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BEFORE THE FEDERAL COMMUNICATIONS COMMISSION
WASHINGTON, DC  20554

FEDERAL UNIVERSAL SERVICE SUPPORT MECHANISMS FUND SIZE PROJECTIONS FOR THE first QUARTER 2002
INTRODUCTION

The Universal Service Administrative Company (USAC) submits the Federal Universal Service Support Mechanisms fund size and administrative cost projections for the first quarter of calendar year 2002 (1Q2002) and the contribution base amount to be used for 1Q2002, in accordance with Section 54.709 of the Federal Communications Commission’s (FCC or Commission) rules.

USAC is the not‑for‑profit corporation responsible for administering the federal universal service support mechanisms:  High Cost, Interstate Access, Low Income, Rural Health Care, and Schools and Libraries Universal Service Support Mechanisms.
  USAC also performs the billing, collection, and disbursement functions for all of these universal service support mechanisms.

Upon approval of the quarterly funding requirements for the universal service support mechanisms and the projected administrative expenses, the Commission will establish a quarterly contribution factor.  USAC will 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 or Low Income Support Mechanisms, 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.

Administrative expenses and interest projection

Administrative Expenses

Section 54.709(a)(3) of the Commission’s rules requires 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, Interstate Access, Low Income, Rural Health Care, or Schools and Libraries Support Mechanisms in the projected administrative expenses of each mechanism.  USAC’s remaining joint and common costs including costs associated with the billing, collection, and disbursement of funds are included in the projected administrative expenses of the respective support mechanisms based on the methodology for allocating costs.
  The allocation of common and billing and collection costs also reflect the fact that the Commission directed that the costs associated with the Interstate Access Support Mechanism be allocated to the High Cost and Low Income Support Mechanisms as appropriate.
  USAC continues to seek for and identify additional areas of savings in both administrative and operational functions.

USAC projects a 1Q2002 consolidated budget of $12.4543 million.  Direct costs for all support mechanisms total $10.5084 million.
  The detail for each mechanism is provided below.  Joint and common costs projected at $1.0484 million are allocated to each support mechanism as detailed below based on the current allocation methodology on file with the Commission.  USAC projects that billing, collection, and disbursement functions will cost $0.8975 million and are allocated based on the current allocation methodology on file with the Commission to each support mechanism as detailed below. 

1st Quarter 2002 Administrative Expenses (millions)

	USF Mechanism
	Direct Costs
	USAC Common
	Billing & Collection
	Total

	High Cost
	.8571
	.5001
	.4281
	1.7853

	Low Income
	.1760
	.1257
	.1077
	0.4094

	Rural Health Care
	.6063
	.0021
	.0018
	0.6102

	Schools & Libraries
	8.8690
	.4205
	.3599
	9.6494

	Total
	 10.5084
	1.0484
	0.8975
	12.4543


Commission rules currently direct the National Exchange Carrier Association, Inc. (NECA) to continue performing certain universal service administrative functions for the High Cost Loop (HCL) support mechanism, specifically, the collection and processing of annual HCL data as well as the optional quarterly updates to that data.
  Because these functions are associated with the administration of the universal service support mechanisms, NECA bills these costs to USAC.  Although recovery of HCL data collection expenses is properly attributable to the High Cost Support Mechanism, USAC does not review or oversee the cost.
  NECA’s projected 1Q2002 expenses to perform these universal service related functions are $0.135 million.  

Although USAC’s High Cost & Low Income Committee has not reviewed this expense, these costs are included in USAC’s administrative budget as a direct cost for the High Cost Support Mechanism.
  USAC has alerted the Commission that this regulatory framework creates an anomalous situation.
  USAC budgets for all of the costs associated with the High Cost Support Mechanism, including the HCL data collection performed by NECA.  The HCL data collection costs are one of the largest direct costs of administering the High Cost Support Mechanism.  Thus, although these are costs associated with the High Cost Support Mechanism, and USAC is required to budget and pay for the HCL data collection, USAC is unable to directly oversee the largest component of these costs and cannot independently verify, monitor, or otherwise evaluate the cost of performing the HCL data collection function.  Consistent with the fiduciary obligations of its members to safeguard USAC assets and the Universal Service Fund Support Mechanisms, USAC’s Board of Directors has requested clarification from the Commission concerning this matter.
 

Appendix M1 details USAC’s estimated administrative expenses budget for 1Q2002.  Appendix M2 details fund size projections for 1Q2002.

Interest INCOME Projection

USAC invoices and receives contributions from more than 2,200 telecommunications companies each month.  Over the course of the year, USAC disburses funds to service providers as appropriate under each of the support mechanisms.  Once last year, USAC allocated funds from the Low Income Support Mechanism to ensure there would be no shortfall in High Cost Support Mechanism payments.  USAC remains concerned that not all carriers have fully complied with their universal service contribution obligations.  With the Commission’s assistance, USAC has been able to reduce and maintain the uncollectible rate below 1 percent of the total funds billed to contributing telecommunications carriers.  However, the lack of an uncollectible factor in the Commission’s contribution factors for the first half of 1998 has kept total funds collected below fund obligations for all support mechanisms except Rural Health Care. 

Interest income earned in 3Q2001 was below USAC’s projection by $0.921 million, largely due to steeply declining interest rates during the seven months after the projections were made.  For 1Q2002, USAC projects interest income of approximately $0.832  million for the High Cost Support Mechanism, $0.613 million for the Low Income Support Mechanism, $0.044 million for the Rural Health Care Support Mechanism, and $13.957 million for the Schools and Libraries Support Mechanism.  The projected interest income is being included as an offset to expenses for each of the support mechanisms not projected to reach their funding cap, and reduces the amount that USAC will be required to collect from carriers for those support mechanisms that are funded at caps established by the Commission. 

Financial Statements

In 3Q2001, on a cash basis, USAC disbursed over $1.064 billion in universal service support to service providers:  $645.5 million in High Cost support, $142.9 million in Low Income support, $1.9 million in Rural Health Care support, and $304.5 million in Schools and Libraries support. 

