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PROCEEDIL NGS

CHAI RVAN KENNARD: Good afternoon, and wel cone
everybody to our En Banc Panel on Consuner |ssues and
Education. W have a very interesting and packed agenda for
the afternoon, so | think we need to get started, and we're
going to have to keep our schedul e.

We have our -- we have a tinekeeper here, Ruth,
are you going to do that for us today? Ruth Darcey is going
to be our tinmekeeper and she is a very tough |ady, so she's
going to be enforcing our tinme deadlines strictly.

| would Iike to wel cone everyone here. W are
going to have two panels today. The first panel will be on
i ssues of affordability of basic tel ephone service.
Qoviously, this is a central goal of the FCC, and our
col | eagues in the states. It has been for nmany decades.

And Congress, of course, reaffirmed that goal quite
explicitly in the Tel ecommuni cati ons Act of 1996.

We have been given the difficult task of
i npl enenting the extrenely inportant Universal Service
provisions in the 1996 Act. W are in the mdst of that
process. Comm ssioner Susan Ness and Chairman Julia Johnson
have been co-chairing the Joint Board on Universal Service.
They are -- they have a very busy Novenber ahead. W're
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| ooki ng very much forward to the recommendati ons of the
Joi nt Board.

The first panel will address these affordability
issues. We will have a second panel on consuner education
i ssues, which, as you all know, have taken on renewed
prom nence as we have noved into nore conpetitive markets in
tel ecommuni cations. It requires nore vigilance, in ny view,
not only on behalf of consuner, as there are nore
conpetitors out there vying for their dollars, but also
those of us in governnent have to be nore vigilant to nake
sure that issues |like slanm ng and cramm ng are on our radar
screens, and that we are actively protecting consuners.

"1l tell you a little bit about how we plan to
proceed today just froma procedural standpoint.

| will welcome the other Conmm ssioners here to
make opening remarks. Then we will introduce the first
panel. | will ask all of the panelists to introduce
t hensel ves and tell us your affiliation. Then I wll ask
each panelist to take no nore than eight mnutes for their
presentation, and the tinekeeper, M. Dancey, will indicate
when two mnutes remain, and | do inplore the you be very
m ndful of the time. Then we're going to have sone general
Q and A's fromthe panelists.
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We are going to alternate federal comm ssioners
and state comm ssioners. | have given all the conm ssioners
a list of the order of questioning. There is no logic to
it. It was pretty nuch at random and we will begin with
Chai rman Johnson

CHAI RVAN JOHNSON:  Openi ng statenent?

CHAI RVAN KENNARD: Openi ng statenent, yes.

CHAI RMAN JOHNSON: Thank you, M. Chairman, and
Comm ssioners of both federal and state. | think this is a
monment that we should all be very proud of, to have an
opportunity to address these issues.

As we attenpt to inplenent the Tel econmuni cati ons
Act on both the state and federal |evel, one of the things
that we keep hearing fromcustoners is, as you try to
transition for conpanies, renenber us in the process. |[|'ve
had the opportunity over the |ast year to hold about 45
public hearings. Sone of them have dealt directly with the
consuner issues, slamm ng and cramm ng. O hers have deal t
with fair and reasonable rates, and what should that nean,
and Uni versal Service type issues for custoners.

Sone of the nessages are clear. Custoners don't
want to see conpetition for the sake of conpetition, and
that they don't believe that Universal Service should nean
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hi gher |l ocal rates. Those concepts are seen as counter-
intuitive

| think that we should be able to, fromthe
coments of our panelists on both panels, have a better
appreci ation of those issues, determne how we're going to
address those issues working together. To the extent that
we have consuner education prograns, | brought with nme ny
director of consuner affairs, Bev DeMell o, because we are
interested in partnering with industry and the federal and
state regul ators to make sure that custonmers are nore
i nf or med.

We have learned a lot fromthe last tinme around.
t hi nk when we inpl enented sone of the Universal Service
progranms, we, at the regul ator stages and the conpani es,
coul d have done a better job of educating and informng
custoners as to what woul d happen, and | think we have to
remai n cogni zant of that process as we endeavor to inplenment
what ever el se m ght need to be inpl enent ed.

As we hol d these panels, and as we begi n our
deliberations as it relates to Universal Service, | am
al ways rem nded that we are becom ng | ess econonic
regul ators and nore consuner educators, and | keep that in
m nd as we hear your comrents on both affordability, | say
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9
that to the panelists, and on consuner education and how we
are going to nmake custoners better understand the new
conpetitive markets in which we will be participating in.

And with that, again | would like to thank you
M. Chairman, and Conm ssioner Ness for her involvenent and
her | eadership on the Universal Service Joint Board, and we
| ook forward to comments and del i berati ons.

CHAI RMVAN KENNARD:  Thank you.

Conmi ssi oner Ness.

COWM SSI ONER NESS: Thank you, M. Chairman.

| just want to nake two points. Point one is that
the consuner is at the heart of everything that we do. And
point two is that point one is as valid for state
comm ssi oners and state consuner advocates as it is for
federal conm ssioners.

So I'mglad to have this joint assenbly of FCC
conm ssi oner and State Joint Board nmenmbers so that we can
explore all of the issues that we both are grappling wth,
and | look forward to the discussion today.

Thank you.

CHAI RMVAN KENNARD:  Thank you.

Comm ssi oner Schoenf el der.

COW SSI ONER SCHOENFELDER:  Thank you, M.
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10

Chai rman, and thank you for having us here today.

| amgoing to be very brief, and rather than just
to repeat what Conm ssioner Johnson has said, what |'m going
to dois invite you to come to NARUC the 8th of Novenber,
and |isten to sone of the sane discussion as the states get
into the discussion of what we can do for consuners al so.
So | hope that will take off fromhere and we can |earn here

and add to that. So | would like to invite you all to cone

to that.

Thanks.

CHAI RVAN KENNARD:  Well, [I'Il be there.

Comm ssi on Fur chgott - Rot h.

COWM SSI ONER FURCHGEOTT- ROTH:  Thank you, M.
Chai r man.

| just would like to take a brief nonent to
wel come the panelists here, particularly on the first panel.
M. Metts has cone from Penasco Valley, in New Mexico, and |
had the great pleasure of visiting Conm ssioner Tristani's
home state in August and neeting with M. Mtts and ot her
folks fromsonme of the small rural telecos in southeastern
New Mexico. M. CGunper, it's always a pleasure to see you
and | particularly would |ike to wel cone our consumner
advocates, both fromthe State of West Virginia, and Mark
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11
Cooper, who does such a fine job for Consuner Federation.

Consuner advocates have a rare position in our
soci ety of providing sone sense of noral authority, if you
will, on behalf of consuners. They have both the privil ege
and the responsibility of speaking on behalf of consuners
for what the world m ght | ook |ike.

We has comm ssioners, whether at the federal or
the state level, have a different responsibility, and that
is tointerpret the lawas it is witten, and these two work
t oget her very well.

| very nmuch |look forward to your conmments fromthe
perspective of consunmers about how Uni versal Service should
be i nmpl enented, and | hope very nmuch to hear particularly
your views about what agency has the specific |egal
authority to do precisely what you would think best in the
consuner interest, whether that is the federal conm ssion,
the state conm ssions, or whether in fact there may not be
the specific legal authority to do what you think best, and
in some sense that m ght have to be left either for state
| egi sl ators or for Congress.

It is a great pleasure to be here on a panel with
both federal and state conm ssioners because | think many of
the issues wll be addressed today nay not necessarily lie
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12
in the federal jurisdiction, and we | ook forward to
under st andi ng better how t hese can be addressed at the state
| evel as well.

Thank you, M. Chairnman.

CHAI RVAN KENNARD:  Thank you, Comm ssi oner.

Chai r man Wbod.

CHAI RVAN WOOD:  Thank you, Bill.

| think all of us appreciate being up here with
you all on these inportant issues.

Just a little background, we in Texas are goi ng
t hrough a Universal Service Fund restructuring that we
antici pate being done in tw nonths, and are going through a
| ot of these issues in an accelerated tinme frane as we're
experiencing collectively here.

And | think one of the things, and I was readi ng
the testinony last night, believe it or not you are all nore
interesting than anything that was in CSPAN or CNN. Parts
of the world out there aren't as interested in the el ections
as maybe fol ks here are.

But the reading did point out a few things from
both panels that | would like you all to just nuse over and
hel p me understand nore today is we do have a very subsidy
rich industry we're tal king about here wwth a | ot of
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m sal |l ocated rates that for whatever purposes they are, they
are. And in undoing that, which | think a conpetitive
market will do and/or regulators that want to spur the
devel opnent of a conpetitive market may want to do, a
custoner education effort is just real critical.

| amnore than willing to assune the custoners, if
you tell themthe truth, they're going to maybe not like it,
but at | east accept and understand and nove on to the next
i ssue.

|"ve got a litany of conplaints fromny custoner
protection unit that talk about the run around, that we get
bl aned for this, and then we blanme so and so with that.
W' ve even got one back fromthe FCC that said call the PEC,
they regul ate AT&T's rates, which nmade nme kind of scratch
Joel, maybe we need to tal k about that.

(Laughter.)

|"mgoing to assune as a given that the custoners
of Texas and the rest of the United States can handl e the
truth if we tell it to themin a clear way. And so |I'm not
scared of the fact that we've got sone subsidies to undo. |
can defend a Universal Service assessnent if | know the
noney is going to the right place. But | think it's a
collective effort that we've all got to take the pledge to

Heritage Reporting Corporation
(202) 628-4888



N

o o A~ W

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

14
do, and | |l ook forward to maybe exploring with you al
t hrough both panels how to do that, because the pledge is
pretty darn hard to wite because nobody want to sign off on
it just yet.

But | think the only way to get to a real
conpetitive industry that does deliver benefits to the
custoner is to make sure that we are telling a unified and
uniformtruthful story to the public about what we're up to.

CHAI RMVAN KENNARD:  Thank you.

Conmi ssi oner Powel | .

COWM SSI ONER POVNELL: | really had nothing to add
to that. | would like to, however, formally associate
nmyself with Comm ssioner Whod's remarks. | think that tee's

up our challenge precisely, and | also thank both the
Chai rman and others for organi zing this inval uable
opportunity to neet with our state coll eagues, and | wel cone
all of them and very nmuch | ook forward to hearing fromthe
panel .

Thank you.

CHAI RVAN KENNARD:  Thank you, Comm ssi oner

Mart ha Hagerty, our consumer representative

M5. HAGERTY: Thank you.

As | see our charge, and it always has been, is to
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15
preserve, | think the statute does say "preserve" Universa
Service, and at the sanme tinme | think consuners have been
prom sed during all this |legislative debate that they would
have | ower prices and nore services, or better services.

|"minterested to hear what the consuners have to
say about many of the proposals in this docket. Sinply
attenpt to restructure rates, raise sone rates, |ower
others, and in sone cases | think there is a concern that
what we call Universal Service rates, basic rates, are being
proposed to be raised, | don't think that's what the Act
envisioned. | would like to have that debate today.

Secondly, with respect to consunmer educati on,
think it's obviously very incunbent upon the regulators to
address this issue. It's tinme that this issue be tee' d up.
Al'l of us who deal with consunmers in our states are aware of
the conpl ete confusion that consuners are undergoi ng and
their inability to make intelligent choices because they
sinply do not have the information in front of them So
"Il be very anxious to hear the panel today.

CHAI RMVAN KENNARD:  Thank you.

Comm ssi oner Tri stani.

COWM SSI ONER TRI STANI: M. Chairman, first of
all, I want to welcone all ny fell ow conm ssioners and the
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16
consuner advocate, fellow comm ssioners fromthe states. |
still have ny heart in the states, as you well know. And |
am delighted that we are having this hearing.

Two things: Qur first panel is entitled "Ensuring
Affordability and Consunmer Choice,"” and it sounds like we're
sure that things are affordable right now, and that may be
true for the vast majority of Americans, but | think we need
to renenber that our penetration rate, which is about 94
percent, is not across the board, and there are certain
Anericans that are very, very out and not connected, whether
it be Native Anericans in New Mexico, whether it be the 26
percent of households in ny native island of Puerto R co who
do not have tel ephone service, whether it be many mnorities
inthe inner cities that don't have tel ephone service.

So ny interest is not only ensuring that those
Anerican that are connected continue to have affordable
service, but those that are not get connected.

Now, sonme may say, oh, there may be other issues,
there may be cultural issues, a variety of issues that we
don't know that keep other Americans from bei ng connect ed,
that nmay be, but | think affordability probably is a big,
bi g concern.

Qur second panel has to do with consuner
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17
education, and that's one | particularly welconme. Less we
forget, we have a consuner cost center at the FCC. And, M.
Chairman, | | ooked at our web page today. | wanted to know
how many calls we had gotten on slamm ng and cranmm ng
t hrough Septenber 30th. And if ny arithnmetic is correct,
because | had to add up several categories, 101,611. That's
t he peopl e who know that we have a hot line to call. Those
nunbers alone tell us that we have to do everything, working
together, the FCC and the states, consuner advocacy groups,
any groups that can help us, to informthe public on what
their rights are when they are decei ved.

Thank you, M. Chairnman.

CHAI RVAN KENNARD:  Thank you, Comm ssi oner.

Comm ssi oner Baker.

COWM SSI ONER BAKER:  Thank you, M. Chairnman.
It's, of course, a pleasure to be here. | wll reserve
coment other than just to, of course, thank the federal
comm ssion, ny state counterparts, and, of course, the state
and federal staffs, and, of course, today's panelists for
efforts that they have put forth towards today and
tomorrow s panels, and we're all very glad to participate in
this process.

| would |ike to nmake one comment t hat
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18
affordability is obviously inportant notion, and one which
needs to be addressed, and one which needs to be preserved,
but al so part of the equation is the quality of service that
consuners receive, and we need to be mndful of that in
addressing the issues of cost, and realizing that consuners
want nore than just the cheapest product; they want the best
value for their telecommunications dollar, and that's an
equation which bal ances cost and quality.

Thank you.

CHAI RMVAN KENNARD:  Thank you.

Now we will proceed with our panelists again.
wi |l ask that you introduce yourselves, and I will also ask
that you limt your remarks to eight mnutes. W wll go

t hrough the presentations of all the panelists and then we

wi || have some questioning fromthe conm ssioners.
Thank you.
M. -- who is beginning here? M. Gegg.

MR. GREGG Thank you. M nane is Billy Jack
Gegg. |I'mdirector of the Consuner Advocate Division of
the Public Service Conm ssion of West Virginia.

| want to say good afternoon to all the
conmmi ssioners, thank them for having us here today.

| have arranged ny statenent as a response to each
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of the questions posed by the Comm ssion in setting up this
panel .

The first question was, "Is the goal of affordable
basi ¢ service being net?"

Yes, current rates for basic service are
af fordabl e and becom ng nore affordable. Even before the
advent of the Tel ecommuni cations Act of 1996, the general
trend in rates was down. \Wiy? Because transcendi ng any
changes in |l aw and regul ati on, tel ecomuni cations continues
to be a declining cost industry. Between 1992 and 1997,
| ocal rates held steady while general inflation rose by 15
percent. At the sane tinme toll rates cane down by 31
percent while use of the network increased by 61 percent,
according to the Comm ssion's nost recent study of revenues
in the tel ecommuni cations industry.

I n approaching the issues of Universal Service and
access charge forum the Comm ssion and Joint Board nust
keep in mnd that affordable rates are assunmed by Anericans
as a given. Policies adopted to introduce conpetition into
all area of telecomunications nust not do damage to the
| evel of affordability which has al ready been achi eved.

The second question: Are there policies the Joint
Board shoul d consi der recommendi ng to neet the goal of
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af f ordabl e service?

The Comm ssion and the Joint Board nust renenber
that the ultimte goals of the Tel ecommuni cati on Act of 1996
are |ower prices and better services for all Anericans. The
means that we have chosen to achi eve those goals is
conpetition. However, sone seemwlling to sacrifice the
ultimate goals of the Act and the affordability we have
al ready achieved in an attenpt junp start |ocal service
conpetition.

Gting the wording of Section 254, which requires
t hat Uni versal Service support be explicit and sufficient,
t hey argue that basic rates nust be raised to unaffordable
| evel s, and that the federal Universal Service Fund nust
swell to $20 billion.

| say to you nost enphatically that the purpose of
i ncluding the specific Universal Service guarantees in
Section 254 of the Tel econmuni cati on Act was not to inpose
$50 a nonth basic service charges on rural custoners, nor to
i npose a 20 percent Universal Service surcharge on al
custoners.

On the contrary, the explicit goal of 254 is
af fordabl e service for all, and rates in rural areas that do
not vary appreciably fromthose available in urban area.
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Furthernore, there is no | anguage in Section 254
nor in any other part of the Act which requires that access
charges be reduced and that Universal Service obligation be
rai sed to pay for such reductions.

Pol i ci es which the Joint Board should consider to
meet the goal of affordability should include the follow ng:

First, do no harm Rates are affordable now. The
Tel ecomruni cati ons Act was passed to nmake rates even nore
af fordabl e for everyone. Watever you do don't make average
consuners in this country worse off as a result of your
deci sions, which are supposed to maintain and enhance
Uni versal Service.

Second, let states take the lead in determ ning
affordability. The cost of living is different in different
states, and it stands to reason that affordability will also
differ. Each state should be able to determ ne
affordability according to its own standards and experi ence.

Sone states have already proposed rate benchmarks
for their own purposes. For exanple, Nebraska has proposed
an affordability benchmark of $22.00, including the
subscri ber line charge and ot her surcharges, while Wom ng
has proposed $25.00, excluding the SLIC and ot her
surcharges. Oher states may propose different standards.
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Sonme states have rates based on neasured rates. Ohers
prohi bit measured rates. Each state is different.

The Comm ssion shoul d ensure that states continue
to receive at least the |level of federal Universal Service
support they current receive, and |l et each state plot its
own course in determ ning when and howit wll reorganize
internal subsidies and local rates, if any. |f additional
federal support is needed after conpetition actually begins
at the local level, the issue can be addressed at that tine
with the benefit of actual data.

Third, additional Universal Service support should
not flow until conpetition actually devel ops. Conpetition
IS supposed to drive out the inplicit subsidies in existing
rates wthin each state. Geat, let conpetition do it.
Regul ators shouldn't. Regulators are very bad at
replicating the market. There is no harmin devising a
Uni versal Service support systemwhich can kick in if and
when conpetition actually begins to erode revenues
supporting the existing network to unacceptable |evels.

However, it would be the height of folly for
regulators to attenpt to wing out perceived inplicit
subsi di es before conpetition begins. The only result wll
be i nsupportably high | ocal rates and/or insupportably high
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Uni versal Service surcharges.

Fourth, avoid mandatory surcharges, especially
fixed per line surcharges. Fixed per line surcharges tend
to endure regardl ess of changes in underlying cost. Wtness
the subscriber line charge. In spite of numerous reductions
i n access charges over the past few years and in spite of
reductions in the underlying cost of tel econmunications and
in spite of the earnings of the conpani es which receive the
SLIC, the SLIC has remained fixed, inmune to changes in the
surroundi ng environnent.

Fifth, be aware of the inpact of the totality of
your decision. In determining the affordability of basic
service for consuners, it is the totality of rates that is
inportant. Local service plus any surcharges are line itens
charges. You will have acconplished little by defining
affordability as an arbitrary dollar figure if an excessive
Uni versal Service surcharge nust be added to the custoner's
bill to make the so-called affordable | evel achievable.

The third question: To the extent that surcharges
are inposed, are there policies that the Joint Board should
recommend to ensure that rates remain affordabl e?

As |'ve stated above, the real question is whether
surcharges should be inposed at all. | enphasize again the
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Commi ssi on should not inpose mandatory surcharges on end
users. In fact, | would point out that sonme states have
prohi bited recovery of state Universal Service contributions
t hrough surchar ges.

However, if surcharges are inposed, the follow ng
policy should be followed to ensure that rates remain
af f or dabl e:

First, federal surcharges should apply only to
services over which this Conm ssion has jurisdiction;
nanmely, interstate services.

Second, surcharges on end users should not be
mandator. Section 254(d) of the Tel ecommuni cations Act is
very clear that every tel ecomrunications carrier rather than
every tel ecomuni cations custonmer nust contribute to
Uni versal Service support mechanisnms. So far this
Comm ssion has followed this clear directive of the Act and
has continued to inpose Universal Service obligations on
carriers, allowng themto recover those costs in any | awful
manner .

Third, the subscriber Iine charge should be
reduced or elimnated. |If the Comm ssion is tying together
the issues of Universal Service reformand access charge
reductions, it nmust ensure that the subscriber |ine charge
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is also reduced. The SLIC was instituted in the m d-1980s
as part and parcel of the inposition of the new access
charge regine created after the break up of the Bell System
If it seens |likely the Comm ssion is going to reduce
interstate access charges inposed on carriers as part of
overall Universal Service reform in fairness, the
Comm ssi on nust al so reduce or elimnate the mandatory SLIC
currently inposed on all end users.

| thank you for allowing nme to present ny views
here today and 1'Il be happy to entertain any questions.

