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Before the

FEDERAL COMMUNICATIONS COMMISSION

Washington, D.C.  20554

Federal Universal Service Programs

Fund Size Projections and Contribution Base

For the First Quarter 2000

I.
Introduction
The Universal Service Administrative Company (“USAC”) submits the Federal Universal Service Program fund size and administrative cost projections for the first quarter of calendar year 2000 (“1Q2000”) and the contribution base
 amount for the first six months of 1999, in accordance with section 54.709 of the Federal Communications Commission’s (“FCC or Commission”) rules.
  USAC is the not‑for‑profit corporation that is responsible for administering the federal universal service support programs, including the High Cost, Low Income, Schools and Libraries, and Rural Health Care Universal Service Support Mechanisms.
  USAC also performs billing, collection, and disbursement functions for all of these support mechanisms.

Upon approval of the quarterly funding requirements for the universal service programs, and the projected administrative expenses, the Commission will establish a quarterly contribution factor for the programs.  USAC will then bill contributors on a monthly basis for their individual obligations based on the approved contribution factor, collect the funds,
 and distribute funds to eligible recipients
 based on the schedules filed herein.
    

As a requirement for eligibility for receipt of universal service support funds from the High Cost and Low Income Programs, a telecommunications service provider must be designated as an eligible telecommunications carrier
 (“ETC”) and must provide to USAC a copy of the state public utilities commission document making that designation.
 

II.
High Cost Program
On October 21, 1999, the Commission adopted the input values to be used for implementation of the cost proxy model to determine the forward-looking costs to provide supported services by non-rural carriers.
  These inputs will be used to calculate the appropriate level of universal service support pursuant to the forward-looking cost methodology to be implemented effective January 1, 2000 for non-rural carriers serving high cost areas. 

As mandated by section 254(e) of the Communications Act, 47 U.S.C. § 254(e), carriers must use universal service support only for the provision, maintenance, and upgrading of facilities and services for which the support is intended.  States must certify to the Commission that non-rural carriers receiving high cost support will use that support in compliance with section 254(e).  To the extent that forward-looking support calculations exceed current support levels, no non-rural carrier in a state will receive federal support in excess of current support levels until that state files the required certification with the Commission.  No non-rural carrier in a state will receive any federal support after January 1, 2001 if that particular state has not filed the required certification with the Commission.  The FCC also clarified its interpretation of “rural telephone company,” the term used to determine whether a carrier is rural or non-rural for the universal service support mechanism.  The FCC also adopted a transitional “hold-harmless” measure to prevent potential rate-shocks and disruptions in state rate designs when the new High Cost Program takes effect on January 1, 2000.  During this transition period, no non-rural telephone company will receive less support under the new high cost mechanism than it receives under the existing mechanism.  See id.  Consistent with the FCC’s commitment not to consider significant changes in support for rural carriers until after the Rural Task Force and Federal-State Joint Board submit recommendations (and in any event no earlier than January 1, 2001), USAC continues to calculate the loop expense adjustment for the rural carriers based on loop data for both rural and non-rural carriers. 

USAC is required to implement the reforms to the High Cost Program for non-rural companies by January 1, 2000.  Inasmuch as the output results of the cost proxy model were not available for inclusion in this report, USAC relies on the calculations of support determined under the current methodology, consistent with the Commission's May 27, 1999 Order
 and as required by the hold-harmless provision, and provides for the increase in non-rural support as determined by the Commission and provided in its October 21, 1999 news release.  USAC’s calculation of support assumes that support is based upon the rural/non-rural carrier designations for 1999, and is subject to change should the individual carrier designations change after December 1, 1999.
 

As noted above, a requirement for eligibility for receipt of high cost support is that a common carrier must be designated an ETC
 by a state commission or the FCC.  ETCs that qualify for such programs in accordance with Subpart F of Commission’s Part 36 rules and Subpart D of its Part 54 rules are entitled to receive support from the High Cost Program.
  These programs include the loop cost expense adjustment (“HCL”), local switching support (“LSS”), and long term support (“LTS”).  Together, the projected requirements for these three programs and the USAC administrative expenses, discussed below, constitute the funding requirement for the High Cost Program.  Appendix 1 displays the minimum amount of individual company support per loop data segregated by rural and non-rural status, based on the hold-harmless provision of the order adopted on October 21, 1999.   Appendix 1 also contains the minimum amount of per‑month high cost support for each program that each ETC
 will be eligible to receive, based on the hold-harmless provision of the order adopted on October 21, 1999, as well as the minimum total combined support per‑month for the High Cost Program
 based on the hold-harmless provision.
 
    

A.
High Cost Loop Expense Adjustment
The National Exchange Carrier Association, Inc. (“NECA”), in accordance with section 36.613 of the Commission’s rules,
 submitted the results of its annual collection of loop cost data to the Commission and to USAC on October 1, 1999.
   NECA provided USAC with loop cost and expense adjustment data, based on calendar year 1998 data
 submitted to NECA by  incumbent local exchange carriers on July 31, 1999.  Section 36.601(c) limits the growth in total  fund expense adjustments to the current level of funding grown by the year-over-year growth in universal service funded loops.  The expense adjustment for calendar year 2000, in aggregate, exceeded the level of payments for 1999 by more than the rate of growth in universal service funded loops from 1997 to 1998 of 3.43 percent.  Therefore, the universal service fund expense adjustment payments for calendar year 2000 are capped at a 3.43 percent increase over 1999 payments and are projected to be $893.751 million.
   Because the projected total expense adjustment funding requirements for 2000 exceeds the cap, payments to each high cost exchange carrier will be adjusted to accommodate the annual update.  Payments will also be adjusted for limitations resulting from Commission waiver orders and to insure that, in total, the funding does not exceed the cap.