For 3Q2001, USAC had total assets, corresponding liabilities, and fund balance of $2.500 billion.  Total cash funds available to the universal service support mechanisms were $2.263 billion.

Appendices M3 and M4 provide the 2001 year-to-date statement of fund activity on a cash and accrual basis.

Funding requirements

High Cost Support Mechanism

Eligible Telecommunications Carrier (ETC) Designation

A requirement for eligibility for receipt of High Cost support is that a common carrier must be designated an eligible telecommunications carrier (ETC)
 by a state commission or the FCC in accordance with Subpart F of the Commission’s Part 36 rules and Subpart D of its Part 54 rules.  Qualified ETCs are entitled to receive funds from the High Cost Support Mechanism,
 which includes high cost loop support (HCL), interstate access support (IAS), local switching support (LSS), long term support (LTS), and non‑rural forward-looking high cost model support (HCM).  Together, the projected requirements for these five support mechanisms and the USAC administrative expenses constitute the funding requirement for the High Cost Support Mechanism.  

Appendix HC1 displays the projected amount of individual company support segregated by rural and non-rural status.  Appendix HC1 also contains the projected amount of per-month high cost support for each support mechanism that each ETC
 will be eligible to receive (i.e., HCL, IAS, LTS, and LSS).  The High Cost Loop (HCL) and Long Term Support (LTS) amounts include interim hold-harmless support for eligible non-rural carriers prior to implementing the $2 per line phase down.  Appendix HC2 displays the total projected amount of High Cost support for 1Q2002 for each state or territory.  Appendix HC3 displays the results of disaggregating support in Washington state in accordance with the Commission’s order approving the disaggregation methodology proposed for rural companies by the Washington Utilities and Telecommunications Commission.
  Appendix HC7 displays 1998 actual support payments for the HCL, LTS, and LSS Mechanisms.  These support payments are final amounts paid for 1998, after all true-ups have been processed.

High Cost Rural Support Mechanism

High Cost Loop (HCL) Support

The results of the annual collection of 2000 incumbent local exchange carrier (LEC) loop cost and expense adjustment data were submitted to the Commission and to USAC on October 1, 2001.
  Growth in total High Cost Loop (HCL) support for non-rural carriers is limited under 47 C.F.R. § 36.601(c) to the current level of funding, increased yearly by the annual growth in supported loops.  Support for calendar year 2002, in aggregate, exceeds the level of payments for 2001 by more than the rate of growth in universal service funded loops from 1999 to 2000 by 1.90 percent.  Therefore, non-rural HCL support for calendar year 2002 is capped at a 1.9 percent increase over 2001 payments.  The total projected amount of non-rural HCL support for calendar year 2002 is $88.029 million.  This methodology will remain in effect for purposes of calculating interim hold harmless support for non-rural carriers.

Effective July 1, 2001, high cost loop support increased for rural companies due to the RTF Order.
  The revised rules increase the support available for rural companies by modifying the corporate operations expense limitation calculation and indexing it for inflation.  In addition, a new cap will be calculated for rural companies based on the combination of rural loop growth and inflation.  Finally, rural companies will use a “frozen” national average loop cost of $240.00.

Growth in total HCL support for rural carriers is limited under 47 C.F.R. § 36.603(a) to the current level of funding, increased yearly by the annual growth in supported rural loops and inflation.  Support for calendar year 2002, in aggregate, exceeds the level of payments for 2001 by more than the rate of growth, resulting in a Rural Growth Factor of 5.53 percent.
  Therefore, rural HCL support for calendar year 2002 is capped at a 5.53 percent increase over 2001 payments.  The total projected amount of rural HCL support for calendar year 2002 is $944.806 million. 

For 1Q2002, the projected HCL support (including non-rural support for the hold-harmless mechanism) is $243.726 million.  Of this amount, $236.263 million is associated with rural carriers and $7.463 is associated with non-rural carriers.
 

Appendix HC4 displays projected monthly HCL support payments by study area for 1Q2002 in accordance with the hold‑harmless provisions of the FCC’s Methodology Order.  HCL support projected for non‑rural carriers receiving high cost support is superceded by the projections listed in HC12, HC13, and HC14.

Appendix HC8 displays incumbent local exchange carrier study areas in which competitive eligible telecommunications carriers (CETCs) have reported lines for 1Q2002.  The RTF Order requires that incumbent carriers submit updated quarterly line counts in study areas in which a CETC has been designated, initiated service, and reported line count information to USAC.

Local Switching Support (LSS)

ETC study areas having 50,000 or fewer access lines are eligible to receive support for local switching costs.
  Local Switching Support (LSS) is the product of a carrier’s annual unseparated local switching revenue requirement multiplied by its local switching support 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 1Q2002 LSS funding requirements.

LSS amounts from companies participating in the Traffic Sensitive Pool are projected to be $225.223 million for cost study areas and $74.054 million for average schedule study areas in 2002.  LSS amounts of the non‑Pool study areas are projected to be $86.342 million for cost study areas and $11.246 million for average schedule study areas in 2002.  Based on these estimates, total 2002 LSS is estimated to be $396.125 million, including $0.260 million for CETCs.  USAC projects that $99.159 million will be required for 1Q2002.

Because LSS support amounts are based on projections of 2002 switching costs, actual individual study area requirements will not be known until the 2002 cost studies are completed for those carriers, which will occur sometime in late 2003.  The Commission’s rules specify that true‑ups to the Local Switching Support will be made to reflect actual 2002 switching costs.

Individual study area LSS projections per month are displayed in Appendix HC5.

Long Term Support (LTS)

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 Support Mechanism.
  For 2002, each Common Line Pool participant’s 2001 level of LTS is multiplied by the rate of growth in the Department of Commerce’s Gross Domestic Product-Consumer Price Index (GDP-CPI), a 1.022740 percent increase from 2001.  Total 2002 LTS is projected to be $502.596 million.
  USAC projects that $125.649 million will be required for 1Q2002.