CHAI RMVAN KENNARD:  Thank you, M. G egg.

M. QGunper.

MR. GUMPER  Thank you for inviting nme to be here
today. | thought you were going to go down the list. |
wasn't quite ready.

First of all, I think I would agree with sone of
the coments we have just heard. Yes, tel ephone service for
the vast majority of Americans is affordable. | think that
affordability provides both state and federal regulatory
bodies the flexibility to address sone of the policy issues
w thout fear of in fact maki ng phone service unaffordable.

As a result of conpetition and as it devel ops,
there may be a need for sone increases in |local rates and
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even the subscriber |line charge. However, these types of
increases will not reduce subscribership and they wll not
make basi c tel ephone service unaffordable.

So what's the problenf

As Conm ssion Tristani noted, there are areas,
there are pockets where subscribership is still very |ow.

For this segnment of society, one of the actions that the
Federal - State Joint Board took was to significantly enhance
the Lifeline and Link-Up Prograns.

As a nmenber of the USAC board, |'m happy to report
that as of August 1998, the |ast nonth which we have data
avai l able, there were 5.1 mllion Lifeline participants.
More inmportantly, the first eight nonths of this year 1.3
m | lion househol ds took advantage of the Link-Up Programto
of fset some of the initial connect charges for getting basic
service. Currently, these prograns are growi ng at an
average rate of about two percent a nonth in terns of the
demand on those two different funds.

Jorge Schenent has done extensive research work in
t el ephone penetration. H's nost recent work indicates that
it's not always clear what are the underlying causes of
| oner tel ephone penetration, particularly anong different
segnents of society.
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|'"d like to cite sone figures fromhis study, and
actually cite fromhis study in ternms of data representing
owner - occupi ed housing units, and | would just point out
that in ny coments those figures are cite are for owner-
occupi ed housing units, not for the general population as a
whol e.

As he points out, "Since those who own their own
homes are nost likely to have a tel ephone, the differences
between the majority and mnorities should be m nim zed.
Therefore, owner housing units represent a strong test for
the uni form exi stence of a tel ephone gap.

“In California counties, where data is avail abl e,
the differences between African-Anmericans and whites vary in
the extrenme. Yuba County has a gap of 37.24 percent, while
near by Sacranmento County shows al nost no difference.
Furthernore, five of the counties nmeasured indicate higher
t el ephone penetration rates anongst African-Anmericans than
whi t es.

| think that kind of data indicates that the
expl anation as to why we have different penetration rates in
different areas of society is not sonething that ia easily
solved at a national |evel

Again, to quote fromthis research paper, "If we
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wish to solve the nystery of the tel ephone service gaps, we
w Il have to | ook beyond the data that has guided us in the
past. W nust go beyond national data that will uncover a
conplex array of factors nore particular to localities than
to the country as a whole."

| would state that this information indicates that
the reasons that people do not have a tel ephone go far
beyond price and affordability, and probably need to be
addressed at a local level in ternms of trying to design very
specific progranms if you're going to address those issues.

Anot her reason for reduced tel ephone penetration
is that the cost of wiring sparsely popul ated areas can be
very prohibitive. W've been at this ganme, | mght say, for
along time, this idea of trying to identify what the cost
of Universal Service is in renote areas precedes the Tel com
Act. The nodels that we are | ooking at now, including the
nmore recent version that the FCC has put out, started back
several years ago, and there is no question that when you
| ook at those nodels it indicates that there are areas of
the country that it is extrenely expensive to deploy wre
line facilities.

| think what we've m ssed in the process, though,
over these past few years is that wirel ess technol ogy has
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probably becone the nore cost efficient way to serve the
areas. One exanple | would give you is a subsidiary of Bel
Atl antic Mbile, Southwestco Wreless, basically operates in
Arizona serving many renote areas, including the Tohotum
| ndi an Reservation, an area where, quite frankly, it's
probably cost prohibitive to deploy wire line facilities.

Anot her exanple | quote was Western Wreless in
Ant el ope Vall ey Nevada. This is an area where basically
they were able to provide service to 58 custonmers who |ived
there for a cost of $100,000 versus what woul d have been the
wire line cost of $1.3 mllion.

| would maintain that it is probably not in the
best public interest to, in effect, subsidize or grant
support levels to wire |line conpanies in nunbers that can
exceed $100 a nmonth when in fact you can get wireless
alternative that gives you al nost nati onw de coverage for
that same price

In closing, let me say that tel ephone service is a
bargain and will remain affordable as |ocal conpetition and
t echnol ogy devel ops. However, states and the FCC nust
address the inplicit support in their rates that will not be
viable with increasing conpetition, and | would add t hat
t hat doesn't necessarily have to be done i medi ately, but as
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conpetition devel ops.

Sonme states will not have the resources to solve
their own high cost problens. For those states, and only
those states, a snmall targeted federal fund can provide
assistance to ensure that their rates remain affordable.

The distribution of these funds within a state and the need
for intrastate support programare nore effectively
addressed at the state and local levels. However, the Joint
Board nust continue to nonitor these issues as we nove
forward to detect if additional policy intervention is
war r ant ed.

Thank you for this opportunity, and will be glad
to answer any questions.

CHAI RVAN KENNARD: Thank you, M. Gunper.

M . Cooper?

MR. COOPER.  Thank you, M. Chairman.

My nanme is Mark Cooper. | am D rector of Research
at the Consuner Federation of America. | have al so
testified in about 40 states. At |least two dozen of those
on Universal Service, including Texas and Florida, which are
represented on the Board. | have a project in New Mexico
| ooking at | ow i ncone peopl e.

The Joint Board and the Federal Conmunications

Heritage Reporting Corporation
(202) 628-4888



N

o o A~ W

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

31

Comm ssion face a difficult task in the nonths ahead of
| onering access charges to cost, expanding participation in
the Lifeline Program funding the schools' libraries, and
hel p grow Health Care Program and providi ng high cost
support to rural areas and insular areas, all this while
keepi ng rates just reasonabl e and affordabl e.

However, the Joint Board and the FCC have already
forced the conceptual framework to make this task nmanageabl e
in the decisions that were laid down in 1996. They have
firmy and soundly refused to change the fundanent al
principle, a sinple idea that shared services should share
the cost for the facilities they use. There is no |egal,
constitutional, economc or public policy reason to stop
treating the |l oop as a shared cost between all the services
that use it, the principle that was laid down 70 years ago
by the Suprene Court.

The 1996 Act reaffirnmed that fundanenta
comm tnent in Section 254(k) where not only was a subsidy
for conpetitive services forbidden, but also basic service
was required to bear no nore than, and could bear |ess than,
a reasonabl e share of joint and commobn costs.

| f you accept that principle, we will have no
difficulty preserving the affordability of service, and we
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have said that, CFA and its nenber groups, at the federa
| evel and the state level. | recently testified to that, in
fact, in Florida as well.

The FCC and the Joint Board have determ ned that
f orwar d- | ooki ng economi c costs are the only basis on which
we can build an effectively conpetitive industry, efficient
f orwar d-| ooki ng econom ¢ costs, and | urge you to resist the
tendencies to constantly build back in inefficiencies into
your analysis under the threat or claimabout stranded
costs.

The FCC has al ready adopted the principle that the
unit of analysis for unbundling the network el enents shoul d
be the sane as the unit of analysis for calculating
Uni versal Service. |If we have a statew de average unbundl ed
network el ement, we ought to have a statew de average
estimate of Universal Service costs.

The FCC and the Joint Board have adopted the
fundanmental principle that affordability is not just a
gquestion of are people wiling to pay nore, but what is the
burden. That is an absolutely crucial observation. W know
you coul d doubl e the tel ephone rates and nost people would
keep their phones. The market will bear a |lot nore. The
sinple fact of the nmatter is we're not supposed to be
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pricing up to what the market will bear.

And there are sonme people who will not be able to bear
that increase in costs.

The fact that the tel ephone costs have been declining
inreal terns does not justify rate increases. Many
consuner products, particularly those in the technol ogy
i ndustries, have been declining in real ternms. That's not a
justification to increase peoples' prices.

Now, we believe if you apply these principles you
wi || have a manageabl e task, but there will still be a need
for Universal Service Funds, and let nme give you a few
principles to apply, and specific principles we've advocated
at the federal and state |evels.

First, as you have already done, you nust treat
t he tel ephone network as a multi-product integrated entity.

I nclude all the revenues fromthe services that use this
network. Don't try and get it all from basic service, which
is what sone conpanies would |ike you to do.

Second of all, all Universal Service prograns
shoul d be funded fromone source. This effort to split |ow
i nconme and high cost in school and libraries msses the fact
that these are all Universal Service prograns, all enbraced
by Congress and they should be funded in the sane way.
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Third, | believe that all Universal Service
prograns should be funded fromall tel ecomunications
revenues, and, again, in your order you establish the fact
that you had the authority to do that. It's folly to burden
one sector wth all of the burden of Universal Service
costs. Universal Service benefits all classes of custoners,
all services and all geographic areas.

Finally, the FCC has articul ated the correct
principle in howto collect funds. It has argued agai nst
line itenms, and we believe that this is required by the Act,
it's practically necessary, and conceptually correct.
Legally, the Act required tel ecommuni cations service
providers to make the contribution for Universal Service.
Line itenms on consuners' bills are not service provider's
contri bution.

As a practical matter, the FCC has had a certain
anmount of difficulty of finding ways to ensure that federal
rate cuts get passed through to residential and snal
busi ness custonmers. If you inpose a |line itemon peoples
bills, they will suffer a net increase because you've been
unable to figure out how to nake sure the little guy gets
his share of the rate cuts.

Conceptually, | don't believe that line itens are
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appropriate. Now, let ne nake it clear. W firmy believe
t hat consunmers should get useful and correct information in
their bills so that they can nmake effective economc
choices. But a Universal Service line itemis neither
econom cal ly useful nor econom cally accurate.

When you put a line itemon soneone's bill, there
is nothing the consuner can do with that information. Every
service provider charges them so they can't avoid it. It
cannot informtheir consunption decision, and that's what
econom ¢ deci sion-nmaking is about.

When you put a line itemon their bill, the
consuner has no way to accurately neasure its val ue.

Uni versal Service is a public good. The indirect val ue of
ubiquity is an externality that consuners have difficulty
eval uati ng.

More i nportantly, those consuners who are the
di rect beneficiary of that Universal Service Fund woul d be
conpletely unifornmed if you tell themyou're paying $2.00
for Universal Service, but you don't also tell themyou're
recei ving $10.00 of subsidy. It is very difficult to
portray that information.

Now, if the purpose of putting the information on
a consuner's bill is a policy purpose -- excuse ne -- a
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political purpose, to tell themthat the program exists,
then be ny guest. Once a year informthemthat there is a
Uni versal Service Fund. Here is what it's for, here is how
it's paid, and here is how nuch it costs in the aggregate.
That is useful political information. | don't think it has
any place on a consuner's bill, but fine, put it there if
you think you want to informthem

Thus, we believe that Universal Service can be
achi eved by a sinple set of principles that the Joint Board
and the FCC have already articul at ed. There is one way |
can suggest that you can guarantee the little guy, the
residential rate paper will get a benefit, and that is to
reduce the subscriber Iine charge. |[|'ve said this a few
times in the past. | will say it again. It's an idea whose
time has cone.

Fifteen, approximtely 15 years ago when we began
to put this charge in place, we had an estimte of federal
costs that were brought into the federal jurisdiction, and
over those 15 years the cost of basic service has declined
dramatically, but the subscriber |ine charge never has. Now
is the time to ensure that rate payers get sone of the
benefit that was prom sed by this Act by reducing the
subscri ber line charge.
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You can al so reduce other charges and raise your
Uni versal Service Fund. W prefer that that fund be raised
fromservice providers. That's what Congress thought,
that's what is economcally rational, and that is what we
think will support this program and continue to advance
Uni ver sal Servi ce.

This is a conplex task as the Conm ssion and the
Joi nt Board have learned in the |ast couple of years. W
| ook forward to working with you to build on the sound
principles you ve already laid down.

Thank you.

CHAI RVAN KENNARD: Thank you, M. Cooper.

M. Metts.

MR. METTS: CGood afternoon, M. Chairman,
Comm ssi oners, Menbers of the Joint Board.

| am John C. Metts, Chief Executive Oficer and
Ceneral Manger of Penasco Vall ey Tel ephone Cooperative, PVT,
headquartered in Artesia, New Mexi co.

| am appearing today on behalf of the National
Tel ephone Cooperative Association, NICA, of which | ama
menber of the board of directors, representing Arizona, New
Mexi co, Okl ahoma and Texas. NTCA represents approxi mately
500 small and rural tel ephone conpani es operating throughout
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the United States and in nine foreign countries.

We appreciate the opportunity to appear before you
to discuss the issue of affordability, which is anong the
nmost critical issues for rural tel ephone conpanies during
the transition to the new conpetitive environnment.

PVT is a subscri ber-owned cooperative which serves
just over 3,000 access lines in six exchanges scattered over
4600 square mles in southeastern New Mexico. The |argest
community in our tel ephone service area is Mayhill, New
Mexi co, with a popul ation of 300 people. Approximtely 20
percent of our access |ines serve businesses, the rest are
residential .

PVT services and technol ogi es are state-of-the-
art, with all digital switching, equal access, advanced
calling features, and INSD capability. Sonme of our npst
renote subscribers are served by BEDRS Radi 0. O herw se, we
use a mxture of fiber and copper |ooped technol ogy.

In addition to POTs and advanced services, PVT
offers interactive educational television to the school s,

i nternet access, cellular and paging. PVT is beginning
construction of PCS service and has obtai ned an LMDS
license.

Qur basic service rate is $14.90 per nonth for
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residential, and $20.30 for business customers. PVT is
typical of small rural tel ephone conpanies in the NTCA
menber shi p, except |ike nost western countries, its
subscri ber density is nmuch | ower.

| believe there is general agreenent that basic
t el ephone service today is generally affordable for nost of
the popul ation. This agreenment was reflected in the Joint
Board's recommended deci sion and the Comm ssion's report and
order in the Universal Service proceeding.

The Joint Board and the Comm ssion al so concl uded
correctly that affordability has both an absol ute conponent
and a relative conponent. | also are that subscribership is
an inportant issue, but not the only neasure of whether
service is affordable.

PVT, |ike nost NTCA nenber conpanies, has a high
| evel of subscribership. |In addition to subscribership,
regul ators should consider affordability issues in the
context of the other Universal Service principles in Section
254 of the Act. The first of which is that rate should be
just, reasonabl e and affordabl e.

The Act al so establishes that rates for urban and
rural areas must be reasonably conparable for simlar
services. Any conparison of rates nust, as the report and
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order recogni zed, consider the vast differences in calling
scope between urban and rural conpani es.

PVT has an average of 500 access |ines per
exchange. However, with EAS to US West areas fromthree of
t hese exchanges, the average subscriber in those exchanges
has a calling scope of approximately 5,055 |ines. For the
ot her three exchanges, the local rate only provi des access
to 104, 458 and 1206 lines, respectively, and those
exchanges calls, the school, doctors and county seats are
toll calls.

Even with EAS, rural subscribers necessarily use
much nore toll than urban subscribers to conduct their daily
affairs. That's a fair conparison to both |ocal service
rates and the average intra-LATA toll bill.

It's very inportant at this critical point in the
i npl enentation of the 1996 Act to pause for a nonent to
reflect on how it becane to be that rural areas are so well
served today, especially by rural tel ephone conpani es.

The good service and affordabl e rates we now enj oy
have not al ways been available to rural areas of this
country and generally are still not in major portions of the
wor | d.

Bef ore maki ng extensi ve changes in this successful
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system it's inportant that the Joint Board and the
Comm ssi on have a very degree of confidence on the
repl acenent net hodol ogy.

As Chai rman Kennard so aptly said earlier this
year, "Most inportant, we nust nmake sure that the new
Uni versal Service nechanisns work."

To make a long story short, affordable quality
servi ce has been wi dely depl oyed since the Second Worl d War
in high cost, |low density rural areas because of a
conbi nati on of factors.

First, in 1949, The Rural Electrification Act was
amended to provide |loans to tel ephone conpani es serving
rural areas. Congress took this action in response to find
the tel ephone subscribership in rural areas was very | ow and
had in fact declined substantially since 1920. Around the
sane time, the FCC, working with the Joint Board, began to
evol ve the separation rules which in their present form
allow for recovery of substantial portion of the cost of a
rural conpany to be recovered through access charges and
Uni versal Service support.

For 1996, rural utility service borrowers obtained
64 percent of their revenues fromthese sources and only 27
percent fromlocal service charges.
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The result is that |local rates are affordable
despite the nmuch hi gher per subscriber cost for providing
service. For those subscribers for whomthe local rate is
still too expensive, Lifeline and Link-Up Prograns may nake
the difference. PVT participates in both state and federal
assi stance prograns.

The exception to the general availability of
af fordabl e tel ephone service is in those renote areas where
potential subscribes of non-RUS borrowers are required to
contribute several thousands of dollars in aid to
construction charges in order to obtain service. For nost
famlies in renote areas, particularly on indian
reservations, these charges effectively preclude
subscription to service.

The Comm ssion's decision to fund only 25 percent
of the Universal Service support necessarily nmeans that in
many hi gh cost rural states the support will not neet the
statutory criteria of sufficient and predictable, and that
| ocal rates will not be just, reasonable and affordable, nor
conparable to urban rates. | understand that this decision
i's now being reconsidered, and | applaud the Chairman's
statenment |ast April that recognized that there are areas
where it nakes little sense to limt federal support to 25
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per cent .

States which have nostly high cost areas cannot
raise the 75 percent of the support within their borders
except by extracting contributions fromsubscribers at a
| evel that defeats the purpose of Universal Service support.
The point has been well explained in the reconsider
petitions of several states and the |ocal exchange carrier
associations. | would add, however, that this question
needs to be addressed sooner rather than |later as many
states are actively considering state Universal Service
funds and the unresol ved 75/25 issues nakes it al nost
i npossi ble to understand what will be needed in the
i ndi vi dual states.

Third, continued affordability of |ocal service is
depended on recognition of the inpacts of various aspects of
the Comm ssion's access reformorders. The two primary
concerns are primary inter-exchange carrier charge, PICC,
and the subscriber |ine charge.

When the Commi ssion first adopted the subscri ber
line charge, it was recognized by all that fromthe
subscri ber's perspective the subscriber |ine charge was
added to the local service charge to determ ne the bottom
i ne anount required for each nonth to nmaintain dial tone.
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However, at that tinme there was a nore clearly identifiable
pass-through of the reduced access charges by inter-exchange
carriers in that there were corresponding toll rate
reductions. This process maintained the essential character
of local service charges as nmandatory and toll as a
di scretionary expenditure.

| thank you for the opportunity to be here today.
"1l be glad to answer questions.

CHAI RVAN KENNARD: Thank you very much, M. Mtts.

W'll now go to a question and answer period from
the panel here. [I'll ask each of the comm ssioners who are
inclined to ask questions to limt their questioning to no
nore than a four-m nute question and answer period per
comm ssioner, and we'll go in the order that we gave our
openi ng statenents.

"Il begin by asking just a couple of brief
guestions of the panel.

M. Qunper, first of all, let nme thank you and
comrend you for your service on the USAC board. You've been
a very dedicated participant in that organization, and |
just wanted to publicly commend you and thank you.

And | was very interested to hear your report on
the effectiveness of the Lifeline and Link-Up Prograns as
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t hose prograns have been expanded and nade nore effective.
But | was having difficulty reconciling that with your
position in your testinony that you believe that neeting the
chal | enge of underserved areas is principally a local issue
because it seens to ne -- first of all, | agree with you
that these issues of serving underserved areas are very
conplicated and they are nade nore conplicated by issues of
poverty and race and class, and these are not easy issues
for us as a country. They never have been.

But | part conpany with you when you say that
these issues, as they pertain to affordabl e tel ephone
service, should not be dealt with at the federal |evel, and
| think Lifeline and Link-Up are good exanpl es of how we've
had a federal role and a matching state role that has been
quite successful.

And |I'mjust curious how you reconcile those two
positions.

MR GUWER Let ne be clear. What | neant by
that was that the -- | think the federal programof Lifeline
and Link-Up is out there, and obviously it has been expanded
and it will help resolve sone of the penetration issues.

| think the question is do you need to do nore in
terms of tel ephone penetration other than what the program
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that you have already put in place. And the answer to that,
| believe, would be no; that given the tel ephone penetration
in ternms of the socio-econon c people we're tal king about,
what we're down to, and | think the study by Jorge really
poi nts that up, these variations go beyond the question of
just affordability and price.