For 1Q2000, the minimum projected HCL expense adjustment requirement, in accordance with the hold-harmless provision, is $223.552 million.  Of this amount, $27.470 million is associated with non-rural carriers, $0.114 million is associated with competitive LECs, and the remaining $195.968 million is associated with the expense adjustment amounts for rural carriers.  Appendix 2 displays projected monthly minimum payments by local exchange carrier study area for 1Q2000 in accordance with what USAC understands the hold-harmless provisions of the order adopted on October 21, 1999 will require.  Exhibit 5 displays the individual components of the minimum funding requirement for 1Q2000, including estimated incremental support requirements of the new forward-looking mechanism.

B.
Local Switching Support
Eligible Telephone Company study areas having 50,000 or fewer access lines are eligible to receive support for local switching costs
 in lieu of Dial Equipment Minute (“DEM”) Weighting formerly included in interstate traffic sensitive switched access rates.  Local Switching Support (“LSS”) is the product of a carrier’s annual unseparated local switching revenue requirement multiplied by its local switching support factor.  The local switching support factor is defined as the difference between the 1996 weighted interstate DEM factor and the 1996 unweighted DEM factor.  In this report, USAC has relied on data provided directly by companies that do not participate in NECA’s Traffic Sensitive Pool and on data provided by NECA for companies participating in its Traffic Sensitive Pool in establishing 1Q2000 LSS funding requirements.  

There are 1,079 study areas in the NECA Traffic Sensitive Pool that are eligible to receive LSS (i.e., have 50,000 or fewer lines in their study areas).  NECA provided the unseparated local switching revenue requirement for the cost company participants of the Traffic Sensitive Pool.  The unseparated local switching revenue requirement is developed using the algorithm approach that assigns overheads to the switching category.  USAC uses a formula approved by the Commission to calculate local switching support for average schedule companies.
  Exhibits 1 and 2 display the formula and the algorithms that were used to develop the local switching revenue requirements for NECA’s average schedule and cost company pool participants respectively.
  USAC collects local switching support information directly from companies with exchange carrier study areas that have 50,000 or fewer lines and do not participate in the NECA Traffic Sensitive pool.
  These companies were required to provide 2000 LSS projections to USAC by October 1, 1999.

LSS amounts from companies participating in the Traffic Sensitive Pool are $202.585 million for cost study areas and $83.175 million for average schedule study areas.  LSS amounts of the non‑Pool study areas are $89.920 million for cost study areas and $13.673 million for average schedule study areas. Based on these estimates, total 2000 LSS is estimated to be $389.353 million.  USAC projects that one‑quarter of this amount, $97.338 million, will be required for 1Q2000.  Individual study area local switching support projections per month are displayed in Appendix 3.

Because LSS support amounts are based on projections of 2000 switching costs, actual individual study area requirements will not be known until the 2000 cost studies are completed for those carriers, sometime in late 2001.  The Commission’s rules specify that true‑ups to the local switching support will be made to reflect actual 2000 switching costs.
  Similarly, 1999 LSS support will be trued-up once 1999 cost studies are completed.

C.
Long Term Support
Telephone company study areas that participate in NECA’s Common Line Pool are eligible to receive Long Term Support (LTS) from the federal High Cost Program.
  The amount of LTS that an incumbent local exchange carrier that participates in the Common Line Pool is eligible to receive is equal to the difference between the 1998 actual common line revenue requirement of that carrier and the 1998 actual revenue to be recovered by the application of the NECA Carrier Common Line charge to that carrier’s common line minutes of use, adjusted to reflect the annual change in the national average loop cost.  For 1999, the 1998 LTS amounts decreased 0.76 percent to reflect the decrease in the national average loop cost.  For 2000, each Common Line Pool participant’s 1999 level of LTS is multiplied by the rate of growth in the national average cost per loop filed on October 1, 1999, an additional increase of 1.0218 percent.  Total 2000 LTS is $479.025 million.  USAC projects that one‑quarter of this amount, or $119.756 million, will be required for 1Q2000.  Monthly and 1Q2000 study area specific LTS levels are displayed in Appendix 4.

D.
High Cost Program Summary
For the 1Q2000, the minimum projected HCL expense adjustment requirement in accordance with the anticipated hold-harmless provision is $223.552 million, LSS is estimated to be $97.338 million and LTS is projected to be $119.756 million.  Based on the Commission's October 21, 1999 news release, the projected total High Cost Program support required based on the new forward-looking cost mechanism totals $437 million. The estimated incremental support, based on this public notice, associated with the forward-looking support mechanism is $63.75 million.
  Exhibit 5 displays the individual components of the minimum funding requirement for 1Q2000, including estimated incremental support requirements of the new forward-looking mechanism. 

