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Presenter
Presentation Notes
Good morning.  I am….
I understand we’re here to discuss rural broadband and how the FCC’s reforms of the FUSF may affect rural broadband.  I know we don’t have much time, but I need to provide a brief explanation of the universal service funds, how telecoms receive revenues, etc. to better help you understand the reforms.  I won’t go through each of the slides provided because I know I have only 25 minutes, but wanted to provide the info so that you would have more information available to you if/when you have the time to review it.   



Both the Kansas Telecommunications Act of 1996 and the
Federal Telecommunications Act of 1996 contain provisions
to develop universal service funds to maintain and enhance
universal service.

e Federal Universal Service Fund (FUSF) - 47 U.S.C. 254

e Kansas Universal Service Fund (KUSF) — K.S.A. 66-2008
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Universal service is essentially the principle that a basic service be provided to every resident of a country.  In this case, it’s telecommunications.  Local telecom carriers receive revues from 3 sources: local rates (ratepayers), intercarrier compensation charges (rates paid by other phone companies to use their network - transfer calls, and from the USFs.  Historically, the desire has been to keep local rates low so that phone service is affordable, so the local rates have been subsidized by the ICC revenues and USF.  2 Funds – FUSF and KUSF.


The goals of federal Universal Service, as mandated by the 1996
Federal Act (47 U.S.C. 254), are to:

e Promote the availability of quality services at just, reasonable and
affordable rates for all consumers;

Increase nationwide access to advanced telecommunications
services;

Advance the availability of such services to all consumers, including
those in low income, rural, insular, and high cost areas at rates that
are reasonably comparable to those charged in urban areas;

Increase access to telecommunications and advanced services in
schools, libraries, and rural health care facilities; and

Provide equitable and non-discriminatory contributions from all
providers of telecommunications services to the fund supporting
universal service programs.
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Congress laid out goals for the FUSF, which are seen here.  I won’t read them to you.


The Federal Communications Commission (FCC) established four
programs to fulfill these goals. They are:

The program

The | program, including initiatives for Native
Americans

The program, commonly referred to as E-
rate

e The program

These programs are funded by the FUSF. Telecommunications
providers must contribute to the FUSF through an assessment on
their interstate and international revenues. The assessment rate for
the 18t quarter 2013 is 16.1%.
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FCC established 4 programs to fulfill those goals. Explain high cost and Lifeline.  The Schools and Libraries program was established as part of the Telecom Act of 1996 to provide affordable telecommunications services to all eligible schools and libraries, especially those in rural and economically disadvantaged areas.  The Rural The Rural Health Care program provides funding to eligible health care providers for telecommunications services, including broadband, necessary for the provision of health care. The goal of the program is to improve the quality of health care available to patients in rural communities by ensuring that eligible health care providers have access to affordable telecommunications services.
�

http://www.fcc.gov/wcb/tapd/universal_service/highcost.html
http://www.fcc.gov/encyclopedia/lifeline-program-low-income-consumers
http://www.fcc.gov/wcb/tapd/universal_service/schoolsandlibs.html
http://www.fcc.gov/wcb/tapd/ruralhealth/welcome.html

Low-Income
($1,750,728,000)
22%

Rural Health Care
($81,461,000)
1%

Total 2011 Fund Size
$8.10 billion

m High Cost ($4,031,268,000)

Low-Income ($1,750,728,000)

m Rural Health Care ($81,461,000)

m Schools & Libraries ($2,232,539,000)
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Federal High-Cost Support
1996 --- $1.2 billion
2011 --- $4.0 billion
Kansas is the 11t Largest Recipient of all Federal USF Programs

$213.3 million in 2011
Kansas is the 4th Largest Recipient of High Cost Support

$190.7 million in 2011

Kansas is the 33" Largest Recipient of Low-Income Support

$7.0 million in 2011
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Interesting facts about the FUSF and Kansas.  FUSF was $1.2 billion in 1996 and ballooned to slightly over $4.0 billion by 2011. FCC realized needed reformed – and of course needed to implement the NBP.