The Lifeline and Link-Up Prograns are there for
those people that |lack a tel ephone is a question of
t el ephone price, they can take advantage of that. | would
mai ntai n, though, that there are still going to be people
who for other reasons aren't going to want to have a
tel ephone in their hone. And I know that conmes as a shock
to sone of us.

And | know when | was a -- years ago | had a -- |
used to commute to Rockland County and there was a worKking
couple, and one day | offered to give thema ride hone
because he didn't have a car, and they were both -- had nice
j obs, and as we were approaching their apartnent, they said
could | stop at the pay phone so they could nake a call and
make arrangenents for a taxi the next norning.

And when they got back in | said, "You don't have
a phone at hone." And they |ooked at ne and said, "No, we
are pestered by phones all day |ong on our jobs, and the
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last thing in the world we want in our house is a phone."

Now, these were two well-to-do, you know, coupl es,
could easily afford a phone. They didn't want one.

So | think the problemwe have to deal with is
that there are going to be -- we're never going to get to
zero percent, and that's why | think if one wants to go
beyond the Lifeline and Link-Up, it's going to take a
different type of enphasis to understand what it is that's
driving people who don't take advantage of these prograns
not to have tel ephones in their hones. That's all.

CHAI RVAN KENNARD: It seens to ne that the cl ass
of people who don't have a tel ephone just because they don't
want one but can otherw se afford it is a very, very snal
per cent age of American, and not, frankly, one that, | agree
with you, we shouldn't be terribly concerned about, that's a
matter of a personal choi ce.

But | don't think it's appropriate, though, for
the class of people who don't have phone service for other
reason, be it affordability or issues of poverty or
education, that we should just abdicate the federal role
al t oget her, because there are -- certainly nost states wl|
act responsibly in this matter. But there may be those
states that don't, may not have the resource, and it seens
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to me that there should be a federal safety net of sorts to
make sure that we can advance universal service to the
extent possible.

M. Cooper, you touched on an issue that we have
been grappling with for quite sonme tinme at the Comm ssion,
and that is how we nake sure that consuners get the benefits
of savings in a declining cost industry. And |I'm curious as
to whether you have sone nore specific proposals or guidance
that you can give us on ways that we as regul ators and
policy makers can ensure that consuners get the benefits of
access charge reductions, for exanple, all classes of
consuner, not just the nore attractive high-end business
custoners.

MR. COOPER Well, the first answer and one that
CFA has al ways enbraced is that the consuner's best friend
is effective conpetition. That is the best form of consuner
protection. The difficulty is that we do not have effective
conpetition in many tel ephone markets, and we particularly
don't have it in the residential and | ocal exchange and
exchange access narkets.

So the first line of defense is sonething that
this Comm ssion, again, has been working on i terms of its
| ocal conpetition approach, and it's the 271 process, and
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that will take a long tine. 1It's becone quite clear that a
100-year-ol d nmonopoly may take 100 years to go away. Wo
knows? It's not going away so fast. That's the first |ine
of defense.

If that Iine of defense -- if that form of
consuner protection is not going to work, then you have to
| ook at the regul atory approaches. Qur experience has been,
CFA has not itself |ooked at the nunmbers, but the way | |ike
to put it is that there has been enough finger pointing back
and forth so that neither side has any credibility to
denonstrate to the average consuner that they've been
getting the benefits of the cost reductions that this
Comm ssi on has ordered.

My folks just don't believe it, and they want a better
nmeasur e.

W relied upon the subscriber |ine charge as a way
for you to at the end of the day say, |ook, that nunber is
on the bottom of your bill and it got smaller. That was the
nunber put on in the 1980s. It grewto its current |evel by
the md-'80s, and it stayed there. And other nunbers have
been reduced by this Comm ssion.

Back in 1980, the split of the recovery of those
costs in the federal jurisdiction was 50/50. Because of the
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| ast 10 years of reducing other charges and | eaving that one
alone, | think it's something |ike 80/20 today. That is, of
those original costs, we're getting 80 percent of themfrom
the end user and 20 in the usage charges.

One way to go about this is get us back to the
50/50. Make that reduction. | know!| wite that check
every nmonth. And so if you |lower that nunber, you can say
we |lowered that. WII other nunbers go up? That's our
fear, but at |east you have this bottomline protection.

It's extrenmely inportant that if you do it, you
tell people you' ve done it because the cost of providing the
servi ce has gone done, which it denonstrably has. That
means that people then can't run and say you've got to
repl ace that noney. There is nothing to replace. It's
becone | ess costly to provide service, and | think that's
exactly what regulators should be doing. W support that in
the access area. W support it in the subscriber |ine
charge. Move prices to costs, and that's the one place you
really do control that nunber. | understand you don't
control a bunch of other nunbers, although we w sh you had
retai ned control of sone of them but clearly that's one you
have control over.

CHAI RVAN KENNARD: Thank you, M. Cooper.
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Chai rman Johnson

CHAI RVAN JOHNSON:  Yes, let ne follow up on that
with M. Cooper and M. Gegg al so providing an answer.

So | guess it's your opinion then that if we were
to | ook at access, if we assune that there is sone Universal
Service support in access, and I'mnot certain if you agree
with that or not, but let's just assune it for now, and you
were to restructure that in sone way.

If we could ensure that there was a fl owthrough

and so that m nute of use would go down, even though we've

restructured and put sonme of it on the end user's bill, if
we can show that the bill will go down, not necessarily the
| ocal rate but their overall bill would go down, would that

be a concept you would be supportive of? And naybe that's
too hypothetical, but if you can answer that, that will be
hel pful .

Then | want you to tell nme how we can get those
dollars to be flowthrough so that we can have sone m nute
of use benefit.

MR. COOPER: Well, there is two difficulties.

One, when you say the bill goes down, the problemis that
you will only be able to tell me the average bill goes down
because if you | ower the per mnute of use charges, it's
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clear that the people who use the nbost mnutes gets the
bi ggest cut, and the people who use a snmall nunber of
mnutes get a little cut and -- | nean, the nunbers are
proprietary. You ought to ask conmpanies, but there is a
substantial nunber of people who don't place a | ong distance
call in a given nonth, so they get no reduction. So you
have al ways got this problemof flow ng through your per
m nute reduction to people in an equitable fashion, which is
why | prefer this.

| know ny constituents pay that subscriber |ine

charge every nonth. And so if you put a Universal Service

dollar on their bill and take a subscriber line dollar off
their bill, well, you haven't done nuch, you've changed the
name, but at least | know nmy bill didn't go up.

CHAI RVAN JOHNSON: Wl |, if that end user

surcharge, it was a surcharge based upon revenue, that would
at least be a little nore equitable because --

MR. COOPER  Oh, absolutely.

CHAI RVAN JOHNSON: -- the ones that use nore
m nutes woul d pay nore.

MR. COOPER If you force nme to accept a line item
on the bill, and I'"ve said that in ny testinony, | think it
ought to be as a percentage of all the services sold. |
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think all the services benefit fromubiquity, and so if you
make ne accept the line item then clearly | prefer a
percentages of the total bill as opposed to identifying
basi c service.

And think about it. The purpose of this program
is to keep basic service affordable. Wiy then do it on a
per |ine/per nonth basis which is, of course, attacking the
affordability. Do it on a percentage of revenue basis. 1'd
much prefer that.

I f you give ne a percentage of revenue basis, then
the match between the high volunme users who are getting the
cuts in their per mnute charges and payi ng the surcharge
are clearly nmuch better, and then you can say with much
greater confidence that the two bal ance one anot her out.

One thing is very inportant is when we | ook a
these per mnute surcharges, a lot of the benefit flow out
to business custoners, and we're all for business, but
remenber it's the business custoners that frequently,
certainly | arge busi nesses, are heavy users. They are the
guys that have al ready been getting the cuts in the
mar ket pl ace so far as we can tell. Now you're going to cut
costs again. They capture it. So if you do a percentage of
total bill, at least you' re charging the people who appear
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to be getting the benefits of what conpetition there is.

CHAI RVAN JOHNSON: Can you -- you said one other
thing as to the general proposition of perhaps |ocal rates
may go up but bills would go down you said for the average
cust oner .

Do you know, or maybe M. Gunper may know, whet her
or not we have any information in the record that could kind
of give us a denonstration of the usage, how many peopl e use
| ong di stance, $10.00 a nmonth, $5.00 a nonth? 1Is there a
way to have that information to give ne nore information
when | have to make these kind of hard deci sions?

MR. COOPER: Well, in Florida, where we have this
ongoi ng proceedi ng, dependi ng on how you cal cul ate what goes
up and down, but if you -- if you |lower the cost -- the
price of all the vertical services, that is, everything but
basic and try and nmake that up on basic, three out of four
people end up with higher bills, particularly because so
much goes off to the business custoners.

Now, if you just hold it back and say we're only
going to do local and |ong distance for residential
custoners, well, then, it's easier. But renenber, in the
State of Florida, and | just testified there, out of every
dollar of rate rebal ancing, 40 cents went out of the
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residential class and into the business class.

It's very difficult to say the residenti al
custoner is going to be whole when that nmuch goes between
classes. This is just the arithnetic of rebal ancing rates.

Anot her 30 cents in Florida went to vertica
services. Well, if that nuch is going to those kind of
services, it's very difficult to tell the average
residential rate payer who consuners are on vertica
service, a small nunber of long distance calls, that their
bill is going to be equal.

But, again, this is information you can get from
t he conpanies --

CHAI RVAN JOHNSON:  Ckay.

MR, COOPER -- as you consider that decision. It
will vary fromstate to state, and dependi ng on which
scenari o you use about which rates are going up and which
rates are goi ng down.

CHAI RVAN JOHNSON:  Ckay.

MR, COOPER But that's the question to ask.

CHAI RVAN JOHNSON: Thank you.

CHAI RMVAN KENNARD:  Thank you.

Conmi ssi oner Ness.

COWM SSI ONER NESS: Thank you, and thank you,
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panel, for your interesting observations.

We, in inplenmenting the '96 Act, took a nunber of
steps to enhance Lifeline and Link-Up, and one of those
steps was to extend the benefits of Lifeline to all states
whet her or not the state was having matching fundi ng.

Can any of you -- does any of you have data to
comment as to whether or not states have continued to fund
into Lifeline where we have increased the amount of funding?

In other words, are the states continuing to fund
the progran? Has it been successful? O have sone states
seen the federal subsidy as a neans to cut back on what they
were providing in terns of service?

M. Cooper, you look |ike you would like to answer
t hat questi on.

MR. COOPER | spend a lot of tinme on the road
doi ng Universal Service. 1'Il give you one exanple which
was very distressing to ne fromthe State of Cklahoma, which
had previously -- had passed the statute which said there
should be a -- the state should match 3.50 and get the 3.50,
so we had a $7.00 discount.

When the federal discount went to $5.20, if the
state had continued the 3.50 match, then we would have
gotten to the new 10. 50.
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Sone people interpreted the statute to suggest
that, no, what the |egislature neant in Okl ahoma was that we
really want the discount of $7.00, and what the state did
was back down from3.50 to "1.62 and a half cents or
what ever the nunber was, to hit the ceiling at $7.000.

That probl em exi sts out there.

COW SSI ONER NESS: May | assune its anonal y?

MR, COOPER | would not assune it's an anonaly.
The $5.25, it was very easy for people to say let's take
that as a Lifeline program

| assune that you fol ks have the ability to
monitor. Very few states have finished the Universa
Service, even the Lifeline part, because they have been
becone tied up in the cost issues.

But there is a great deal of resistance to going
to a 10.50 discount, which is obviously a very substanti al
di scount.

COW SSIONER NESS: M. Gregg, you look like you
wanted to comment .

MR. GREGG | can speak for ny state, and we were
very appreciative of the Comm ssion's action. The nost
beneficial thing you did was to require that eligibility be
based on incone. Before a nunber of states had limted
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assi stance for tel ephone rates to handi capped and aged
individuals. By basing it on incone, it you really opened
t he door.

We have an overall state penetration rate in Wst
Virginia of 94 percent, exactly the national average.
However, we have 11 counties with very hi gh unenpl oynent
t hat have penetration levels of 85 percent or less, and this
is totally incone-based basis for not being on the system
There is no geographical Iimtation whatsoever.

The fact that you opened the door to eligibility
based on inconme has allowed us to expand that program and,
in fact, we did expand it up to the maxi num anmount. The
final funding of that fromthe state level is still up in
the air, but we are fully commtted to getting the maxi mum
benefit that you appropriated.

MR, GUWVPER  May | just add sonething?

COW SSI ONER NESS:  Yes.

MR GUWPER | believe that, and I will check into
it and try to get it to the nenbers here the information.
bel i eve USAC, though, could provide you data as to what we
are providing as support on an average line per state. And
obviously if there is increased matching, you know, we can
see what the states are doing, but I wll see what
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i nformati on USAC coul d provi de al ong those |ines.
COMM SSI ONER NESS: It's an extrenely inportant
program and |I'mvery anxious to ensure that that which we
do at the federal level works for the states, and works nost
inportantly for the consuners.

MR. COOPER Let me reconmend one specific policy

to you.

COW SSI ONER NESS:  Yes.

MR, COOPER As Billy nmentioned, you changed the
criteria and many states did not have -- you know, had ot her
criteria. It's nowtine if a state doesn't change the

criteria, to take the noney back, cause we wote a series of
wai vers to let the states avoid -- they said they needed
time, and in a specific state we worked, we passed
| egislation to renove fromthe books the restrictive
criteria, and then the governor vetoed, and said, "Don't
worry, the FCC will keep giving us the noney even though we
still have the restriction.™

We're going into another state |egislative cycle.
This Commi ssion, if you want people to take up this
i nprovenent in the program you' re going to have to nake it
clear that this is what you neant, and if you don't change
your criteria, you' re going to |lose the federal support. As
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| said, | wouldn't do it tonorrow, but let's nmake it clear
by, you know, three years after the original concept was
laid out there, if you don't really want let |ow incone
people in wthout being also disabled or elderly, we're not
going to put the noney up. You have to back up that policy.

COW SSI ONER NESS: M. Metts, you wanted to
comment al so.

MR. METTS: Yes. New Mexico has had a | ow i ncone
t el ephone assi stance programfor over 10 years. W
participate in that with our cooperative. W have 56
custoners that avail thenselves of that programalone with
the federal. That's less than two percent of your
custoners, yet we know there are several nore qualifying
peopl e that could qualify on an incone basis. They don't
take the service either because of pride or whatever. |It's
advertised to them W notify themevery year.

So the fact of low incone being at that big a
consi deration and peopl e not taking tel ephone service, our
statistics don't show that.

COW SSI ONER NESS: Ckay, thank you. M tine is
up.

CHAI RMVAN KENNARD:  Thank you.

Comm ssi oner Schoenf el der.
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COWM SSI ONER SCHOENFELDER: M. Gregg, | woul d

like to have -- | think that you were answering Conmm ssioner
Johnson's question about this and I'mgoing to try -- | took
notes, so I'mgoing to try to quote what you said. If I'm

wong, Wwll you correct ne, and then expand on this a little
bit?

| think you said if the Conm ssion ties access
reduction with Universal Service reform then they shoul d
reduce or elimnate the SLIC And | think that's the sane
t hi ng Conm ssi oner Johnson was tal king about, and you didn't
get a chance to answer and 1'd |ike to have you just expand
on that a little, please.

MR, GREGG | took her question to be nore
general, | ooking at the whole area of access charge
reductions, for exanple.

COWMM SSI ONER SCHOENFELDER: It coul d have been.

MR. GREGG And whether | XCs have actually fl owed
those through to end users. And I'Il vary a little bit from
what M. Cooper said.

He said that we need conpetition in the | ocal
loop. | think if you ook at the toll area, which is what
we' re concerned about, the access charge reductions went to
the I XCs which provide toll, which is conpetitive. And this
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poi nts out one of the failings of conpetitive market. Wile
it does nmuch good, in a conpetitive market where you're
allowed to do the economcally rational thing, you' re going
to put the noney where it does you as an econom c unit the
nost good.

You're going to do -- first, you're going to keep
it if you can. Secondly, you're going to pass it through to
conpetitive conputers, custoners who will shop around and go
el sewhere if you don't cut rates to them And |astly,
you' re going to soak custoners who don't make a choi ce, who
are non-shoppi ng custoners, who are default custoners.

In fact, in West Virginia, in any one nonth half
of the custoners make no intra-LATA toll calls, and |I'm sure
this goes on to the interstate arena as well. You have a
di sparity. You have a nunber of custoners -- a small nunber
of custoners that nmake a whole Iot. You have a very |arge
portion that make none or very little. They don't care,
they don't know, they don't shop. They are still paying the
sane default rates they paid 10 years ago.

We just put out a survey last nonth. W do an
annual survey on long distance rates in West Virginia. In
the last 10 years average toll rates have fallen 44 percent,
and they've fallen 13 percent just in the |ast year after
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t he advent of One Plus conpetition. However, the default

rate that is charged to custoners that do not choose has

varied virtually none in the past 10 years. It is stil
exactly where it is, and you still have a large majority of
custoners that are still paying that rate.

So if you want to pass through, you can't rely
upon the conpetitive market. They're going to do the
economcally rational thing. | would cite to Comm ssi oner
Baker's statenment. Wen they passed the Tel ecommuni cati ons
Act of 1995, they mandated that certain conpani es reduce
their intrastate access down to interstate |levels. They
al so required that those access reductions be passed through
to all custonmers on a proportionate basis, and that has
happened. Access has gone down but custoners have been
guaranteed and, in fact, have received those access charge
reductions on a proportionate basis, all custoners.

COWMM SSI ONER SCHOENFELDER: | have one qui ck
guestion for M. Cooper, and it's a yes or no question.
Honest .

MR. COOPER It's tough to get a yes or no from

(Laughter.)
COW SSI ONER SCHOENFELDER
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But | think you said that the funds shoul d be
rai sed fromproviders, and not fromthe end user is what |
was taking it for you to nean.

Do you really believe that the provider will not
pass that cost on to the consuner?

MR, COOPER Well, it gets --

COWM SSI ONER SCHOENFELDER:  Yes or no.

(Laughter.)

MR. COOPER To the extent they think they can,
they will. And if there are market forces that prevent them
fromdoing so, they will not be able to, and that's a
mar ket pl ace question just |ike any other cost of doing
busi ness.

COWMM SSI ONER SCHOENFELDER:  That's pretty close to
a yes or no. Thank you.

CHAI RVAN KENNARD:  Chai rman Wod has just i nforned
us that the shuttle |launch was successful today. W m ssed
it. Discovery 25. So we wll have, at |east as we speak,
we still have a full congressional delegation fromthe State
of GChi o.

Comm ssi oner Furchgott - Rot h.

COWM SSI ONER FURCHGEOTT- ROTH:  Thank you, M.
Chai r man.
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M. Metts, | always |ike people who put the nunber
of children they have on their bio, and |I'mvery pleased to
see that you have five children

(Laughter.)

COWMM SSI ONER NESS:  Sonet hi ng magi cal about t hat
nunber.

MR. METTS: We have close to the sane.

COWM SSI ONER FURCHGEOTT- ROTH: Yes. M. Metts, we
on the Joint Board have before us sone itens that have been
referred to us on high cost recovery for |arge tel ephone
conpanies, and | know that you represent a small rural
t el ephone conpany and | see sone other fol ks from smal
rural comunity in the audi ence today.

One possible solution would be to raise the size
of the Universal Service Fund for |arge conpanies, and |
just want to get your reaction.

Do you think that's sonething that should be done
before we | ook at small conpany issues or should be done in
isolation fromlooking at the size of support for snal
conpani es?

MR METTS: Well, | don't know that | understand
exactly where you' re com ng from

COWM SSI ONER FURCHGOTT- ROTH:  Well, let ne try to
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rephrase it.

MR METTS: kay.

COWM SSI ONER FURCHGOTT- ROTH:  Coul d you expl ai n,
and | know cooperatives are sort of nenber-owned, could you
explain to the nenbers of your cooperative if you're told,
well, this is the support we get fromthe federal governnent
t hrough Uni versal Service support, and it's going to stay
that way for a little while. There's another telephone
conpany sonewhere else in the country, it's a very big
conpany, and they just got so many mllions of dollars nore,
but don't worry, our turn is comng a few years down the
r oad.

How woul d the nenbers of your cooperative feel
about that?

MR, METTS: That would be extrenely difficult.
Every year at our annual neeting we explain the fact of what
it costs us to provide service, and we al so expl ain what
ki nd of support we're getting from Universal Service Funds,
hi gh cost funds.

Qur local service revenue requirenent is $66.00 a
mont h. Now, disregarding what |'ve heard about cost of
servi ce going down and getting cheaper, that is not the case
inrural America. It costs us $50,000 to put in a mle of
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fiber. Qur average net depreciated investnment per ook is
$7400. So we -- we have to have Universal Service Funds.
Qur local service rates would go from $14.00 to $70. 00
W thout USF. So it's extrenely inportant to us.