Monthly and 1Q2002 study area specific LTS levels are displayed in Appendix HC6 (provided in electronic format only).

Interstate Access Support Mechanism (IAS)

Interstate Access Support helps offset interstate access charges for price cap companies.  Each year, eligible telecommunications carriers seeking support are required to file certain line count data on the last business day of March, June, September, and December showing the number of lines served by study area as of the last business day of the previous quarter.  
  The Interstate Access Order sized the new support mechanism at $650 million annually for five years.
  

Price cap carriers filed the required data on March 31 and April 16, 2001, to allow USAC to calculate support amounts for the tariff period July 1, 2001, through June 30, 2002.  The IAS industry-wide totals for the second half of 2001 are $65.408 million for rural carriers and $217.735 million for non-rural carriers, with $41.857 million established as reserved support as required to provide for future loop count growth and future CLEC participation, as well as to ensure that carriers are provided access support without creating a shortfall in future quarters.  Based on these calculations and the FCC sizing of Interstate Access Support at $650 million annually, USAC projects that one‑fourth of this amount, or $162.5 million, will be required for 1Q2002.

Appendices HC9, HC10, and HC11 detail USAC’s projection of interstate access support by study area, state, and per line, respectively, and cover distributions for 1Q2002.

Non-Rural Forward-Looking Mechanism

Under the most recent running of the model utilized to calculate High Cost Support for non-rural carriers, non-rural carriers in seven states (Alabama, Maine, Mississippi, Montana, Vermont, West Virginia, and Wyoming) are eligible to receive forward-looking support in 2002.  Non‑rural carriers that do not receive forward-looking support under the HCM support mechanism and that are projected to receive HCL and LTS support, will receive that support under the interim hold harmless provision, consistent with the Thirteenth Report and Order.
  Non-rural carriers in six states and territories (California, Missouri, North Carolina, Ohio, Puerto Rico, and Texas) are projected to receive interim hold harmless support in 2002.  This distribution is based on the running of the model for the purpose of calculating 2001 support.  We are still awaiting the results of the re-running of the model for the purpose of calculating 2002 support, so it is possible that the distribution will change for 2002.

For 1Q2002, USAC projects that $586.434 million will be required for forward-looking HCM support.  Non-rural carriers will receive $51.802 million in model support and $34.632 million in hold harmless support ($7.463 million under the HCL support mechanism and $27.169 million under the LTS support mechanism).

Appendices HC12, HC13, and HC14 detail USAC’s projection of non-rural forward-looking support by study area, wire center, and per line, respectively, and cover distributions for 1Q2002.

High Cost Support Mechanism Summary

As discussed above, the estimated 1Q2002 funding requirement is as follows:  $243.726 million for HCL support, $99.281 million for LSS, $125.649 for LTS, $162.5 million for IAS, $51.802 million for HCM, for a total of $682.958 million.  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 the 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.

Results for 3Q2001 contribute to an over-funded condition, for which the instant filing proposes to adjust the 1Q2002 requirements.  The total adjustment to the 1Q2002 fund requirement based on actual results will decrease the funding needed by $28.558 million.  The detailed explanations for the adjustment are described below.
	Reason for the Prior Period Adjustment
	Adjustment in Millions

	The 3Q2001 funding base for interstate and international revenues was lower than expected, resulting in the collection of less revenue.
	$ 9.235  M

	The 3Q2001 collections were less than anticipated because companies filed for bankruptcy.  
	$ 0.569  M

	Distributions were less than expected in 3Q2001.
	($ 38.784) M

	Interest earned was less than estimated for the 3Q2001.
	$ 0.422  M

	
Total Prior Period Adjustment
	($ 28.558) M


The total fund requirement of $682.958 million, decreased by the prior-period adjustment of $28.558 million, increased by administrative costs of $1.785 million, and reduced by the projected interest of $0.832 million, results in a total projected funding requirement for the High Cost Support Mechanism for 1Q2002 of $655.353 million.

Appendix M2 details the individual components of the funding requirement for the quarter.

Low Income Support Mechanism

Lifeline Support

All ETCs must offer Lifeline support to qualified low-income consumers.
  ETCs providing Lifeline support in accordance with Subpart E of Section 54 of the Commission’s rules are entitled to receive funding from the federal Low Income Support Mechanism for the waiver of charges and reduced rates provided to qualified low‑income subscribers.
  The Lifeline Support Mechanism provides funding from the interstate jurisdiction of up to $8.50 per low-income subscriber per month.  This can consist of a baseline amount of between $3.50 and $5.00, 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 available if the state provides support for the low-income subscriber as well.
  Further, the Tribal Order makes up to an additional $25 per low-income subscriber per month available to eligible residents of tribal lands.
  For 1Q2002, the total projected Lifeline support is $151.520 million.

Link Up America and Toll-Limitation Support

The Link Up America Support Mechanism compensates ETCs up to $30 for revenue foregone in offering discounted service initiation fees to qualified low‑income individuals.  The Tribal Order provides additional Link Up support of up to $70 per qualified low‑income subscribers residing on eligible tribal lands.

The Toll Limitation Support Mechanism compensates ETCs for providing voluntary toll‑limitation based on the carrier’s incremental cost of providing toll‑limitation services.  The Commission has defined these costs as the costs that carriers otherwise would not incur if they did not provide toll‑limitation service to a given customer.

For 1Q2002, projected Link Up support is $10.184 million, consisting of $9.149 million in discounted connection fees and $1.035 million in toll-limitation services.

Administrative Process and Projection of Support

All ETCs are required to provide Low Income support to qualified consumers.  The average trend of the industry reported data indicates an average increase in funding requirement at a rate of 0.009392 percent per month.  This is a lower growth rate than that projected for 3Q2001.  Extrapolating these results through March 2002, and adjusting for the increase in Lifeline support due to the Interstate Access Order and the additional support under the Tribal Order, results in approximately $161.704 million being required to fund the Low Income Support Mechanisms in 1Q2002.

