substantial per
custonmer investnent and expense for these organizations.

Wrel ess ETC service providers are receivVving
hi gh-cost universal service support paynents based upon the
costs of the incunbent carrier. Wreless carriers don't
have the sane facilities or investnents as these incunbent
wire line carriers.

Cost for providing wreless service generally
have not been furnished to regulators, but on the surface it
appears that the cost of providing the service by these
wireless carriers may be less than the wire line carriers.
On a per custoner basis anyway. Therefore, it may be
appropriate that the | evels of support paid to wirel ess
carriers or the CLECs should be sonething | ess than the

current support paynents paid to the |ILEC s.
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| encourage the joint board to consider universa
service fund support paynents based on -- paid on the basis
of each carriers' cost to serve provided that the ETC or
CLECs' costs are below that of the incunbent.

Wth that, that concludes ny comrents, and ||
certainly be interested in answering the questions you m ght
have. Thank you very nmuch for this opportunity.

COWMM SSI ONER ABERNATHY:  Thank you, Conm ssi oner
Smith. And now we'll turn to the Honorable Ann Boyle, who's
with the Nebraska Public Service Conm ssion. And, again,

t hank you for staying around an extra day and givi ng us your
tine.

M5. BOYLE: Thank you, and it is an honor to
appear before you. Today we are here as we continue to
attenpt to provide the twin goals of conpetition and
uni versal service at one of the nost economcally chall enged
times in recent history.

In the early stages of review, it seened that --
and by that, | nmean the review of providing service and in a
conpetitive market -- it seened that the lure of conpetition
overshadowed the equally inportant goal of universa
servi ce.

Today the bal ance has shifted and the question
has beconme shoul d universal service support nore than one

network? Sone of us ask if universal service is used to
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be -- it should be used to subsidize conpetition. All of
know those are difficult questions to answer as we continue
to live in an ever changing world that cannot turn its back

on the advances in technol ogy.

Public interest is difficult to define. | woul d
be terribly concerned that a guideline or guidelines -- it
coul d be construed as hard and fast definitions -- would be

so limting to states that we are unable to work with them
inthe fluid environments in which we live.

Perhaps a mnimal set of standard could be
considered, but it will be with great reluctance that I
woul d make such recomrendations. Frankly, | believe the
public interest is in some way spelled out in the Act. And
it is also comopn sense in how we construe the public
i nterest.

Perhaps there is another way to | ook at achieving
our twin goals. As we know, states have been criticized
recently -- and | feel in some respects, inproperly -- for
too | oosely defining public interest fromgranting ETC
status. However, we are disconnected when we grant ETC
status from any oversight of the fund -- of the federa
f und.

A court decision in North Dakota found that
states are not responsible for sustainability of the federal

fund and such an anal ysis cannot be part of our
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determnation. Wth that disconnection, we are unable to
determ ne one of the factors which are nearly al ways
considered in every decision nmaking, and that is the over
all cost of our decision.

| suggest that the FCC rel ook at how funds are
allocated. Using a fornmula to be determned -- and this is
only a suggestion based on, perhaps, wire center -- a
certain anmount could be allocated to each state on an annual
basis or whatever tinme frame that is considered. But at
| east the state will be aware of how nuch has been all ocated
to that state. They would then have the m ssing piece of
determ ning public interest, while continuing to attenpt to
address twi n goals of universal service.

And, in addition, states would be nore
accountabl e to how much funding there is and we woul d not be
thinking that we are just continuing to allow carriers to
get into -- to be given ETC status, and feeling that it's
all going into a black hole that can never be filled because
we don't know, at the end of the day, what my counterpart in
lowa's doing, or in New York or California, or anywhere
el se.

There are al so suggestions that sone states --
and this is where the criticismcones from-- of sinply
granting ETC status because it allows themto get nore noney

out of the fund. There have al so been comments nade, and
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they are not -- they're only -- | consider runor type
comments -- but the coment is this, that Wall Street is
telling wireless carriers to conme in and go after their ETC
status in all the states because the noney is avail abl e.
And if they don't get it, they were downgrade their stock.

So they're caught in a trap. Are they going to
downgrade their stock on Wall Street or are they going to go
after the after the funding. | think it creates terrible,
terrible conflicts for the state as for the carriers.

And as recently as only two weeks ago, we had a
carrier cone in who was doing exactly that. At the end of
his testinony he said, you know, Comm ssioners, it's only
$5,000. And so | said toit, it is $5, 000 per nonth, isn't
that correct? Yes. And | said, aren't you applying in
about 15 other states? Yes.

Nebraska, one of the smaller states that
they're -- where they're applying, you can easily see -- do
the math -- that's a mllion dollars a year for one carrier
because, | think -- part of which is Wall Street's
determ nation -- that they don't go after noney that's
avai l able, their stock is downgraded. It is not the first
time that | think pressure fromWall Street has forced
conpani es into sonme things that, perhaps, they would not do
ot herw se.

That's kind of a fornmula or working with the
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states and either allocating or telling us how nuch noney is
avai |l abl e per state, but also hel p make us nuch nore aware
of the very subtle changes that take place in the industry
because of new technol ogi es, which al nost unnoticeably start
to deplete revenues until we are in a state of alarm which
is where we are today.

We all know that nany governnent prograns are
determ ned by formula and funded state by state. So this is
not a newidea. It would be a very different way of
di sbursenent, and it would require even greater partnership
bet ween the FCC and the states.

In the interest of time, I'll nove on to whether
or not regulatory parity should be a guiding principle. The
answer is yes, it should be. The question is, should parity
be determined on requiring ETCs to offer it the sane
services and quality and should -- or should it be
determ ned by providing fewer funds for fewer services and
| ower standards.

| believe that we should al ways | ook at things
t hrough the eyes of the custoner. The custoner doesn't
understand the fine nuances of cost allocations based on
| ower standards. They only know that they expect to get a
qual ity product and good service for their investnent of
their hard earned cash. Consuners should not be short

changed on a service or options.
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Furthernore, wi thout further information, it
seens when we break fromuniformty, we sonetines create
bureaucratic ni ghtmares which require constant tweaking to
ensure that is fairness in what we're doing.

And with that, | thank you for the opportunity to
be here today.

COWMM SSI ONER ABERNATHY:  Thank you, Conmi ssi oner.

And now we'll turn to Mkal Thonsen, who's with Western
Wrel ess, and thanks for joining us here.

MR. THOVBEN. (Good afternoon. |'m president of
Western Wrel ess Corporation, the largest rural wreless
cellular service provider in the U S. and the first wireless
carrier to be designated an ETC

We began seeking designation as an ETC in 1998,
and are now the | argest conpetitive ETC in the nation
eligible for universal service funding in 14 states and on
the Pine R dge Indian Reservation.

Western believes that, in general, the FCC and
state comm ssi ons have conducted a thorough anal ysis of
whet her the public interest is served prior to designating
additional ETCs in areas served by rural telephone
conpani es.

Cont ested evidentiary heari ngs were conducted on
al nost all of Western Wreless' 15 ETC applications. The

average |length of state commi ssioned ETC proceedi ngs was 21
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nmont hs. State conmm ssions consi dered whether the public

i nterest would be served by the designation of an additional
ETC, and provided all parties every opportunity throughout
the contested evidentiary process for the presentation of
evidence in the public interest.

The cost of prosecuting an ETC application, the
uncertainty of the regulatory process and the length of tine
to obtain a final ruling are significant barriers to entry
into the universal service market. The joint board should
rej ect suggestions to i npose service requirenments beyond the
list of covered services.

Every carrier nust be able to distinguish itself
in the marketplace in order to succeed. It does this
through its rates, ternms and condition, service offerings
and service availability. Incunbent carriers, which have
mar ket power, and conpetitive carriers, which do not, should
not be subject to the same regul ations ainmed at controlling
i ncunbent mar ket power.

If a conpetitive carrier's service quality is
sub-par or its prices are too high, consuners wll not use
it. The requirenents with which universal service
reci pients nust conply already apply with equal force to al
carriers.

The goal of preserving and advanci ng uni versal

service will not be furthered without a conpetitive
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uni versal service system Consuners in all markets should
receive the benefits of a conpetitive marketpl ace.

The current fundi ng mechanismfor rural tel ephone
conpany areas, which is solely based on the incunbent
carrier's enbedded cost structure is inconpatible with an
efficient conpetitively neutral systemas envisioned in the
1996 Tel ecom Act.

A fundi ng system based on the nost econom cally
ef ficient technology of serving rural consuners wll provide
the proper incentives for carriers operating in a
conpetitive universal service market.

My three mnutes are up. 1'Il hand it over.

COWM SSI ONER ABERNATHY: Do you have sone -- you
can --

MR. THOVBEN: |' m done.

COWMM SSI ONER ABERNATHY: Ckay, let's nove on then
to Jeff dover, who's with the I ndependent Tel ephone and
Tel ecomuni cations Alliance. Thank you, M. G over.