III.
Low Income Program
ETCs
 must offer Lifeline support to qualified low income consumers.  ETCs that provide such programs in accordance with Subpart E of Section 54 of the Commission’s rules are entitled to receive funding from the federal Low Income Program for the waiver of charges and reduced rates provided to qualified low‑income subscribers.
  The Lifeline program provides funding from the interstate jurisdiction of up to $7.00 per low‑income subscriber per month.  This can consist of a baseline amount of $3.50, an additional $1.75 per subscriber if the state commission authorizes a reduction in local rates equal to that amount, and up to an additional $1.75 from the federal program if the state provides support for the low‑income subscriber as well (the portion of the final $1.75 that can be recovered is equal to one‑half of a state funded amount up to $3.50, if the state approves a reduction in local rates that is one and one‑half times the level of matching state support).

The Link Up program compensates ETCs for revenue foregone in offering discounted service initiation fees to qualified low‑income individuals.  Additionally, the Link Up program compensates ETCs for providing voluntary toll‑limitation based on the carrier’s incremental cost of providing toll‑limitation services.  The Commission defined these costs as the costs that carriers otherwise would not incur if they did not provide toll‑limitation service to a given customer.
  In the Fourth Reconsideration Order, the Commission established that eligible carriers, required to assess Presubscribed Interexchange Carrier Charges ("PICCs") in their access charges, may also receive compensation for waiving the PICC charge for low‑income subscribers that voluntarily opt for toll blocking service.

The Commission’s Second Reconsideration Order requires USAC’s High Cost and Low Income Committee to determine its quarterly demand projections for the Low Income Program based on historic demand.
  Low Income Program support is currently reimbursed two months in arrears of the time discounts are provided to low-income subscribers.  Thus, support distributions made in July 1999 were for subscriber discounts provided in May 1999.   

Effective January 1, 2000, Low Income Program support will be provided based on forward-looking quarterly projections.  Currently, all reimbursements to carriers are based on discounts provided after the fact, resulting in providers being reimbursed, at a minimum, two months after providing discounted service to an end-user.  The current process results, on average, in the monthly processing of approximately 1,500 FCC Form 497s, including true-ups to previously reported reimbursement requests.  This process is extremely labor intensive for  carriers and USAC.  In the interest of streamlining this process, USAC has adopted certain modifications to the administration of the Low Income Program that will take effect on January 1, 2000.  See 47 C.F.R. § 54.407.  Pursuant to the modified procedures, USAC will develop initial projections based on its history of carrier-provided low-income discounts.  Service providers will submit actual results for the quarter immediately preceding the current report on a quarterly basis.  Today, USAC projects future period requirements based on a trending of actual results for the industry as a whole; however, it has a record of over 20 months of actual results on a per-company basis, and will expand its trending methodology to be company-specific.  USAC will use this projection to establish the fund size for the 1Q2000 funding requirements, and to establish the basis for monthly support payments made to carriers in January, February, and March 2000.  In mid-January 2000, USAC will project the second quarter 2000 funding requirements.  Beginning in mid-April, carriers will submit their actual results for January through March 2000.  These adjustments will be reflected in the third quarter disbursements, (i.e., January adjustments are reflected in July, February in August, and March in September.)  The actual results for the second quarter are submitted in mid-July.  This program will repeat on a quarterly basis.  USAC’s future projections will incorporate actual results reported by  carriers, consistent with the methodology currently utilized to project the quarterly industry requirement.   

USAC believes adoption of this mechanism is advantageous for several reasons:

· Carrier reporting frequency will be reduced from monthly to quarterly. No significant revisions to data reporting documents are required;
· Carriers will continue to receive monthly reimbursement for discounts provided;
· USAC will obtain new information quarterly on which to base future period funding projections; and
· Program administration staff can be reduced, reducing administrative costs (approximate reduction of $112,500 annually). 

Detailed below are submitted claims for Low Income Program reimbursement from January 1998 (inception) through August 1999:

Eligible Telecommunication Carriers

Submitted Claims

(000’s)

Month

January 1998

February 1998

March 1998

April 1998

May 1998

June 1998

July 1998

August 1998

September 1998

October 1998

November 1998

December 1998

January 1999

February 1999

March 1999

April 1999

May 1999

June 1999

July 1999

August 1999

Total
$ 36,386 

37,489

38,038

38,759

38,936

39,362

39,704

40,182

40,026

39,625

39,558

39,056

38,629

39,408

39,465

39,872

39,907

40,318

40,626
41,227

Monthly

Percent

Change
----

3.0326

1.4645

1.8941

  .4578

 1.0948 

  .8674

1.2053

- .3882

     - 1.0026 

- .1686 

     - 1.2690    

- 1.0931
  2.0163

    .1442

  1.0317

    .0879

1.0279

.7641

.6657







Total

           $ 786,573   







                   

Avg. Monthly

Percent Change



.6228

All ETCs are required to provide Low Income Program support to qualified consumers.  The twenty-month trend of the industry reported data indicates an average change in funding requirement at a rate of .6628 percent per month.  This is a higher growth rate than that projected for the fourth quarter of 1999.  Extrapolating these results through March 2000 results in an estimate of approximately $128.708 million being required to fund the Low Income Program in 1Q2000.

Appendix 5 provides detail on funding for each of the states and U.S. territories.  Appendix 6 provides detail on company-specific claims for reimbursement from the Low Income Program for April 1999 through June 1999, and the amounts that were reimbursed during June through August 1999.
   Appendix 7 provides detail on company claims by state from the Low Income Program for the period January 1, 1998 through December 31, 1998, and Appendix 8 provides Lifeline and Linkup subscribership information by state. 

