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BEFORE THE FEDERAL COMMUNICATIONS COMMISSION
WASHINGTON, DC  20554

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

The Universal Service Administrative Company (USAC) submits the Federal Universal Service Support Mechanisms fund size and administrative cost projections for the fourth quarter of calendar year 2002 (4Q2002) 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, Interstate Common Line Support, 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, the projected administrative expenses, and the contribution base 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, Interstate Common Line Support, 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 authorized additional universal service mechanisms and directed that the costs associated with the Interstate Access Support Mechanism and Interstate Common Line Support be allocated to the High Cost and Low Income Support Mechanisms as appropriate.
  USAC continues to look for and identify additional areas of savings in both administrative and operational functions.

USAC projects a 4Q2002 consolidated budget of $13.046 million.  Direct costs for all support mechanisms total $9.674 million.
  The detail for each mechanism is provided below.  Joint and common costs, which are projected at $1.519 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 $1.853 million in 4Q2002, which is allocated to each support mechanism as detailed below.

4th Quarter 2002 Administrative Expenses (in millions):

	Support Mechanism
	Direct Costs
	USAC Common
	Billing & Collection
	Total

	High Cost
	0.122
	0.725
	0.883
	1.730

	Low Income
	0.286
	0.182
	0.223
	0.691

	Rural Health Care
	0.997
	0.003
	0.004
	1.004

	Schools & Libraries
	8.269
	0.609
	0.743
	9.621

	Total
	 9.674
	1.519
	1.853
	13.046


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 4Q2002 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.  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 this component of the costs and cannot independently verify, monitor, or otherwise evaluate the cost of performing on the performance of the HCL data collection function.  Consistent with the fiduciary obligations of its members to safeguard USAC assets and the Universal Service Support Mechanisms, USAC’s Board of Directors has requested clarification from the Commission concerning this matter.

The 4Q2002 consolidated budget of $13.046 million is 12% or $1.410 million higher than 4Q2001 actual expenditures.  The increase reflects the following assumptions:

· Full staffing of employees, including salaries and benefits.

· The 4Q2002 Rural Health Care Support Mechanism programmatic budget has been increased by $340,000 in order to accommodate unanticipated form volumes exceeding those contained in USAC’s contract for programmatic support services and for additional staffing in the third year of the contract.  This increase is a result of greater program participation, and will require an increase in the annual Rural Health Care Support Mechanism programmatic budget of $340,000.
· The FCC has agreed with USAC that elimination of the $900,000 contingency to re-code the High Cost Model is proper.  The 2002 annual High Cost Support Mechanism programmatic budget included $375,000 in the first quarter and $175,000 in the second, third, and fourth quarter budgets for this activity.  We have eliminated the $175,000 included for this activity in the 4Q2002 High Cost programmatic budget, and reduced the 4Q2002 budget by the amount collected for this activity in previous quarters ($725,000).  
· USAC estimates that an additional $360,000 will be needed in 2002 for outside legal counsel expenses.  This increase is due primarily to an increase in bankruptcy matters, including litigation, requiring the services of outside counsel in various jurisdictions across the country.  Due to the hiring lag for a number of new positions during the first and second quarters, the $360,000 increase for outside legal expenses is offset by a reduction of $360,000 in the budget for compensation and benefits, resulting in no net budget increase based on this line item.
These changes result in a net decrease in the consolidated 2002 annual budget of $560,000.
Appendix M1 details USAC’s estimated administrative expenses budget for 4Q2002.  Appendix M2 details the fund size projections for 4Q2002.

Interest INCOME Projection

Interest income earned in 2Q2002 exceeded USAC’s projection by $0.552 million and the difference is included in the respective prior-period adjustment for each mechanism.  For 4Q2002, USAC projects interest income of approximately $0.539 million for the High Cost Support Mechanism, $0.420 million for the Low Income Support Mechanism, $0.071 million for the Rural Health Care Support Mechanism, and $11.574 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

As of June 30, 2002, on a cash basis, USAC disbursed $2,443 million in universal service support to service providers:  $1,331 million in High Cost support, $312 million in Low Income support, $4.7 million in Rural Health Care support, and $795 million in Schools and Libraries support for calendar year 2002.

For the period ending June 30, 2002, USAC had total assets, corresponding liabilities, and fund balance of $3,065 million.  Total cash funds available to the universal service support mechanisms were $2,625 million.  

Appendices M3 and M4 provide the 2002 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 as an eligible telecommunications carrier (ETC)
 by a state commission or the FCC in accordance with Subpart F of the FCC’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 (HCL) support, Interstate Access Support (IAS), Local Switching Support (LSS), Long Term Support (LTS), Interstate Common Line Support (ICLS), and non‑rural forward-looking High Cost Model (HCM) support.  Together, the projected requirements for these six support mechanisms and the USAC administrative expenses constitute the overall funding requirement for the High Cost Support Mechanism.  