MR. GLOVER  Good afternoon. My nane is Jeff
Gover. 1I'mvice president of External Relations for
Century Tel.

| appreciate the opportunity to appear before you
today on behal f of the Independent Tel ephone and
Tel econmuni cations Alliance, otherwise knowmn as ITTA. |ITTA

is a group of 13 midsize |ILECs providing service to nore
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than 10 mllion custoners in 40 states.

It appears to us that in the debate over

t el ecommuni cations policy, the consumer is often overl ooked.

But the Act puts the consumer first. Especially in smaller
mar ket s where the economcs are nore fragile, consuners are
nore vul nerabl e and universal service is, therefore, at
greater risk when change is introduced.

In the ETC designation process, section 214(e)

di stingui shes between urban and rural markets. The
designation of CETCs was nade discretionary, not automatic
inrural areas. The Act requires an analysis of the inpact
of any such designation and an affirmative finding that such
desi gnation woul d serve the public interest.

In many instances the rural service area is
redefined at the request of the CETC. But this requires a
public interest finding, not just by the state, but also by
the FCC. And these decisions should focus on preventing
service disruptions and nmai ntaining affordable service in
rural markets.

The interest of rural consunmers are not being
served by the current rules. Wreless ETCs are being
designated in sone states without regard to the inpact on
| ocal markets. And without being required to offer service
to the entire market or offer a mninmum |l evel of service

such as unlimted | ocal dialing or enhanced 911 capability.
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At the sanme time, they are receiving support at the sane
per-line level as the ILEC, the carrier of last resort for
the entire study area.

The consuner is the one who will inevitably pay
for the inefficiencies of the current system

ILECs will not be able to sustain infrastructure
i nvestment and an environnent where the CETCs get the sane
support the ILECs receive wthout any of the obligations the
| LECs have undertaken. Meanwhile, CMRS carriers have only
to submt their existing custonmer list and receive support
wi t hout doi ng anyt hi ng what soever to enhance service to
consuners. \Were is the consuner going to fit in this?

In my witten testinony, | describe a nunber of
flaws with the current designation process. Designations
are based on inconsistent criteria. Too often, the only
rationale offered is to pronote conpetition

Sonetimes no discernable justification is offered
at all, and this is particularly the case when you' ve
al ready had an ETC approved and nultiple ETCs follow as a
result. But this is not enough for rural markets. The Act
requires nore. Qur consuners require nore and deserve nore.

M witten testinony lists a handful of specific
criteria that can be applied by the states as a m ni mum
standard to ensure that conpetitive entry wll help rather

than hurt rural custoners. Uni form nati onal rules nmake it
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easier for everyone to help ensure that high-cost support is
bei ng used to further the goal of providing universal
service to all custoners in rural areas. After all, it is
the custonmer who pays the price tag for universal service.

| urge you to recommend that the FCC articulate a
set of clear standards for decidi ng whether designating an
ETC woul d serve the public interest and provi de a neani ngf ul
enhancenment to universal service for consuners. These
uni form national standard could then be consistently applied
by the states and enforced by the FCC to put CETCs and
i ncunbent LECs on a nore neutral footing.

The designation process is so very urgently in
need of repair, that | suggest that you nake this a priority
even over the other inportant issues that you are wei ghing
in this proceeding. The CETC designation process is one
t hat needs i mmedi ate attention. And solutions can be
achi eved through relatively sinple refornms. You have a
uni que opportunity here to nmake needful changes to the
benefit of consuners.

| appreciate the opportunity to be here, and I
| ook forward to answering your questions.

COWMM SSI ONER ABERNATHY:  Thank you, M. d over.
Now we' || nove on to John Metts, who's with the Nationa
Tel ecomruni cati ons Cooperative Association. And thanks for

com ng.
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MR. METTS: Thank you. M/ nane is John Metts and
" m president of the National Tel ecommunicati ons Cooperative
Associ ation, NTCA. |'malso Chief Executive Oficer of
Penasco Vall ey Tel econmuni cations in Artesia, New Mexico.
appreciate very nmuch the opportunity to appear before you
today to discuss eligible teleconmunication carrier
desi gnat i ons.

As a point of interest, NTCA represents nore than
560 comrercial and cooperative tel ecommuni cati ons conpani es.

The purpose of ny testinony is to assist the joint board in
devel oping a public interest test for determ ning whether a
carrier should be designated an eligible tel econmunication
carrier in a rural telephone conmpany service area.

The goal of universal service is to provide
consuners with access to the nine supported services |isted
in the definition of universal service. Congress included
no requi rement that universal service support nechani snms
shoul d be used to pronote and finance conpetition.

What I'd like to do nowis outline the seven
point public interest test that NTCA proposes for
designating ETCs in rural telephone service areas.

Poi nt nunmber one. |Is the additional ETC
designation required to ensure that consuners living in the
rural |ILEC service area have access to the nine supported

services listed in the definition of universal service?
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Poi nt nunmber two. Would the carrier requesting
ETC designation be able to provide service to the entire
rural |ILEC service territory?

Poi nt nunber three. Do the potential benefits to
the rural service area, if any, of granting the ETC
desi gnation outweigh the ultimte burdens on consuners that
wi |l occur through the added growh in the federal and/or
state uni versal service funds?

Poi nt nunber four. |Is the carrier requesting
designation willing to denonstrate its costs to provide
uni versal service to consunmers living in the rural |LECs
service territory?

Poi nt nunmber five. Wuld the ETC designation
result in excessive support to the requesting carrier based
on the anmount of support distributed under the identical
support rul e?

Poi nt number six. |If the carrier seeking ETC
designation is already offering rural custonmers universa
service at a rate at or below or slightly above the
conparabl e rate for supported services, then why is the
requesting carrier seeking universal service support dollars
when its rates are already conparable w thout support?

And poi nt nunber seven. |s the carrier
requesting ETC designation willing to adhere to quality of

service guidelines or other state specific requirenments?
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NTCA recomends that the joint board enbrace this
seven point public interest test and recomrend its adoption
by the FCC and state comm ssions. This change is needed to
preserve universal service over the long term There's an
obvi ous need to act soon.

In view of these facts, NICA recomends that the
Comm ssion and the states stay all ETC designation
proceedi ngs until this joint board and the FCC adopt new
gui delines for determning the public interest in rural
t el ephone service areas.

| thank you for the opportunity to present our
reconmendati ons.

COWM SSI ONER ABERNATHY:  Thank you very nuch
And the | ast person on the panel, Mke Strand with the
Mont ana Uni versal Service Task Force. And we appreciate you
com ng today. Thank you.

MR. STRAND: Thank you and good afternoon.

Again, for the record ny nane is Mke Strand. |'m counsel
for Montana Universal Service Task Force, or MJST.

| understand the purpose of this particul ar panel
is to focus on three issues. The first of these issues is
whet her the FCC shoul d adopt guidelines for state public
interest determ nations. M response to this issue is that
the FCC shoul d not adopt guidelines if the FCCs historic

position on the threshold requirenments for ETC designation
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is going to be enbodied in those guidelines.

The FCC is on record stating that nmere conpliance
with the provisions of section 214(e)(1) of the Act is per
se in the public interest in cases involving non-rural
t el ephone conpany service areas. Section 214(e)(1) sinply
requires a CETC applicant to offer the nine supported
services identified by the FCC throughout the service area
at 1ssue.

However, the FCC s Sout h Dakota decl aratory
ruling states that CETCs do not even have to show that they
can provi de service throughout the service area as a
prerequisite to designation. Therefore, the current public
interest guidelines fromthe FCC are that ETC applicants
need only provide the nine supported service to sonme portion
of the study area at issue.

If this is the standard that the FCC woul d
utilize in public interest guidelines for the states, then
MJST coul d not support such guidelines. |f the guidelines
have real teeth, we m ght decide otherwise. |In particular,
we believe that insufficient weight has been given to the
uni versal service principles |aid out by Congress in section
2549b) .

Not only have regul ators been unusually sel ective
i n picking and choosing from anong the universal service

principle identified by Congress, they have al so created new
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uni versal service principles such as conpetitive neutrality
and using universal service funding to pronote conpetition
in rural areas.

We at MJST can see no | anguage in the universal
service provisions of the Act that would indicate that
Congress intended the use of the universal service fund in
this matter.

The second issue asked the panel to identify the
appropriate content and scope of the public interest
determ nation required under sections 214(e)(2) and
214(e)(6). Over the past 100 years, the United States has
devel oped the finest wire line tel ecomuni cations network in
the world and with the assistance of the REA | oan program
and the universal service fund, this statenment includes
rural America

We at MJST do not believe that Congress wanted to
di m nish the | evel of universal service fromrural areas,
but rather maintain that |evel and inprove upon it over
time.

