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I. Introduction

The Universal Service Administrative Company (“USAC”) submits this Second Supplemental Report for the Third Quarter 2000.  This report addresses issues concerning the implementation of the new High Cost Support Mechanism applicable to the first and third quarters of calendar year 2000 in accordance with the provisions of the Federal Communications Commission’s rules.
  USAC is the not-for-profit corporation responsible for administration of the federal universal service support mechanisms, including the High Cost, Low Income, Schools and Libraries, and Rural Health Care Universal Service Support Mechanisms.

II. Funding Requirements - High Cost Support Mechanism

In November 1999, the Commission significantly modified the High Cost Universal Service Support Mechanism for non-rural carriers.  On December 17, 1999, the Commission on its own motion made certain procedural changes to the new high-cost model (“HCM”) universal service support mechanism for non-rural carriers regarding the targeting of support.
  USAC has worked with Commission staff since the orders were issued to address questions concerning the revised HCM.  In March 2000, USAC expressed its concerns that insufficient formal guidance was available to present a complete third quarter filing as contemplated by the FCC HCM orders.
  USAC also renewed its request for clarification as to whether USAC should be responsible for the collection of the quarterly data, or if the National Exchange Carrier Association, Inc. (“NECA”) should collect the quarterly data and then report the data to USAC each quarter so that USAC is able to use the updated information to calculate support amounts.  On April 7, 2000, the Commission released three orders clarifying administrative questions regarding the use of line count data in the HCM.

First, the Twentieth Reconsideration Order clarified the method by which the quarterly line count data will be incorporated in the HCM for purposes of calculating and targeting support amounts.  The Commission stated that until it adopts new line count input values, forward-looking costs for universal service support purposes should be estimated using the line count input values adopted in the Commission’s November 1999 Inputs Order.
  The Commission further stated that the Twentieth Reconsideration Order does not alter the methodology adopted in the November 1999 Methodology Order
 except to account for line growth when the wire center line count data reported quarterly by the carriers differs from the input values used to estimate forward-looking cost.  The Commission also clarified that HCM support shall be available on a regular basis for competitive eligible telecommunications carriers serving lines in areas served by non-rural incumbent local exchange carriers (“LECs”).

Second, the Line Count Confidentiality Order denied to a limited extent requests by certain non-rural carriers for confidential treatment of quarterly line count data at the wire center level filed pursuant to 47 CFR §§ 36.611 and 36.612.  The Commission denied the requests to the limited extent that the number of lines in wire centers receiving support may be determined once the Commission releases statewide forward-looking support amounts, carrier-by-carrier “hold-harmless” support amounts, and the per-line support amounts available in a wire center.  The Commission determined that the public availability of per-line and total support amounts is essential to ensure that support is portable to eligible telecommunications carriers.

Third, the Interim Protective Order facilitated the review of line count data at the wire center level submitted for wire centers not receiving support under the High Cost Support Mechanism.  The Commission noted that several carriers had sought confidential treatment of line count data.  Confidential line count information defined in the Interim Protective Order is subject to the terms of that order until the Commission makes a final determination on the manner in which the information is to be treated.

In the November 1999 Methodology Order the Commission adopted a transitional “hold-harmless” measure to prevent potential rate-shocks and disruptions in state rate designs when the HCM takes effect.  During this transition period, no non-rural telephone company will receive less support than it received under the existing mechanism.
  Additionally, state commissions must certify by October 1, 2000, that carriers are eligible to receive hold-harmless support amounts in 2001 in order to receive support for calendar year 2001.  The Methodology Order requires non-rural incumbent LECs to submit study area cost and wire center line counts to NECA for use in calculating updated hold-harmless support amounts on a quarterly basis.  Similarly, non-rural competitive LECs must submit updated wire center line counts to USAC for calculation of updated support amounts.
  All non-rural LECs were required to submit initial data by December 30, 1999,
 with subsequent reporting on March 30, 2000; the calendar year data is due on July 31, 2000.  An additional quarterly update is due on September 30, 2000.

Consistent with the provisions of the Interim Protective Order, NECA provided to USAC on April 20, 2000, access to the confidential line count information filed March 30, 2000.  USAC has undertaken the process of developing procedures for the handling of confidential line count information and the adaptation of the line count information for use consistent with the FCC orders.  The results of the High Cost Support Mechanism were not available for inclusion in the filing of May 2, 2000.  USAC relied on the following information to formulate the May 2, 2000, filing:  (1) calculations of support determined under the current methodology; (2) the hold-harmless provision; and (3) the increase in non-rural support as determined by the Commission and released in a spreadsheet in the April 7 Revised Model Results Public Notice. 

USAC is submitting four appendices with this Supplemental Report.  Prior to this report, USAC has not included any information on the distribution of the forward-looking support, as the underlying data, formulae, and computations were not provided in time for USAC to include the company-by-company output in a filing.
  The information included here relies on data supplied by the carriers.  Unlike the annual high cost data collection from all carriers, USAC has not independently verified the reported figures. USAC has sought clarification from the Commission as to its role in independently verifying the information submitted by carriers and is awaiting guidance.

