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Section 254(b) Principles

The provision of high quality service,
Reasonable and affordable prices for consumers;

. Access to advanced services in all regions of the nation;

Consumers in rural and high cost areas have access to all
telecommunications services that are provided in urban
areas at reasonably comparable rates;

. Providers of telecommunications services make equitable

and nondiscriminatory contributions to the preservation
and advancement of universal service;

. Specific, predictable, and sufficient federal and state

mechanisms to preserve and advance universal service; and

. Universal service support mechanisms and rules that are

competitively neutral.



Types of Universal Service Funds

Low-income support: In 1984, the Commission established a Lifeline program to
promote universal service by providing low-income individuals with discounts on the
monthly cost of telephone service. Since then, the Commission has expanded the rules
to help low-income households pay the initial costs of commencing service, and expand
the federal default eligibility criteria to include an income-based criterion and additional
means-tested programs.

High-cost support: “The high-cost support mechanisms enable areas with very high
costs to recover some of these costs from the federal universal service support
mechanisms, leaving a smaller remainder of the costs to be recovered through end-user
rates or state universal service support mechanisms. In this manner, the high-cost
support mechanisms are intended to hold down rates and thereby further one of the most
important goals of federal and state regulation the preservation and advancement of
universal telephone service.”

Schools and libraries support: “Eligible schools, school districts, and libraries, may
receive discounts of 20-90% for eligible telecommunications services, voicemail,
Internet access, and internal connections under the schools and libraries universal
service support mechanism.”

Rural health care support: The 1996 Act requires telecommunications carriers to provide
telecommunications services to public or non-profit health care providers at rates
comparable to those charged for similar services. The Commission's universal service
rules also permit eligible health care providers to receive support for any
telecommunications service.



States’ Federal Filing Requirements

“...states should be required to file
annual certifications with the
Commission to ensure that carriers use
universal service support “only for the
provision, maintenance and upgrading
of facilities and services for which the
support Is intended” consistent with
section 254(e).”



FCC Suggestions as to How Universal
Service Funds Could be Used by States

“...a state could adjust intrastate rates, or otherwise direct
carriers to use the federal support to replace implicit
Intrastate universal service support to high-cost rural areas,
which was formerly generated by above-cost rates in low-
cost urban areas, that has been eroded through competition.
A state could also require carriers to use the federal
support to upgrade facilities in rural areas to ensure that
services provided in those areas are reasonably comparable
to services provided in urban areas of the state. These
examples are intended to be illustrative, not exhaustive.

As long as the uses prescribed by the state are consistent
with section 254(e), we believe that the states should have
the flexibility to decide how carriers use support provided
by the federal mechanism.”



Descriptive Statistics and Definitions of Variable
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Correlation of Variables
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Qualified Line — Coefficient Estimates
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Elasticity Estimates for Qualified Lines

Elasticities after regress
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USF Findings

 Data analysis indicates that USF money Is
not being used to upgrade the facilities.

e Results do not change if | use HCPM loop
cost estimates.

* \What does work? Evaluation of packet-
switching.



Variables Used in Regression Analysis

Variables Mean | Deviation | of Coeticient

Packet Switching 2001 0.282 (B)b 0.450

In(competition) -18.1 7.09 +
Federal Price Cap 0.719 (B) 0.449 (B) -
RUS Support 0.173 (B) 0.378 (B) +
271 Approval 0.0838 (B) 0.277 (B) +
UNE price/ Embedded Loop Cost 0.787 0.180 +
% WC Territory Classified as Rural | 0.716 (B) 0.388 (B) -
# of Employees 4848 10,575 +
# Small Establishments in SIC 52 16.2 40.80 +
# Medium Establishments in SIC 1.58 5.95 +
# Large Establishments in SIC 52 1.25 8.08 +
# Small Establishments in SIC 54 27.7 76.65 +
# Medium Establishments in SIC 1.74 7.00 +
# Large Establishments in SIC 54 0.389 2.28 +
Bellsouth 0.0825 (B) 0.275 (B) +
Verizon 0.253 (B) 0.435 (B) +
Qwest 0.0628 (B) 0.243 (B) +
SBC 0.156 (B) 0.363 (B) +
Alltel 0.0324 (B) 0.177 (B) +
Sprint 0.0686 (B) 0.253 (B) +
Century 0.0366 (B) 0.188 (B) +
Cinnbell 0.00271 (B) | 0.0520 (B) +
Citizens 0.0415 (B) 0.199 (B) +
TDS 0.0134 (B) 0.115 (B) +
Valor 0.0129 (B) 0.113 (B) +