That is why Congress very clearly stated that
uni versal service is to be preserved and advanced. Congress
al so specified that the preservation and advancenent of
uni versal service was to be based on very clearly delineated
principles set forth in section 254(b).

To be sure that the existing |level of service in
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rural areas was not degraded, Congress specifically required
a finding that additional ETC designations be in the public
interest in areas served by rural telephone conpanies.

The appropriate scope of the public interest
determ nation in ETC designations is therefore to first
ensure that the existing quality of telecomrunication
services in rural areas is preserved. And second, that such
designation is consistent wwth all of the principles
enunerated by Congress in section 254(b) of the Act.

Unfortunately, our viewis that the actions of
many regul atory bodies to date have, for the nost part,

j eopardi zed universal service in rural Anmerica. These
regul atory entities have eviscerated the requirenent that
CETCs provide service across an entire study area thereby
encour agi ng cream ski mm ng.

They have ignored key universal service
principles identified by Congress such as the principle that
advance tel ecommunications and information services are to
be available to all areas of the nation.

They have endangered the current |evel of
t el ecommuni cati ons services in rural areas by defining
uni versal service as a paltry list of nine services w thout
any reference to the quality standards by which those
services are to be delivered, or the quality by which they

were delivered at the tine of the Act's passage.
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This definitional problemis then exacerbated by
provi di ng uni versal service funds to conpetitors based on
the incunbent's costs erroneously assum ng that the
conpetitor's level of service is fungible wthout provided
by the incunbent.

MUST bel i eves that the nost egregious effect of
t hese m sgui ded policies has been the whol esal e ETC
designation of wireless carriers that, in many cases,
provide an inferior |evel of service when conpared to
services provided by wire |line incunbents.

The third issue for this panel was whet her
regul atory parity should be a guiding principle. Again, we
at MJUST refer back to the public interest. The public
i nterest cannot be served if regulators do not have the sane
information from CETCs for the purposes of designation and
certification as they are able to obtain from i ncunbent
ETCs.

Further, the regulatory burden for incunbents
causes very significant conpliance costs. These costs are
included in the cost base fromwhich distributions are nade
fromthe universal service fund to i ncunbent ETCs. Since
funding is currently portable to conpetitors based on the
i ncunbent's costs, the recovery of regulatory costs is a
wi ndfall for CETCs that do not bear these burdens.

The sane is true for the provision of equal
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access, which, contrary to the assertions of sone of our
conpetitors, is a significant honorable cost to i ncunbents
creating yet another windfall for out conpetitors.

Therefore, the answer is yes, regulatory parity
shoul d be a guiding principle, but the |evel of regulation
shoul d be sufficient to ensure that the quality of universal
service is preserved at the level it existed as of the
passage of the Act, and then advanced in a nanner consi stent
with the universal service principles specifically set up
for by Congress in section 254(Db).

Thank you and 1'Il be happy to answer questions.

COWMM SSI ONER ABERNATHY: Ckay. Thank you very
much. And we'll now start the question and answer
session -- part of this session -- and we'll start down to
nmy left with Comm ssioner Adel stein.

COWM SSI ONER ADELSTEIN:  Thank you. And thank

you for being here all of the panelist. | have a couple of
guestions. Let nme start with -- you nentioned, M. Strand,
creamskimmng and it's -- to the extent that it would occur

under a designating an ETC -- would be devastating for the
i ncunbent, it wouldn't be good for universal service for
whol e service area.

|"mcurious -- fromall of you -- and
Comm ssioner Smth, you nmentioned sone things that | was

doing to prevent that -- what everybody's perspective is on
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how both the FCC and state conm ssions can nmake an effort to
prevent that and maki ng ETC desi gnations, ensuring that they
aren't designated for areas that are essentially cream
ski nm ng.

MR. STRAND: Well, since | brought the issue up,
| guess there are three things that | would say. Nunber
one, the FCC could withdraw its South Dakota declaratory
ruling, which would be the easiest way of solving the
probl em The Tel econmuni cati ons Act very specifically says
that service nmust be provided throughout the study area, it
does not say, at sone point in the future.

If you're not going to withdraw the South Dakota
declaratory ruling, then at |east there nmust be sone tine
frame within which the build-out nust occur and sone penalty
for failing to neet that time frame. Currently, in the
Sout h Dakota declaratory ruling, a CETC has essentially
forever to get to the point where they actually provide
service across the study area. And there's no penalty if
they ever fail -- if they fail to ever -- serve the entire

study area.

MR THOVSEN. |'d like to rebut that just a
little bit here. The -- currently the w rel ess conpanies
t hroughout rural Anmerica -- and in particular | know very

much Montana because we own every license on the A side in

Mont ana and have been providing service there since 1992 --

Heritage Reporting Corporation
(202) 628-4888



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

172

we currently provide service to tens of thousands of
custoners that do not have wire |ine service, that have
requested wire line service and have been told by the

wi rel ess incunbents that they will provide that service if
you pay six, eight, ten, fifteen thousand doll ars.

The rural telcos do not provide ubiquitous
service. They do not provide service to all people who want
service in their study areas. And they certainly provide
the opportunity, but it is -- the provision does not say you
will provide it unless you charge a certain anount of noney
to put that noney in and then you get that noney back from
t he uni versal service.

We currently provide significantly better
coverage throughout nost of the states in which we provide
service, than the rural telcos do, just by the very fact
that we add a di mension, we add nobility, we are not stuck
to a single wire line that goes in a straight |line and nmakes
curves in one place or another. W provide service where
consuners want to use it, not just in the places that the
t el ephone conpani es decide to provide it.

COWMM SSI ONER ADELSTEIN:  Just a followup to
that: Mbility is clearly an advantage, but are you sayi ng
that you provide nore ubiquitous service, or you provide
service -- than the rural ILECs in the same community --

that your service is nore conprehensive?
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MR. THOVBEN. W provide significantly nore
coverage than the ILECs do in the nmarkets in which we
provi de service, and in the markets for which we've applied
for universal service.

COWMM SSI ONER ADELSTEIN: By that you mean nore
custoners are covered by your systemthan by the rural
| LECs, assum ng those areas that you are providing
service -- nore --

MR. THOVBEN. In the areas that we're providing
service? Absolutely.

MR. STRAND: If | can reply to that comrent.
It's one of the nost |udicrous coments | think I've ever
heard. They clearly do not cover nore areas than the rural
t el ephone conpanies and it's absurd for themto make that
representati on.

They actually filed ETC application for the
entire State of Montana three years ago. The only evidence
of their coverage area was an eight and a half by el even
pi ece of paper that took the outline of the State of Mntana
and conpletely blocked it in with a black marker indicating
that they had service to every square inch of Mntana.

Utimately, they withdrew that application
because they got so nany data requests, and rather than
respond to them they withdrew their application. They have

now refiled, but just for the Qwmest non-rural service areas.
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And in their refiling, they're claimng that they
can only reach 85 percent of the custoners in the Qmest
areas, which are the larger communities in Mntana, which
makes one wonder what happened over the past three years?

Did they actually renove towers fromsone of the
nore urban areas of the state so they could get down to 85
percent fromthe ubiquitous coverage they clainmed three
years ago?

MR THOVBEN: | believe the word woul d be
di si ngenuous and m s-speaki ng.

COWM SSI ONER ABERNATHY: Do you want to respond
to that?

MR SMTH | feel like I'mback at the board
here. You are seeing the two different ends of the
perspective that we're certainly faced with. Particularly
in our market in lowa with the 150-plus ILECs that | think
woul d take issue, or at |east make comment on the fact that
they do a pretty good job of serving their exchange areas
and they often challenge the wireless providers to offer the
sane.

| think fairly well known that the lowa Utilities
Board demands universal or full coverage the service area.
W will not authorize a kind of a pick and choose coverage
application, so we're sensitive to the cream ski mm ng.

We're al so sensitive to the new t echnol ogi es that
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are comng forward with the wireless. It's not an apples to
appl es conmparison, and we're constantly struggling with how
do we afford ETC status and yet we can't wind up the
exchanges or the boundaries exactly, which I touched on in
ny coment .

So that's been the genesis for our current rules,
maki ng progress where we're trying to decide if -- and we're
taking coments right now fromthe industry on whet her
Wi rel ess service areas should be less than the wire |line
i ncunbent's historical service area.

Just initially we think this will possibly help
maxi m ze the use of wireless services in giving these |ocal
rural folks nore service choices, so.

COWMM SSI ONER ADELSTEIN:  Well, just one quick
foll owup. Wiat do you do to enforce that? | nean, there's
a di spute here about what the coverage area is. | nean,
sonetimes when | go home, you find a |ot of patches
sonetinmes in wreless service areas, and it's hard to deny
that, and certainly even in urban areas you find these
t hi ngs.

What do you do to enforce the requirenent that
t hey be serving everybody in that service area, and where --
any suggestions as to how you can enforce that? Wat shoul d
be done nore by the FCC or by state comm ssions to do that?