Appendix 1 to this Supplemental Report identifies the support available by state under the new high cost mechanism, based on the March 30, 2000, line count information submitted for use in the third quarter calculations.  Appendix 2 to this Supplemental Report identifies the universal service high cost support available by state for rural and non-rural carriers utilizing the December 30, 1999, and March 30, 2000, line count information submitted for use in the first and third quarter calculations, respectively.


Appendix 3 to this Supplemental Report sets forth the support available by non-rural carrier study area consistent with the Commission’s directives for the first and third quarters of 2000.  Appendix 3A uses the December 30, 1999, line count information and Appendix 3B uses the March 30, 2000, line count information.


Appendix 4 to this Supplemental Report contains the targeted support available by wire center for the third calendar quarter of 2000 consistent with both the new HCM mechanism and the hold-harmless provisions of the Commission’s orders.  Appendix 4 uses the March 30, 2000, line count information.

Respectfully submitted,

UNIVERSAL SERVICE

ADMINISTRATIVE COMPANY

/s/ Cheryl L. Parrino                    
Cheryl L. Parrino

Chief Executive Officer

D. Scott Barash

Vice President and General Counsel

Robert Haga

Vice President, Operations







2120 L Street, NW, Suite 600







Washington, DC  20037







Tel:  (202) 776-0200







Fax:  (202) 776-0080

June 23, 2000

� 	47 C.F.R. § 54.701 et. seq.  See Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Order, DA 00-56.


� 	See Changes to the Board of Directors of the National Exchange Carrier Association, Inc., CC Docket 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).


� 	See Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Nineteenth Order on Reconsideration, FCC 99-396 (Dec. 17, 1999) (“Nineteenth Order on Reconsideration”).


� 	See Letter from Robert Haga, USAC, to Irene Flannery, FCC (March 27, 2000) (“March 27 Letter”).


� 	See Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Order, FCC 00-125 (Apr. 7, 2000) (“Line Count Confidentiality Order”); Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Twentieth Order on Reconsideration, FCC 00-126 (Apr. 7, 2000) (“Twentieth Reconsideration Order”); Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Interim Protective Order, DA 00-773 (Apr. 7, 2000) (“Interim Protective Order”); Common Carrier Bureau Releases Estimated State-by-State Universal Service High-Cost Support Amounts for Non-Rural Carriers, Public Notice (Apr. 7, 2000) (“April 7 Revised Model Results Public Notice”).


� 	Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Forward-Looking Mechanism for High-Cost Support for Non-Rural LECs, CC Docket No. 97-160, Tenth Report &Order, FCC 99-304 (rel. Nov. 2, 1999) (“Inputs Order”). 


� 	Federal-State Joint Board on Universal Service, Ninth Report and Order and Eighteenth Order on Reconsideration, FCC 99-306 (rel. Nov.2, 1999) (“Methodology Order”).


� 	Twentieth Reconsideration Order at ¶ 18.


� 	Line Count Confidentiality Order.


� 	Interim Protective Order.


� 	See id.


� 	Non-rural carriers filed wire center line count data for the first time on December 30, 1999.  In order to have sufficient opportunity to review and verify the data, the Commission determined that support payments targeted to the wire center level shall be issued beginning with payments provided in the third quarter of 2000.  See Nineteenth Order on Reconsideration.  The Commission also deferred the provision of forward-looking support until the third quarter of 2000.  See id. ¶¶10-11.  If a state certified to the Commission on or before April 1, 2000, that particular non-rural carriers will use the forward-looking support in compliance with section 254(e) of the Communications Act, as amended, then those carriers may receive forward-looking support payments in the third and fourth quarters of 2000 for the first and second quarters of 2000, respectively.  All states that are affected by this requirement filed the certification prior to the deadline.


�	See id. at ¶ 11.


� 	See Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Report and Order, 12 FCC Rcd 8776, 8915 (1997) (“Universal Service Order”), as corrected by Federal-State Joint Board on Universal Service, Errata, CC Docket No. 96-45, FCC 97-157 (rel. June 4, 1997), affirmed in part in Texas Office of Public Utility Counsel v. FCC, 183 F.3d 393 (5th Cir. 1999), motion for stay granted in part, (Sept. 28, 1999), petitions for rehearing en banc denied (Sept. 28, 1999) (affirming Universal Service Order in part and reversing and remanding on unrelated grounds).  See also March 27 Letter.


� 	See March 27 Letter.


� 	Included in the total for Puerto Rico are funds for the competitive ETCs that have provided information to USAC and are eligible for support.  Support is calculated under the provisions of 47 C.F.R. § 54.311(a) and was not previously included in FCC spreadsheets.  Additional detail on the support each carrier will receive is included in Appendix 3.
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