And even though we continue to tell our nenbers
that sonme day this may change, and you will have to realize
we provide you all these advance services, that you cannot
continue with that rate. It's hard enough for themto
understand why it would go away. it would be extrenely hard
to explain it went away to a bi gger conpany.

COW SSI ONER FURCHGOTT- ROTH:  Thank you, M.

Metts.

M. Cooper, | appreciate your comments about why
prices should in sone sense reflect costs, and | appreciate
your comrents about if you reduce usage sensitive rates,
that nuch of the benefit would go to consuners that use
t el ephone services a lot, which may, in fact, be a | ot of
busi ness cust oners.

Is it not possible that one could get the benefits
of reduci ng usage sensitive rates, which, of course, just
penal i ze custonmers who want to use the phone and di scourages
t hem because they're having to pay sonething that's well
above cost, is it possible to cone up with a systemof flat
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charges which, of course, can be paid both by |ong distance
| ocal conpanies in such a way that flat charges are higher
for business custoners and | ower for residential custonmers?

MR. COOPER  That sounds |ike the system we have
today. The question of whether charges should be flat or
fixed is a separate question from whether or not costs are
above or below or they are subsidies.

We supported the concept of a PICC in the sense
that it nade sense to recover a fixed cost for a facility
that's being used by the I ong distance provider in a fixed
fashion, and we did support it. |It's become a bone of
contention, but it makes econom c sense to have those fixed
charges to cover fixed costs. And if you did cost cause of
anal ysis, you might well find that there -- as | said, when
we first supported that, sonetinmes costs are not so fixed;
that is, people decide how many fibers to put in there, how
much to light, and it starts to | ook variable as the revenue
opportunity is a variable revenue opportunity.

But clearly, we supported the concept of
recovering those fixed cost wwth fixed charges, and
di stingui shing between high and | ow vol une users.

COW SSI ONER FURCHGOTT- ROTH: Thank you, M.
Chai r man.
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CHAI RMVAN KENNARD:  Thank you.

Chai rman Wbod?

CHAI RVAN WOOD: M. Gregg, in your testinony you
menti oned, actually in your witten testinony, you nentioned
about the totality of the bill shouldn't go up.

in this age of, | think, mgration back toward the
one bill option, although hopefully froma nunber of
di fferent conpanies instead of just one or two, isn't the
totality of the bill that we need to be thinking about, the
whol e tel ecommuni cations service bill?

MR GREGG | think you need to focus primarily on
the basic rate, rates that people have to pay to get access
to the network. Every other type of usage that you nmake of
that network tends to be discretionary to sone extent,
except for rural areas, as M. Metts stated, where tol
calls are a necessity.

CHAI RVAN WOOD:  Ri ght .

MR, GREGG But | believe that our charge is not
to worry so nmuch about vertical services, not to worry so
much about advance service pricing. It's to make sure that
basic service, the price, the rate that everyone of us, no
matter what our economc standing is, has to pay to get on
that network and to keep that network at the high value it
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current has, because 94 percent of our citizens are
connected. So in that regard, | think the focus is on | ocal
rates.

| think there are ways to address the toll issue
t hrough EAS, for exanple. There has been a novenent
t hroughout the nation to increase the value that a custoner
gets fromhis calling area, and, in fact, custoners have
shown that they are willing to pay nore if they get nore
value. In fact, starting in 1988 and concluding in 1994, we
instituted statewide EAS in our state. Every subscriber of
every phone conpany has exactly the same calling area, and
exactly the sane calling options, and exactly the sane
rates.

Qbvi ously, sone are supported nore than others,
but everybody is put on an equal footing and everybody has
options to try to fit what they need with their incone and
their desires.

CHAl RMAN WOOD:  What's your basic -- what would
the basic local rate plus SLIC, plus nmandatory taxes and
| ocal fees be?

In other words, if all you wanted was di al tone an
no caller ID

MR GREGG 9. 50.
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CHAI RVAN WOOD: W th the SLIC included?

MR GREGG Wth the SLIC  9.50.

CHAl RMVAN WOOD:  And what woul d be --

MR. GREGG That is all neasured though. Every
call you nmake is neasured.

CHAI RMVAN WOOD:  And what is a per mnute or per
call?

MR GREGG It's per mnute, distance, tinme of
day. It has all four dinensions.

CHAIRVAN WOOD:  It's |ike Chicago. Okay. Just
I i ke Chi cago has.

MR, GREGG  Just |ike Chicago.

Then we have basically four different |evels.
can buy a greater anount of prepaid flat service.

CHAI RVAN WOOD:  Ri ght .

MR. GREGG  $15.00. Your l|ocal change is al
flat. Everything else is neasured.

CHAI RVAN WOOD: Fifteen plus nine?

MR. GREGG Fifteen plus the 3.50.

CHAl RMVAN WOOD:  Ckay. Ckay.

MR. CGREGG  $22.00 plus the 3.50 for your hone
exchange, surroundi ng exchanges.

CHAI RVAN WOOD:  Ckay.
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MR. GREGG And then the rest neasured. Twenty-
ni ne bucks plus the 3.50, everything flat.

CHAI RVAN WOOD:  Let ne ask the other three
panelists. M. Qunper, in your testinony you conpared it to
the cost of the pizzas you got. | was conparing it to the
cab ride | took fromthe Reagan Airport to here, and | don't
know what affordability is.

VWhat is affordability since that's your panel ? |
mean, in dollars, what affordability of basic |ocal service?

M. G egg gave a good range of what West Virginia
i s tal ki ng about.

MR GUWER  Well, | think --

CHAI RVAN WOOD:  You said 21 bucks for the pizzas?

MR. GUVPER  The average -- okay, yeah, the
average |l ocal service right nowis $21.00, and that includes
basically your surcharges and your taxes. The average total
bill is $54.00. So you can see for the average custoner
their basic service represents about 40 percent of their
total bill.

You know, | think when you take a | ook at the
penetration rates overall, it's obvious that tel ephone
service is affordable. The vast majority of people in this
country have it, and when you conpare the prices of other
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goods and what has happened to those goods and services over
the last 10, 15, 20 years, tel ephone service, particularly
basi c service, becones even nore affordable.

So |l would say | think a |lot of states have gotten
rates into the nei ghborhood of 20 - 25 dollars for basic
service, and they have not seen penetration rates suffer.

CHAI RVAN WOOD:  In the co-op, M. Mtts, you're
right next to a lot of the folks I regulate, and |I know your
rates are probably maybe even a little higher than what they
are. You said 147?

MR METTS: $14. 90.

CHAI RMAN WOOD:  Four, and is that wth the SLIC?

MR METTS: Wth the SLIC and 911 will be about

$19. 00.

CHAI RMAN WOOD:  Ckay. And calling scope of how
bi g?

MR METTS: Well, sone exchange is 500 custoners.
Sone exchange is 5,000, because we don't -- we don't provide

service in the town where we're headquartered. That U. S.
West. But we have one exchange has 104 custoners and that's
all they can call, and there is no doctors, there is no
school, there is no nmedical facilities. They can call the
volunteer fire departnent, and everything else is a tol
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call.

CHAI RVAN WOOD:  And your toll rate woul d be what
per m nute?

MR. METTS: The toll rate?

CHAI RMAN WOOD: Is it distance sensitive or is
t here an average nunber?

MR. METTS: No, it's would be distance sensitive.

CHAIRVAN WOOD: |I'mjust trying to get an idea of
what the nunber --

MR. METTS: Twenty-five cents probably.

CHAI RVAN WOOD: Ckay. M. Cooper, what's
af f or dabl e?

MR. COOPER In response to Julia Johnson's
question, and it's sonmething | did in Florida, this question
of, well, conpared to other things it's gotten real cheap,
so therefore a big increase woul d be affordabl e.

It depends on what you | ook at. Renenber, this is
an el ectroni c-based, technol ogy-based industry. If you
conpare it to conputers, it's not gotten real cheap.
Conmputers have gotten a |l ot cheaper. |It's -- ironically
since the breakup so has gasoline, so has shoes, so has TV,
so has audio, so there is a bunch of stuff there that has
gotten a lot |ess expensive, and it's not clear that that is
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a standard that you ought to apply.

Now, if you put the -- cable rates have gone up
more. So if you put us back to 1984, you can actually say
that tel ephone costs |ess than cable, but that's an
unregul ated nonopoly. That's exactly what we're trying to
stay away from But | will tell you the conpanies in
Florida said, "Hey, |ook what cable rates have done."

That's exactly the conparison we don't want.

So the question is are rates affordable today?
Yes. Could you double them w thout causing people to drop
of f the network? You probably could. Wuld sonme people
drop off the network? Yes, they would. Wuld a | ot of
people end up with a higher bill, particularly ny
constituents? Yes, they woul d.

So that affordability is a conplex concept, and we
don't think you ought to increase basic rates today going
forward. The point was to start where we were and see if we
could get a conpetitive market to | ower those prices.

CHAI RVAN WOOD:  Thank you.

CHAI RMVAN KENNARD:  Thank you.

Conmmi ssi oner Powel | .

COWM SSI ONER POVELL: Thank you, M. Chairman. |
have this set of concerns. |If we were to be concerned
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solely in the adm nistration of our functions with consuners
getting the best deal possible, you mght have a certain
kind of system But we have other obligations and events we
are trying to help to foster the proper conditions for, not
the least of which is a formof conpetition that wll bring
val ues, in the judgenent of the Congress, to these consuners
as wel | .

And in light of that, I'"msort of struck by
certain statenments that | want to explore a little further,
first wwth you, M. Cooper. You said sonething which, to
sone degree, knocked ne over in the sense that affordability
shoul dn't have anything to do with what the market would
bear. I'mnot so sure | fully understand what you nean by
t hat .

It seems to ne if it's unaffordable, | wouldn't be
able to pay, but you seemto have a definition of
affordability that would all ow consuners to nmaintain
subscri bership but still as a matter of governnent policy
shoul d be kept below those |evels. That seens to be
extraordinarily intention with any kind of conpetitive
mar ket, no matter how you created it. |f you had a notion
that a market could produce rates that consuners or users
would be willing to play but nonethel ess the governnent
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woul d keep them bel ow those rates as a matter of policy, and
| would just like to hear you flush that statenent out a
little.

MR, COOPER Well, the answer, the sinple answer
is the following. That the market that you' ve described to
me only has a demand side. That is, what you're saying is
that we're going to price by |ooking at what the demand side
of the market says.

In point of fact, the magic of our capitalist
systemis the supply side of the market. So that a
conpetitive marketplace, you' re not only |ooking at what the
consuner is willing to pay, you have to | ook at what your
conpetitors are wlling to charge.

And so the real driving force in a conpetitive
mar ket, which we endorse, is on the supply side where people
cone in and say, "If he tries to put his price up," he |ooks
at tel ephone service and he knows Cooper would pay tw ce as
much for service, if he tries to double ny rate, the supply
side enters and said, "I don't have to |let himdo that.
can steal Cooper as nmy custonmer without raising his price."
So that's the first part of the answer is that when we talk
about a supply side, and we have commended t he Conmm ssion
for vigorously trying to get that supply side of the nmarket.
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The second answer is that even on the demand si de,
and we've said this in our testinony, and | go back to the
original Mchigan petition on the demand side, clearly
affordability is not an absolute concept. |If you look in
the dictionary today, the first definition you will get of
affordability is a relative concept. It doesn't say
"ability to pay." It says, "ability to pay w thout undue
harm burden," et cetera. So that our concept of
affordability is, in fact, a relative concept.

We do ask how nuch does it hurt, and that, we
think, is the -- when Congress said affordable, they didn't
point their finger to whether it was definition A or
definition B. So | believe that both on the denmand side and
the supply side.

COWM SSI ONER PONELL: Well, that's a good point,
but one of the things that concerns ne is that in order to
materialize or punp the supply side, to create those choices
inthe first place are going to require sone |evel of price
flexibility or sone level of ability to respond to pricing
in order to make it viable to enter and be that choice in
the first place.

And so, | nean, | don't really dispute your --
your focus is right to be concerned with both, but what |
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struggle with is the interaction of the two; that there are
potentially subsidy distortions and distortions that could
be justified if focused exclusively on, and Dave's point
about quality and cost need to be considered, but if that's
all you focused on, you could easily engineer a systemin
whi ch those things were maximzed, fearfully to the
exclusion of potential for efficient entry, and that's just
my caution.

In the interest of time, let me nove to anot her
guestion, and |I think maybe I'Il direct to M. Gegg. |
kind of clicked in late to the point of your discussion but
the focus on basic rates, | think, was your core points, but
you were discussing the general issue of passing savings
through only to conpetitive custonmers and not to those who
don't seemto switch frombasic rates fromnonth to nonth,
et cetera.

It seens to me part of our -- and this may even
play into the question of line itens and what val ues they do
or don't serve, but it seens to ne that in the exercise of
how consuners are going to interact one has to be concerned
about conditioning themto change the paradigmas well.

That is, sonmeone nentioned about consumers for the vast
majority of the time that they have had an interaction with
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a phone see it as a guarantee |level of affordability, a
utility-1ike nodel.

But as we introduce a conpetitive nodel, there is
a fear to ne, it seens to ne, that the logical thing, if you
are a producer, is to pass it through to conpetitive -- to
your conpetitive custoners.

Now, | would be very concerned if there were true
barriers to basic residential customers switching to nore
conpetitive alternatives, but | don't want to accept, |
don't think, that if people won't choose options avail abl e
to them if there is information as to -- inforned
information available in the market for themto nmake those
choi ces, just because they don't for whatever reasons, which
woul d be difficult for us to determ ne, that we should
nonet hel ess play to that | ower common denomni nat or.

| " m sonewhat surprised by this assertion because
if you take an AT&T, they don't hide the 10 one-rate plan.
My TV is bonbarded with this. | get called with it all the
ti me because they have | earned that the switch stinul ates
demand and they get a benefit from people switching to sone
of these nore conpetitive plans. Nonetheless, they stil
have a problem every nmonth with people who will not swtch
fromit.
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And at sone point isn't it responsible to say that
the policy shouldn't be geared to take care of a class of
consuners that will not make those choices for whatever
reason?

MR. GREGG Well, you are correct, but in spite of
bei ng bonbarded every concei vabl e way, through radi o,
t el evi si on, newspapers and actual phone calls to their
homes, there is a vast majority of custoners who sinply wll
not and do not switch, do not care to get in the gane at
all. And this is probably true in terns of shopping for
bread. | go to the corner grocery even though I know |'m
payi ng 50 percent nore rather than drive a couple nore
bl ocks to go to the big supermarket, and that's going to be
true in any conpetitive market.

| think ny response was if the concern is we've
reduced access $9 billion, we want to nmake sure the end
users get $9 billion of savings. The only way you're going
to actually be able to verify that is by sone sort of
prescriptive requirenent. If you're not willing to do that,
if you're willing to let the market work and | et the players
make econom cally rational decision, you re going to get
what you've gotten, which is that the savings go to the
conpetitive custonmers. Wy would you in your right mnd
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pass it through to customers who are going to pay whatever.

COM SSI ONER POWNELL:  Um hmm  Um hmm

MR. GREGG And the distinction, though, to get
back to M. Cooper's perspective, is that while we do have a
conpetitive market in toll, we still do not have a
conpetitive market by any stretch of the imagination for
| ocal service, and that is why it would be unconscionable to
l et |ocal service rates rise now.

For exanpl e, one paradigmwould be cap rates where
they are. Rates are affordable right now Cap them where
they are. Let conpetition seek out the areas where they can
provi de service below that price, where the cost is low. |If
those internal subsidies that exist wwthin states, those are
not affected by the external subsidies that the federal
governnment gives them if those have to be reconpensed by
sonme sort of Universal Service Fund, that's the state's
responsibility first. And if they need additi onal
assistance, that is when | believe the federal governnent
shoul d kick in additional external subsidies.

COWM SSI ONER POVELL: Thank you.

CHAl RMAN KENNARD:  Ms. Hogerty.

M5. HOGERTY: Yes, M. Gegg, | was interested in
your suggestion. | believe that you suggested that perhaps
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the fund should be somewhere close to where it is today, and
you have al so suggested that inplicit subsidies are
sonmet hing that you should let the conpetitive market dea
with, and I think that's just what you were talking about
wi th Conm ssi oner Powel | .

Coul d you expand on that sonme nore?

MR GREGG Well, basically you' ve got --

M5. HOGERTY: And if you want to use conpetition
as a standard, do you have sone kind of criteria that could
be used.

MR. GREGG Once again, going back to where we are
now. Rates are affordable. W've got a high cost fund of
1.7 billion; Lifeline, a half a billion; schools and
libraries, 1.3; and whatever the rural health care is going
to end up being. So you're |ooking at basically about a 3
billion plus fund that's being recovered by approxi mately
five percent surcharge by nobst |ong di stance conpani es.

| believe that for the high cost issue, the $1.7
billion, that fund right nowis sufficient. The funds that
M. Metts' phone conpany gets, the funds that the small
rural telcos in ny state get that keeps their rates
affordable are flowng now If you can guarantee that they
will at least continue to flow at that level, | think that
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we in the states can deal with the internal subsidies that
cone about because of average rate, those flows of business
to residential and urban to rural.

Ri ght now those fl ows are happeni ng through
average rates. W have an inplicit Universal Service Fund.
Unl ess and until conpetition begins to erode those internal
inplicit flows there is no need for any additional Universal
Service funding. And if you |look at the pace of |oca
service conpetition developing, | believe it will be -- any
| osses, any revenue | osses from begi nning conpetition wll
be nore than offset by access line growmh and revenue growh
of the incunbents. That's what we have seen so far. Even
in areas where there has been the greatest conpetition
growm h, there still has been very healthy growh by the
i ncunbent .

M5. HOGERTY: So would you see the way this
pl aying out is that the incunbents would conme to their state
regul ators and say we need to start de-averaging our rates?

MR. GREGG R ght, the state regulators are the
ones that have set up whatever systemexists in their
particul ar state. And as | said in ny statenent, it varies
wildly across the United States. They are the ones that
know where the high cost areas area. They know t hem
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| tend to agree wth Comm ssioner Furchgott-Roth
that | don't think it's possible for people sitting in
Washi ngton constructing a wonderful machine to sonehow
magi cally figure out the cost in every sub grid of every
census block in the United States. | just don't think it's
possible. It's like trying to reach the horizon. You can
never make an abstraction of reality reality.

So for those reasons | believe that dealing with
those inplicit subsidies, those internal subsidies, should
be left inthe first case to the states. If and when we
have real data that there is an additional need there to
support affordability, then we can cone to the federal
government and see if we need any additional external
subsi di es.

M5. HOGERTY: M. Cunper, | wanted to ask you
about Lifeline and Link-Up.

Do you know how many of those who are actually
eligible for those services are taking thenf

MR GREGG No, | don't.

M5. HOGERTY: Ckay.

MR GREGG | would estimate it's probably a
fairly small percentage for a couple of reasons. One,
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obviously as it's already been alluded to, there is no
guestion that in many parts of this country, particularly
the nore rural areas, not only in programlike Lifeline and
Li nk- Up, but the school |unch programand things |ike that,
we know t hat people who are eligible for it many tines
prefer not to participate.

The other thing I would point out is because the
Joi nt Board expanded the Lifeline, Link-Up Programeffective
January 1st of this year, there were a lot of states that
did not have a programprior to that, so they have
i npl enented those prograns, so there is obviously going to
be sonme tine required to ranp up those prograns to a nore
appropriate participation rate since they are fairly new and
there is going to be a need for consuner education in those
states where they never had the program existing before.

M5. HOGERTY: M. Metts, what kind of an education
program do you have for Lifeline and Link-Up?

MR. METTS: Well, there is a state program by the
State Corporation Comm ssion mandates that you do certain
things for that programevery year, and we send out mailers
to the custonmer base and that type of thing. And they have
to qualify, they have to go through State Human Servi ces and
be able to qualify for light, heat, Medicare, those types of
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things, but it's --

M5. HOGERTY: So it's an annual mailing --

MR, METTS: Yes.

M5. HOGERTY: ~-- is the way you notify?

MR, METTS: Yes.

M5. HOGERTY: Ckay. Don't you think that perhaps

if the education effort were beefed up a little bit you
m ght get a better subscription?

MR, METTS: | do not knowthat. It is possible
that it could, but I don't know that that would do it.

MR. GREGG In our state the Health and Human
Servi ces Departnent dispenses information about the
tel esystens programwith every wel fare recipient
appl i cation.

M5. HOGERTY: | don't knowif -- do | have sone
nore tinme? M. Cooper --

CHAI RMAN KENNARD:  No.

MS. HOGERTY: Am | out of tinme?