MR GLOVER Could | respond to that question?
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CenturyTel used to be in the wireless business. Up to a
year ago, we sold our wireless business. It's a frequent
thing that you drop through your networks, you have these
nice trucks with all these antennas on them you frequently
test the quality of your coverage, and so you pretty mnuch
know where your weak spots are and where your strong points
are.

And so | would submt that, as recently even as
the last nonth or so, you can see various reports that cane
out fromthe United States General Accounting O fice that
rai sed questions about the call quality, CVRS providers, it
tal ked about |ack of coverage, limted network capacity,
dropped calls, poor sound quality.

And the report estimated that 22 percent of the
users were unable to successfully conplete 10 percent or
more of their calls as a result of calls being dropped. And
even as recently as this second quarter, the wreless
i ndustry has been fighting publishing service quality
st andar ds.

When any incunbent woul d have to submt those on
a regular basis and have a what we call down south a conme to
Jesus neeting if we had a problemw th the Conm ssion,
think it would be appropriate, particularly for wreless
ETCs, that are receiving nonies -- regulated nonies -- to

publish their coverage, their service quality and so forth
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and the various strength.

And | think they' Il probably have it identified
by zones. They ought to be very strong in the urban areas
and it'll get weaker out at the rural areas until you hit a
new cell socket. So |I think there are definitely practices
out there that could be inplemented. It's just a matter of

putting theminto place.

MR SMTH If | mght for just a second -- |I'm
sorry. Qur -- at least nmy experience -- which is, you know,
inthe life history of the board is certainly limted -- but

we haven't been concerned so much with the exchange coverage
as maki ng sure people understand the difference between the
service they' re being provided because there's a great m s-
educati on out anongst certain areas of our state that
dropping wire line and picking up wireless gives you the
exact sanme coverage, and they all think they're getting 911
service -- equal 911 service -- that -- things of that
nat ur e.

Through various rate cases recently, the call --

the cry -- has been when the wire Iine wants to increase
their rates, well let's just all go wireless and that's
going to serve our -- solve our -- problens.

So the creamskinmmng isn't so much an issue in
lowa, it's just making sure that the conpanies that are

conpeting for ETC status are offering conparabl e and
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reasonabl e service to the local rural folks.

MR. STRAND: | think that quality issue is really
a key one. In fact, it's evident fromthe wrel ess
carriers' national advertising. They as nmuch as admt that
their service quality is inferior. Wat -- Verizon
W rel ess' advertisenent show a man sayi ng over and over
agai n, Can you hear me now? Good. Can you hear ne now?
Good. Can you hear nme now?

Such an advertisenment would never work for a wire
i ne tel ephone conpany because, of course, you can hear ne
now on a wire |line network. Everybody takes that for
granted. The only question froma wre |ine perspective is
whet her you can hear a pin drop, not whether you can hear
ne.

And then, of course, the Sprint wreless
advertisenments that di scuss how poor the service quality is
of their wireless conpetitors by show ng amusi ng situations
such as the nother calling home and telling the sitter to
shower the children, she thought she heard flour the
children, so she cones hone and finds these children dipped
i n baking flour.

And that's what | think of the audacity of the
wirel ess industry, is sonething you cannot fault them on.
They take their Achilles heel, their inferior service

quality, and they put it right out in front and try to
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address in multimllion dollar advertising canpaigns.
COWMM SSI ONER ABERNATHY: Al t hough -- | guess ny
foll owup question would be, fine, if they' re not getting
support. Right? | mean, if they're out there conpeting --
and it's an alternative service and they're not getting
subsidized -- it's a conpetitive environnent, you either
find that the price point is right and you value nobility or
you don't.
The question for ne really is, when a conpany
i kes Western Wreless goes in to an area and says they want
ETC status, at that point is there a greater commtnment? |Is

there a greater obligation to resolve sone these holes in

the network -- which admttedly all the carriers admt that
they exist, and they do -- | still have a wirel ess phone
because | like having it.

But how do you bal ance what was inherently
considered a, you know, a discretionary kind of service that
you either valued or didn't value versus when you go in an
seek ETC status? Wat are the differing obligations there?

What shoul d the different obligations be?

MR. THOVBEN. We began maki ng application, as |
mentioned, in 1998. At that tine we had, on average,
about -- our custoners used about 125 mi nutes of use per
custoner per nonth. Today, five years later, that's 450

m nut es of use per nonth.
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The consuners are speaking with their feet and
with their vocal cords. They are using our product and they
are using our product in nmany cases as their primry
t el econmuni cati ons devi ce.

We did a survey of our -- of the custoners we
have in the rural markets. W found that 30 percent of them
considered their wirel ess phone as their primary
t el ecomuni cati ons device. The nunber of phones with the
| LECs has been dropping. The nunber of phones with the
W reless carriers has been grow ng.

The comrent that ny friend at MUST made about the
advertisements that the cellular carriers nmake is a case in
point. The guy is wal king down the street saying, Can you
hear me now? Can you hear nme now? Wen was the |ast tinme
you saw a guy with a wire |ine phone wal king down the street
sayi ng, Can you hear nme now? Can you hear ne now? O
course, you can't.

COWMM SSI ONER ABERNATHY: But that's not really
going -- the question that | have is, when you nove from
conpeting in the wireless world -- no subsidy support,
you're just out there duking it out with the other wreless
providers, and, frankly, no service quality requirenents and
very light touch regulation -- when you nove into the ETC
worl d, and you're qualifying for support, do you view that

as requiring a different |evel of service or a different
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type of build-out than what you woul d ot herwi se do?

MR. THOVBEN. W believe that, as ny incunbents
earlier suggested, that, in fact, we have started doing
that. And that the consunmers have responded to that by the
fact that they're now using four tines as many mnutes on
our system as they were on average five years ago when we
made our first applications.

We have built out significantly nore parts of
rural Anerica in the last five years, than we had built out
before. W have upgraded our systens to add capacity to
handl e that nunber of calls. W' ve added digital, which has
allowed us to handle nore calls and bring in new advanced
services, in sone case, advanced services that the wire |line
carriers cannot match

And the nost inportant point is, we' re providing
the service where custonmers want it, not just where the
t el ephone conpany wants to provide it.

COM SSIONER RONE:  I'm-- I'd like to follow up
guestion, but I don't want to lose ny place in the queue for
my real question.

COWM SSI ONER ABERNATHY:  Depends on how nany sub-
parts there are to the foll owup question

COWM SSI ONER RONE:  1'm going to make probably a
futile attenpt to find sonme points in agreenent between M.

Thomsen and M. Strand, so | hope you'll watch nmy back. M.
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Thonsen, | heard you at the start to say that there were, in
fact, thousands -- or you know, you said tens of
t housands -- of lines unserved. M. Strand took strong

exception to that.

| wonder if the two of you would agree on the
follow ng statenent. |In fact, there are -- specifically in
Mont ana -- substantial nunbers of custoners to whom
facilities are not depl oyed.

In the joint board review of covered services
rai sed the issue of support for transport services as being
relevant to that, and at that point we attenpted to identify
who, in fact, those custoners were.

Cenerally, nmy conclusion was, that those were not
custoners, but potential custonmers, living in nountainous
areas, generally in areas served by the tier one conpanies.

| was struck by the nunber tens of thousands, | assune
you' re tal king about a much | arger than just Montana or
Mai ne or Vernont.

Conversely, the discussion of unserved custoners
in areas served by a, for exanple, the MTS Conpani es, pro
agency and others, tends to be a question not of facilities
deployed -- the facilities are typically excellent, in fact,
DSL and above -- but is a question of customers who are
eligible who have facilities available, but who do not take

service. And there the strategies to reach those custoners
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have to do nore with outreach, lifeline link up type issues.

Is that a fair sunmary of the state of the
network, first of all, and the state of custoners
participating in services?

MR. STRAND: From our perspective, | think you
identified correctly that the tier one carrier, the Bel
operating conpany in Mntana is the service area that
primarily has the custoners that are not getting service and
they are the ones that typically have the high aid to
construction charges. There's no conceivable way that it's
anywhere near ten thousand in Montana, even with the
probl ens that the Bell conpany has.

COWM SSI ONER RONE:  And ny conment actual |y
wasn't even focused on Montana there, but nore broadly.

MR STRAND: Right.

COW SSI ONER RONE: Wbhul d you agree or di sagree
with that?

MR, THOVBEN. | would generally agree with your
characterization, although, you know, as a good exanple, and
| think there are probably exanples like this in Mntana,
but I can only speak specifically to the experience we've
had on the Pine Ridge Indian Reservation, where we went in
and went to the FCC and asked for ETC designation and at
t hat hearing, the incunbent tel ephone carrier clained that

everybody who wanted a phone had a phone on the reservation,
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and that, in fact, if we were designated an ETC, they would
go out of business.
W were designhated an ETC, we then added three

new cell sites to the Indian reservati on, and we now have

rai sed the nunber of househol d receiving phone -- receiving
basi ¢ phone service -- from 25 percent that were there
before we cane in, to 75 percent -- added 5,000 new

househol ds who got their first tel ephone service.