Low Income discount providers receive monthly reimbursements from USAC based on projections established by USAC using each company’s historical data.  Carriers notify USAC of the actual discounts provided to customers by submitting a FCC Form 497 worksheet to USAC at the end of each quarter.  USAC uses the actual quarterly discount information to true up the previous quarter’s projection.  Quarterly submissions of actual data are required for USAC to perform the necessary true-ups.  Failure on the part of a carrier to file quarterly actual data for two consecutive quarters will result in payments to the carrier being automatically stopped until actual data is received by USAC.  A month-over-month calculation will be made to determine an average growth rate for the period, which will be applied to the quarterly projection amounts.  The true-up adjustment will be reflected in the payments a carrier receives in the subsequent quarter.  For example: payments to a carrier for the second quarter are trued-up in July 2001 (during the third quarter) with the adjustment (actual under/over projection) to be made to the payments the carrier will receive in August 2001.  The true-ups will continue in this manner on a going-forward basis.

Low Income Support Mechanism Summary

As discussed above, the estimated 1Q2002 funding requirement for the Low Income Support Mechanism is $161.704 million—$151.520 for Lifeline and $10.184 for Link Up (with Link Up consisting of $9.149 million in discounted connection fees and $1.035 million in toll-limitation services).  Results of 3Q2001 contribute to an over-funded condition, for which the instant filing proposes to adjust the 1Q2002 requirements.  The total adjustment to the 1Q2002 funding requirement based on actual results will decrease the funding needed by $2.757 million.  The detailed explanations for the adjustment are described below.

	Reason for the Prior Period Adjustment
	Adjustment in Millions

	The 3Q2001 funding base for interstate and international revenues was lower than expected, resulting in the collection of less revenue.
	$ 2.056  M

	The 3Q2001 collections were less than anticipated because companies filed for bankruptcy.  
	$ 0.002  M

	Distributions were less than expected in 3Q2001.
	($ 5.118) M

	Interest earned was less than estimated for 3Q2001.
	$ 0.303  M

	
Total Prior Period Adjustment
	($ 2.757) M


The total fund requirement of $161.704 million, decreased by the prior-period adjustment of $2.757 million, increased for administrative expenses of $0.409 million, and deduction of the projected interest income of $0.613 million results in a total projected funding requirement for the Low Income Support Mechanism for 1Q2002 of $158.743 million.  

Appendix LI1 provides detail on Low Income funding amounts for each of the states and territories.  Appendix LI2 provides a list of eligible telecommunications carriers (ETCs).  Appendix LI3 provides detail on company‑specific claims for reimbursement from the Low Income Support Mechanism for July 2001 through September 2001.  Appendix LI4 provides company-specific low-income reimbursement claims for the first nine months of 2001.  Appendix LI5 provides details of claims from the Low Income Support Mechanism by month for 1998 through October 2001.  Appendix LI6 provides detail on annual company claims by state from the Low Income Support Mechanism for January 2000 through September 2001.  Appendices LI7 and LI8 provide Lifeline and Link Up subscribership information by state.

Rural Health Care Support Mechanism

Program Year 3

Program Year 3 began on July 1, 2000, and ended on June 30, 2001.  The Year 3 window for filing requests for support opened on March 30, 2000, and closed on June 30, 2001.  As of September 30, 2001, 1,323 Forms 465 had been received, of which approximately 70 percent were filed electronically.  In addition, as of September 30, 2001, 939 Form 466/468 packets had been received.  All have been initially reviewed with 713 packets completely processed and funding commitments totaling $6,619,342 issued.  Of the remaining 226, the health care provider has withdrawn 29, 8 have been denied, 54 are awaiting supervisory approval, 127 require forms or clarification, and 8 are awaiting further review.  

As of September 30, 2001, USAC projects that Year 3 demand for support will be approximately $8.171 million.  The FCC previously authorized the collection of $10.56 million for Year 3, of which $2.7 million was used to offset collections in 3Q2001, and $0.160 million was used to offset 4Q2001 collections.  Based on the revised projection of demand for Year 3, USAC recommends collecting an additional $0.471 million for Year 3.  

Funding commitments made for 3Q2001, are listed in Appendix RH3.  Authorized funding and disbursements for 3Q2001, are listed in Appendices RH4 and RH5.

Program Year 4

The Year 4 application-filing window opened on March 26, 2001.  As of September 30, 2001, 1,596 Forms 465 have been submitted.  The total demand associated with these applications is not yet known and will not be known until the Form 466/468 packets are submitted and processed.

In July 2001, USAC estimated that Year 4 demand would be approximately 50 percent higher than demand in Year 3, with a total estimated demand of $13.815 million.  Based primarily on additional information provided by health care providers, USAC now estimates that Year 4 demand will be $13.455 million.  The FCC authorized the collection of $2.184 million in 3Q2001 and $3.877 million for 4Q2001.  Based on the revised projection of demand for Year 4, USAC recommends the FCC authorize the collection of $3.697 million for 1Q2002.

Rural Health Care Support Mechanism Summary

The estimated 1Q2002 funding requirement for the Rural Health Care Support Mechanism is $3.697 million.  Results for 3Q2002 contribute to an under-funded condition for which the instant filing proposes to adjust the 1Q2002 requirements.  The total adjustment to the 1Q2002 requirements is $0.566 million.  The detailed explanation for the adjustment is as follows:

	Reason for the Prior Period Adjustment
	Adjustment in Millions

	The 3Q2001 funding base for interstate and international revenues was lower than expected, resulting in the billing for less revenue.
	$ 0.035 M

	The 3Q2001 collections were less than anticipated because companies filed for bankruptcy.
	0.101 M

	Distributions were greater than expected in 3Q2001.
	0.471 M

	Interest earned was more than estimated for 3Q2001.
	(0.041) M

	
Total Prior Period Adjustment
	$0.566 M


The total fund requirement of $3.697 million, increased by the prior-period adjustment of $0.566 million, increased by the administrative expenses of $0.610 million, and reduced by the deduction of the projected interest of $0.044 million, results in a total projected funding requirement for the Rural Health Care Support Mechanism for 1Q2002 of $4.829 million.