CHAI RVAN KENNARD:  You're out of tine.

M5. HOGERTY: Ckay.

CHAI RVAN KENNARD: | f you have one nore question
go ahead, Mart ha.

M5. HOGERTY: That's okay.
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COW SSI ONER TRI STANI: M. Chairman, | have two
guestions and I'll try and be brief.

CHAI RVAN KENNARD:  Ckay.

COW SSIONER TRISTANI: One is a follow up on
Lifeline, Link-Up, and I will say being from New Mexico |I am
proud that our state was a little bit ahead of the curve
with this program wth the requirenents, so | know t hat
it's a good program

Having said that, though, I'mtroubled from sone
of the things | have heard today that there are sone states
t hat have not changed eligibility requirenents, and so that
alone tells ne that there nust be a |l ot of eligible people
that aren't |inked up because they can't apply.

And may | ask, M. Cooper, what state that was
where it was vetoed or --

MR. GUMPER: | believe that was the State of
M nnesot a.

COWMM SSI ONER TRI STANI :  Ckay.

MR. COOPER And, again, it's a state | have been
active in. But there is another answer here, is that the
FCC identified a sensible approach, which was automatic
enrollnment. As you've just heard two people tell you that
State Departnent of Health and Human Services gets a piece
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of paper back froma custoner and then sends anot her piece
of paper to the phone conpany. Instead of sinply saying al
t hese people are receiving food stanps, light, heat, et
cetera, put themin the Lifeline Program which is what the
board recomended. Trenendous resistance. These are people
who have already decl ared thenselves to be in need and found
to be in need. Wiy are we forcing themto fill out another
pi ece of paper?

And that answer to that is there is a |ot of folks
who have said they' ve gotten food stanps or they have gotten
t hose progranms, and have not cone in for Lifeline. They
don't know. W don't need the mailing. W just need an
exchange of data tapes and all these folks wll get that
benefit.

A perfectly good idea, applied in a couple of
pl aces. But to ny know edge, no other state since the Board
and the FCC recommended that we adopt automatic enroll nent,
no ot her state has done so.

COM SSI ONER TRI STANI:  Okay. |1'mgoing to go
back to, and it relates to Lifeline, Link-Up, the class of
peopl e who aren't connected, six percent.

M. Qunper, first of all, I want to thank you for
sharing the study which you tal ked about, and | haven't had
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time to read through all of it, but I wll tell you that it
doesn't say incone doesn't matter. It says there are a
variety of issues, and I won't go into detail, but it keeps
poi nting back to inconme nmakes a difference. Certain
mnority groups |like African-Anmericans and Latinos are nore
di sconnect ed.

Not surprising, or actually this statistic
surprised ne, but | guess it shouldn't have, single civilian
female wth children has the second | owest tel ephone
penetration rate, 82.6 percent, exceeded only by the
honmel ess. And I'mbringing up that statistic because you
al so said that you thought, and maybe | m sunderstood you,
you t hought we'd reached this optimum |ike 94 percent. the
Comm ssi on shouldn't be doing nore, and let me -- let ne
just go a little further.

My question to you and the rest of the panel is
have we reached an optimun? |Is this sonmething the FCC
shoul d be | ooking at? Should we be | ooking at in
conjunction with the states? Do we know enough about the
reasons for non-subscribership?

MR GUWER | would say, first of all, | don't
t hi nk we know enough, and | think that was what Jorge's
study really points out; that this is a very conplex issue.
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Sone of the variations, | would point out, and the reason
why | quoted the statistics fromCalifornia is because

California happens to have a very aggressive | ow inconme

pr ogr am
COWMM SSI ONER TRI STANI:  Um hmm
MR. GUMPER  They have one of the highest
penetration rates. | think New York and California today

represent a big chunk of the Lifeline and Link-Up
participants. And yet even in a state like California,
whi ch has a very aggressive program and New York, as ny
testinmony al so quoted because he al so has sone statistics
from New York, New York, Lifeline costs $1.00 a nonth. It's
hard to believe that when you can get tel ephone service for
$1.00 a nonth that affordability is a primary issue if
you' re tal king about the price of basic tel ephone service.
So the question then cones is why do you have such
| arge variations in people who own their own hones, and
those statistics are owned, so those people own their own
homes, and yet we see variations where in sonme cases there
is no variation in sonme counties. |In other cases, it's 35 -
40 percent.
| would say those kind of extrene variations in
two states that have very aggressive Lifeline prograns, and
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you can get tel ephone service at very, very cheap rates,
then affordability is not the issue.

Now, there may be places where it still is
because, again, we have just started the Lifeline, Link-Up
prograns, and as Mark has indicated, obviously there has
still been a lot of resistance in sone areas to follow a
norm So | don't think you can just say we can wash our
hands.

As | said to the Chairman before, | think the
current Lifeline and Link-Up prograns that exist should
address the issue of affordability.

COWM SSI ONER TRI STANI: I f properly inpl enented.

MR GUWPER  Yes.

COW SSI ONER TRI STANI:  Now, let me just -- what
do we do about Native Anerican reservations, which as the
Navaj o, and the statistics are in here where | think it's 18
percent penetration? And, of course, | think distance has a
lot to do with that.

MR GUWER | tried to allude, you know, in ny
remar ks, because | think realistically in those areas where
it is very, very expensive, there it's not so nmuch a
guestion of affordability, | don't believe. | think it's a
guestion that it is cost prohibitive.
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And then the question is do you as a Joint Board
recommend and adopt a program which basically provides | arge
anounts of funding to wire |ine conpanies to depl oy
facilities to those very renote areas, or, in fact, do you
| ook to a wirel ess solution.

And | would say that given what has happened in
the wireless market and the price structures that have been
occurring nore recently there -- you know, when this debate
started three - four years ago wirel ess was probably not a
very viable alternative. Today, the anmount of m nutes that
peopl e get in wireless packages and the price they can get
it at, realizing that in sonme cases that package covers the
entire United States, is it feasible or reasonable to
subsidize wire line conpanies to the sane level just to
provi de | ocal usage where in fact soneone can get five - siX
hundred m nutes of nationw de use for the sane anmount of
dol | ars?

| would say it's not.

MR COOPER | think if you | ook at people who own
their own hones, you' ve excluded people who don't. And if
you | ook at the nmedian incone of those two groups, you would
find a dramatic difference.

The sinple fact of the matter is that the single
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nost i nportant determ nant of tel ephone subscribership is
incone. If you |ook at six percent of people who don't have
phones, you will discover that two-thirds of them three-
gquarters of them have inconme bel ow 200 percent of poverty.

Si npl e observati on.

Now, that nmeans that there are sone people who
have hi gher incones who don't have tel ephones, and then
you're going to ask yourself, but the big problemis incone.
The second question you will discover if you run the
econonetric nodels, it will always enter the analysis,
| anguage spoken at honme. |If you don't speak English at
honme, the phone is |ess valuable to you because everybody
out there on the network speaks English primarily, so you've
got less value to you

And so the | anguage and cultural stuff will help
to answer that. But all of those other factors get pretty
small when it cones to -- you start fromincone.

Now, Frank is right. After you -- after you' ve
controlled for incone, you' ve got all these other things
that affect tel ephone subscribership, but | think the thing
you're reacting to we sort of gave, and it's an inpression |
don't think he intended to give, he says incone doesn't
matter. He didn't say that.
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But there cones a point where if you |look at the
statistics, if you hit about $40, 000 of household income, or
50, fromthere on up 98 percent of the people have phone
service in every incone group. Two percent of those fol ks
don't, but there down you get down to, you know, 20 percent
who don't have in the | owest incone.

So with respect to the question of affordability
income definitely still matters, and the Lifeline Programis
inportant, and it's targeted but it's not fully subscribed
nor is the benefit 100 percent in nost places as defined by
t he Joint Board and the FCC.

COM SSI ONER TRI STANI:  Is there anything el se the
FCC coul d be doing that it's not doing?

MR. COOPER. Well, as I've said, we -- we thought
the FCC did a terrific job in defining the program W just
don't have people buying into it, and we don't have people
doing automatic enrollnment. W are still fighting this
busi ness about how do we send paper around, educate and nove
it around. So the answer is that, as | said, nmake it clear
that if they don't expand the eligibility, they're not going
to get the noney.

You may have to | ean harder on the question of --
five and a quarter is very attractive for states to take the
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money and run. There is a | ot of people | ooked down and
said, "That's a big discount, why do we need a match?" And
you made it too easy to do that.

So | think you' ve defined a great program It
just hasn't been taken up in the rest of the country, and
t hen now you ask yourself how do we put sone nuscle behind
getting people to adopt the program

CHAI RMVAN KENNARD:  Thank you.

Comm ssi oner Baker ?

COWM SSI ONER BAKER:  Thank you, M. Chairnman.

"Il base ny questions on M. Cooper's testinony,
but I wll invite any of the panelists to respond.

First, regarding line itenms, M. Cooper, you
stated that in your opinion line itens should not appear on
consuner bills, correct?

MR. COOPER:  Yes.

COWM SSI ONER BAKER: Ckay. But aren't line itens
consistent with the notion of making Universal Service
support explicit? That is, consunmers realize what portion
of their bill goes to support high cost funding?

MR. COOPER Well, the word "explicit" appears in
the statute, and in that section of the statute it talks
about service provider contribution. It never says -- and
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so if a service provider is told here is how nuch your cost
of Universal Service is, that is explicit to the service
provider, and that's the way the provision was witten.

Coul d you have witten a provision which said
consumers should be told it cost them $2. 00 a nont h?
Congress could have witten that. They said explicit, they
said tel ecormuni cations service providers. And, in fact, if
you tell themyou are paying $2 million or whatever the
nunber is and there is no other subsidy any place in any HUR
playing -- paying, it is explicit to the tel ecommunications
service provider, which is what that section of the Act
says.

MR GUWER |1'd like to respond to that for a
second.

COWM SSI ONER BAKER:  Yes, and | guess, M. Cunper,
if I can anticipate your response because ny follow up
guestion would be, | nean, can't we all reasonably
anticipate that providers charged with an obligation of
contributing to a support fund would in fact pass this along
to consuners?

MR. COOPER W didn't say they couldn't pass it
along, and they will try, and we'll see where they put it.
Sonme m ght say -- one conpany mght put in the bottomof the
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bill, which is what we saw in | ong di stance, and anot her
conpany m ght say, "Hey, we don't put that on your bill."
And the consuner will start to figure out and they'll | ook
at that. So essentially this is just |ike any other cost of
busi ness. Wy don't they break out the CEO s salary on the
bottom of the bill, or the unenploynent insurance that they
pay? Every conpany pays unenpl oynent insurance for those
bills. Do you see it on the bottomof the bill saying, "You
see that, you're paying for unenpl oynent insurance in the
State of Georgi a?"

The answer is that each cost of business is
recovered in the price sold to the custoner and we don't
separate out those things on the bottomof the bill.

MR. GUMPER  Ckay, let's though point out that in
t he tel econmuni cations industry every tel comconpany, except
for the | ocal exchange carriers, has the flexibility to
recover their contribution in any way, shape or formthey
desire. And | agree with you, nost of themw Il put it as a
line itemin one shape or another on a customer's bill, and
we' ve seen that happen as this past year has rolled out.

The only exception are the |ocal exchange
carriers. W do not have the flexibility to just sinply say
we W Il recover those costs any which way we can. W have
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to be given perm ssion of our regulators to recover those
costs. And right now today the |ocal exchange carriers
recover our contribution and for Bell Atlantic's case it's
about 215 mllion a year we put into the fund through our
access charges which, quite frankly, we don't think is a
very viable way to do that. And it's sort of alittle bit
of follow, you know, the nut under the cap because, you
know, the long distance carriers in effect reinburse us
t hrough access charges for nost of our contribution, and it
probably would make a | ot nore sense for us not to put it in
our access charges, but to put it on aline itemon the
bill. But the only way we can do that is if we're given the
perm ssion fromthe regul ators.

MR, GREGG M. Baker, ny preference would be to
prohi bit service charges altogether |ike Section 167(h) of
the Georgi a Tel ephone Conpetition Act. However, if you are
going to inpose surcharges, | believe that the nost
inportant thing is that they not be nade mandatory. Right
now we have virtually every conpany putting a surcharge of
one type or the other. AT&T is 93 cents per nonth. Ohers
are 4.9 percent, 5.2 percent.

However, | believe if you do not nake them
mandatory, that the market will ultimately drive them out.

Heritage Reporting Corporation
(202) 628-4888



N

o o A~ W

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

100
| f consuners do not |ike paying all these other extra
charges that are on their bill, there is going to be
sonebody who is going to cone up and fill a niche and says
no hi dden charges, 10 cents a mnute, and when we say it you
can believe it. W're not going to be like MC. W're not
going to be |like AT&T and say 10 cents a mnute, but what we
really nmean is 10 cents plus five percent.

So | believe as long as you let -- if you' re going
to have surcharge -- I'd rather have it in the cost of
overall rates, but if you' re going to have surcharges or
al l ow surcharges, allow them don't mandate them because if
you mandate themit will be like the SLIC. It wll stay
there forever.

COWM SSI ONER BAKER:  Ckay, which leads into ny
next question. And again starting wwth M. Cooper's
coments, you would favor a reduction or elimnation of the
SLIC, is that correct?

MR. COOPER  Yes.

COWM SSI ONER BAKER:  Ckay. Squeezing the balloon
at one end, which nmakes it bigger at the other, where does
t he ball oon get bigger? Do the reductions in the SLIC
translate into dollar increases in the high cost fund?

MR. COOPER. We think the balloon ought to |et
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sonme air out of it.

(Laughter.)

MR. COOPER There is no doubt there is a |ot of
excess profits and other things that will make plenty of
roomfor these funds without sinply having to find them sone
pl ace else. So there is no doubt, and we've been consi stent
inthat. W think there is too nmuch air in the balloon

MR, GREGG  Renenber the SLIC supports incunbent
| ocal carriers, and the question of whether reductions in
the SLIC are going to be sufficient to trigger basic rate
i ncreases, as you say, squeeze the balloon and it cones out,
IS once again a state issue.

This is a federally inposed end user surcharge
that basically affects the state performance of conpani es.
Let the states judge it, and as Dr. Cooper said, there is
probably a lot of air that can be |let out w thout any
adverse affect on anybody.

MR, GUWPER  Just for the record, | will point out
| don't think there is a lot of air.

(Laughter.)

MR. GUMPER And also |'ve agreed wth al nost
everything you' ve said, Billy, up to this point.

(Laughter.)
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I f you reduce the SLIC, the balloon is in the
charges that the | XCs pay us because unless we were to
change the separations rules, those are interstate revenues.
And if you reduced the collection of the subscriber |ine
charge, presumably it would nean an offset in interstate
access charges either through a PICC or through a per mnute
kind of charge, not a local rate increase.

MR. COOPER | predicated on an efficiency finding
and a cost finding that allows that air to get out, and in
that | agree with Frank. It wll stay in this jurisdiction
and you really do have to base it upon a finding that the
dollar figure has declined so that it doesn't just pop up
sonepl ace el se.

COWM SSI ONER BAKER:  Next question. Heretofore we
have addressed cost of service by |ooking at either flat,
that is, per line charges or per mnute charges. That's

been the traditional way. That's been the way we've done it

up till now and that's the way we're going to do it for
pur poses of the order that will issue regarding high cost
f und.

But it's entirely conceivable, and some woul d say
likely, that in the not too distant future there will be a
new nmeans of measuring service and that is "bit nmetering,"
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to use an expression. In which case, conceivably voice gets
very, very cheap. But laying that side, any thoughts as to
how or whether we need to address that issue so that the
current order that will issue will at |east not be
inconpatible with a market that mght exist in the very near
future where bit netering at |east supplenents if not
supplants the tradition division between flat |ine and
per manent char ges.

MR. COOPER Well, 1'd be a big fan of bit
meteri ng because voice is very skinny and it doesn't take up
a lot of space and it's very sinple. But that is the
fundanmental prem se of how | approach this. That is, the
| oop that connects everyone's house to a central office is
capabl e of providing a trenendous anount of service, and it
is critical and we have said this for years and years that
capturing all of that growh to contribute to share the cost
of this network is exactly the way you acconplish
affordability. So that whether you want to measure bits,
you wi Il hear people argue that sonme bits are different, we
suddenly learn if there are big streans and they behave
differently, but the answer is absolutely, the anmount of
service provided over that |oop should share all the costs
of the loop, and that's a position that |I've counted seven
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times since the Act was passed that this Comm ssion has
reaffirmed that fundanmental concept. |It's extrenely
inportant at both the federal and state |evel.

CHAI RVAN KENNARD: Ckay, |'mafraid we're going to
have to wap up. It's unfortunate because |I think we were
just getting warned up there, but we are about 45 m nutes
behi nd schedule and we really need to get noving.

We' Il have a 15-m nute break, reconvene at 3: 30,
and | did want to thank this great panel that we had to get
us going. Thank you very mnuch.

(Appl ause.)

(Wher eupon, a recess was taken.)

CHAI RVAN KENNARD: | think we should get going
since we already falling behind schedul e.

Qur second panel today is on consuner and
education issues, and we will proceed the way we did with
the earlier panel. | wll ask each of the panelists to
i ntroduce thensel ves and give an eight-m nute presentation.
We have our trusty tinekeeper here who wll keep us on
track, and then afterwards we will have an open session of
guestioning and answers for the panel.

Qur first panelist will be Mchael Travieso.

MR. TRAVI ESOG  Travi eso.
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CHAI RVAN KENNARD:  Travi eso. Thank you.

MR. TRAVI ESO Li ke the gas.

CHAI RVAN KENNARD: Ckay, great. Thank you.

MR. TRAVI ESO Thank you, M. Chairman and Menber
of the Comm ssion and the Board.

My nanme is Mke Travieso. | amthe Maryl and
people's counsel. M job is to represent the residenti al
custoners in the State of Maryland of all utility services,
i ncl udi ng tel ephone servi ces.

| would prefer not to actually read ny testinony
today. It's been submtted in witten formand it's in the
record. Instead, I'd like to pull the major points out of
that testinony and perhaps nmake a few observations which are
based sonmewhat on anecdotal information, but also | think
are things that have been discussed in literature fromthe
NNRI and the regul atory assi stance project, and Barbara
Al exander and ot hers.

First, | would say that nmany custoners, tel ephone
custoners still do not understand the difference between
| ong distance toll and |ocal tel ephone service.

Second, whil e nost people probably know that they
can switch long distance carrier, if they choose to. Few,
if any, know that at sone point in tinme in the near future
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they will have a choice of |ocal exchange carriers. Most
custoners don't understand that the advertisenents that you
see for 1010 calling or for conpetitive | ong distance 10
cents a mnute calling, which guarantees a savings, are
based on what Billy Jack referred to this norning as the
default service, and not on calling plans which a |arge
percent age of custoners actually have.

Consuners of tel ephone service, in general, are
not equi pped to nmake intelligent choices. Mking an
intelligent choice is obviously an inportant conponent of a
properly functioning conpetitive market. Custoners do not
understand their bills. You have a NOPR that you' ve issued
on this -- nore or less on this subject matter, and
custoners do not know which services are regul ated and which
services are not regul at ed.

Most customers do not understand that state
utility comm ssions cannot help themw th problenms with
their long distance conpanies. They don't understand the
jurisdictional split. And despite the reference, | guess it
was Conm ssioner Tristani nade to the 100,000 calls received
by the FCC conpl ai ni ng about slamm ng, nost people don't
know what the FTCis, they don't know what the FCCis, and
they don't know what the state public utility comm ssions
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are, nor do they know what they do.

Di ssipation rates and Lifeline and Link-Up
prograns are | ow because consuners do not know that these
prograns exist generally. The question is not how many
participants are there in Lifeline or Link-Up prograns. The
question is what percentage of the eligible population
actually participate. And it's clear to us that very many
of these custoners do not actually know that these prograns
exist. There is insufficient notice to consuners about the
exi stence of these prograns.

| mght add a footnote here that what | was going
to say about that is that automatic enrollnment is the
obvi ous solution to that problem but Mark Cooper has
already said that, so | would only second that as a
proposition that if you go to a social service agency and
you are eligible for LI HEAP or whatever the state
eligibility requirenent is in the state |l aw, that you be
told that you can automatically enroll at that point in
t hese kinds of prograns and you would be enrolled unless you
declined to enroll.

What are sone reasonable solutions to these
probl ens as we nove into the all market-based
t el ecommuni cati ons service industry?
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| believe that federal and state regul ators nust
play a major role in educating consuners. | believe
unabashedly that governnment is good, for exanple, and that
gover nnment can do good, so that we can use our agencies,
state and federal agencies to provide information to
consuners in ways that we probably haven't done in the past
because we've had a regul ated nar ket pl ace.

There ought to be toll free hot lines to
appropriate governnment agencies. Governnent agencies should
have web pages which provide information to consuners.