And that's on one Indian reservation in the
corner of one state. There are other exanples of that in
ot her places. And these are not places that are, you know,
t hese are not people that have a particularly |arge voice,
these are not people that are particularly | ooked at very
of ten.

They are, in fact, overlooked frequently by
comm ssions and by tel ephone conpanies. And they are the
people that are starting to receive basic tel ephone service
fromwireless carriers, for the first time ever.

COWMM SSI ONER ADELSTEIN: If | could follow up.
That's nmy hone state there. It just anmazes ne that you
woul d say there was only 25 percent penetration. 1'd never
seen how | desperately tried to find the nunbers on the Pine
Ri dge Reservation as to what the penetration |evels were.

| never heard anybody allege 25 percent. [|'ve

heard al |l egati ons of, you know, maybe 50, 60, but even that
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was di sputed by the incunbent, and I never found good
evidence of it. What is the basis for that allegation?

MR. THOVSEN. M understanding is that there are
about 2500 lines to househol ds that Col den West was
providing service to on the reservation. W are now
provi ding an additional 5,000 lines of service on the
reservation to households that did not have service before.

COW SSI ONER ADELSTEIN:  So you say you're

offering twice as nmany |ines now as Gol den West in Pine

Ri dge?

MR THOVBEN:. Yes, sir.

COWM SSI ONER ADELSTEIN:  I'"I1 -- we'll discuss
that further. 1'd like to see the docunentation to that.

MR. THOVBEN:  Ckay.

MR. STRAND: Just as an extra point,
Comm ssi oner, when Western Wreless applied for ETC
designation, the Crow I ndian Reservation, which is one of ny
clients, they allege that there was only 45 percent
penetration. The 2000 census just came out sone tine ago,
and indicated that the nunber was 87.5 percent penetration.

We purchased the exchanges on the Crow
Reservation fromthe Bell Conpany in 1994. Wstern Wreless
was using 1990 census data and was unwilling to even discuss
Wi th us the possibility that we had i nproved service on the

reservation after we purchased t he exchange.
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COW SSI ONER ROVNE:  To cl ose out --

MR. THOVBEN. We're getting our nunbers fromthe
reservations thenselves, so | can only go on that.

COMM SSIONER RONE: | think it's worth noting
t hat probably nost of the people in the room including al
the panelists, everyone up here are deeply commtted and
they're doing a great deal to pronote access and depl oynent
on Anerican |Indian Reservations, and that's comendabl e
regardl ess of who's doing it.

COWMM SSI ONER ABERNATHY: Is it your turn?

COWM SSI ONER RONE:  Thank you. | cheated, didn't
| ?

COWM SSI ONER ABERNATHY:  You did, but it's al
right.

COWM SSI ONER RONE: Back to the question at the
start. |1'd like to hear fromeach of the panelists going

down very quickly. Wat, if anything, should the joint
board -- what approach should be taken -- federal standards
on issues such as the ones that Conm ssioner Boyle raised,
federal guidelines, or should the FCC ultimtely be quiet so
who shoul d nake the deci sions and house sweepi ng?

And then secondly, what specifically should be
i ncluded in any service standards or at a public test. And
if you could just nove through very, very quickly. Gve us

your list without too nuch editorializing.
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M5. BOYLE: | think | addressed that. | said |
was reluctant to -- for the FCC to decide that there would
be any guidelines, and if they would, that they would be --
we woul d be able to construe themrather broadly.

COWMM SSI ONER ABERNATHY:  That i ncl udes gui delines
as opposed to mandates. You would even want guidelines from

the federal |evel?

M5. BOYLE: |If they were always construed as only
guidelines. | find in hearings that, well oftentinmes we are
told the guidelines are what are actually -- they construe

them as nmandates. Puts us in a position of conflict.

And so, at any rate, | think the Act fairly well
tells us what is expected. | think commbn sense conti nues
to the tell us what public interest is and, as | said
earlier -- |1 think I was talking too |ong, though -- that
our environnment changes, our econom c environnent changes.

| f you woul d have said several years ago what our
public interest in this country, it would be nmuch different
than it is today after 911. So those things need to be
al ways consi dered when you start telling us howto talk --
you know, what guidelines to follow.

Wen we tal ked about parity, it is hard for ne to
under stand why we should not require all conpanies to follow
the sane service quality standards. | know the equal access

is very controversial, however, if you are going to pay a
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conpany the sane rate as you pay a land line, and they're
not requiring equal access, we all know that they get a

di scount because they buy |ong distance in buckets.
Therefore, it seens unfair for us to ask for anything |ess.

MR SMTH And | think the Iowa board woul d
generally agree with the comments of Chairman -- Chairwonman
Boyle. In Nebraska there, we -- | nentioned in ny opening
comment s about universal service quality standards, that it
woul d be very difficult to enploy nationw de service
standard requirenents.

However, getting sone sort of measurenents on a
state by state basis -- each state has different
characteristics, certainly, and it's maybe not such a bad
consideration to | ook at applying standards uniformy wthin
a state. But, again, that -- |ooking at mandates, | think
nost states would prefer to have a little leniency there in
eval uating their own particul ar phone narkets.

And in ternms of mninumservices, | think we're
confortable where the list is now W mght suggest
considering things such E911, however, just because with the
popul arity and preval ency of w rel ess phone service out
t here.

| f people are, in fact, dropping their primry
lines and using only wirel ess service as their point of

contact with the world in tel ecommunications, then having
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the ability to access energency systens is very inportant.
And we -- that's a top for our board.

MR. THOVSEN. | would say, in general, we think
that the state conm ssions are doing a very good job of
interpreting the Tel ecomruni cations Act. As you've seen
fromthe comments fromthis panel, sonetines reading the
Tel ecommuni cations Act is |like reading the Bible, you can
get it to say anything you want it to.

But the -- | think that the state conm ssioners
and the state conm ssions are in touch with their states
much nore so than the FCC is, and that they know what serves
the public interest of their citizens better than soneone
from Washi ngton D. C. possibly does. And that, in general,

t he FCC should be hands off on how they interpret what the
'96 Tel ecommuni cations Act to have said.

| will say that there are a nunber of things that
are required by -- required of -- incunbent telcos that were
put in place because they were basically in a nonopoly type
situation, and those are things that were put in place to
protect the consunmers froma nonopolies using their powers
to do things that would be at a consuner.

Many of the those things are not particularly
applicable to a conpetitive carrier because, in fact, their
i ntroduci ng conpetition, and once conpetition conmes in, the

nmonopol y goes away, and there are things that may well need
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to go anay fromthe requirenents that the |ILECs have down
the road as conpetition continues to grow in these rural
mar ket s.

MR GLOVER From | TTA s perspective, there are a
coupl e of clear reasons why we need standards. Nunber one,
we need standards to protect the consunmer because the
consuner is footing the bill for these additional entrants
into the marketpl ace.

Nunber two, the |lack of consistency between the
states with regard to ETC designations makes it very
difficult froma business planning standpoint. So, from an
i ndustry standpoi nt, we need consistent standards so we can
understand as we predict and nake capital investnent.

Wth regard to our imredi acy of the issue, we
woul d very nmuch like for this board to nake specific
recomendati ons on the standards because the fl ood gates of
ETC requests have opened, and there's a gold rush caught
mentality that's on with regard to people trying to seek
this kind of support.

Wth regard to the specific things that we
advocate, first of all, we'd like for the FCC to devel op
rules that specify that conpetition itself is not sufficient
justification for an ETC/ CETC designation. W would al so
like for the states to explain to us when they find that

public -- an affirmation in terns of the public interest
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test, what that public interest finding was.

Second, the rules should pronote consuner benefit
and regulatory parity. To us that nmeans conparabl e services
for conparabl e support. Today we have simlar support for
providing dissimlar service. Specifically, we need to have
carrier of last resort obligations, obligations to provide
an unlimted basic local calling plan on the sane terns as
the ILEC, a requirenent to offer service throughout the sane
service territory as the |ILEC, conparabl e custoner service
standards and reporting requirenents so that conm ssions can
nmoni tor how this noney is being used, and the quality of
service the consuners are receiving.

They al so shoul d have equal access obligations.
And as an outgrowh of this, the joint board should
recommend specific enforcenment neasures that enable the FCC
and USAC to verify the support is being used by the CETCs in
t he purpose that was intended as required by section 254(e)
of the Act. And carriers who do not invest in the network
infrastructure, should not be permtted to take support away
fromcarriers who do.

And, ultimately, | think if we had those types of
standards, that we will find that the consuner benefit can
be justified and cl osely exam ned.