IV.
Rural Health Care Program Demand

For Program Year 1 (the funding year that ended on June 30, 1999), USAC's Rural Health Care Division ("RHCD") received 790 466/468 "packets" requesting Rural Health Care Program support.  As of October 30, 1999, 308 packets had been processed, representing a commitment of $1,234,900.  Applicants have withdrawn 136 packets, 12 packets are active, and 3 have been denied (including duplicate packets).  RHCD is awaiting additional information from applicants on 327 packets.  The remaining 10 Year 1 packets are undergoing final review.  Appendix 11C provides detail on Year 1 funding commitments made since USAC’s August 2, 1999 filing.  RHCD estimates that it will receive no additional Year 1 packets, and that funding commitments for Year 1 will total approximately $1,685,172, of which $894,816 will be disbursed during 1Q2000.


RHCD began accepting applications for Program Year 2 (covering July 1, 1999 through June 30, 2000) on March 1, 1999.  As of October 30, 1999, RHCD had received 892 Form 465s, of which 791 had been posted, 69 are under review, and 12 have been denied for posting because the health care provider is ineligible.  Based on the Commission's adoption of orders designed to enable broader participation by service providers, RHCD estimates that additional rural health care providers will participate and approximately $7,655,014 will be needed to fund Year 2 applicants, of which $2,296,504 will be disbursed during 1Q2000. 

V.
Schools and Libraries Program Demand
Service providers meeting the requirements of Subpart F of the Commission’s Part 54 regulations are entitled to receive funding from the Schools and Libraries Universal Service Support Mechanism ("the Schools and Libraries Program").
  The Commission’s rules authorize reimbursement to service providers for discounted service to eligible schools and libraries for telecommunications services, internal connections, and access to the Internet.  Pursuant to the Commission’s rules, Program Year 1 covered the eighteen months ending June 30, 1999.
  No more than $1.925 billion was to be collected or committed to applicants during the eighteen-month period from January 1, 1998, through June 30, 1999.  Program Year 2 began on July 1, 1999 and will run through June 30, 2000.

In the first program year, more than 30,000 applications were filed and processed, requesting $2.302 billion for telecommunications, Internet access, and internal connection services discounts.  From those applications, more than $1.66 billion in funding commitments were made as of February 27, 1999.  Since that date, SLD has made additional commitments of $10.3 million in “wrap-up commitments” and $44.4 million for meritorious appeals to the SLD.  As of October 29, 1999, SLD has authorized and USAC has paid service providers over $1,105 million in support for delivery of services to schools and libraries.  Appendix 11A provides details on Year 1 payments made to service providers through October 20, 1999.   


Based on current data, SLD now believes that it will not disburse the full amount of funds it was authorized to collect for Program Year 1.  This will occur for several reasons.  First, in numerous cases, SLD has made funding commitments but has received no indication that the services requested have been or will be provided.  As of October 29, 1999, such commitments stand at $155 million.  Second, applicants may ultimately use only a portion of the funds committed to them.  Moreover, SLD, in its first year of operations, took a conservative approach to its funding reserve for successful appeals.  Although there are 92 outstanding appeals pending before the FCC and 23 outstanding appeals with SLD
 as of October 30, 1999, SLD conservatively estimates that over $56 million of the reserve established for appeals will not be needed.


For the second program year, more than 32,000 applications were filed within the filing window.
  SLD used a statistical sample of those applications to estimate total demand in those applications for Year 2 funding of $2.435 billion (with an error margin of +/- 4.6%).  As manually filed applications were reviewed prior to data entry and as all applications have been reviewed for program rule compliance, duplicate applications have been identified; additionally, some applications have been cancelled at applicants’ requests.  Therefore, upon completion of data entry and corresponding adjustments, total demand in Year 2 applications filed within the filing window stands at  $2.35 billion.  Of that total, $729.3 million represents requests for telecommunications and dedicated services, $160.4 million seeks Internet access, and $1,460.7 million is for internal connections.  SLD now projects that, when requests are adjusted for denials and reductions to ensure program rule compliance, funding is sufficient to support all approved requests on applications filed inside the filing window.  As of October 25, 1999, an additional 2,077 applications have been filed outside the filing window, requesting a total of $74.7 million in discounts. 

Based on the minimum projected level of applicant demand in the second year of $2.35 billion, USAC requests that the Commission establish a contribution factor to collect no more than $562.5 million for 1Q2000, which is one quarter of the $2.25 billion annual cap on federal universal service support for schools and libraries authorized by the Commission on May 7, 1999.

VI.
Administrative Expenses

Section 54.709(a)(3) of the Commission’s rules require USAC to submit its projected quarterly budget at least 60 days prior to the start of the quarter.
  USAC includes any costs that can be directly attributed to the High Cost, Low Income, Schools and Libraries or Rural Health Care Programs in the projected administrative expenses of the relevant programs.  USAC’s remaining joint and common costs, including costs associated with billing, collection and disbursement of funds, are included in the projected administrative expenses of the respective programs based on the revised methodology for allocating costs.
   In addition, pursuant to the Commission's recent order concerning the Rural Health Care Program, USAC will allocate billing, collection and disbursement costs based on fund size beginning January 1, 2000.
  The merger of USAC with the former Schools and Libraries Corporation and the former Rural Health Care Corporation has produced administrative efficiencies that continue to result in budget savings.  In addition, USAC continues to identify additional areas of savings as administrative and operational functions are further streamlined consistent with the Plan of Reorganization approved by the FCC. 