KUSF was created by the KCC and implemented
March 1, 1997, as required by K.S.A. 66-2008.

Purpose of the KUSF is to assure quality services are
made available to all Kansans at affordable rates.

Pursuant to K.S.A. 66-2008(a), all Interexchange
Carriers (long distance), Incumbent Local Exchange
Carriers (ILECs), Electing Carriers, Competitive Local
Exchange Carriers (CLECs), Wireless, and
Interconnected Voice over Internet Protocol (VolP)
providers must contribute to the KUSF. The
assessment may be passed through to customers.

Current assessment rate is 6.13% on intrastate
revenues. As of March 1, 2013, the assessment rate
will be 6.42%.
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Now, we have the KUSF which is essentially the same as FUSF.  Created to provide quality services available to all Kansans at affordable rates.



e [nitially, KUSF high-cost support based on access charge
reductions.

Moving toward a cost-based KUSF.

» AT&T's & CenturyLink’s support based on high-cost model

» Rate of Return (ROR) carriers’ support based on embedded costs
(K.S.A. 66-2008(e)).

v' Completed 44 ROR carrier audits, including 2" audits of some
carriers.

v’ Last 2 ROR carrier audits to determine cost-based support are in
progress.

v" 3 ROR carrier requests for additional KUSF support filed in 4" Q
2012.

e All KUSF Eligible Telecommunications Carriers (ETCs) are
eligible to receive support from the KUSF. This includes 38
Incumbent carriers and 11 competitive ETCs.
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Kansas statute, K.S.A. 66-2008(a), dictated that KUSF support would initially be available to incumbent local exchange carriers in an amount equal to revenue that would be lost when access charge reductions were implemented as required by K.S.A. 66-2005(c).  Recall that access charges are the prices long distance carriers pay local carriers for the origination and termination of long distance calls.  These charges were historically higher than the actual cost of providing the service and the revenue from these charges contributed to keeping rates for local service lower than they otherwise would have been.  When local carriers were not allowed to provide interLATA long distance services, there was less pressure to move rates to a level that reflected the cost of providing access service.  However, with the passage of the FTA, local service providers would have an opportunity to enter the long distance market and long distance providers feared these carriers would have a cost advantage if access charges were not modified.  The Federal Communications Commission (FCC) and the Kansas Legislature believed that access charges should be reduced but neither believed it should be done if universal service would be compromised by increases to basic local rates.  Therefore, as access charges were reduced, local carriers were allowed to recover at least some portion of lost access revenue from the federal Universal Service Fund (FUSF) and the KUSF.   In Kansas, intrastate access charges are at or near parity with interstate access charges.  
K.S.A 66-2008 has been amended and subsection (a) no longer reflects this requirement.  




Jniversal Service Fund

KUSF
Gross Fund Size - March 1, 2013
$61.6 million

2% 1%
m High-Cost Support $53,700,000 87%
TAP $636,000 1%
m KRSI $869,000 1%
m Lifeline $4,700,000 8%
m Kan-Ed* $1,300,000 2%

m Fund Admin. & Audits $423,000 1%

*Annual Kan-Ed support was reduced from $6M to $3.75M as of 7/1/12. $1.3 million represents the remaining amount to be paid between
3/1/13 and 6/30/13.
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TAP is to provide specialized equipment to Kansans with disabilities or impairments in order to access basic home telecommunication services.  KRSI provides telephone relay service for the hearing impaired.  Kan-Ed is to provide a “broadband technology-based network to which schools, libraries and hospitals may connect for broadband Internet access and intranet access for distance learning.” GVNW administers the fund.