Finally, authorized funding and disbursements for Program Year 2 for 3Q2001 are listed in Appendices RH1 and RH2.

Schools and Libraries Support Mechanism

Program Year 1

Between July 1 and September 30, 2001, USAC continued to receive and process Forms 486, 472 (requests for reimbursement), and 474 (service provider invoices) from Year 1 (which ended on June 30, 1999) for commitments that are covered by the Commission’s December 28, 1999, order.
  That order provided an extension of the September 30, 1999, deadline for receipt of non-recurring services for certain Year 1 commitments.  Applicants entitled to extensions experienced one of the following:  (1) late commitments resulting from successful appeals; (2) late authorizations for changes in service providers pursuant to Commission-approved procedures; or (3) commitments on which disbursements were delayed due to USAC investigation of errors in making commitments.  Under the first two items, applicants have 180 days from the date of the funding commitment to receive the non-recurring service.  Under the third item, USAC was ordered to notify affected applicants that for affected funding request numbers (FRNs) they have 180 days from the date of that letter to receive service.  Those letters were sent on January 27, 2000.  USAC is also reviewing requests for funding remanded by the Commission based on appeals to the Commission.  

Funds committed for Year 1 now totals $1,711,724,000.  As of September 30, 2001, USAC had disbursed $1,400,113,000 of Year 1 support.  Invoices for FRNs with waivers, including appeals and service provider changes, will continue to be paid.  As of September 28, 2001, $636,519 in undisbursed commitments remained payable on these Year 1 FRNs.  Data concerning authorized funding to applicants and disbursements made to service providers for 3Q2001, are included in Appendices SL1 and SL2, respectively. 

Program Year 2

As of September 30, 2001, USAC had disbursed over $1,555 million for Year 2.  USAC continues to maintain a contingency reserve for meritorious appeals.

Because committed funds and the contingency reserve had not reached the funding cap for Year 2, on March 1, 2000, USAC announced that it would consider applications for Year 2 that were received after April 6, 1999, but before March 2, 2000.  More than $169.0 million in commitments were made to many of these applications in the third quarter 2001.  This brings the total committed to $2,125.0 million for Year 2.

Further, on March 1, 2000, USAC announced that there would be less than $250 million available for additional funding requests for Year 2 and that Forms 471 for Year 2 would be accepted for another 30 days, until March 31, 2000.  The demand represented by applications received outside the window from April 6, 1999, through March 31, 2000, exceeded $190 million.  Accordingly, USAC projects that approximately $49 million in support collected for Year 2 will not be used in Year 2.  Under current FCC rules,
 USAC is directed to carry those funds forward to use in subsequent funding years.

The Commission has acted on requests from applicants to extend Year 2 for non‑recurring charges, such as the installation of internal connections.  Such projects were eligible for discounts through September 30, 2000.  Further, the Commission’s order that generally extends the deadline for non-recurring charges will allow recent commitments additional time to receive services.

A review of authorized funding by applicant and the disbursements made to service providers for 3Q2001, are included in Appendices SL3 and SL4, respectively.

Program Year 3

The Year 3 window for filing FCC Forms 471 requests for support opened on November 10, 1999, and closed January 19, 2000.  Commitments made for the third quarter 2001, total $3.076 million, bringing the Year 3 total as of September 30 to over $2,129 million.  Year 3 disbursements totaled $1,203 million as of September 30, 2001.

Details regarding those funding commitments for 3Q2001, are included in Appendix SL5, and review of authorized funding listed by applicant and the disbursements made to service providers for 3Q2001, are included in Appendices SL6 and SL7, respectively.

Program Year 4

The Year 4 application filing window opened November 6, 2000, and closed on January 18, 2001.  As of September 30, 2001, almost 34,000 applications that were postmarked by January 18, 2001, had been received, with 31,499 submitted electronically but for the certifications.  Based on the applications filed online and on those paper forms where initial calculations have been made, requests for funding totaled $5.467 billion.  This reflects an increase of 14 percent over the Year 3 demand.  We have processed approximately 30,650 (approximately 90 percent of all the applications we expect will receive Funding Commitment Decision Letters for Year 4) as of September 30, 2001, and have committed $1.565 billion.  As of September 30, 2001, USAC has authorized $178,150 for disbursement in Year 4.

Details regarding those commitments made for 3Q2001 are included in Appendix SL8, and a review of authorized funding listed by applicant and the disbursements made to service providers for 3Q2001, are included in Appendices in SL9 and SL10, respectively.

Schools and Libraries Support Mechanism Summary

Program Year 1 True-up

As of June 30, 2001, $1,400.113 million of Year 1 support had been disbursed.  USAC is now able to estimate that approximately $481.712 million collected for Year 1 will not be disbursed, subject to outstanding appeals with the FCC. 

The Commission has previously recognized that funds collected exceed disbursements and applied the rules that the carryover of unused funds did not apply to funds collected for Year 1 of the mechanism.  In the First Quarter 2000 Contribution Factors Public Notice, the Commission authorized total collections at a rate of $1.114 billion instead of $1.171 billion, using $57.25 million of non-disbursed Year 1 collections to offset collections.
  In the Second Quarter 2000 Contribution Factors Public Notice, the FCC reduced the collection requirement for 2Q2000 by $50.44 million.
  In the Third Quarter 2000 Contribution Factors Public Notice, the FCC reduced the collection requirement for 3Q2000 by $170.155 million.
  In the Fourth Quarter 2000 Contribution Factors Public Notice, the FCC reduced the collection requirement for 4Q2000 by $169.354 million.
  In the First Quarter 2001 Contribution Factors Public Notice, the FCC reduced the collection requirement for 1Q2001 by the remaining balance of $0.620 million,
 and made no adjustment for 2Q2001 or 3Q2001.  In the Fourth Quarter 2001 Contribution Factors Public Notice, the FCC reduced the collection requirement for 4Q2001 by $37.678 million.
  The FCC asked USAC to supply an updated estimate of the remaining balance of Year 1 funds that may be applied to reduce the collection requirement in subsequent quarters.
  The estimated remaining Year 1 balance is based on the following:

	
	Adjustments in Millions

	Amount Authorized and Actually Collected
	$1,925.000  M

	Amount Disbursed (March 31, 2001)
	($1,400.113) M

	Amount Applied to Reduce 2000 and 2001 Collections
	($485.457) M

	Administrative Expenses (21 months)
	($41.791) M

	Remaining Year 1 Support subject to FCC Waiver Order and Contingency Amount for Pending FCC Appeals
	($0.637) M

	
Estimated Remaining Year 1 Balance
	($2.998) M


Thus, subject to outstanding appeals with the FCC, USAC estimates that approximately $2.998 million of additional Year 1 funds need be collected in the first quarter of 2002.