Regression Table with Packet Switching as Response Variable
All ILECs, Constant — Small Size Firms
Three-stage least squares regression

Equation Obs Param s RMSE R-sq chi-2 P
In(com petition) 18476 15 0.3861111 0.4843 17319.85 0.0000
Packet 2001 18476 24 0.3704809 0.3227 8782.76 0.0000

Std
Coef Error z P>|z] [95% Conf. Interval]

In(com petition)

Packet 2001 0.0431484 0.0157743 2.74 0.006 0.012231 0.074065
D ensity 0.0000400 0.0000013 31.14 0.000 0.000037 0.000042
%W C as Rural -0.1457951 0.0108959 -13.38 0.000 -0.167150 -0.124439
TotHousehold 0.0000067 0.0000007 9.49 0.000 0.000005 0.000008
271 Approval -0.0205524 0.0109395 -1.88 0.060 -0.041993 0.000888
RUS Support 0.0076099 0.0103488 0.74 0.462 -0.012673 0.027893
UNES$/LoopCost 0.0545192 0.0168309 3.24 0.001 0.021531 0.087507
#of Employees 0.0000145 0.0000007 20.7 0.000 0.000013 0.000015
Fed Price Cap 0.0202869 0.0090114 2.25 0.024 0.002624 0.037948
#SmallEstIinSIC52 -0.0002990 0.0002636 -1.13 0.257 -0.000815 0.000217
#Med.Est.InSIC52 0.0073952 0.0016102 4.59 0.000 0.004239 0.010551
#lLargeEstinSIC52 0.0040005 0.0005072 7.89 0.000 0.003006 0.004994
#SmallEstinSIC54 -0.0017103 0.0001151 -14.85 0.000 -0.001936 -0.001484
#Med.Est.InSIC54 0.0259311 0.0012137 21.37 0.000 0.023552 0.028309
#LargeEstinSIC54 -0.0086213 0.0023650 -3.65 0.000 -0.013256 -0.003986
cons 0.0685789 0.0180545 3.8 0.000 0.033192 0.103965
Packet 2001

In(com petition) 0.0558164 0.0243006 2.3 0.022 0.008188 0.103444
271 Approval 0.2514820 0.0108807 23.11 0.000 0.230156 0.272807
RUS Support 0.0454144 0.0103036 4.41 0.000 0.025219 0.065609
%W C as Rural -0.1593691 0.0114146 -13.96 0.000 -0.181741 -0.136997
UNES$/LoopCost 0.1708274 0.0170253 10.03 0.000 0.137458 0.204196
#of Employees 0.0000079 0.0000008 9.76 0.000 0.000006 0.000009
Fed Price Cap -0.1201082 0.0159837 -7.51 0.000 -0.151435 -0.088780
#SmallEstIinSIC52 0.0010045 0.0002448 4.1 0.000 0.000524 0.001484
#Med.Est.InSIC52 -0.0077946 0.0015225 -5.12 0.000 -0.010778 -0.004810
#LargeEstinSIC52 0.0047894 0.0004840 9.9 0.000 0.003840 0.005738
#SmallEstIinSIC54 0.0006176 0.0001088 5.68 0.000 0.000404 0.000830
#Med.Est.InSIC54 -0.0062399 0.0012071 -5.17 0.000 -0.008605 -0.003874
#LargeEstinSIC54 -0.0161566 0.0022411 -7.21 0.000 -0.020549 -0.011764
Bellsouth 0.1718632 0.0180032 9.55 0.000 0.136577 0.207148
Verizon 0.2306514 0.0159492 14.46 0.000 0.199391 0.261911
Qwest 0.6097949 0.0181672 33.57 0.000 0.574187 0.645402
SBC -0.0868117 0.0173419 -5.01 0.000 -0.120801 -0.052822
Alltel -0.1499756 0.0164209 -9.13 0.000 -0.182159 -0.117791
Sprint 0.0794594 0.0184300 4.31 0.000 0.043337 0.115581
Century 0.4535139 0.0157236 28.84 0.000 0.422696 0.484331
Cinnbell -0.1745825 0.0550845 -3.17 0.002 -0.282546 -0.066618
Citizens -0.0049829 0.0194448 -0.26 0.798 -0.043094 0.033128
TDS -0.1686973 0.0243910 -6.92 0.000 -0.216502 -0.120891
Valor 0.1039920 0.0284562 3.65 0.000 0.048218 0.159765
cons 0.1492551 0.0195134 7.65 0.000 0.1110097 0.187500

Endogenous variables: In(competition), Packet 2001
Exogenous variables: Rest of the Variables




Elasticity Estimates

Variables
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