High-Cost Support — March 1, 2013
$53.7 million*

Rural (ROR) Carriers $26.2 million
AT&T $5.2 million
CenturyLink $11.0 million

Competitive ETCs $11.2 million

* Total support amount differs from individual amounts due to rounding

Kansas Corporation Commission



Presenter
Presentation Notes
Amounts the various types of carriers receive in KUSF high-cost support.  Doesn’t add up exactly due to rounding.


e |[n early 2009, Congress directed the FCC to
develop a National Broadband Plan (NBP) to

ensure ubiquitous access to broadband
services.

® FCC released NBP on March 16, 2010.




Primary issues being addressed at FCC:

e Convert the “legacy” high-cost component of the USF to the
Connect America Fund (CAF)

Create CAF to support broadband
Create a Mobility Fund to support 3G (or better) wireless coverage
Reform Intercarrier Compensation (payments between carriers)

Expand Lifeline program to allow subsidies to be provided for
broadband

Broaden the USF contribution base to ensure sustainability

FCC adopted USF/ICC Reform Order and
FNPRM October 27, 2011. Order released on
November 18, 2011.
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In order to implement the NBP, the FCC has numerous issues on its plate but these 6 are the primary issues it is addressing. Discuss each briefly.


Principles and Goals

e Support for broadband-capable networks as an express
universal service principle under Section 254(b)

e Set the following performance goals to ensure reforms are
achieving intended purposes:

>
>

Preserve and advance universal availability of voice service;

Ensure universal availability of modern networks capable of
providing voice and broadband service to homes, businesses
and community anchor institutions;

Ensure universal availability of modern networks capable of
providing advanced mobile and broadband service;

Ensure that rates for broadband services and rates for voice
services are reasonably comparable in all regions of the nation;

and
Minimize the universal service contribution.
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The FCC adopted some principles and goals in its Order.  One of which was expressly supporting broadband-capable networks.


Set at $4.5 billion for initial 6 years with an automatic
review trigger if the budget is threatened to be exceeded.

FCC anticipates it may need to revisit and adjust the

appropriate size of the programs by the end of the 6 year
period based on market developments, efficiencies
realized, and further evaluation of the effect of the
programs in achieving FCC'’s goals.
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Price Cap Reforms — Phase 1

Existing legacy high-cost support frozen at 2011 levels.

Additional $300 million in CAF support made available,
but carriers accepted only $115 million.

> AT&T declined $47.9 million offered.

» CenturyLink accepted $35 million, but indicated if FCC
grants its waiver petition to deploy in areas served by
Wireless Internet Service Providers, it would accept a
total of $81.4 million.

» No CAF Phase 1 support will be invested in Kansas.

Any carrier that elects to receive additional support will be
required to provide broadband with actual speeds of
4Mbps/1Mbps and deploy broadband to at least one
currently unserved location for each $775 in additional
high-cost support it receives.
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I know a lot of these terms are foreign to you and may not make much sense to someone who doesn’t deal with this industry daily, so I’ll try not to bore you with all of the technical details – while still helping you understand the changes.  Begin – price cap carriers (AT&T and CL)… 


Price Cap Reforms — Phase 2

Combination of forward-looking cost model and
competitive bidding will be used to distribute CAF
support.

FCC is undertaking a public process to develop the

model.

Support will be provided in areas without an unsubsidized
competitor.

In each state, each incumbent price cap carrier will be
asked to undertake a “state-level commitment” to provide
affordable broadband to all high-cost locations in its
service territory in that state.

If the incumbent declines the state-level commitment,
gﬁdF support will be distributed through competitive
idding.
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On-going support to maintain networks, etc.  Working on high-cost model, etc….  Initially expected to complete by end of 2012 but didn’t happen.  May be completed by mid-2013.


The FCC adopted new rules to:

1)

2)
3)

4)

5)
6)

7)

Eliminate support in areas that are overlapped by an
unsubsidized competitor

Cap total FUSF support at $250/line per mo.
Eliminate Safety Net Additive (SNA)

Reduce high-cost loop support for carriers that maintain
artificially low end-user voice rates, with a three-step
phase-in beginning July 1, 2012.