1Q2002 Demand Estimate and Contribution Requirement

Based on the projected level of applicant demand in Year 4, USAC requests authority to collect an amount to provide $562.5 million for 1Q2002, which is one-fourth of the $2.25 billion annual cap on federal universal service support for schools and libraries.  Results of 3Q2001 contribute to an under-funded condition, for which the filing proposes to adjust the 1Q2002 requirements.  The total adjustment to the 1Q2002 fund requirement based on actual results will increase the funding needed by $10.988 million.  

The detailed explanations for the adjustment are described below.

	Reason for the Prior Period Adjustment
	Adjustment in Millions

	The 3Q2001 funding base for interstate and international revenues was lower than expected, resulting in the collection of less revenue.
	$7.313  M

	The 3Q2001 collections were less than anticipated because companies filed for bankruptcy.
	$0.440  M

	Difference between the actual projected distribution and the actual amount to be distributed for Year 1.
	$2.998  M

	Interest earned was less than estimated for 3Q2001.
	$0.237  M

	
Total Prior Period Adjustment
	$  10.988  M


The total fund requirement of $562.5 million, which includes administrative expenses of $9.649 million, increased by the prior-period adjustment of $10.988 million (including $2.998 million for Year 1), and reduced by the deduction of the projected interest of $13.957 million, results in a total projected funding requirement of $559.531 million for the Schools and Libraries Support Mechanism for 1Q2002.

contribution bases

USAC currently collects quarterly interstate and international revenue information from carriers on the FCC Form 499-Q
 four times each year and submits aggregate information on a quarterly basis to the FCC (March 2, June 1, September 1, and December 2).  Based on these filings the FCC will set contribution factors for the upcoming quarter.  

Carriers will continue to file Form 499-A in April of each year to report their annual revenues from the prior year.  USAC will use the revenue data provided by carriers in the FCC Form 499-A to perform annual true-ups to the quarterly revenue data submitted by carriers on FCC Form 499-Q during the prior calendar year.
  As necessary, USAC will then refund or collect from carriers any over-payments or under-payments.  If the combined quarterly revenues reported by a carrier (on its Form 499-Qs) are greater than those reported on its annual revenue report (Form 499-A), then a refund will be provided to the carrier based on an average of the two lowest contribution factors for the year.  If the combined quarterly revenues reported by a carrier are less than those reported on its annual revenue report (Form 499-A), then USAC shall collect the difference from the carrier using an average of the two highest contribution factors from that year.

Carriers will file the next Form 499-Q with third quarter 2001 revenue information on November 1, 2001.  By December 2, 2001,
 USAC is required to file revenue data based on the November carrier filings.  Using this revenue data and the projected program demand data supplied by USAC in its November 2, 2001 quarterly report to the FCC, the Commission will calculate a contribution factor for 1Q2002.

Telecommunications providers qualifying for the de minimis exemption from contribution requirements do not need to complete the Form 499-Q.
  However, for providers required to contribute to the universal service support mechanisms, the Form 499-Q must be submitted by the beginning of the second month in each quarter.

Approximately 5,500 FCC Forms 499-Q were distributed to carriers in early October 2001.  Interstate telecommunications service providers are required to complete this form, reporting July – September 2001 revenue information, and return it by November 1, 2001.

The funding base for 1Q2002 will be developed from the revenues for the third quarter 2001 that will be reported by carriers in November 2001.  For the FCC’s review of the 1Q2002 funding base for the support mechanisms, USAC will include estimated revenues based on prior submissions for those carriers that fail to submit a Form 499-Q.
  The actual number will be filed by December 2, 2001, without any additional Board action if it is within the Board-approved variance threshold of $1.25 billion.

The Commission has requested that, along with the funding base for 1Q2002, USAC submit information on what the funding base would be if the 8 percent international revenue threshold had not been adopted.  As many of the carriers that provide information about their international revenues on the 499-A are de minimis, they will not file the 499‑Q.  USAC is thus not able to determine the contribution base had the international revenues for those companies been included (i.e., where interstate revenue of all of the entities in a corporation are less than 8 percent of its total interstate and international revenue).  USAC will only be able to provide this information on an annual basis going forward.

operations

As indicated above, USAC invoices and receives contributions from more than 2,200 telecommunications companies each month.  Over the course of the year USAC disburses funds to service providers as appropriate under each of the support mechanisms.  Once in 2000 USAC allocated funds from the Low Income Support Mechanism to ensure there would be no shortfall in High Cost Support Mechanism payments.  USAC 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 percent of the total funds billed to contributing telecommunications carriers.  However, the lack of an uncollectible factor in the Commission’s contribution factors for the first half of 1998 has kept total funds collected below fund obligations for all support mechanisms except Rural Health Care.