USAC projects a 1Q2000 consolidated budget of $11.877 million.  Joint and common costs are projected to total $0.733 million, of which $0.285 million is to be assigned to High Cost and $0.079 million is to be assigned to Low Income, $0.366 million to Schools and Libraries, and $0.003 million to Rural Health Care.  USAC projects that the billing, collection, and disbursement functions will cost $0.596 million, of which $0.230 million is allocated to High Cost, $0.066 million is allocated to Low Income, $0.297 million to Schools and Libraries and $0.003 million to Rural Health Care.  Direct costs for each program for 1Q2000 will be $0.488 million for the administration of the High Cost program (including $0.315 million for NECA’s data collection discussed below);  $0.171 million for administration of the Low Income program; $0.765 million to administer the Rural Health Care program; and $9.126 million for the administration of the Schools and Libraries Program.  See Appendix 9.  

The 1Q2000 budget, which was approved by the USAC Board of Directors at its October 26, 1999 meeting, reflects an increase of 32.3% over the 1Q1999 budget.  This increase in the 1Q2000 budget is attributable to timing differences in program administration between calendar years 1999 and 2000.  USAC estimates that the annual budget for 2000 will be approximately 16% lower than 1999 budgeted expenses.  The Schools and Libraries Program budget contemplates that the majority of annual expenses will be incurred in the first and second quarters as a result of opening the Year 3 funding "window" in late 1999.  USAC also anticipates that the majority of the work to be performed by its outside auditors will occur in 1Q2000.  

The overall decrease in the 2000 budget has been achieved despite the additional costs associated with implementing a comprehensively redesigned Rural Health Care Program, a new High Cost Program for non-rural companies, and additional audit expenses.  USAC management has reviewed our operations to find areas where we can reduce costs, improve efficiency, and improve the effectiveness of the processes.  These efficiencies, including the changes to the Low Income Program discussed above, will result in an overall decrease in the annual budget.  We have focused most of our attention on the largest components of USAC's budget:  USAC's contracts with outside vendors.   USAC has committed to subject all major current contracts to a competitive bidding process in 2000.  USAC will continue to make every effort to find additional efficiencies and opportunities for cost reductions.  

FCC rules currently direct NECA to continue performing certain universal service administrative functions relative to the High Cost Loop ("HCL") support mechanism, i.e., the collection and processing of annual HCL data as well as the optional quarterly updates to that data.
  NECA is required to allocate these costs to USAC and to submit the information to USAC and the FCC. The Commission's Part 69 rules governing recovery of NECA expenses no longer permit it to recover expenses related to universal service administrative functions and recovery of these expenses is properly attributable to the High Cost Program.
  NECA’s projected 1Q2000 expenses to perform these universal service related functions are $0.315 million.  These costs are included in USAC’s High Cost Program administrative budget.

For 1Q2000, USAC projects interest income of approximately $0.600 million for the High Cost Program, $0.530 million for the Low Income Program, $0.042 million for the Rural Health Care Program, and $6,914 million for the Schools and Libraries Program.  The projected interest income is being included as an offset to expenses for each of the programs not projected to reach their funding cap.

In total, 1Q2000 projected expenses attributable to the High Cost Program are $1.000 million, offset by the actual-under-budget true-up of 1998 administrative expenses of $0.243 and further offset by projected interest income of $0.600 million, providing a net addition to the funding requirement of $0.157 million.  1Q2000 projected expenses for the Low Income Program are $0.316 million offset by the actual-under-budget true-up of 1998 administrative expenses of $0.295 and further offset interest income of $0.530 million, providing a net decrease to the low income funding requirement of $0.509 million.  1Q2000 projected expenses attributable to the Rural Health Care program are $0.770 million.  1Q2000 projected expenses attributable to the Schools and Libraries Program are $9,790 million. Interest income for the Schools and Libraries and Rural Health Care Programs reduces future contributions and is not offset from expenses.
  

As discussed above, USAC expects to see further reductions in all program administrative costs in 2000. Appendix 9 includes details of administrative expense projections for 1Q2000.

VII.
Funding Requirements
A.
High Cost Program
Sections 54.709(b) and 54.709(c) of the Commission’s rules require USAC to adjust the size of the projected support requirements to reflect adjustments based on actual dollar amounts compared to the projection included in prior period.
  Increases in the size of the funding requirement for the previous period are added to the projected requirements; decreases from the prior period are subtracted from the projected revenue requirements.

Third quarter 1999 results contribute to an over-funded condition, for which the instant filing proposes to adjust the 1Q2000 requirements.  The authorized funding requirement for the third quarter for the high cost program was $432.300 million.  As a result of changes to the funding base of interstate and international revenues, and the prior quarter’s adjustment of the authorized funding requirement, application of the authorized contribution factor of 0.0294 produced billing for the high cost program totaling $430.222 million, $2.078 million less than the authorized funding level.  This deficit in funding is offset by the billing of 45 companies that have entered into bankruptcy proceedings totaling $3.445 million, resulting in a net billing deficit of $5.523 million.  In addition to the billing deficit, distributions for the High Cost Program were $8.721 million less than originally anticipated.  This decrease of $8.721 million in the funding requirement when added to the net billing deficit results in a proposed decrease to the 1Q2000 funding requirement of $3.198 million.  In addition the funds collected for the High Cost Program earned $0.970 million in interest, or $0.370 million more than the $0.600 million projected for 3Q1999 and when added to the 1Q2000 funding requirement results in a proposed decrease to the 1Q2000 funding requirement of $2.828 million. The total projected funding requirement for the High Cost Program for 1Q2000 is $494.725 million.  Exhibit 5 details the individual components of the funding requirement for 1Q2000.