Transition Local Switching Support (LSS) to ICC Reform

Limit “excessive” capital investment and corporate
operations expense for High Cost Loop Support (HCLS).

Limit corporate operations expense and investment for
Interstate Common Line Support (ICLS).
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Explain each. SNA was implemented in 2001 to encourage new investment, and was provided when a company’s plant investment increased by at least 14%.  However, changes in the telecom industry resulted in companies receiving SNA as a result of line losses because it appeared that the company met the 14% threshold.  This isn’t what the money was intended for, so the FCC is phasing it out.  Some carriers in other states have really low rates – thought is that if they want to offer really low rates, fine, but the FUSF is not going to subsidize these really low rates.


The FCC adopted new rules to:

1)  Eliminate support in study areas that are overlapped completely by
an unsubsidized facility-based terrestrial competitor providing voice
and fixed broadband throughout ILEC service area.

> If 100% overlap occurs, support will be phased-out over a three year
period. At this time, this does not affect any KS ROR catrrier.

> FCC considering elimination of FUSF support in an area that partially
overlaps the ILEC's study area.

2)  Total FUSF support capped at $250/line per mo., with a gradual
phase-down to the cap over a 3-year period. This reform may
Impact 2-3 ROR carriers in KS. The cap will be phased in as
follows:

> July 1, 2012: FUSF limited to $250 per line per month plus 2/3 of the
difference between the uncapped per-line FUSF support and $250.

> July 1, 2013: FUSF support limited to $250 per line per month plus 1/3 of
the difference between the uncapped per-line FUSF and $250.

> July 1, 2014: FUSF cannot exceed $250 per line per month.
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These next 3 slides go into greater detail of each reform.  I won’t go into detail, but know they are here for your reference.  


The FCC adopted new rules to: (cont'd)

3)

Eliminate Safety Net Additive (SNA)

> Carriers receiving SNA for investment will continue to
receive for applicable 5-year period.

» Carriers receiving SNA for line loss had their SNA
support reduced by 50% July 1, 2012 and all SNA will
be eliminated July 1, 2013.

Reduce high-cost loop support for carriers that maintain
artificially low end-user voice rates, with a three-step
phase-in beginning July 1, 2012.

» Rate floor benchmark $10, effective July 1, 2012

> Rate floor benchmark $14, effective July 1, 2013.

» Rate floor benchmark expected to be around $15.62 on
July 1, 2014.
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The FCC adopted new rules to: (cont'd)

5) Transition Local Switching Support (LSS) to ICC Reform

» LSS ended as a stand-alone USF support mechanism on
July 1, 2012

»  Limited recovery of costs previously covered by LSS
available pursuant to FCC’s ICC recovery mechanism.

6) Limit “excessive” capital investment and corporate
operations expense for HCLS.

» Modified FCC corporate expense formula
» Regression analysis

7) Limit corporate operations expense and investment for ICLS
» Regression analysis
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Rate of Return (ROR) Carrier Broadband Requirement

ROR carriers receiving legacy high-cost support or
CAF support to offset lost intercarrier compensation
revenues must offer broadband service with actual

speeds of at least 4Mbps/1Mbps, upon their
customers’ reasonable request.
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ROR carriers.  These are the 36 smaller, independent companies, like CrawKan, Moundridge, Rural Telephone, etc…  Carriers receiving FUSF support must offer BB with speeds of 4/1 upon customers’ reasonable request.


Identical Support Rule for Competitive Eligible
Telecommunications Carriers (CETCS)

e |dentical support frozen per study area as of year-end
2011 and existing support will be phased-down over a 5-

year period beginning on July 1, 2012.

The phase down, in conjunction with the new funding
provided by Mobility Fund Phase | and I, will provide an
average of $900 million to mobile carriers for each of the
first 4 years of the reform.