MR. METTS: | guess | would say | have m xed

enotions in this regard. | think there is a place for
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standards. W heard here said that the states are doing a
good job. | think sone states are, | don't know that al
states are, especially in the area of the commtnent to --
for the ETC to serve the entire service area.

My conpany serves 4600 square mles in
sout heastern New Mexi co. And we have 2800 custoners in that
area. W regularly, on a regular basis, spend several
t housand dollars to provide service to one custoner, and |
do not see a lot of ETCs hopping in line to go out and get
t hat custonmer ahead of us. They don't have to, and they
probably won't.

MR. STRAND: |I'min a schizophrenic situation as
wel |, because the Montana conm ssion has al ready endorsed
and, on the record, supported a nunber of the service
qual ity standards that we have proposed through MJST.

| f federal guidelines -- so we wouldn't want to
see federal guidelines that would be nore vanilla,

suppose, than what are state conm ssioners are already

taking a look at -- but if federal guidelines were
established, | think there's some conmon sense gui deli nes.
Nunber one is coverage area. It doesn't matter

whet her you provide service if you can't reach the
custoners. The other issue is congestion. |If you're -- if
t he signal cannot get through your network because there's

too much congestion, again, you can't to your customners,
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that's a comon sense type of thing.

Equal access should be required. [If it's not
going to be required of ETCs, then it shouldn't be required
of incunbents. W should be able to sinply pick those
custoners to our own | ong distance provider.

And then | think a cost benefit analysis -- if
the conpanies in our areas are getting say 30 to 35 dollars
per nonth per line for universal service, how many nore
conpanies are we going to give 30 to 35 dollars per nonth
per line to, and at what point, | nean, essentially service
is going to have to be free to the custoner in order for
there to be a benefit that's equal to the cost to the
uni versal service fund.

The | ast set of guidelines would be in the area
of custoner support. Wiat has to appear in the billing,
truth in billing type things. And what do you do about
servi ce outages.

On a last point that | guess |I'd like to make is
that, | represent a nunber of conpanies in Mntana, and |
al so operate in North Dakota, Wom ng and Nevada. They've
all cone to me and asked ne, on behalf of their wreless
subsidiaries, at what point are they, as directors on a
board, in breach of their fiduciary duty by not applying for
ETC desi gnati on?

That puts ne in a real tricky position. Now what
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| tell themright nowis that, at least in Mntana, | feel
that the comm ssion and conm ssion's staff are sufficiently
aware of the need for stringent requirenments that they
probably are not in breach.

But if a case went through the Montana conm ssion
fairly easily without nmuch in the way of guidelines, then
woul d have to advise all of the wireless carriers in ny
state to imedi ately apply for ETC or risk being in breach
of fiduciary duty to their conpany.

COW SSI ONER DUNLEAVY: Thank you, Madam
Chairman. 1've listened very carefully to what you say and
several of you have indicated that you' re | ooking for sonme
national standards. Maybe I'mparticularly dense, but can
you be nore specific? How can you have national standards
given all of the differences that exist fromplace to place,
okay?

Manhat t an, Kansas is not Manhattan, New York.
Tell me how you establish a standard that applies in both
pl aces? Anyone.

MR. STRAND: Well, | think a couple of themright
off the bat would be, in all cases, you have to have a
communi cations path frompoint Ato point B. If you're
coverage doesn't reach the custoners, the other customer at
the end of the line, then, you know, the fact that voice-

rate service is one of the nine supported services is
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essentially neaningless if you can't conplete a call.

So you have to have the coverage area. You can't
have such network congestion that you can't get a call from
point Ato point B, because, again, it doesn't matter if you
of fer voice-rate service if your network is so congested
that you can't get a call through the network.

So there's some commonsense ones right off the
bat .

COWM SSI ONER DUNLEAVY: But are you suggesti ng,
M. Strand, that those are standard or those are guidelines
and these are -- these can be nuch broader than -- they
don't necessarily have to be specific. |Is that what you're
suggesti ng?

MR. STRAND: Well, | think they can be specific.

For exanple, you could put in a standard that no nore than
one in two hundred calls is bl ocked due to network
congestion, and that could be a nuneric standard and can be
tested. You could do that, or you could do broader
gui del i nes.

As |'ve said, ny inclination, based on where the
FCC has historically gone with this, is that they have a
affirmatively tried to get ETC designation to as nmany
conpetitors as possible, and have nade them -- have set the
bar as low as they possibly can. So it's kind of hard for

me to support federal guidelines.

Heritage Reporting Corporation
(202) 628-4888



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

196

But if the FCC had a change in their phil osophy,
and | think there are a nunber of very specific public
interest criteria that could be devel oped for each of the
exi sting services that are supported.

MR. GLOVER Conm ssioner, | think ITTAis firmy
on the record here with regard to supporting national
standards. It's kind of like I tell my children, if you
don't have any standards, that could lead to very bad
things. And so having high standards are often good.

I n businesses, | think that, at l[east a m ni mum
set of national standards that we've outlined here certainly
give a certain anount of direction for the states and
carriers. But beyond that, clearly the states will be free
to inpose their own standards above the national standards
as they saw fit.

But at least a mnimmset of criteria ought to
be established, because, after all, even incunbents today,
under the definitions of universal service, have standards
and requirenments that we have to live up to.

COWMM SSI ONER ABERNATHY: And so you're tal king
nore about a mnimum floor on this.

MR. GLOVER  Yes.

COWM SSI ONER ABERNATHY:  Which -- then the states
go fromthere and --

MR GLOVER: Correct.
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COW SSI ONER ABERNATHY: -- and build on it.

COWM SSI ONER DUNLEAVY: And the states continue
to have the ability to build off that. That's the
m ni mum - -

MR. GLOVER  Absol utely.

COMM SSI ONER DUNLEAVY: -- that's the platform
and then the states could do whatever they want about them

MR. GLOVER  Absol utely.

MR, THOVBEN. | think that if they are truly
m ni mal standards that every conm ssion worth their salt is
going to have those in place anyway. | think that it is
belittling to the state comm ssions to inpose a mnimal set
of standards.

" mthinking that they wouldn't use those as a
standard anyway. And it's certainly been nmy experience in
the hearings that we've had in the whole raft of
applications we've made going back five years. There isn't
a conmm ssion, at least in the markets in which we do
busi ness, that doesn't have a very sound set of m nimal
st andar ds.

COWM SSI ONER ADELSTEIN:  Well, that woul d argue
for having nore robust standards, then, | take it?

MR. THOVBEN. No, quite the contrary. | don't
believe in federal big brother.

M5. BOYLE: |If | could respond, or at |east

Heritage Reporting Corporation
(202) 628-4888



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

198

answer your question, Commi ssioner, and you did point out
the one area in Manhattan, Kansas where there is a | ot of
open space as opposed to New York City where's there's not,
and |1've heard the argunents of trying to get coverage in
areas where there are many, many tall buildings and you
can't even get the signal through

Maybe that is why it has to be considered on a
state by state basis considering the topography of the
state. But there are other standards that |land |ines are
held to, for exanple, speed of answer. W all know that
we -- the story in today's USA Today did not address
wreless, but it did address land line, of all the billing
probl ens t hat people have had.

And part of the frustration that | hear from
people all the tinme is, they don't like getting into sone
kind of a queued answer to try to get access to a human
being to solve problenms. So there are areas where they will
not match because the technology is different.

On the land line side, we require a technician to
be at soneone's hone for repair in a certain anount of tine,
while the reverse of that, on the wireless side, is the
custoner takes the wirel ess phone to a service center and
they take care of it there. So those would not match, but
certainly there are areas where we could | ook and see where

they could be and try to of fer equival ent service.
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COWMM SSI ONER DUNLEAVY: Sort of like banking. |If
you want to stand in line, or use the ATMso that we can
save sone noney on clerks. Thank you.

COWMM SSI ONER ABERNATHY:  Ckay, Conmi ssi oner
Thonpson and | have decided to defer so we can nmake sure
Billy Jack gets sone tinme, and then we'll sneak in sone
guestions, |'msure, further on.

STATE CONSUVER ADVOCATE GREGG  Thank you. Now
for sonething conpletely different. Wuld you all agree
that one of the inplicit underpinnings of section 214(e)(2)
of the Act is that there are certain areas in our nation
where it doesn't make any sense to have nore than one
subsidi zed carrier, and that to a | arge extent, the whole
public interest exercise outlined in the Act is a
determ nation or an attenpt to determ ne what those areas
are?

MR. STRAND: | would certainly agree with that.
In sone of the nore renote and extrenely sparsely popul at ed
areas of the country, it's very difficult to see how two
carriers could possibly survive. So we end up with, when
we're granting the same support to both the incunbent and
the ETC, it's just a race to see which -- because when they
put the other out of business, it'll seemlike an awful
waste of limted funds to do that.