B.
Low Income Program
The authorized funding requirement for the second quarter 1999 for the Low Income Program is $119.500 million.  As a result of changes to the funding base of interstate and international revenues, USAC billed telecommunications service providers $119.722 million for these programs, totaling $0.222 million more than the authorized level.  Adjusting the over-billed amount to account for the forty-five bankrupt entities ($1.178 million) and distributions less than the projection, including additional true-ups for 1998 results in an over-funding of $3.966 million.  In addition, the funds collected for the low income support programs earned $1.239 million in interest, or $0.439 million more than the $0.800 million projected for 2Q1999.  The net result of the proposed adjustments, (i.e., over-billing, bankruptcies and distributions less than projected, and interest income greater than projected) results in a proposed decrease for the 1Q2000 funding requirement of $3.527 million. The total projected funding requirement for the Low Income Program for the 1Q2000 is $124.672 million.  Exhibit 5 details the individual components of the funding requirement for the quarter.

C.
Rural Health Care Program


For the third quarter of 1999 the Commission authorized no new contributions, though $700,000 of interest income from the 1Q1999 was authorized to be transferred to the Schools & Libraries fund.  In addition, the Commission authorized, consistent with section 54.709(b) of the Commission’s rules, the reduction of the contribution factor for support mechanisms based on the interstate, intrastate, and international end-user telecommunications revenue by $46.7 million.  The Commission ordered USAC to transfer that amount from the funds available to the rural health care program to the schools and libraries program. As of October 19, 1999, the total $46.7 million has been transferred. 

USAC also earned interest of $0.564 million in 3Q1999, $0.182 million more than projected.  The net result of the additional interest and expected funds on hand is an over-funded situation of $2.501 million.  The Rural Health Care Program projects demand for funding on a cash basis in 1Q2000 of $3.960 million, consisting of $.894 million in support payments for Year 1, $2.296 million in support payments for Year 2, and $0.770 million for 1Q2000 administrative expenses.  USAC recommends collecting $2.5 million in 1Q2000 to meet program requirements.

D.
Schools and Libraries Program
The authorized funding requirement for 3Q1999 for the Schools and Libraries Program was $539.7 million.  As a result of changes to the funding base of interstate, intrastate, and international revenues, USAC billed telecommunications service providers $493.016 million for the program.  The billing to service providers, in addition to the authorized transfer of $46.7 from the Rural Health Care Program, results in an over-funding totaling $0.016 million more than the authorized level.  Adjusting the billing deficit amount to account for bankrupt entities ($3.155 million) results in an under-funding of $3.139million.  In addition the funds collected for the Schools and Libraries Program earned $17.534 million in interest, or $9.562 million more than the $7.972 million projected for 3Q1999.  The net result of the proposed adjustments, (i.e., billing deficit, bankruptcies, transfers, and interest) results in a proposed decrease for the first quarter 2000 funding requirement of $6.423 million.  Finally, USAC projects that $6.914 million in interest will be earned in 1Q2000.

The Commission’s rules authorize annual funding of $2.25 billion for the schools and libraries program.  Projected demand for the second year exceeds this cap by more than $100 million.  The total projected funding requirement to meet total program costs for the Schools and Libraries Program for the first quarter 2000 is $549.163 million.  Exhibit 5 details the individual components of the funding requirement for the quarter.

VIII.
Contribution Bases
USAC distributed 5,400 forms (FCC Form 499S) in August of 1999.  Interstate telecommunications service providers were required to complete this form with revenue information for the first six months of 1999 and return the forms to USAC by September 1, 1999.  To date, USAC has received 4,627 completed forms.

The funding base
 for the first and second quarters of 2000 is developed from the revenues reported for the first six months of 1999 (reported in September 1999).
  USAC has yet to receive Forms 499S from 838 telecommunications service providers, 736 of which had previously submitted forms in March 1999.  For those carriers that failed to submit a Form 499S, USAC has included estimated revenues based on their prior submission in establishing the 1Q2000 funding base for the support programs.
  Appendix 10 provides a listing of companies that have filed with USAC for the September 1, 1999 FCC Form 499S data collection.

For 1Q2000, the total interstate and international end‑user revenue base to be used in determining the contribution factor for the high cost, Low Income, Schools and Libraries and Rural Health Care Programs is $38,984.492 million.  
IX.
Operations
On occasion, USAC has been required to allocate funds from the Low Income Program to ensure there was no shortfall in High Cost Program payments.  USAC also remains concerned that not all carriers have fully complied with their universal service contribution obligations.  With the Commission’s assistance, USAC recently has been able to reduce and maintain the uncollectible rate below 1% of the total funds billed to contributing telecommunication carriers.  However, the lack of an uncollectible factor in the Commission’s contribution factors for the second half of 1999 keep total funds collected below fund obligations for all parts of the fund except rural health care.  We look forward to continue working with the Commission to address this issue.