In 2000, the FCC sent letters to nine companies as a warning that a Notice of Apparent Liability (NAL) would be prepared against them for failing to comply with the universal service contribution obligation.  USAC received payments totaling more than $1 million from three carriers immediately after the Commission sent the letters, and continues to receive current and past payments from four of those original nine carriers.  Three of those four carriers approached USAC with specific plans to satisfy their outstanding balance in addition to pledging to meet current obligations.  The FCC issued NALs to four of the original nine companies that received letters but failed to respond.  The FCC has proposed fines in the amounts of $198,000; $154,000; $113,000; and $55,000, respectively, on the carriers.  The FCC then sent out three more NALs to three other carriers that should produce similar results.  On March 2, 2001, the Commission adopted another forfeiture order against a carrier that had failed to make its required universal service contribution.
  We are hopeful that the Commission will continue and increase these efforts going forward.

USAC continues to assist the FCC in its enforcement efforts.  Specifically, USAC continues to work with the FCC to obtain compliance from carriers not remitting their required contributions.  USAC has provided required documentation to assist the FCC in issuing NALs against non‑payers.  USAC also assists the FCC by working with carriers to achieve compliance with filing and contribution requirements; by providing information to the FCC regarding carriers that have not filed a Form 499; by providing reports listing non‑payers by amount owed and by type of carrier; by contacting the FCC to determine which non‑paying carriers, if any, have petitioned the FCC regarding their funding obligation; and by providing the FCC with call log information and written correspondence for carriers that have not filed a petition with the FCC.  USAC will continue to work with the Commission to address these issues.  In addition, USAC staff has been working with the FCC’s Office of Managing Director to implement the procedures associated with the Debt Collection Improvement Act.  

conclusion

At their October 22, 2001, meetings, USAC’s High Cost & Low Income Committee, Rural Health Care Committee, and Schools & Libraries Committee passed resolutions authorizing the 1Q2002 support mechanism funding requirements described herein.  At its October 23, 2001, meeting, the full USAC Board of Directors adopted a resolution authorizing the inclusion of the 1Q2002 administrative expenses and 1Q2002 funding base in this report to the Commission.
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� 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).   See Access Charge Reform, Price Cap Performance Review for Local Exchange Carriers, Low�Volume Long Distance Users, Federal�State Joint Board on Universal Service, CC Docket No. 96�262, 94�1, 99�249, 96�45, Sixth Report and Order in CC Docket Nos. 96�262 and 94�1, Report and Order in CC Docket No. 99�249, Eleventh Report And Order in CC Docket No. 96-45, FCC 00�103 (rel. May 31, 2000) (CALLS Order).  Appendix B of the CALLS Order contains the amendments to Part 54 the Code of Federal Regulations necessary to implement the Commission’s directives set forth in the order.  See Federal�State Joint Board on Universal Service, Promoting Deployment and Subscribership in Unserved and Underserved Areas, Including Tribal and Insular Areas, CC Docket No. 96�45, Twelfth Report and Order and Further Notice of Proposed Rulemaking, FCC 00�208 (rel. June 8, 2000) (Tribal Order).


� See 47 C.F.R. §§ 54.709(a)(4), 54.201, 54.203, 54.515, 54.517, 54.301�54.307, 54.407, 54.413, 54.515, and 54.611.


� 47 C.F.R. §§ 54.201 and 54.203.


� 47 C.F.R. § 54.709(a)(3).


� See Letter from Robert Haga to Magalie Salas regarding Revisions to the Method for Allocating Costs Among the Four Universal Service Support Mechanisms, CC Docket Nos. 96�45 and 97�21 (Jan. 28, 2000); Letter from Robert Haga to Magalie Salas regarding Revisions to the Method for Allocating Costs Among the Four Universal Service Support Mechanisms, CC Docket Nos. 96�45 and 97�21 (Apr. 1, 1999).


� See Letter from Robert Haga to Magalie Salas regarding Revisions to the Method for Allocating Costs Among the Four Universal Service Support Mechanisms, CC Docket Nos. 96�45 and 97�21 (Jan. 28, 2000); Letter from Robert Haga to Magalie Salas regarding Revisions to the Method for Allocating Costs Among the Four Universal Service Support Mechanisms, CC Docket Nos. 96�45 and 97�21 (Apr. 1, 1999).


� This includes $0.1872 million for High Cost data collection performed by NECA.  Although USAC is required to pay for the data collection, USAC does not have the ability to directly oversee the data collection and cannot independently verify, monitor, or otherwise evaluate the cost of performing the data collection function.  Consistent with the fiduciary obligations of its members to safeguard USAC assets and the Universal Service Fund, USAC’s Board of Directors has requested clarification from the Commission concerning this matter.  See letter from D. Scott Barash, USAC, to Irene Flannery, FCC (Dec. 10, 1999), Comments of the Universal Service Administrative Company to the Further Notice of Proposed Rulemaking in CC Docket No. 96�45, FCC 01�8 (Feb. 26, 2001).


� 47 C.F.R. §§ 36.611�36.613.


� 47 C.F.R. § 69.603.


� USAC’s High Cost & Low Income Committee has not reviewed this expense.


� See Letter from D. Scott Barash, USAC, to Irene Flannery, FCC (Dec. 10, 1999).


� See id.


� See 47 U.S.C. § 214(e), 47 C.F.R. § 54.201.  Appendix LI2 lists the carriers (by state) that have received ETC certification and have reported that certification to USAC.


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


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


� Petition for Agreement with Designation of Rural Company Eligible Telecommunications Carrier Service Areas and for Approval of the Use of Disaggregation of Study Areas for the Purpose of Distributing Portable Federal Universal Service Support, CC Docket No. 96-45, Memorandum Opinion and Order, DA 99-1844 (1999) (Washington Disaggregation Order).


� Universal Service Fund (USF) 2001 Submission of 2000 Study Results (filed October 1, 2001) (USF Data Submission).


� See Federal�State Joint Board on Universal Service, Multi�Association Group (MAG) Plan for Regulation of Interstate Services of non�Price Cap Incumbent Local Exchange Carriers and Interexchange Carriers, CC Docket Nos. 96�45, 00�256, Fourteenth Report and Order, Twenty�Second Order on Reconsideration, and Further Notice of Proposed Rulemaking in CC Docket No. 96�45, and Report and Order in CC Docket No. 00�256, FCC 01�157 (rel. May 23, 2001) (RTF Order).