Gover nment agenci es can mandate that the bill be used as a
way to informconsuners.

For exanple, | believe that a bill should
separately identify different providers that are providing
services to that custonmer by name and by tel ephone nunber.
This would be a very easy way to allow a custoner to detect
whet her they've been slamed or not, and sonme states do not
have those kind of requirenents. And I'msure if you tried
to figure out fromreading your tel ephone bills what
services you get and how nuch you're being charged for them
many of you have probably had difficulty doing that.

Those bills could tell consuners where to conplain
if they have particular problens with providers and which
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agenci es have jurisdiction over which conpanies. W could
require periodic bill inserts to explain about
t el ecommuni cati ons deregul ati on and about custoner rights
along the lines of what's now required in the Truth and
Lendi ng Act, and the Tel ecomruni cations Di scl osure and
Di spute Resol ution Act.

We coul d have public service announcenents
sponsored by the FCC and/or state conmm ssions. W could use
the FCC and state commi ssion staff to hold public foruns.

We coul d set up clearinghouses of information that could be
shared anongst state agencies and then be nmade available to
consuners where appropri ate.

We could create and/or staff up consuner resource
centers within agencies. W nust do nore than just field

tel ephone calls. W actually have to help solve the

problenms. | knowin nmy state we have a consuner division of
the Public Service Conmission. It is the stepchild of the
Public Service Commssion. It is the second which gets the

| east attention, has the | east anmobunt of resources, has no
access to staff counsel until very recently, is not seen as
a good place to work, et cetera, et cetera. That has to be
changed if we're going to nove into a situation in which, in
my belief, agencies are going to turn into nore |ike
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consuner protection agencies and less |ike rate-nmaking
agencies as we deregulate all of the, or virtually all of
the utility services except perhaps network services and gas
and el ectric.

We can provide consuner oriented information
t hrough brochures on things |ike how to eval uate a provider,
how to conpare prices, howto detect fraud and deceptive
practices, what questions to ask a conpany soliciting your
busi ness, how and where to file a conplaint, and things of
this nature.

| mght indicate that it's not only governnent
agenci es that can and shoul d be doing these things, but I
bel i eve governnent agenci es ought to be doing these things.
My own agency has hired a person, we are a little law firm
that's basically what we are. W' ve taken away one | awer
position and we've hired one public information position so
that we can have a person during this tinme period who can
arrange for our staff to go out and talk to the public.
|"ve been on cable TV. [|'ve been on public radio. 1've
been on public television, and |I've gone around to the AARP.
|"ve been all over the place trying to explain these things
to the public.

So | think that's a key and | woul d urge
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comm ssion, federal and state, to sort of reexam ne their
traditional roles and to come to the concl usion that
consuner education and consuner protection is going to be an
extrenely inportant role in the future.

| appreciate the opportunity to be conme and
testify before you today.

CHAI RVAN KENNARD: Thank you very nuch.

We have a surprise guest today, M chele Farquhar
on behalf of Western Wreless.

M5. FARQUHAR: First, | would like to thank the
Uni versal Service Joint Board for reaching out to the
wireless industry for their thoughts on critical Universal
Service issues, such as consumer education and affordability
of basic telecomservice. | also appreciate the opportunity
to represent John Stanton, who is the chairman and CEO of
Western Wrel ess, which offers cellular service in primarily
rural areas.

Consuner education is clearly a critical issue
t hat needs to be addressed as we nove towards a nore
conpetitive Universal Service market. Briefly, I'd like to
hi ghli ght sonme of Western Wreless's Universal Service
initiatives that are ainmed at bringing the benefits of
conpetition to consunmers |located in rural and high cost
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areas, and you can follow along with the handout that was
passed around earlier.

Western Wreless is already denonstrating its
uni que capabilities of itself and other wireless carriers
serving approximately 50 custoners in a very renote region
of Nevada, which is unserved by any ot her |ocal exchange
service carrier. These custoners are receiving |local dial
tone service through a new wirel ess |ocal |oop technol ogy at
a flat rate of $10.00 per nonth. The difference between
this rate and Western Wreless's costs are recovered through
a state rural inprovenent fund.

To expand its own Universal Service offerings,
Western Wreless recently filed petitions in 13 states,
seeki ng designation as an eligible telecomcarriers or ETC
As an ETC, Western Wreless intends to provide conpetitive
| ocal telephony service to consuners in rural and high cost
ar eas.

Western Wreless is al so sponsoring a wrel ess
cost nodel and is working with federal and state regul ators
to establish an affordable Universal Service systemthat is
both conpetitively and technol ogically neutral.

W al so want to express our appreciation to the
Joint Board for appointing a representative of Wstern
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Wreless to the Rural Task Force.

Turning to the issue of consunmer educati on,
Western Wreless strongly believes that three principles
shoul d gui de the devel opnent of a consuner education
pr ogr am

First, we should enpower the consuner to decide
whi ch carrier best serves individual telecomneeds and what
services are included in the Universal Service offering
provi ded, of course, that that service neets the basic
definition of Universal Service.

Second, we shoul d educate consuners on the
benefits of conpetition.

And, lastly, we should elimnate any barriers to a
conpetitive Universal Service systemthat would harmthe
public.

I n adopting Universal Service policies, the Joint
Board should first ask whether the policy is in the
consuners' interest. By focusing policy initiatives on the
consuner, the public interest will thereby be served.

The first principle is enpowering the consuner.
The consunmer and not the regul ators should be the deci sion-
maker in the conpetitive environnent. The Joint Board
recomended and the FCC adopted a |ist of services that nust

Heritage Reporting Corporation
(202) 628-4888



N

o o A~ W

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

114
be provided by all ETCs.

Beyond t hese nmandated services, the consuner
shoul d be enpowered to deci de who provides the service, how
the service is provided, and what additional services are
of fered. The consuner shoul d decide, for exanple, whether
the service is nobile or fixed, whether unlimted | ocal
usage is included in the offering, whether the service
should be for a large or a small local calling area, and
whet her ot her services and features are included in the
of fering.

In other words, the Joint Board and the FCC need
to work together to ensure that the Universal Service system
is conpetitively and technol ogically neutral.

To make sure consuners get the full range of
choi ces, regulators nmust take care to avoid inadvertently
creating pitfalls for new entrants, particularly wrel ess
carriers. For exanple, the definitions of which services
are supported should be broad enough in order to enable
consuners to nmake their own choi ces about the type of
Uni versal Service that they want and need. As |long as al
carriers get the sane anount of support per nonth, no
carrier wuld have any unfair advantage over others and
consuners' choices would not be distorted by skewed
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regul ati ons.

The second principle is educating consuners on the
benefits and pitfalls of conpetition. For many consuners,

t he establishnment of a conpetitive Universal Service system
will be the very first time that they' ve had a choi ce of
| ocal service providers.

As a starting point for educating consuners on
Uni versal Service offerings, the Universal Service provider
is required to advertise the availability and rates of the
services offered as a condition of being designated as an
ETC

In addition, the Joint Board nay want to encourage
all ETCs to further education consuners about the
conparative benefits of different services or technol ogies.

For exanple, on CTIA s web site, it includes
i nformati on about how to choose a wirel ess service and how
to choose and use a wireless phone, as well as information
and tips on driving safety, wireless fraud and disabilities
access.

It wll also be inportant for regulators to inform
consuners that they will benefit fromthe increased
conpetitive choices for |local telecomservice. |ndeed,
regul ators can cite to the positive experience of wreless
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subscribers with new conpetitive entry. Mny w rel ess
consuners have al ready experienced benefits of |lower calling
rates, nore mnutes of use, and higher quality service.

The Joint Board and state conmm ssions could
sponsor public fora to educate consuners about the new
conpetitive environment as well as new technol ogy, such as
wi rel ess, and highlighting the benefits to consuners.

Western Wreless recently testified at such a
public hearing hosted by the State of Nebraska, which
focused on consumer concerns about the size of local calling
ar eas.

The third principle is the elimnation of barriers
to a conpetitive Universal Service system The nost
significant barrier to entry is the differing anounts of
support available to different classes of carriers. How can
a new entrant hope to conpete if the incunbent -- against an
i ncunbent if the incunbent is getting hundreds of dollars
per line in subsidies while the new entrant can qualify only
for a small fraction of that anount?

Regul ators nmust ensure that Universal Service
support is fully portable; that is, that conpetitive
carriers receive the sane dollar anount of support as
i ncunbents for each line that they serve. This basic
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principle should be applied for both inplicit as well as
explicit subsidies.

For exanple, the FCC has stated that rura
t el ephone conpanies will continue to receive subsidies under
the historic systemuntil the year 2001. Wstern would
prefer to see that the new forward-I| ooki ng Universal Service
system i npl enent ed nuch sooner. But if that is not
possi bl e, regulators could consider at |east distributing
Uni versal Service support to new conpetitive entrants based
on a forward-1ooking cost nodel. This support would roughly
match the inplicit subsidies that the rural telecos are now
receiving, and this would ensure that all Anericans,

i ncludi ng consuners in rural areas, have access to the sane
array of conpetitive options as in urban areas.

More broadly, the FCC and the states nust work
hard to elimnate all inplicit subsidies, such as inflated
access charges and inequities in the phone conpanies' rate
structure as rapidly as possible. And in the neantine,
regul ators should try to level the playing field by giving
new entrants access to sone of the revenue flow and
correspondi ng explicit subsidies that the i ncunbents are now
receiving.

Even the explicit Universal Service support
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mechani sm need to be revised to ensure full portability of
subsidies. Wstern Wreless filed a petition tw weeks ago
w th the FCC expressing concerns about the FCC s current
Uni versal Service distribution rules which inpose a del ay of
as long as two years on a new entrant's ability to receive
explicit report and distribute funding to new entrants based
on data and line counts that may be as long as two years
ol d.

Simlarly, sone state conm ssions are not
providing the right anong of explicit intrastate Universal
Service Funds to incunbents and new entrants.

Unfortunately, the Kansas Comm ssion did just that. Wile
we have asked the FCC to preenpt this aspect of the Kansas
Uni versal Service system and policy, we're al so working
directly with Kansas and other state comm ssions to renedy
t hese probl ens.

In closing, I'd like to quote froma recent speech
by Chairman Kennard before an International Tel ecom
Regul ator Goup at the I TU pl eni pot where he stated that,
"Uni versal Service rules also should not unfairly advant age
or di sadvant age one technol ogy over another. Wred
t el ecomuni cati on services may nmake sense in sone places,
while wreless may make sense in others. Qur objective
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shoul d be to create an environnment where such distinctions
are of no great consequence to the consuners."

Thank you very nuch.
CHAI RVAN KENNARD: Thank you very much, M chel e.
Comm ssioner Gllis.

COM SSIONER. G LLI'S:  Thank you, M. Chairnman.

| amBill Gllis, from-- conmm ssioner fromthe
State of Washington. | am a nenber of the NARUC
Communi cati ons Comm tt ee. | am vice-chair of the NARUC Ad

Hoc Consuner Affairs Commttee and | chair the Rural Task
Force.

I n thinking about our working title for ny
remar ks, | thought about a couple of things. One of theml
was thinking of atitle of, gee, it's really lonely being a
regul ator, or why don't ny friends call ne anynore.

(Laughter.)

Back in the good-old days of conpetitive reforns,
we coul d al ways count on consunmers being in our hearing room
and supporting us when we're working on conpetitive reforns,
but that support has dw ndled considerably in recent tines.

In ny owmn state, for exanple, we had a hearing on
the final rule for our state access reformrule, and nobody,
not one person stood up and said we were doing the right
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thing, and that's not too easy.

Were have the consuners gone? And it's sonething
that we do, it's pro-conpetitive, it's sonething that we're
doi ng for consuners.

Well, what we hear in hearings and really talking
to people one on one, what we're hearing is that the
consuner is saying that we see the cost but we don't see the
benefits. |s conpetition ever going to cone to the
residential and small|l business custoners? W don't think
so.

You know, where they are seeing conpetition,
primarily in the long distance realm they are saying it's a
hassl e, we don't |like marketing phone calls in the evening,
we're getting charged for services we didn't subscribe to,
and so forth, and we're not so sure about this conpetition
t hi ng.

And it's that backdrop that makes it hard to
expl ain Universal Service to consuners, and we try to
explain to them well, we need to take these inplicit
subsi di es and nmake themexplicit, so we aren't forced to
make a choi ce between conpetition and Universal Service. W
shoul dn't be forced to nake that choi ce.

But they say, well, we don't want this conpetition
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thing anyway. W're not so sure about that, and besides
isn't that a new tax of sonme sort people are tal king about,
and what's in it for ne anyway?

And the bottomline | get fromthat as a state
regulator is we aren't doing a very good job of consuner
education. W need to nake our conpetitive policy nore
consuner friendly. W need to find out a way to explain it
to peopl e.

Chai rman Wods in his opening comrent sunmari zed
in one sentence what | struggled to -- struggled around to
say, is that we need to tell the consuners the truth. It's
our burden to explain to themwhat we're doing and why we're
doing it, and we need to be accountabl e.

So where do we start? Well, one area we start is
recogni zi ng consuner expectations. Fromthe standpoint of
your work, the FCC and the Joint Board, | think the nost
i nportant expectations | hear frommy consuners is that they
shoul d not be nade worse off as a result of conpetition.
That's the bottomline fromtheir perspective.

And to nme, that is the fundanental goal of
Uni versal Service, is making sure that to the best of our
possible ability to be able to |l ook themin the eye and
saying we are doing everything we can to make sure that no
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citizen, no business in this nation is going to be worse off
as a result of conpetition. Hopefully, a lot of people are
going to be nmade better off.

And, you know, we need to really resist people who
characterize Universal Service as a new social program
social welfare programof sone sort. |It's not. The bottom
line of Universal Service is it's our nechanismto nake sure
that the benefits of conpetition are distributed nationw de
to everybody and not just to those that happened to be | ucky
enough early in the conpetitive reforms to be able to have a
choice. It distributes benefits evenly across the country
and we owe that to the custoners.

Preparing consuners for change, state utility
comm ssi oners and NARUC have been very active in recognizing
that we need to -- we need to do better jobs at consuner
outreach, education and protection. | enclosed with nmy pre-
filed remarks a copy of the Wite Paper that was drafted by
the Ad Hoc Comm ttee on Consuner Affairs and the
Communi cations Committee jointly, and sone various
principals that were in that, and I'mnot going to go into
t hose now.

The one principle that | did want to nention
t hough conmes from anot her NARUC resol uti on which did
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indicate that the content of bill should be accurate, if
not hi ng el se. Chai rman Wods comented about telling the
truth. And what we've done in our state goes beyond the
NARUC resolution. | don't nean this to be NARUC s position,
but we've taken that a bit farther, and we decided that that
mean in the context of Universal Service full disclosure.

In our draft Universal Service rule, what we've
done is for conpanies that would receive Universal Service
Funds they woul d have two choices. One, no disclosure,

i ncludi ng no disclosure of percent of custoner paynment
contributed to it by the carrier, or full disclosure. And
full disclosure neans the anmount of nonthly support the
carrier receives fromthe fund, the anmount of carrier
contribution, the amount of support per |line received by the
carrier, and the customer's exchange, and a recurring
statenent of the carrier's toll and per line reduction
ordered under a different section of our rule. |n other
words, tell themeverything. Don't nmess around with it.

And that's our suggestion, and | am speaking for nyself, not
NARUC in this regard, | would recormmend that to you at the
federal level is that that's sonmething to think about, is
just require full disclosure.

Final topic is | was asked to comment on the

Heritage Reporting Corporation
(202) 628-4888



N

o o A~ W

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

124
potential role of NARUC as a cl earinghouse of information on
consuner issues to help you at the FCC in getting a better
under st andi ng of consunmer needs. And | think that's a great
idea. It's very consistent wwth what we're trying to do
anyway.

The Ad Hoc Commttee on Consuner Affairs, which
am vi ce-chair of, was established by NARUC for the purpose
of hel ping us, the states, understand and share anong
oursel ves what are the different options for reaching out to
consuners for consuner protection, consuner education. And
we' re devel oping a sharing arrangenents to get a better
under st andi ng of what consuners want in individual states.

The ad hoc committee just conpleted its two years
work plan, and one elenent of that plan is to do a better
j ob of communi cati ng between states and federal agencies on
consuner issues, so that's just right on target.

And so ny recommendation is, and actually |I'm
| ooki ng at Comm ssi oner Schoenfel der because she chairs the
policy subgroup on consuner issues for the Communi cations
Commttee, but I think we ought to just do it. W'IlIl just
figure out a way to make it work. [If our colleagues at the
FCC want that relationship, it's sonething that | think we
can easily accommobdat e.
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So to summari ze, the bottomline for neis I'ma
believer in the "96 Act. | think that it's a well witten
docunent. It's sonmething that prom ses good things for
Anmerica, and | want to see both conpetition and Universa
Service. | don't want to make a choi ce between Uni versal
Service and conpetition. | want themboth. | think we can
do that, but we're not going to get there if we don't have
t he support of consuners. At least in ny state, we've |ost
it, and | think that's true nationally, is that consuners
for a variety of reasons are doubting whether conpetitive
forms make any sense for them particularly residential and
smal | busi ness consuners. W need to step back.

We need to nmake sure that our conpetitive policies
are consumer friendly. W need to be able to explain them
to consuners in a very truthful fashion, and I would al so
comment that we need to have a Universal Service Fund that
is sufficient in size and admnistered in a way that we can
truly look consuners in the eye and say that we haven't nade
you worse off. At |east we've done our best to nake sure
every citizen of business in this nation is at |east as well
off after these reforns than they were before they happened.

Thank yo for this opportunity to comment. | | ook
forward to answering questions |ater.
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CHAI RMAN KENNARD:  Thank you.

M . Lubin.
MR LUBIN. M name is Joel Lubin. | work for
AT&T. | have the good fortune of working on these

i nteresting and conpl ex issues.

Thank you for giving me the opportunity to speak
before you today regarding i ssues of educating the consuner
in the tel econmmuni cati ons market pl ace. AT&T supports the
Comm ssion's objective of elimnating custonmer confusion and
better educating consuners about tel ecommunications issues,
in particular, Universal Service.

Let me also say that in a conpetitive |ong
di stance market, AT&T has every incentive to ensure that its
custoners fully understand its offers and charges associ at ed
wth these offers. |If our custoners are confused, they have
choice. W are in the business to win custoners and keep
them sati sfied, not to have them | eave because they are
conf used.

For this reason, we provi de educati onal
i nformati on when new charges are introduced or if charges
change through bill messages or bill inserts.

In the case of the charges that we have inposed to
recover our Universal Service expenses, we work closely with
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regul ators and ot her stakeholders to ensure that our
messages to our custoners were clear and conplete. Qur
bills include an 800 nunber for customers to call if they
have questions about their bill.

And here again, it's in our interest to ensure
that our bills are clear and understandabl e, both because
it's what our custoners want and deserve, and because it
m ni mzes our costs by reducing the nunber of calls to our
custoner care 800 nunmber. We believe that we have taken
extraordinary steps to achieve this goal given the existing
ci rcunst ances surroundi ng Uni versal Service.

However, sone of the customer confusion over USF
i npl enentation is caused by carriers doing different things.
This can be significantly mtigated if all carriers assess
end users for this expense in a simlar manner. And it is
inevitable that all carriers in a conpetitive nmarketplace
will recover this expense fromtheir custoners because it is
an external cost that is beyond our control and cannot
nmerely be conpeted away.

Under the existing rule, carriers are assessed USF
based on the previous year's revenues and have conpl ete
di scretion over the manner in which they recover the
assessnment as part of their current year's cost.
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Unfortunately, this means that sone carriers who
have | ess revenue in '98 relative to '97 wll have a
collection rate that is literally higher than the assessnent
rate.

Sonme seek to recover their assessnents through
fixed nonthly charges while others recover it through a
percent age assessnment. Sonme seek to recover their
assessnments frominterstate services only, while others
recover it fromall services. The FCC has allowed the |ILECs
to recover their obligation fromthe inter-exchange
carrier's access charges, known as |LEC flow back. That's
what you heard Frank Gunper tal k about in the previous
panel. That's raising the cost of providing LD service.
Sonme | XCs recover their |ILEC fl ow back portion fromtheir
nati onwi de average toll rates, while others include it in
their end user USF recovery charges, thus raising the USF
line itemon the bill.

AT&T has decided to charge 93 cents per nonth to
each of its residential accounts and a 4.1 percent surcharge
to its business custoners, interstate revenues. G ven that
each carrier has its own set of uncollectibles that it nust
account for, it is not surprising that each would charge
their custonmer a different rate under the Universal Service

Heritage Reporting Corporation
(202) 628-4888



N

o o A~ W

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

129

banner. This has resulted in needl ess custoner confusion.