The phase-down of CETC support will end if Mobility
Phase Il is not operational by June 30, 2014.
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Competitive ETCs are eligible to receive the same amt of universal service support received by the incumbent carrier, even though their costs may be different.  The FCC decided this may not be the best method, so it eliminated the identical support rule and is phasing out the CETCs’ support over 5 years.  Some competitive ETCs are wireline competitors, such as Sage and Nex-Tech, while many others are wireless carriers, such as Alltel, Nex-Tech Wireless and Viaero.  The FCC decided to implement the Mobility Fund to continue to provide support for a robust wireless network while trying to reduce inefficiencies. 


CAF Mobility Fund — Phase 1

Up to $300 million in one-time support awarded through a
nationwide reverse auction held on September 27, 2012.

Eligible areas include census blocks unserved today by mobile
broadband services, and carriers may not receive support for
areas they have previously stated they plan to cover.

Winners will be required to deploy 3G service within two years
and 4G service within 3 years.

Separate Tribal Mobility Fund — one-time funding of $50 million.
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CAF Mobility Fund — Phase Il

Will provide up to $500 million per year in on-going support to
ensure universal availability, including $100 million for Tribal
areas.

FCC planned to implement Phase Il in 2013.

CAF Phase Il support recipients are eligible, but carriers will not
be allowed to receive redundant support for the same service in
the same areas.

Mobility Fund recipients will be subject to public interest
obligations, including data roaming and collocation
requirements.
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Remote Areas Fund

The FCC will allocate at least $100 million annually to
ensure that even Americans living in the most remote areas
of the nation, where the cost of providing wireline or cellular
terrestrial broadband service is extremely high, can obtain

service.

Support will be provided to provide broadband service
through alternative technology platforms, including satellite
and unlicensed wireless.

FCC requested comments on issues including identification
of areas eligible for Remote Areas Fund support and
implementation of the subsidy. Comments due February 19,
2013 and Reply Comments due March 18, 2013.

Expected to be implemented in 2013.
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Comprehensive Intercarrier Compensation (ICC) Reform

e Bill-and-keep methodology for all ICC traffic as the
end state.

Multi-year transition

» Initial reforms focus on terminating switched access.

» Carriers are required to cap most rates as of Dec.
29, 2011.

» Transition to parity with interstate in 2 steps by July
1, 2013.

Thereafter, carriers are required to reduce rates to
bill-and-keep within 6 years for price cap carriers
and 9 years for ROR carriers.
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FCC is reforming the methodologies for how companies pay other companies to use their network to transport a call.  Wireless to wireline, etc.  Final result will be a bill and keep methodology whereby carriers don’t pay anything to utilize the other carriers’ networks.


New Recovery Mechanism
Access Recovery Charge (ARC)

Incumbent carriers allowed to charge ARC on wireline
service, with a maximum annual increase of $.50 per
month for consumers and small businesses and $1 for
multi-line businesses to partially offset ICC revenue

>

declines.

Ceiling prevents carriers from assessing any ARC for any
consumer whose total monthly rate for local telephone
service, inclusive of various rate-related fees, is at or

above $30.

Carriers prevented from charging ARC on Lifeline
customers.

ARC plus Subscriber Line Charge (SLC) cannot exceed
$12.20 per line for multi-line business customers.
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New Recovery Mechanism (cont’d)

e  Carriers may receive CAF support for otherwise-eligible
revenue not recovered by ARC.

>

Price cap carriers baseline recovery amounts begin at
90%, subject to a 10% annual decline. All price cap

CAF recovery will phase out over a 3-year period
beginning in 6™ year of reform.

ROR carriers recovery reduced by 5% annually.
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~ Christine Aarnes
Chief of Telecommunications
Kansas Corporation Commission

1500 SW Arrowhead Rd.
Topeka, KS 66614
785-271-3132
c.aarnes@kcc.ks.gov
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