STATE CONSUMER ADVOCATE GREGG. Does anybody
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di sagree with that?

MR. THOVBEN. | don't think there's a place in
America that will not benefit fromconpetition. W put a
cell siteinto a town in North Dakota called Regent, North
Dakota, and started conpeting directly with the incunbent
telco there

They' re about 100 people in Regent, North Dakot a,
and the I LEC responded by turning off our service and when
the courts required that they turn it back on and charged
them a fee, they turned around and started providing better
service, a larger local calling area, and nore advanced
services than they ever had before.

In fact, those people in Regent, North Dakota
benefited tremendously whether or not they ever used our
service by the introduction of conpetition. | have no idea
what the universal service funding aspect of that is, and in
fact, because the tel ephone conpany made t he changes they
did, they held on to a significant portion of the custoner
base that they had.

And, in fact, we don't have very nmany custoners
in Regent, North Dakota right now, but the customers were
much better served as a result of the introduction of
conpetition.

| think that is the case every place across

Arerica. And that's one of the keys of the universa
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service, is the benefits of conpetition, the advantages that
t he people who live in urban markets have shoul d be
transferred to all citizens throughout America regardl ess of
where they |ive.

STATE CONSUMER ADVOCATE CGREGG  So, M. Thonsen
it 1s your position that there are no areas in the United
States where it would not be in the public interest to have
mul ti pl e subsidized carriers?

MR THOVBEN: | have not found an area that we
serve that would not benefit fromthe introduction of
conpetitive services. And we serve sone of the nobst rura
parts of the United States.

STATE CONSUMER ADVOCATE GREGG.  The introduction
of conpetitive services is a different issue than the issue
of subsidized conpetition, and that was nmy question. |Is
your answer still, yes, there is no area where it would not
be in the public interest?

MR THOVSEN: It -- | --

STATE CONSUMER ADVOCATE GREGG  To
subsi di ze conpetition --

MR. THOVBEN. -- have not seen a place in Amrerica
where | believe it would not benefit the residents to have a
second carrier that is an ETC

STATE CONSUVER ADVOCATE GREGG  And regardl ess of

the cost to the universal service fund and all the consuners
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inthe United States?

MR. THOVBEN. No, | disagree with that, because
| believe that, in fact in a lot of cases, wireless carriers
can provide service significantly | ess expensively than wire
line carriers can.

And that, in fact, if we are going to be | ooking
at this fromthe consuner standpoint throughout the United
States, we should | ook at providing ETC based on the | owest
cost provider rather than the highest cost provider or the
entrenched provider.

STATE CONSUMVER ADVOCATE GREGG: How woul d you al
react to a guideline that established presunptive
benchmarks? Sonething along the Iines of any area that
recei ved $30 per line per nmonth or nore in support, there
shoul d be only one ETC. In areas that receive nore than $20
per line per nonth, but less than 30, there should be only
two ETCs. And in areas that receive support of $20 per line
per nonth, or less, there should be no limt.

These woul d be presunptive benchmarks, which the
states could overcone by particul ar evidence about
particul ar areas and particular carriers. But it would be a
guideline to the states to at |east start |ooking at what
are those areas where it nay be too costly to serve and that
it is not in the public interest to support nore than one

subsi di zed carri er.
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Any reaction?

MR. STRAND: That seens |ike a possibility,
however, | would want to nmake sure that there were
protections in place to ensure that nobody is engaging in
what is ternmed gold plating so that they can reach the $30
t hr eshol d.

Now t hat does exist, but in NECA today, they have
an auditing systemwhere they cone and audit the conpanies
that get universal service funding every three years to
ensure that their costs are appropriate and so forth. But
as long as that was the case, then that seens like a
possibility anyway.

STATE CONSUVER ADVOCATE GREGG M. Metts?

MR, METTS: | agree.

MR. GLOVER | think, fromour standpoint, again,
if it were a guideline that can be utilized and then let's
say the funding fell down below -- say it was sonewhere at
$18 per line per nonth -- and then the conm ssion found that
it was not in the public interest through a public interest
determ nation and that outwei ghed the standard, that they
shoul d have the ability to decline opening that market up to
an ETC.

The real problem one of the biggest standard
probl ens that you have today, is the fact that, as M.

Thonmsen said, that they provide coverage where usage occurs.
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You have a business, a wireless business, which is able to
moni tor where the usage occurs by cell site. Look at your
bill, you can look at it and see just where your roam ng
occurred, how nmuch they charge you, yet they are conpensated
based on billing address.

And so that is an issue, because a |ot of the
usage coul d occur outside of the study area. So there are a
nunber of things here that need to be addressed before you

can determ ne what |evel of support they should actually

receive

MR. THOVBEN. As was stated in the | ast panel,
however, | believe there's an awful | ot nore people who have
billing addresses in big cities and use the service in rural
mar ket s.

W' ve seen that, with the introduction of one
rates from AT&T, a significant of our custoners becane AT&T
custoners and becane our roaners, and, in fact, had billing
addresses in cities. And | would say that it's nmuch nore
preval ent that way than the way that Jeff described it.

COWMM SSI ONER ABERNATHY: Let ne do a followup to
what Billy Jack -- what you were saying, which tries to get
at the sane issue, the cost benefit analysis, the cost of a
new conpetitor comng in versus the benefits of a new
conpetitor comng in.

If we didn't go with a tiered approach, one ot her
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possi ble alternative that | think sone of parties nentioned
was, placing sone obligation on the state commi ssions to
actually take into account this balance, the cost versus the
benefits.

| s that possible, to put sonmething |ike that into
pl ace and, if so, how would the state even be able to get at
that? 1 think -- and you kind of nentioned that a little
bit up front.

M5. BOYLE: Well, | -- that's what | was
referring to when | tal ked about one of the things that we
shoul d consider as a public interest. But, right now,
there's a disconnection between the states and what we do on
t he i mpact on the fund.

And so | am al ways concerned when | know t hat
there is a carrier who's comng in or asking for status when
we -- there's already a primary carrier, and the cost of
doing that to one, two, three, and four. | think it is not
in the public interest and | think perhaps Billy Jack has
come up on perhaps a sonewhat of a solution in tiering it.

| am not opposed to conpetition so that it
i ncreases quality of service, but at sonme point we have to
say, at what cost? And that, to nme, is part of our
responsi bility as governnment officials.

MR. STRAND: | think that the comm ssion, in

every case where there is an ETC application, should at

Heritage Reporting Corporation
(202) 628-4888



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

206

| east ask thensel ves the question, if the incunbent goes
away and the new CETCis all that's left, is that in the
best interest of the consuner.

You know, that may not happen. Both nay be able

to survive or a third may be able to survive, | don't know.
But | think you -- comm ssions need to ask thensel ves that
guesti on.

STATE CONSUMER ADVOCATE GREGG. Let ne follow up
on that. CQCbviously, under 214(e)(4) once an additional ETC
enters a rural area, or any area, the original ETC can
abandon that area. |If we do not require equal access -- as
all land line providers now do provi de equal access -- and
the incunbent land |ine ETC | eaves, leaving only a wirel ess
ETC, what woul d happen to custoners and their ability to
access the long distance carrier of their choice?

MR. STRAND: Well, at this point ny understanding
is their long distance would be put to whoever the wrel ess
carrier uses thensel ves, or sone other network.

STATE CONSUMER ADVOCATE GREGG  That woul d
elimnate the freedom of choice of custoners in those areas?

MR. STRAND: That's certainly my understandi ng,
yes.

STATE CONSUMER ADVOCATE GREGG Do you think that
is in the public interest?

MR STRAND:  No.
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COWMM SSI ONER ABERNATHY: Wel |, except it depends
on what service they're offering. | nean, if it's unlimted
m nut es anywhere, I'mnot sure that it matters because you
pi ck up your phone and use it. But it conmes into play if,
in fact, you still have an environnment where you are charged
separately for local versus |ong distance m nutes.

So a whole lot, | think, would depend on how --
and that's why it gets so conplex when you're trying to
conpare these apples and oranges -- how does the wrel ess
carrier market and how do the consumers value what it is
that the wireless carrier is marketing?

MR. THOVBEN. | think that equal access was put
in place to protect the consuners from nonopoly. Wen there
is a conpetitor that conmes in, especially when the
conpetitor, |like we do and nost wireless carriers do,

i nclude long distance with their local calling, in essence
it is free to the consuner.

So if the wireless carrier were to offer equal
access, they would offer free -- or spend sonme noney on the
carrier of their choice, which, you know, it's an
intelligence test to a certain extent.

| think, though, that if a situation ever
occurred -- and we never heard of it happening, and we've
certainly never seen it happen -- where an incunbent ETC

goes out of business and the conpetitive carrier takes over.
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It would not be a bad thing for this sanme type
of nonopoly type of requirenents to then be part of the now
new i ncunbent ETC that is providing service to that
comunity.