� The Rural Growth Factor is defined in 47 C.F.R. § 36.604 as the sum of GDP-CPI and growth in rural loops.


�  Payments to non-rural carriers have been adjusted to reflect the phase-down of interim hold-harmless support mandated in the Thirteenth Report and Order.  See Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Thirteenth Report and Order and Further Notice of Proposed Rulemaking, FCC 00-428 (rel. Dec. 8, 2000) (Thirteenth Report and Order).


� See RTF Order ¶ 133.


� 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.


� The LSS factor is defined as the difference between the 1996 weighted interstate Dial Equipment Minute (DEM) factor and the 1996 unweighted DEM factor.


� 47 C.F.R. § 54.301(e)(2)(iv).


� 47 C.F.R. § 54.303.  See also Letter from Robert Haga, USAC, to Irene Flannery, FCC (Feb. 11, 1999).  The amount of LTS that an ETC participating 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.


� Total 2001 LTS is projected to be $483.944 million


� The LTS estimate for 2002 is not affected by the phase-down of interim hold harmless because the Commission adopted the Joint Board’s recommendation that LTS for non-rural carriers should be preserved until the Commission considers further reform of the LTS mechanism.  The Commission found that, because LTS is geared primarily toward the needs of small, rural carriers, any consideration of the reform of LTS should take place in the context of the Commission’s related proceedings to reform the high cost support mechanism for rural carriers and the interstate access charge system for rate-of-return carriers.  See Thirteenth Report and Order ¶ 9.


� See Access Charge Reform, Price Cap Performance Review for Local Exchange Carriers, Low-Volume Long-Distance Users, Federal-State Joint Board on Universal Service, CC Docket Nos. 96-262, 94-1, 99-249, 96-45, Sixth Report and Order in CC Docket Nos. 96-262 and 94-1, Report and Order in CC Docket No. 99-249, and Eleventh Report and Order in CC Docket No. 96-45, FCC 00-193 (rel. May 31, 2000) (Interstate Access Order).


� See Interstate Access Order ¶ 201.


� Id. 


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


� See 47 C.F.R. §§ 54.201.  


� 47 C.F.R. §§ 54.401 � 54.417.


� The federal support amount is equal to one�half of a state-funded amount up to $3.50.  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 $8.50 for low income customers, the customer would experience a total monthly rate reduction of $12.00 ($3.50 in interstate charges and $8.50 in intrastate charges) of which $8.50 would be funded from the federal jurisdiction and $3.50 from the state matching program.  The Interstate Access Order permitted the baseline subscriber line charge to increase for price cap carriers from $3.50 to $4.35 effective July 1, 2000, and to increase again from $4.35 to $5.00 effective July 1, 2001.  See Interstate Access Order ¶ 70.


� 47 C.F.R. § 54.400(e); see also Tribal Order.  On August 31, 2000, the Commission stayed the implementation of the federal Lifeline and Link Up assistance rule amendments only to the extent that they apply to qualifying low-income consumers living near reservations.  The Commission emphasized that the Order does not affect the implementation of enhanced Lifeline and Link Up support for qualifying low-income consumers living on reservations, which went into effect on October 1, 2000.


� Tribal Order ¶ 59.


� See Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Report and Order, 12 FCC Rcd at ¶ 386 (1997) (Universal Service Order).


� See Federal-State Joint Board on Universal Service, Order, CC Docket No. 96-45, DA 99-3013 (rel. Dec. 28, 1999).


� 47 C.F.R. § 54.507 (“all funding authority for a given funding year that is unused in that funding year shall be carried forward into subsequent funding years for use in accordance with demand.”).


� Proposed 1st Quarter 2000 Universal Service Contribution Factor, CC Docket No. 96-45, Public Notice, DA 99-2780 (Dec. 10, 1999) (First Quarter 2000 Contribution Factors Public Notice).


� Proposed 2nd Quarter 2000 Universal Service Contribution Factor, CC Docket No. 96-45, Public Notice, DA 00-517 (Mar. 7, 2000) (Second Quarter 2000 Contribution Factors Public Notice).


� Proposed 3rd Quarter 2000 Universal Service Contribution Factor, CC Docket No. 96-45, Public Notice, DA 00-1272 (June 9, 2000) (Third Quarter 2000 Contribution Factors Public Notice).


� Proposed 4th Quarter 2000 Universal Service Contribution Factor, CC Docket No. 96-45, Public Notice, DA 00-2065 (Sept. 8, 2000) (Fourth Quarter 2000 Contribution Factors Public Notice).


� Proposed 1st Quarter 2001 Universal Service Contribution Factor, CC Docket No. 96-45, Public Notice, DA 00-2764 (Dec. 8, 2000) (First Quarter 2001 Contribution Factors Public Notice).


� Proposed 4th Quarter 2001 Universal Service Contribution Factor, CC Docket No. 96-45, Public Notice, DA 01-2083 (Sept. 12, 2001) (Fourth Quarter 2001 Contribution Factors Public Notice).


� Proposed 1st Quarter 2001 Universal Service Contribution Factor, CC Docket No. 96-45, Public Notice, DA 00-2764 (Dec. 8, 2000) (First Quarter 2001 Contribution Factors Public Notice).


� The Form 499-Q includes a box for each of the quarterly filing submissions.  Carriers check the appropriate box to indicate the quarter for which revenue information is being reported.


� In addition, carriers will be allowed an opportunity to file a revised Form 499-Q prior to the filing date of the next Form 499.


� Contribution Methodology Order ¶ 12.


� See 47 C.F.R. § 54.709.


� 47 C.F.R. § 54.709(a).  USAC is required to file projected program demand data at least 60 days prior to the start of a quarter and total contribution base revenue data at least 30 days prior to the start of a quarter.


� See 47 C.F.R. § 54.708.


� 47 C.F.R. § 54.709(d).


� North American Telephone Network, LLC, Forfeiture Order, DA 01-540 (rel. Mar. 2, 2001).
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