Conpetitive neutrality is enabl ed when al
carriers are required to use the sane assessnent and
collection rate applicable to all end user revenues. Wth
si mul t aneous assessnent and recover of the carriers
Uni versal Service obligation and no discretion on the part
of the carrier as to how the recovery will be nade as
between different classes of custoners, the end user
surcharge approach renoves the potential kind of
ganmesmanshi p over USF recovery that inevitably fosters
custonmer confusion, dissatisfaction with the entire system

Such an approach applied fairly and uniformy to
all custonmers will ultimately |lead to custoner acceptance,
i f not approval, and serve to strengthen our universal
support nechani sm

An alternative revenue base surcharge, the
Comm ssion could require both assessnent and recovery from
an interstate service providers by an end user per line
charge. That is to say the carrier owes what it collects
fromthe subscriber based on the new assessnent rate that
the carrier does not set but USF sets under the direction of
the regqgul ator.

Here in this exanple, the denom nator of the
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factor would be cal culated by the adm ni strator based on
total lines, including primary line, non-primary, wreless
lines, business lines, paging lines. A per line charge has
the additional benefit of solving the internet assessnent
controversy with a per line charge to the custoner |ine
itself is assessed for the Universal Service, not the
services provided over the line.

The Comm ssion can al so decide to enforce public
policy objectives by varying the per line factor by custoner
type. For exanple, it could decide anong a nunber of
options to cap the custonmer per |line assessnent at a dollar,
cap paging at a quarter, exenpt Lifeline custoners from any
assessnment at all, and have the business per |ine charge
make up the difference.

Through the common USF factor, all carriers would
be charging the respective custoners uniformy. Thus, al
custoners within the sane segnent woul d be charged the sane
anount regardl ess of their service provider.

Whet her the Comm ssion inplenments a revenue or a
per line surcharge, the anti-conpetitive |LEC fl ow back
i ssue would be elimnated. All carriers, including the
| LECs, wll be assessing and collecting their obligations
simul taneously fromtheir retail customers. This also
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elimnates the possibility of carriers gamng the process.

From the custoner's perspective, the USF charge woul d be

cl ear, unanbi guous and consistently | abel ed, elimnating

significant anmount of confusion on the topic.

Thank you for your tine. | look forward to
answering your questions. Thank you.

CHAI RMVAN KENNARD:  Thank you.

M. Glles.

MR. G LLES: W nane is Dave Glles. |'man

assi stant attorney general in the Wsconsin Departnment of

Justi ce. | have worked in the O fice of Consunmer Protection

in Wsconsin, Departnment of Justice, for |long enough to

remenber when consuner -- the very infrequent consuner

conpl ai nts about tel ephone services were routinely and

qui ckly resolved by an industry that was subject to very

conprehensive regul ation on the federal and state |evel.

That is not the case today.

During the |l ast four years, |'ve had the occasion to

handl e si x cases agai nst conpanies that were engaged in

sl anm ng or cramm ng practices, and the resources devoted by

our office and ny counterparts in other states have
i ncreased dramatically over tine.
Today, | would like to address two issues.
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woul d i ke to outline consunmer education efforts that have
been undertaken in Wsconsin to try and i nprove consuner
understanding in this industry.

And secondly, | would like to provide you with
sone observation that | have as a person involved in
enforcenent and enforcing deceptive practice issues about
what it is about this industry that creates the climte for
this fraud.

Turning to the first point, Wsconsin has
undertaken two approaches to deal with consunmer education
concerning tel ecomuni cation services. The Wsconsin
attorney general, in 1996, petitioned the Wsconsin Public
Service Conm ssion to undertake steps to pronote consuner
education i ssues and ot her consuner safeguards. And as a
result of that, |last March the Public Service Conmm ssion
whi ch had worked closely wth other state agencies,
announced a four-part consuner education programt hat
consisted of primarily the devel opnent of a buyer's guide to
t el ecommuni cation services, as well as specific information
pi eces dealing with particul ar issues.

Now, this printed materials -- the printed
materials were coupled with television and radio public
servi ce announcenents whi ch announced their availability.
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In addition, distribution was coordi nated through |ibraries
and community groups, and, finally, there was online access
to it through the web site for the Public Service
Comm ssi on.

As best we can determne, it's been successful,
al t hough the distribution has been limted. The reports are
bei ng revised because at the tine they were prepared
"cramm ng" hadn't becone a termof art in this business.

The second aspect of consuner protection education
that's been undertaken in Wsconsin, in contrast to this
generic approach, has been a pilot programthat the
Commi ssi on approved for Aneritech to undertake with regard
to consuners who were having difficulty in paying bills. It
was a programthat's beconme known as "Tel cap,” and was
focused on persons who appeared not to have the resources to
pay for basic |ocal phone service.

Specific Aneritech personnel were trained in
providing informati on about Lifeline and other resources
that woul d be available to people in the situation, and
according to the reports, this has been effective in
| owering the nunber of disconnections that are occurring in
the pilot program

|'d be happy to provide nore information regarding

Heritage Reporting Corporation
(202) 628-4888



N

o o A~ W

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

134
ei ther of those prograns to you.

Turning to the second point, I would very nuch
i ke say that as a result of the consuner education efforts,
| don't have as nuch to do, but that's no the case. W have
begun three actions this year, and these are very tine
consum ng and we continue to get lots of conplaints.

There are three things that, | think, give rise to
this, at least, and the first is in the deregulated industry
t el ecomuni cation services with |ower barrier to entry, it
provides a very attractive place for people who are not
interested in delivering what consunmers think they are
buyi ng. The opportunity to use the tel ephone systemto
collect for fraudulent practices is one that has not m ssed
peopl e who used to have to go door to door to sell their
subscri ptions.

Let me tell you a couple situations that | have
encountered. In 1995, we brought an action against a
conpany that was using a prize pronotion to sel
subscription service to calling card custonmers. This is
before the term"cramm ng" had been coined. As a result of
setting these boxes out at our state fairs, this conpany
enrolled 4,000 people in Wsconsin that failed to check off
after the fine print that by entering the contest they also
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agreed to a $5.00 nonthly calling card subscription. So
this was in addition to their dial 1 plus.

So a few people conplained to us and after we
filed an action against the conpany, and determ ned t hat
after the pronotion had run 4,000 people were signed up.
About 10 nonths later 2,000 people continued to pay $5.00 a
month w t hout ever making a |long distance call with the
cal ling card.

Now, the conpany assured us that they had sent a
wel cone package that contained the plastic card with the
nunber, but we all -- at least ny belief is that nost of
those are regarded as solicitations and get accorded the
sane treatnent that your invitations to subscribe for
anot her credit card get.

And so what we had was, after eight nonths you had
2,000 people continuing to pay this $5.00 a nonth charge.

Now, in the settlenent discussions with the
conpany, | sat across the table fromthe president, and I
said, "Well, your primary business is selling |ong distance
service, right?" He agreed.

| said, "That neans that when sonmeone isn't using
your card to make calls, you aren't making noney. You
aren't doing your business.” He said, "That's true."
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| said, "What do you do to | et people know about
your service?"

"Well, we contact them once a nonth.

"How do you do that?

"On the bill it says services $5.00."

That was how he contacted their people.

Two other points in terns of the marketpl ace.
| nf ormati on about what services are has to be clear,
accurate and not m sleading. The notion of unbundling
services and creating the inpression that sonmehow t hese
unbundl ed conponents are being used to pay a specific tax,
are being used for sonme purpose that's not clear fromthe
description of it, gives rise to concern from soneone who
has been involved in prosecuting deceptive adverti sing
cases. It creates -- it creates a concern if the noney
that's collected is not obligated to go to the source that's
desi gnat ed and referenced.

For exanple, in one case involving a cruise |line
t hat was unbundling service, all cruise lines had to pay
sone sort of tax based on usage. Wat this cruise line did
that we prosecuted it unbundled the tax that it had to pay
and told people after they signed up for the cruise, besides
that, you have to pay a $40.00 tax," and people paid it
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thinking this was part of the price of adm ssion, |ike sales
t ax. In fact, it wasn't.
Now, in conclusion, | think that what has to be

done is we have to continue with consuner education efforts.
Secondly, that the Comm ssion, as well as other enforcenent
agenci es, have to take action to apply established consuner
protection principles to bring incentives in the marketpl ace
t hat woul d di scourage fraud, and to inplenent those
principles in this new conpetitive market.

Finally, I would Iike to acknow edge and
appreci ate your efforts in pursuing these matters, and thank
you for the opportunity to share these views today.

CHAI RVAN KENNARD: Thank you very nmuch, M.

Glles.

Dor ot hy Attwood.

M5. ATTWOOD: Thank you. |'m Dorothy Attwood. |
am Chi ef of the Enforcenent Division in the Cormon Carrier
Bureau. |'ve seen half of you regularly, but I'mvery
pl eased today to participate in this panel, and even nore
pl eased that this focus on consunmer education and protection
by the Joint Board will help foster the key cooperative
effort on this issue.

As the Comm ssion and this Board has recogni zed,
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consuner protection, education and enforcenent have pl ayed
an increasingly inportant role as we nove into a deregul ated
envi ronment .

Mor eover, |ike other issues for which we may share
different visions, on this issue of consuner protection and
education and enforcenents, the interests of the states and
the FCC are aligned. 1In fact, our interests are not just
shared, but borrowi ng fromthe popul ar jargon of today, |
think we could say that we're co-dependent on each other,
because for every consuner call, letter, e-mail or conplaint
that the state receives, the odds are the Conm ssion
received themas well.

Mor eover, the odds are that you probably in the
state hear about when the Comm ssion treats consuners wel |
or perhaps not so well, and we certain hear about your job
performance as well. This all neans that our collective
performance to consunmers as governnent entities is
intricately |inked.

Now, the good side of our co-dependence is that
for many issues, for every consuner whose concern, confusion
or conplaint we resolve, we both benefit, and inportantly
because we share the consuner, the consuner also benefits
for each of our actions.
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Simlarly, when either state or the FCC brings
successful enforcenent action against a carrier that is
shirking the law, we all benefit fromthe nessage that it
sends to the industry generally. And again, nost
i nportantly, our shared consunmer benefits as we collectively
ferret out those carriers that can play by the rules and
those carriers that cannot.

At its core, our co-dependence neans that a
victory for one is a victory for all. It also neans that
t hrough cultivating our shared goal of consuner protection,
we can nmake even greater gains in ensuring that the
mar ketplace is full of infornmed consuner choice and not
confusing, msleading or fraudul ent carrier conduct.

Sone of the specific ways we can build this
cooperative effort, in our view, is through actively seeking
to avoid jurisdictional divide. W need to work together so
carriers can't exploit the boundaries and work to create a
seanl ess consuner protection network.

For exanple, the Common Carrier Bureau recently
provided the State of Wsconsin, which -- M. Glles, in
fact, with an informal staff opinion regarding the
preenptive effect of the federal anti-slammng provision in
Section 258 of the Act in relation to certain state |aws,
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W sconsin state |laws prohibiting unfair and deceptive
practices.

W sconsin had conme to us for this letter in
connection with a suit brought by a carrier under state | aw,
and the carrier had clainmed that the state had no authority
to proceed against it because federal |aw preenpted.

In this letter, and it's in your materials, we
concl uded that the Wsconsin statutes at issue didn't
obstruct the Comm ssion's objective at all, but rather,
al though utilizing different neans to do so, both the
Comm ssion and the state | aws served to protect -- prevent
sl amm ng and were not inconpati bl e.

We issued a simlar letter to the State of
California and also to Vernont earlier in years past, and
have been told by both those states that they have been
extrenely effective in litigation, in working toward not
creating a divide on jurisdictional grounds.

The bottomline here is that when it cones to
consuner protection, the nore cops on the beat the better.
Mor eover, through utilizing all of the consistent state and
federal |aws and resources, we maxi mze our potential to
shut down or at least rein in disreputable businesses.

As we all know, Al Capone ultimately went to
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prison for tax evasion. So at least in this one instance |
think we all agreed that the Tax Code served the public's
i nterest.

Anot her way we can work together is through
i nprovi ng our coordination of federal and state enforcenent
actions agai nst common problemcarriers. Specifically,
we're actively working here at the FCC to enhance our data
collection and mning of information that we receive from
consuners by way of witten conplaints, e-mails and calls.
The sooner we can understand and anal yze what consuners are
telling us, the sooner we can act on energing probl ens.

VWiile we inprove this ability at the FCC, we need
al so to work on making sure this information is avail able as
a shared resource for the states. W each see a piece of
the problem but together the tel escope range geonetrically
i ncreases.

Mor eover, such coordination hel ps to | everage al
of our limted resources, to get the nost bank for the
public's buck.

| ndeed, Conmm ssion Johnson visited our shop
yesterday with her consuner protection fol ks, and gave us
sone very useful information about what Florida is doing,
and it was very gratifying to see a publication that Florida
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apparently issues, | guess on a nonthly basis, called
"Consuner Activity Report." If you ook on it, there is a
listing of the apparent slammng infractions. And we | ooked
at that and we saw that of the top four who have --
consuners have conpl ai ned agai nst these certain carriers, of
those top four, three of themthe Comm ssion today at | east
has taken action agai nst.

Several nonths ago we took action agai nst Al
Aneri can Tel ephone, which is on the top of your |ist.

Today, the Comm ssion adopted two over a mllion dollar
notice of apparent liability against two other carriers on
your |ist.

And so when we hel p enforcenent actions agai nst
conpanies, it's gratifying to see that the Florida consuners
are also clearly directly inpacted.

Anot her way we can inprove our coordi nation about
enmerging problens is to seek a coordinated -- is seek to
coordi nate joint consuner alerts about fraudul ent schenes
that help -- and therefore we can help each other spread the
word, and hel p consuners that way.

Finally, we need to think proactively about not
just how to nmanage the conplaints that we all receive and
pool our equally scarce resources, but howto ultimtely
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reduce these conplaints. Swift and strong enforcenent
action are a part, but giving consuners appropriate tools to
protect thenselves is absolutely vital. And on this basis
the Comm ssion recently adopted a truth in billing notice of
proposed rul e-maki ng. W sought comrent on ways that
information could be provided to consuners about the
services being billed by carriers.

Last Friday, the Bureau held a forum where state
representatives were participant, and to discuss sone of the
recommendations raised in that NPRM and through this effort
of working toward clarifying consuner information and
under standing of their charges, we work to mnim ze consuner
confusion and carrier fraud, and ultinmately we arm consuners
with the best weapons that they can have in the new
mar ket pl ace and that is clear information.

We | ook forward to working with the states closely
on this effort, and | just rem nd you that comments are due
Novenber 10th, and we | ook forward to getting themin.

O her proactive neasures should include web |ink-
ups so that other relevant federal and state agencies and
enf orcenent bodi es can be reached by consunmers in a single
try.

Finally, | look forward to |learning from states
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about the techniques that have proved effective in providing
consuners real neasures of protection and education, and |
wel cone this dialogue today and in the future.

CHAI RVAN KENNARD: Thank you, Dorothy. Good job.

We're now in the question and answer period of our
panel, and rather than go seriatim as | nentioned earlier,
"Il first invite the comm ssioners here to explore with the
panel i sts any particular issues that were rai sed or any
ot her issues that m ght be on your m nd.

| did want to echo one thing that Dorothy Attwood
said about our truth in billing notice. That notice was
inspired, in part, by the very excellent paper that NARUC
put out on consuner education, and | think that that effort
itself is a good exanple of state governnents and state
comm ssioners working together wwth the federal governnent
and federal conm ssioners to solve a very difficult problem
for consuners.

So | also would like to invite you all to focus on
that proceeding and to file your conments or to give us your
views in any way possible.

Wth that, do we have any questions fromthe
bench?

Chai rman Johnson?
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CHAI RVAN JOHNSON:  Yes, | have a question for M.
Lubi n.

Maki ng sure that | understand your analysis
because | got your pre-filed a little late, but you're
suggesting that we as regulators would require or mandate
that there be an end user line itemcharge on the bill; that
t hat sonmehow would help with the flowthrough issue?

| didn't follow your argunent or your position, so
coul d you pl ease expl ai n?

MR. LUBIN  Yes, Ms. Chairman.

What we are describing is that whatever the
assessnment nmechanismis that is finally inplenented from
USAC and if it's a percentage of revenue, if it's a |line,
whatever it turns out to be, and let ne for the nonent,
let's just pick a revenue assessnent, and it turn out to be
3.25 percent, then all carriers would put on their bill 3.25
percent. They wouldn't raise it. They wouldn't |ower it.
They woul d put 3.25 percent.

And by virtue of all carriers who have an
assessnent paying in to the Fund, neaning collecting the
money fromthe retail user, by doing that the |ocal conpany,
if they have an assessnent and it turned out to be 3.1
percent or whatever it turned out, they would collect it the
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sane way, pay it to the admnistrator, and thus elimnate
the problemthat Frank Gunper tal ked about on the previous
panel .

So when | said it would elimnate the flow back
of which there is approximately $800 nmillion today, that the
LECs pay that's buried in access fees, by literally having
an assessnment and collection to be the sane for all carriers
who are being assessed the value, yes, it would elimnate
t he fl ow back

CHAI RVAN JOHNSON:  What if a conpany didn't want
to assess --

MR. LUBIN  Ah, excellent question.

CHAI RVMAN JOHNSON:  -- or collect? O collect
real ly.

MR LUBIN: Right.

CHAI RVAN JOHNSON:  If they didn't want to coll ect
it fromtheir custoners --

MR LUBIN: Right.

CHAI RVAN JOHNSON:  -- there would be a
governnment al mandate that they have to collect this noney
even though they don't want to?

MR. LUBIN. A couple of thoughts, and maybe there
are other ways -- variations, but the thought that | would
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have is the obligation is still there on that carrier. Now,

maybe the carrier conmes al ong and says, "You know what, |

don't want to do it." | would suggest that they still have
that as aline itemon the bill, and literally waive the
charge. And when | say "waive the charge,” is if sonebody
says, "You know what, | don't want to do this, and for the

next six nonths or the next two years or the next 10 years
l"mgoing to waive it," they waive it.

However, they still have the obligation, if it was
3.1 percent, to collect the 3.1 percent and hand it to USAC
They just elect to waive it.

And the reason |I highlight that is you elimnate
t he probl em associated with each carrier having let's say a
different collectable rate, or last year's revenues are
different than this year's revenues.

And, in fact, if this individual is a customer of
m ne and that individual left nme and went to anot her
carrier, | no |longer would have the obligation to pay the
3.1 percent. The other carrier would have the obligation.

So, yes, fromny point of view, if you had the
assessnment and the collection to be the sane as defined by
the USAC, and that if a carrier didn't want to do it, and
wanted to use that as sone vehicle to win a custoner, they
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can effectively waive it, but they still have to pay
theoretically that nunber to USAC

CHAl RVAN KENNARD: M. Lubin, what would you do
about carriers that don't send out a nonthly bill, that
don't have presubscribed custoner or dial-around custoners,
phone cards?

MR. LUBIN.  You'll get a couple answers.

| nmean, first of all, if it's a percentage of
revenue, nmy viewis you do the sane thing.

CHAI RVAN KENNARD:  Um hmrm

MR. LUBIN. Because if they don't send a bill,
they don't get revenue. So if it's a percent of revenue,
it's not an issue.

If it were a line charge, which is hypothetically
anot her way, then you have to ask the question who is the
assessor of the line charge.

CHAI RVAN KENNARD:  Um hnrm

MR. LUBIN. And we can have a di scussion of that,
and if you want, |I'Il give you nmy answer right now, but to
me - -

CHAI RVAN KENNARD: Go ahead.

MR. LUBIN. M answer of the line charge is the
| ocal conpany for residents would have the |ine charge. And
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so the dial-around issue is not an issue.

For 800 or whoever has the custoner, if it's a
private |line business, whatever, let's say | have the
rel ationship, then | put that per line charge on the bill,
and | collect it and | had it off to USAC.

| would al so suggest to you that if it were this
way, and again I'mnot trying to be arguing that per line is
the right approach, I"'mjust trying to |lay out, hey, there
is two different ways of going about it. Each one has
different attributes, and you've got to figure out which

attributes you find nost conpelling in ternms of public

policy.

But the other point I was going to make to you is
if the LEC were the collector on the -- on the residenti al
line or the local line, for that matter, you have the nost

efficient collection nechanism the | owest of collectable
rate, the |east custonmer confusion because of all billing
information that goes back and forth to various vendors.

And by the way, I'mnot saying this to try to put
the burden on the LEC because | expect -- | hope to be a LEC
as well, but I amlooking for what is the nost efficient
frommy point of viewrational way if you went down the per
line basis. The alternative is you don't go down the per
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i ne basis.

CHAI RMVAN KENNARD:  Thank you.

MR LUBI N Yes.

CHAI RVAN KENNARD:  Chai r man Whod?

CHAI RMAN WOOD:  Conmi ssioner G llis, welcone.