At its October 25, 1999 meeting, the USAC's High Cost and Low Income Committee, the Rural Health Care Committee, and the Schools and Libraries Committee passed resolutions authorizing the 1Q2000 program funding requirements described herein.  The full USAC Board of Directors, at its October 26, 1999, meeting, adopted a resolution authorizing the inclusion of the 1Q2000 administrative expenses and funding base.
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� 	On October 8, 1999 the FCC released a Public Notice in CC Docket No. 96-45 announcing a single proposed universal service contribution factor, effective November 1, 1999, based on the interstate and international end-user revenues of contributors.  The Public Notice addressed the decision of the United States Court of Appeals for the Fifth Circuit in Texas Office of Public Utility Counsel v. FCC,  183 F.3d 393 (5th Cir. 1999), concerning the assessment of contributions based on the inclusion of intrastate revenues of universal service contributors.





�	47 C.F.R. § 54.709(a)(3). 


�	See Changes to the Board of Directors of the National Exchange Carrier Association, Inc., CC Docket No. 97-21, Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Third Report and Order in CC Docket No. 97-21, Fourth Order on Reconsideration in CC Docket No. 97-21 and Eighth Order on Reconsideration in CC Docket No. 96-45, FCC 98-306, 63 Fed. Reg. 70564 (rel. Dec. 21, 1998).


�	47 C.F.R. § 54.709(a)(4).


�	47 C.F.R. §§ 54.201, 54.203, 54.515, and 54.517.


�	47 C.F.R. §§ 54.301�54.307, 54.407, 54.413, 54.515, and 54.611.


�	47 C.F.R. §§ 54.201 and 54.203.


� 	The Commission has adopted an order providing that any telecommunications carrier (not solely ETCs) that offers discounted telecommunications services to a rural health care provider is entitled to have the total amount of the discount applied as a credit against the carrier's universal service obligation.  See News Release Concerning Action by the Commission on September 21, 1999, by Sixth Order on Reconsideration, CC Docket No. 96-45 (FCC 99-256)(Sep. 21, 1999).  As the date of this report this order had not yet been released.  The scope of applicants to which this order will be applied may have an impact on the administrative expenses outlined elsewhere in this report.


� 	See News Release Concerning Action by the Commission on October 21, 1999, by Ninth Report and Order and Seventeenth Order on Reconsideration, CC Docket 96-45 (FCC 99-305)(Oct. 21, 1999); As of the date of this report, the orders described in the news release had not been released.


� 	See Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Access Charge Reform, CC Docket No. 96-262, Seventh Report & Order and Thirteenth Order on Reconsideration in CC Docket No. 96-45, Fourth Report & Order in CC Docket No. 96-262, and Further Notice of Proposed Rulemaking, FCC 99-119, (rel. May 28, 1999).





� 	Carriers are required to certify to the FCC their rural status for the period commencing January 1, 2000, by July 1, 1999.  However, in light of the Commission’s tentative conclusion to modify the requirements, the FCC revised the filing date for the certification to December 1, 1999.  The December 1, 1999 due date results in USAC having to make assumptions regarding rural and non-rural carriers for its instant filing of 1Q2000 projections.  USAC will submit detailed information concerning carrier support after the order adopting the forward-looking methodology is released.  





�	See 47 C.F.R. § 54.201.  Exhibit 4 lists the carriers (by state) that have received ETC certification.


�	47 C.F.R. § 36.631 and 47 C.F.R. §§ 54.301�54.303.


�	47 C.F.R. § 54.307(a).


�	Appendices 1 through 4 are also being provided electronically in Excel 4.0 format.


�	Although USAC has included in its overall estimate of program demand for 1Q2000 one-quarter of the additional $255 million in High Cost Program support announced by the Commission on October 21, 1999, the detailed information in Appendix 1 does not reflect this additional $255 million in support.  USAC anticipates that it will be necessary to detail this data in a supplemental filing with the Commission.  See supra n. 11.





�	47 C.F.R. § 36.613.


�	Universal Service Fund ("USF") 1999 Submission of 1998 Study Results (filed Oct. 1, 1999) ("USF Data Submission").


�	On October 1, 1999, NECA proposed a revised HCL expense adjustment formula to calculate HCL expense adjustments for average schedule companies for calendar year 2000 which, if approved, will increase average schedule payments. National Exchange Carrier Association, Inc., Proposed Modifications to the 1999-2000 Interstate Average Schedule Formulas (filed Oct. 1, 1999)("Average Schedule Filing").


� 	The USF cap methodology requires periodic updates to account for increases or decreases in prior calendar year payment amounts.  See 47 C.F.R. §36.612.


�	In addition to the eligibility criteria set forth in 47 C.F.R. § 54.201, exchange carrier study areas must also serve 50,000 or fewer lines to receive local switching support.  47 C.F.R. § 54.301.


�	See Average Schedule Filing.  


�	47 C.F.R. § 54.301(b).


�	47 C.F.R. § 54.301(e)(1).  A copy of the data collection form and instructions is included as Exhibit 3.


�	47 C.F.R. § 54.301(b).


�	47 C.F.R. § 54.301(e)(2)(iv).


� 	47 C.F.R. § 54.301(e)(2)(iv) (“the Administrator shall adjust each carrier’s local switching support payment … no later than 15 months after the end of the calendar year for which historical data are submitted.”).


�	47 C.F.R. § 54.303.  See also Letter from Robert Haga, USAC, to Irene Flannery, Chief, Accounting Policy Division (Feb. 11, 1999).


� 	USAC anticipates that it will be necessary to detail this data in a supplemental filing with the Commission.     