STATE CONSUMER ADVOCATE GREGG So you woul d be
wlling to waive your 332(c)(8) argunents in that case?

MR. THOVBEN. In a case, yes, where we becane the
nmonopol y.

MR. GLOVER | think, fromour standpoint, again,
regardl ess of how equal access, you know, intended to be,
whether it's to protect against nonopolistic type behavior,
the fact is, when you look at the Act, it is specific with
regard to conpetitive neutrality.

And to the extent that the wireless provider has
a captive revenue streamversus the incunbent, it does
provi de an advantage. But the real issue is back to your
initial question with regard to what happens to consuners if
the wire line carrier abandons the markets.

| nmean, when you | ook at it today, when you pol
rural consunmers and you ask them what they want, they don't
just junp up and say, we'd like to have our wireless carrier
supported for universal service. Wat they say is, we'd
i ke to have broadband connectivity, we'd |ike to have
intermt, we'd |like to have DSL, we'd |ike for our

busi nesses to be able to grow, we'd |i ke for our nedical
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clinics to have tel enedicine and so forth

So when you | ook at the larger inplications of
policy here, it's very inportant to take into the sense the
total value proposition. And also there's argunent -- we
talk about this as if we're funding a new entrant. But, |
mean, even M. Thonsen here admtted they've been in Mntana
since 1992.

Many of these businesses have al ready had
busi ness cases that were built out, that were providing
service. This is just an increnental revenue streamt hat
t hey' ve been forced to apply for, as Conm ssioner Wol has
i npl i cat ed.

Wall Street -- we need a | ot of these conpanies
totell themto get this noney. And, quite frankly, having
been in the rural wireless business, | can tell you you had
every incentive in the world to build out to rural Anerica.

We're one big high margin revenue stream and
that was roam ng. Roam ng revenues soneone could just drive
t hrough your market, pick up the phone and use it, and
wireless carriers nake noney. Wlen you're a wire line
provi der, unless they stop at Aunt Bea's and eat a piece of
pie and visit there, and pick up the phone and make a tol
call, you're not going to nmake any noney.

So there are incentives for themto build out

into rural areas. And so, the key thing is, when you | ook
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at the whole, in terns of the services that rural consuners
want, don't |ose sight of the broadband equation and the

ot her advance services that they need fromthe incunbent

provi der.

COWMM SSI ONER ADELSTEIN:  If I could follow up
on -- go ahead, Nan has a --

COWMM SSI ONER ABERNATHY: Can we go ahead and | et
Nan - -

COWMM SSI ONER ADELSTEIN:  Nan, go ahead. | guess
| won't follow up.

COWM SSI ONER ABERNATHY: Go ahead and fol | ow up.

COWMM SSI ONER ADELSTEIN:  Well, just because it
fits with that -- | nmean, the questionis, if it is
incremental funds that are com ng on top of a business that
was al ready operating, there would a | egal requirenent under
254(e) that all those funds be used for universal service
for the supported services. But there's virtually no
foll owthrough, as far as | can tell, by state comm ssions
or by the FCC to ensure that, in fact, 254(e) is conplied
Wi th.

What additional requirenments should we be doing
to ensure that all funds are used as intended for supported
services and that none of them goes straight to the
conpany's bottom line, because that's not where they bel ong?

MR. STRAND: In fact, it's |like the nost anmazi ng
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coincidence in the world that the CETCs utilize the exact
sane dollar funds to their universal service offerings as
t he incunbents, and they have to, because they get the
fundi ng based on our costs.

And so they sonehow have to show that they spent
exactly as much noney as we did, and doesn't that seemto be
t he nost remarkabl e coincidence in the world that they spent
exactly what we did on their universal service offer.

MR. THOVBEN. In fact, we spent dramatically nore
than you did, and we just -- we put 600 mllion dollars into
rural Anerica in the last three years. And we didn't get a
guaranteed cent of return for that 600 mllion dollar
i nvestnment. As opposed to the rural telcos, which not only
get a return, get an 11.25 percent return.

This is -- you know, we're in a conpetitive world
and the rural markets are becom ng a part of that
conpetitive world. And | really think that we need to
figure out a way to nmake the universal service funding
process reflect that, and reflect the fact that there are
advant ages to runni ng your conpany |ike a business towards
having a -- towards cutting costs.

When we went into Montana, there were ten
conpani es that owned the twelve |licenses in Montana. W
bought each of themout, we replaced the general nanagers

that each of those ten conpanies had with a single general
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manager, we replaced the ten switches that those conpanies
had with a single swtch

We becane an efficient conpany. And we provide
better service and broader coverage than any other w rel ess
conpany in the State of Montana or in nost of the other
states that we provide service in because we are --

COWM SSI ONER ADELSTEIN:  Excuse nme. M question
wasn't whether you're investing, the question is, are the
i nvestnments identical to the anpbunt of universal service
you're providing and you willing, then --

MR. THOVBEN. They're significantly greater,
Conmmi ssi oner .

COWMM SSI ONER ADELSTEIN:  So you're willing to
docunent that? | mean, would you go in with us to have a
system where we would require audits and --

MR, THOVBEN. You can go in and read our public
statenents -- we're a public conpany -- and you can see
exactly how nuch we spend on capital expenditures, and you
can see how nuch noney we bring in from-- and there is a
w de gul f between the two.

STATE CONSUMER ADVOCATE GREGG: How woul d you
react to us adopting a guideline that suggested or required
states, as part of the annual 254(e) certification, to
revi ew t he anmount of universal service funds received and

how t hey were spent each year by each ETC within the state?
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MR. THOVBEN. | would say that woul d possibly
make sense in an over all sense. |If you took it, not to the
state, but to the nation as a whole, there are -- nost of
the -- or a lot of the conpanies that are receiving ETC

funds, both wire line and wireless, cover nore than one
state.

STATE CONSUMER ADVOCATE CGREGG  But the state was
the entity that granted you the ETC status, except in places
where the state did not have jurisdiction.

MR. THOVBEN: That's true.

STATE CONSUMER ADVOCATE GREGG  And the states
are required now to submt a 254(e) certification each year
to the FCC that all funds are being used appropriately by
al |l ETGCs.

MR. THOVSBEN. As | understand it, the -- and, you
know, I'mnot a |awer, | do not know the specifics of these
things, but it's ny understanding that the universal service
funds are going to pay back enbedded costs fromthe current
telcos, and that it isn't sonething that's a forward-| ooki ng
process.

It isn't saying, okay, the noney you're getting,
you' re spending this year. 1In fact, it's saying, the noney
you're getting is paying you back for noney you' ve spent in
past years.

STATE CONSUMER ADVOCATE GREGG. One thing --
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COWM SSI ONER ABERNATHY:  You know, |1'm going to
preenpt at this point to allow Conm ssi oner Thonpson an
opportunity to ask a question, because we are over, and |
prom sed we'd get out of here on tinme, so obviously I'm
wrong, but we're going to | et Comm ssioner Thonpson ask sone
guestions, quick answers, and then we're going to -- and the
panel .

COMM SSI ONER THOWPSON:  And this is a quick
guestion. | want to round out the record on the issue of
service route, the coverage throughout the service area.

And, if you |l ook back at the orders, an FCC order on -- the
FCC policy that tal ks about ETC serving custoners in a
servi ce area upon reasonabl e request.

And the question is two-fold and you can answer
them both real quickly. First, is this the correct standard
about when an ETC should serve a custoner? And, if so, how
do you define a reasonabl e request?

MR. STRAND: Were do you want to start?

COWM SSI ONER THOWPSON: Whoever opens their nouth
first.

MR. STRAND: The correct standard is the standard
that's set forth in federal Iaw, which is you have to
provi de service across the entire study area when you were
as a prerequisite to designation.

COWM SSI ONER THOWPSON: Okay. Anybody el se?
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MR. THOVBEN. | think a reasonabl e request is
what's happening right nowin -- for rural telcos, and it is
a standard that is fine for ETCs as well, conpetitive ETCs.

MR METTS: |If we, as an |ILEC, have a request for
service froma custonmer and don't provide that service as
quick as we should, we will hear fromthe state comm ssion,
so | guess we have that as a reasonabl e request.

The other issue | guess | would like to say is, |
still think the whole point or role of this about ETCs is
the fact that there would be less of themif they were
getting support based on their costs. | think that's pretty
wel | under st ood.

COW SSI ONER ABERNATHY:  And on that note, |
think we will end today's neeting. |, again, want to thank
all of the panelists, nmy fellow joint board nenbers for
their coonmtnment, and who | m ssed going in was the staff,
who work so hard at putting this together, contacting
everyone, distributing all of the papers to us. You guys
did a super job and |I really want to thank you.

Any cl osi ng?

(No response.)

COWMM SSI ONER ABERNATHY:  Everybody happy? Al
right. W' re out of here.

(Wher eupon, at 2:52 p.m, the neeting concl uded.)
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