I f you could do it over again, how would you do it
so that your customers would be -- | nmean, specifically,
what woul d had not done that you all did do or what would
you do that you all forgot to do?

COM SSIONER G LLIS: So | still have friends, you

mean?

CHAI RMAN WOOD:  So they call you back.

COM SSIONER G LLIS:  Well, it's hard to say what
we would do over. It's probably easier to tal k about what

we shoul d be doing on a going forward basis.
But | think what we have not done well is nake the
case to custonmer of why these conpetitive reforns are in

their interest as custoners beyond just telling them well,

it's the law. | nmean, that's -- I've tried that. That's a
regul ator's cop-out, and say -- hold up the Act and say,
"Well, I know, but it's the law"

Actually, | agree with the law. | think that the

"96 Act is right on target and what we should be doing. So
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that is just probably a cop-out.

But | think the best we can do and what we need to
do nore of is to present the case to consuners of why these
conpetitive reforns are needed. W also need to, and what
we could do better, | think, is be nore sensitive in the way
we design our conpetitive reform to make sure they are
consuner friendly; that we do -- just to pick on one -- do
our best to nake sure that we can prevent custoners from
being billed for services they didn't subscribe to, those
kind of things; nmake it easy for custoners to nmake choices
as nmuch as we can.

But there is always this tough bal ancing act.

That's ny biggest problemin doing this as a regul ator.
It's -- we can't always do everything that nmakes it easy for
consuners or protecting consuners exactly to the extent that
it provides a barrier to entry, and we al ways need to wei gh
t hose thi ngs.

But it's a long waffl ey answer, Chairman Wod. |
don't really know, but | know that we aren't doing it well
enough at the nonent.

COW SSI ONER SCHOENFELDER:  May | ?

CHAI RVAN KENNARD: Pl ease.

COWMM SSI ONER SCHOENFELDER: | would like to foll ow
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up with Comm ssioner Gllis just alittle bit. He and |
wor ked together on a few interesting consuner issues, and
this is nore of a conmment, but | guess | would invite anyone
on the panel to comment on what | have to say.

He said sonet hing about we need to tell our

consuners the truth, and that is absolutely inperative that
we do that. | can't enphasize that enough. W have to be

bel i evable. And one of the things that's frustrating to ne

is |l listen to Mchael say that we need to do this, this and
this, and everything he said we do at nmy conm ssion. |'ve
done it.

In addition to that, I've witten a weekly news
colum. |'ve done all kinds of interesting things. Now, we

have a saying in ny state that you can lead a horse to
wat er, but you can't nmake himdrink, and sonetinmes that's
where I'mat. Sonetimes | think | becone so frustrated in
trying to educate the consunmer about what's happening in
this industry that I wonder want to do next. And we've
stolen things from Conm ssi oner Johnson's comm ssion. W' ve
stolen ideas of how to do things because she has a | arge
consuner education group and we don't.
CHAI RVAN JOHNSON: Do you want to give them back?
COW SSI ONER SCHOENFELDER:  No.
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(Laughter.)

We just take her idea. W have done all sorts of
things to educate our consuners. W have put on workshops.
We have done those things.

First of all, | have a couple observations that |
think mght be driving this, and one of themis that we need
to -- governnent by its own nature, and we do great things
as governnent, and by the way, |'man el ected conm ssi oner,
whi ch neans that ny constituents call nme up with slanm ng
conplaints, and we do solve those on the state |evel before
anybody ever questions the jurisdiction. W just take care
of them

MR. TRAVI ESO  Good for you.

COWMM SSI ONER SCHOENFELDER: We did that and many
states do by the way. W just don't refer themto the
federal jurisdiction unless there is a major jurisdictional
probl em and soneone rai ses that issue.

But one of the things |I think that is happening is
that we need qui cker responses to the devel opnments in the
mar ket pl ace. The anobunt -- a nunber of people who are
performng in the marketplace right now are nore than what
there are regulators. So we need help from consumer groups.
We need help from anyone who will hel p us inform people.
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But nost of all, we need help fromthe citizens of this
country to better informthensel ves.

And is that handing it back and saying, well, I'm
not accepting ny responsibility? | don't think so. But |
think that we have to do sonme of that.

And then ny other observation is conpetition is
just plain nessy, and that's difficult, and this is an area
where consuners have never had to deal with conpetition
before, and so they are not used to it, so they take
addi ti onal education and additional understandi ng on our
part.

| think sonme conpanies can help. Rather than just
slamthem educate thema little bit if you' d like to keep
t hem as consuners.

But 1'll shut up with that and ask sonmeone to
respond to those terrible outlandi sh observati ons.

MR. TRAVIESO Well, at the risk of responding in
kind, I would actually agree with al nost everything you' ve
said. | don't think anyone can advocate that we have to --
once we've done everything we can to provide the information
to the consuners, that we then have to sort of follow thema
round sonehow and nake sure that they use that information
and | don't think anyone is advocating that.
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But | think they are advocating, certainly |I'm
advocating that it's extrenely inportant to use every
resource available to provide the information to the
consuner, and then it's up to the consuner, presumably
reasonably well informed consuner, to make what ever choice
that consuner wants. And if the consunmer chooses to remain
wi th X conpany, their incunbent |ocal carrier, and pay nore
than they m ght pay by switching to a conpetitor, that's
their choice, and | don't have any problemw th that.

But 1'd like to respond to one other point, and
that is that the concept that conm ssions should go tel
consuners that conpetition -- that the reforns that are
occurring are good and are going to save them noney, or are
going to benefit themwhile at the sane tine -- we've had
sone panelists say things |like we're going to have to
rebal ance the rates, their are inplicit subsidies in
residential rates, we can't have average rates anynore, we
have to send price signals, rates are going to go up

How do you propose to go tell consunmers in your
areas that conpetition is good for themand they're going to
benefit fromit and at the sane tine allow the market, which
is what, you know, the market wll do, to charge nore for
services than are already charged in places where it costs
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nmore to provide those services, and where we haven't built
i n maybe a necessary Universal Service, portable Universal
Service Fund that will nake up the difference?

So I would have -- | would be reluctant to
encourage conm ssioners to actually proslatize. | think
what comm ssioners ought to do is to explain that we're
moving froma regul ated systemto a conpetitive system and
there are risks and benefits, and here they are, and here is
a way for you all to eval uate your choices.

COWMM SSI ONER SCHOENFELDER:  Can you sinplify that
enough so that the average Anerican who does not want to
understand this network conpletely can understand it?

MR. TRAVIESG | think you can. You can use an
anal ogy to a gasoline station. You know, we don't regul ate
what gasoline stations charge, and there is conpetition, and
you can drive three block and pay $1.20 a gallon or you can
go -- ride around for a long tine and find a station that
pays $1.09. And custoners would understand that if there
was one gas station and one rate, that's what they would
pay. And if there wasn't, and there was conpetition, they
m ght pay nore or |ess, depending on where they go.

And you have a lot of -- | nean, there are many
services, all services basically, except for what's left

Heritage Reporting Corporation
(202) 628-4888



N

o o A~ W

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

157
over now is the regul ated service, are conpetitive service.
Peopl e just have to understand that they're not guaranteed
any longer a rate. They're going to pay a market rate and
it my be nore or less. That's what | don't think custoners
are hearing. They are hearing fromall -- fromboth the
i ncunbents and the conpetitors that conpetition is great and
they are all going to save noney, and | Just don't think
that's the truth, to speak in Conm ssioner Wod's terns. |
don't think that is the truth

COMM SSIONER TRISTANI:  Can i interject to the
| ast --

CHAl RMAN KENNARD:  Sure. Sure.

COWM SSI ONER TRI STANI:  Can you hear me? And |'ve
got to make a statenent because | think we're tal king about
two kinds of consunmer education. W're talking about
consuner education about the changi ng | andscape, but we're
al so tal ki ng about consuner education, about consuner
protection. And | think it's really inportant to
di stingui sh that.

| also think it's inportant to distinguish that
state conmm ssions have varying resources, and we know t hat
well, and that there nmay be sone state comm ssions out there
that do no consuner educati on whatsoever. And | can tel
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you because | was on the New Mexico State Corporation
Comm ssi on about a year ago, that we were one of those
commi ssions. W had no resources, so we were not doing
that. | hope that the comm ssion can do that now, but we
wer e not .

So many states are nuch further along than others.
Many states have good consuner advocates, people's council.
Many states do not have those resources or they are very
limted. |In our state, the attorney general handl e those
kind of issues, and at that tinme they chose to devote their
resources to the electric utilities, hardly anything to do
with tel ephones.

Getting back to the two kinds of consuner
education, | think it's extrenely difficult, and you used
the gasoline analogy, but I think it's very difficult to
expl ain the changing | andscape. | have trouble
understanding it, so it's hard to explain.

But | think it's easier to explain consuner
protections and the things you can do and ought to be able
to do when you' re slamred, when you' re cramred, when
deceptive practices are used, and | think we need to
di stingui sh between the both, and I know you can't make the
horse drink the water, but | think it's the obligation to --
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alnost if you have to give it to themw th you hand, you
have to do that.

And there are also different kinds of consuners,
and the elderly are nore prone to be the prey of the
deceptive practices, and, you know, it's hard, and so we
can't just say it's all one group of consunmers and one kind
of probl em

And what | do want to ask after all of that |ong
introduction is several of you tal ked about how well or how
good it is to work together, the state comm ssions or the
state council with FCC and et cetera, et cetera, and | know
we're doing a |l ot of good efforts there. But | know there
is not a formal process.

And ny question would be to any of you, what woul d
be the best way to get a formal process goi ng where we nake
sure that we're telling each other about the particul ar bad
pl ayers, we nmake sure we're giving the sanme information to
consuners? Coul d anyone address that question? How should
we start?

COMM SSIONER G LLIS: | can take a start at that.
Specifically, we're having a NARUC neeting in Ol ando next
week.

COW SSI ONER TRI STANI:  Onh, okay.
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COWM SSI ONER G LLI'S:  And Comm ssi oner
Schoenfel der is organizing a panel wth part of the
Communi cations Committee just on this topic.

| can speak personally that I would be -- | wll
bring that request back to the Ad Hoc Consuner Affairs
Commttee, which | think is the key entity that should be
involved with that, and I think that from NARUC s
perspective it's a reasonable request, and it's nore a
matter of having the right contact wwthin the FCC that you
can tell us who that is that we can work with, and we'll
plug in, and use sone processes that really are pretty far
along within the work of the Consuner Affairs Commttee at
this point.

So | think we just need to nake it into a project
is ny opinion, and we need a person, we can identify sone
people with NARUC and just do it.

M5. ATTWOOD: Well, | guess | amthat person.

| wanted to say that there also are actually --
well, there are informal, they are nore routinized nmechani sm
that at | east we've been talking to states. There is the
Nat i onal Associ ation of Attorney General, the NAAG group,
and they have conference calls. W're usually on them at
| east every nonth where we tal k about these issues,
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potential problem areas, and we are making a concerted
effort in our division through the FCC to actually have
specific state contacts for each person that we have a
routine that we can call and tal k about what we're doing and
what they're doing.

COWM SSI ONER TRI STANI: | guess |'m going further
than that, thinking there ought to be a plan where let's say
we're going to do so many foruns across the country. [|I"m
t hi nki ng out |oud here but together.

M5. ATTWOOD: Yes, | agree.

M5. HOGERTY: Can | make an observation?

Wth all due respects to everybody in this room
it seens that there for sonme tinme has been a lot of talk
about this, and very little is being done. | think the
notion of the federal and the state regul ator, or al
entities cooperating in this effort nmakes sense. But |
think M chael nade a very good point that in nost
comm ssions, and there may be sone exceptions, they have
maybe a consuner protection division who is treated as a
stepchild, who sinply does nothing but answer calls. That
isn't doing the job.

Consuners need to be educated so they can nmake
intelligent choices. It has to be explained to them what
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the market is turning into, and the fact that, as M chael
poi nted out, the people still don't -- many don't know the
difference between a toll call and a | ocal call suggests a
huge amount of confusion anong consuners. They have to know
where to conplain. There has to be sonme kind of renedy for
things like slammng. | nean, they can conplain. The
regul ators can go and give penalties. That does absolutely
not hi ng for the consunmer who has been put through this
treatnment, they've have been slammed. They don't get their
noney back. You can file all the penalty actions you want
to. It's a very small sanction as far as stopping these
conpani es fromtaki ng advantage of consuners. And as |ong
as consuners know that this is going to happen, that may be
one reason why they do not go out and use the conpetitive
mar ket, because they do not want to take a chance of dealing
with some kind of a fly by night, or soneone who is going to
t ake advantage of them

| see sone very good discussion going. | don't
see anyt hing happening. That is just ny observation.

CHAI RVAN KENNARD: M. Lubin, | noted recently
AT&T inaugurated a newrate plan for its basic schedul e
customers and it increased the nonthly rate to $3. 00 per
nmonth for some cl asses of consuners.
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| "' m curious about what your conpany did to educate
consuners about why you were doing that, what they were
bei ng asked to pay for, what has been the reaction from
t hese consuners, what has been the churn rate anong these
cl asses of consuners. |If you can just give us sone sense of
the reaction to that, | think it would be hel pful to us.

MR LUBIN. First of all, as you're probably
aware, the minimumnonthly $3.00, as | understand it, was
for new custoners, not for let's say all of the existing
custoners.

Unfortunately, | amnot that know edgeable in
terms of answering all the questions you have tee'd up, and
"Il be glad to seek answers to your questions.

But at |east the feedback that |I've been getting
is not alot of calls comng in, but |I should probably stop
because I'mjust not that intimately famliar with the
answers to the questions your posing.

CHAI RVAN KENNARD: | would be interested in
| ear ni ng nore about that.

MR LUBI N  Ckay.

COWM SSI ONER NESS: M. Lubin, your basic proposal
about requiring nmandating that there be charges on a bill at
a specific percentage, the Comruni cations Act requires that

Heritage Reporting Corporation
(202) 628-4888



N

o o A~ W

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

164
every tel econmunications carrier that provides intrastate --
t el ecommuni cati ons services, intrastate tel ecommunications
services shall contribute on an equitable and
nondi scri m natory basi s.

In your view, do the |ocal exchange carriers
provide intrastate services?

MR LUBI N  Yes.

COW SSI ONER NESS: How woul d t hey be addressing
the requirenment that they pay into the Universal Service
Fund?

MR, LUBIN. Assum ng the assessnment factor were
per cent age, whatever that percentage is --

COWMM SSI ONER NESS: Their custoner, as | recall,
woul d be -- would be the interstate carrier, they're
provi ding access to the intestate carrier.

MR. LUBIN. R ght, but they also provide an
interstate SLIC to the end user. So ny understanding, if
the assessnent on interstate revenues, let's just say it was
3.14 percent or sonmething like that, their obligation is
3.14 percent on interstate retail revenues, which would
include the interstate subscriber |ine charge. They also
have private line or special access |lines that are bought by
t he end user.
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And so they are assessed on the interstate retai
revenue which, fromny point of view, unfortunately, then
cones back, roughly 93 percent of it, cones back in the form
of access. plus the schools/libraries which is assessed on
inter and intra, the sanme thing occurs there as well.

COMM SSI ONER NESS: So, again, again are they then
taki ng those revenues and assessing an end user charge on a
consuner or are they assessing a charge on the interstate
carrier?

MR. LUBIN. Under what | would --

COWMM SSI ONER NESS:  Under your plan.

MR LUBIN. What | was suggesting is whatever the
assessnment rate is, and the exanple if it was 3.1 or 3
percent on interstate revenue, it would apply 3.1 percent on
interstate retail revenues. Wiat is that? That woul d be
the intestate SLIC. That would be all of the retail,
private line or special access lines they sell directly to
the end user. It would exclude access as it currently does.

COWMM SSI ONER NESS: Thank you.

MR LUBIN  You' re wel cone.

CHAI RVAN KENNARD:  Comm ssi oner Baker.

COWM SSI ONER BAKER:  Thank you. To the panel,
woul d anyone care to address the notion of how would we, how
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will we optimze as opposed to nerely maxim ze the |evel of
information that consuners get?

And what |'mgetting at is you take a bottle of
cold nedicine say, and inside that packet there is a little
| eafl et printed on tissue paper in about two point type,

w th about 10 pages of nedical ese, | egalese. There is a
pretty good argunent to be nade that that is too nuch
information to be useful to nost consuners.

At the other extrene, getting back to telecom a
one-line bill with one charge for "phone service" would
obvi ously be insufficient.

How do we optim ze the | evel of information?

| heard sonme of the panelists nention plain
English as being one neans, but can we expound on that a
little bit?

MR GQLLES: | would like to respond to your
guestion because, you know, phone service and the rates that
we pay are not that dissimlar to credit, are not that
dissimlar to rates involved in | easing vehicles, or
sonething like that. So there are places in the other
mar kets that can be | ooked at as to how regul atory agenci es
have approached problens, particularly if you |look in the
area of consunmer credit wwth truth in | ending com ng out.
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Before truth in lending you had all sorts of terns
out there for what you were going to pay on tinme for
mer chandi se, $20.00 a week forever or sonething like that.
Peopl e didn't disclose back-end charges in transaction.
There were all sorts of extra things after you got the
mer chandi se that you had to pay. And what we had with truth
in lending was by definition you identified what the selling
price is going to be, what the finance charge was, how many
paynments and so forth

Now, if you study the history of truth in | ending
over time, it -- the anmount of disclosures has changed
because at first you had limted disclosure and people
t hought nore was better. Then we canme to the point that it
was i nformation overload, and we tapered back truth in
| endi ng, so there has been a process at work though in that
area in terns of how do you define a rate so that people can
conpare what the price of the service, what the price of
credit is; that it would be worthwhile for the Conm ssion to
investigate, particularly in ternms of the truth in billing
requi renent.

So, now, the nore practical aspect of your
guestion relates to, well, howis this going to work. |
mean, we can each in the state's attorney general, we've
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di scussed at | ength how can we -- how can we -- we think
sone of these ads about |ong distance rates are deceptive,
how can we approach this problem how can we make sure that
people are able to take this information and conpare it.

Recently, the Federal Reserve Board revised truth
in |easing, and they went through a very |ong rul e-nmaking
process. The Federal Reserve Board relied on its own
initiative, it wasn't structured by industry, but it had
i nput of everyone involved in that process, relied on
standard techniques in ternms of focus groups, in terns of
surveying people as to what their take-away was, if you
will, froma particular disclosure and to see if it was
useful information or not.

So they brought the principles that are out there
in industry and marketing, and how do you nmake information
and how do you make certain that this information is going
to be useful and hel pful to bear on that process.

Now, those are two itens, | think, that could be
considered in trying to identify what has to be disclosed in
terms of the rate.

MR. TRAVIESO | have a quick response to that
al so, another source of information that can be hel pful.

There are probably eight or nine states that have
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al ready gone through an education process, a consumer
education process in the electric restructuring that is
going on in a nunber of states. And they have actually --
all of those states have issued RFPs to hire consultants to
hel p them figure out how to explain, you know, to Joe Si x-
Pack, how to pick an electric conpany. And they have nore
or less success, but there is a body of information which
exi sts al ready because of that process which resides,
typically resides at a state commi ssion or may reside with
consul tants who have witten articles about it to assist
ot her comm ssions like mne, which is in the round table
process right nowtrying to figure out howto do this on the
el ectric side, which is a whol e another problem

But there is a body of information and they
actual ly have focus group information. They have done sone
of the things that have been tal ked about, trying to
eval uate the success or failure of particular kinds of
approaches, and there are many different approaches that
have been used, and many different kinds of ad that you see
if you happen to be in one of those states.

So that's another place to go and try to see if
you can |l earn sonmething fromthat process.

M5. FARQUHAR: | also have a coment fromthe new
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technol ogy or wireless perspective, that they al so have a
huge consuner education hurtle to overcone, to convince
consuners, once they get over the regulatory hurtle, to
adopt a new technol ogy.

In fact, sone of you may have seen the Teligent
truck that's driving in front of the FCC and downtown D. C.
and around downtown today, trying to get people to switch to
this new fixed, broad-band wireless service here in
Washi ngton, and os they are expecting to have to do a huge
consuner education, and we'll actually need state regul atory
help to highlight the benefits of sone of these new
t echnol ogi es.

CHAI RVAN KENNARD: Thank you. | think we need to
wap up. I'mgoing to at this tine invite the comm ssioners
to offer any closing comments if they have any statenents?

Ckay, hearing none, | wll thank our panelists for
a very enlightening afternoon, and also I'd |like to thank
sone people who nade this possible today, the organizers of
this event: Lori Wight, Matthew Vitalie, Sheryl Todd,
Astrid Carl son and Tom Power .

Thank you all very nmuch for participating.

(Appl ause.)

(Wher eupon, at 5:06 p.m, the neeting was
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