See supra n. 11.  





�	47 C.F.R. §§ 54.201.  Exhibit 4 lists the carriers (by state) that have received ETC status.


�	47 C.F.R. §§ 54.401�54.417.


�	For example, if a carrier operating in a state that has a matching program that provides $3.50 in support through a matching program, reduces its intrastate rates by $7.00 for low income customers, the customer would experience a total monthly rate reduction of $10.50 ($3.50 in interstate charges and $7.00 in intrastate charges) of which $7.00 would be funded from the federal jurisdiction and $3.50 from the state matching program.


�	See Federal�State Joint Board on Universal Service, Report and Order, 12 FCC Rcd 8776 (1997), ¶ 386, as corrected by Federal-State Joint Board on Universal Service, Erratum, CC Docket No. 96-45, FCC 97-157 (rel. June 4, 1997), and Erratum, 12 FCC Rcd 24493 (1997), aff'd in relevant part, Texas Office of Public Utility Counsel v. FCC, 183 F.3d 393 (5th Cir. 1997).


�	See Federal-State Joint Board on Universal Service, CC Docket No. 96-45; Access Charge Reform, Price Cap Performance Review for Local Exchange Carriers, Transport Rate Structure and Pricing, End User Common Line Charge, CC Docket Nos. 96-262, 94-1, 91-213, 95-72, Fourth Order on Reconsideration, 13 FCC Rcd 5318 (1998), as corrected by Federal-State Joint Board on Universal Service, Errata, CC Docket Nos. 96-45, 96-262, 94-1, 91-213, 95-72, 13 FCC Rcd 2372 (1998).  Competitive Local Exchange Carriers designated ETCs to serve customers in these carriers’ serving areas are also eligible to receive this compensation for their low income customers that opt for toll blocking.  Id. at ¶ 125.


�	See Changes to the Board of Directors of the National Exchange Carrier Association, Inc., and Federal�State Board on Universal Service, Report and Order and Second Order on Reconsideration, 12 FCC Rcd 18400, ¶ 46 (1997).


�	The numbers in Appendix 6 may not be identical to the above table showing submitted claims for reimbursement due to the fact that the referenced table shows an accumulated dollar amount submitted to date for each month. Appendix 6 details actual dollars paid to each company during a monthly accounting cycle.  For example, in the month of June, an eligible telecommunications carrier is reimbursed for claims submitted in May of low income credits provided for the month of April. The preceding table would present these credits in April, when the service provider rendered the credits. Appendix 6 would depict these credits in June, when reimbursement was disbursed to the service provider.


� 	47 C.F.R. §§ 54.500-54.525.


� 	47 C.F.R. § 54.507(b).


� 	SLD expects to resolve these outstanding appeals before December 1, 1999.  


� 	See Appendices 11B and 12.


� 	47 C.F.R. § 54.507(a).  


�	47 C.F.R. § 54.709(a)(3).


�	Letter from Robert Haga to Magalie Salas on April 1, 1999, Revisions to the Method for Allocating Costs Among the Four Universal Service Support Mechanisms (CC Docket Nos. 96-45 and 97-21).


� 	See In the Matter of Changes to the Board of Directors of the National Exchange Carrier Association, Inc., et al., CC Docket Nos. 97-21, 96-45, Sixth Order on Reconsideration in CC Docket No. 97-21, Fifteenth Order on Reconsideration in CC Docket No. 96-45, FCC 99-269 ¶ 63 (rel. Nov. 1, 1999).  


�	47 C.F.R. §§ 36.611�36.613. 


�	47 C.F.R. § 69.603.


� 	USAC’s High Cost and Low Income Committee have not reviewed this expense.


� 	47 C.F.R. §54.709(a)(3).


�	47 C.F.R. §§ 54.709(b) and 54.709(c). 


�	USAC received certifications of de minimis status from 2,478 carriers, which are included in the 4,627 completed forms received to date. The USAC Board adopted a late filing penalty (LFP), consistent with 47 C.F.R. § 54.713, at its October 1998 meeting and ratified at its October 26, 1999 meeting the LFP to be applicable to the FCC Form 499S and 499A data collections. Companies not submitting their FCC Form 499S or 499A by the due date are subject to a late filing penalty calculated at a rate of .005 percent applied to their total end-user billed revenue with a minimum penalty of $100 and a maximum penalty of $5,000.  This penalty was effective beginning with the March 1, 1999 FCC Form 457 data collection.  Through September 30, 1999, $118K in late filing penalties has been assessed. 


� 	See Proposed Fourth Quarter 1999 Universal Service Contribution Factors, CC Docket No. 96-45, Public Notice, DA 99-1857 (Com. Car. Bur., rel. Sept. 10, 1999) (Fourth Quarter 1999 Contribution Factors). 


�	Second Reconsideration Order, Appendix C (FCC Form 457-Universal Service Worksheet, Instructions, II.B.), 12 FCC Rcd at 18502.  We note that a decision in Texas Office of Public Utility Counsel vs. FCC & USA, No. 97-60 421 (5th Circuit 1997) was released on July 30, 1999.


�	Estimated revenues for the first six months of 1999 for carriers not yet filing a Form 499S total approximately $748.530 million in total revenues or 1.92 percent of the total funding base projection for 1Q2000.  Carriers that have not provided their September 1, 1999 FCC Form 499S have been contacted; however, as of the filing date have not provided the required submission. 
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