Appendix HC1 displays the projected minimum amount of individual company support segregated by rural and non-rural status.  Appendix HC1 also contains the projected minimum amount of per-month high cost support for each support mechanism that each ETC
 will be eligible to receive (i.e., HCL, HCM, IAS, LTS, LSS, and ICLS).  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 2002 for each state or territory.  Appendix HC3 displays the results of disaggregating support in Washington State in accordance with the waiver approving the disaggregation methodology proposed for rural companies by the Washington Utilities and Telecommunications Commission.
  HC7 displays rural study areas with competition.  HC19 displays the dissagregation plans filed with USAC.

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 FCC and to USAC on October 1, 2001.
  Growth in total High Cost Loop (HCL) support for non-rural carriers is limited under Section 36.601(c) of the FCC’s rules to the current level of funding, increased yearly by the annual growth in supported loops.  The rate of growth in universal service funded loops was 1.90% from 1999 to 2000.  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; therefore, non-rural HCL support for calendar year 2002 is capped at a 1.90% 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, HCL support increased for rural companies due to the RTF Order. 
  The revised rules increased the support available for rural companies by modifying the corporate operations expense limitation calculation and indexing it for inflation.  In addition, a new cap was 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 Section 36.603(a) of the FCC’s rules to the current level of funding, increased yearly by the annual growth in supported rural loops.  On June 13, 2002, however, the FCC released the Rebasing Order, in which it amended its rules to provide that the amount of HCL available to rural carriers in 2002 should be adjusted to account for mid-2001 implementation of the rules adopted in the RTF Order.
  Specifically, the FCC amended Section 36.603(a) of its rules by taking the uncapped support for 2000 and increasing it for 2001 and 2002 by the rural growth factor.  This re-basing of the HCL cap will result in an increase in 2002 HCL support for eligible carriers of approximately $76.674 million.  Because the Rebasing Order was adopted after USAC submitted its 3Q2002 projections, the entire $76.674 million will need to be collected in 4Q2002 and is, therefore, included in the 4Q2002 HCL projection. 

Support for calendar year 2002, in aggregate, exceeds the level of payments for 2000 by more than the combined rate of growth for 2001 and 2002, resulting in a Rural Growth Factor of 5.71% for 2001 and 5.53%
 for 2002.  Therefore, rural HCL support for calendar year 2002 is capped at an 11.55% compounded increase over 2000 payments.  The total projected amount of rural HCL support for calendar year 2002 is $1,021.532 million.

For 4Q2002, the projected HCL support (including non-rural support for the hold‑harmless mechanism) is $328.781 million.  Of this amount, $245.158 million is associated with rural carriers, $6.949 million is associated with non-rural carriers,
 and $76.674 million is associated with the Rebasing Order.  

Appendix HC4 displays projected monthly HCL support payments by study area for 4Q2002 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 HC11, HC12, and HC13.

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 as well as on data provided by NECA for companies that are participating in its Traffic Sensitive Pool in establishing 4Q2002 LSS funding requirements.

LSS amounts from companies participating in the Traffic Sensitive Pool are projected to be $226.397 million for cost study areas and $72.454 million for average schedule study areas in 2002.  LSS amounts of the non‑Pool study areas are projected to be $84.216 million for cost study areas and $10.827 million for average schedule study areas in 2002.  In addition, LSS amounts for competitive ETCs are projected to be $8.007 million.  Based on these estimates, total 2002 LSS is estimated to be $401.901 million.  USAC projects that $100.694 million will be required for 4Q2002.

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 2002.  The FCC’s rules require that LSS true‑ups be made to reflect actual 2002 switching costs no later than 15 months after the end of the calendar year for which historical data are submitted.

Individual study area LSS projections per month are displayed in Appendix HC5.  Final 2000 LSS distributions by study area are displayed in Appendix HC17.

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% increase from 2001.  

On June 13, 2002, the FCC released an order in which it amended Section 54.303(b)(4) of its rules to permit LTS to be adjusted for approximately 90 rate-of-return carriers by approximately $27 million for the period July 1, 2002, through June 30, 2003, so that LTS does not exceed the difference between each affected carrier’s projected revenues from subscriber line charges (SLC), other common line end-user charges, and transitional carrier common line (CCL) charges.  This amendment to the rules prevented over earning by those carriers whose Interstate Common Line Support (ICLS) would otherwise have fallen below zero.

Total 2002 LTS for carriers in the NECA common line pool is projected to be $481.710 million.
  In addition, 2002 LTS amounts for competitive ETCs are projected to be $16.209 million.  Based on these estimates, total 2002 LTS is estimated to be $497.919 million.  Pursuant to the Negative ICLS Order, however, $13.586 million will be deducted from 4Q2002 LTS (one-half of $27.172 for 3Q2002 and 4Q2002 support).  USAC, therefore, projects that $114.146 million will be required for 4Q2002.
    

Monthly and 4Q2002 study area specific LTS levels are displayed in Appendix HC6, and adjusted 3Q2002 study area specific LTS levels are displayed in Appendix HC18. 

Interstate Common Line Support Mechanism (ICLS)

In the MAG Order released on November 8, 2001, the FCC reformed the interstate access charge and universal service support systems for rate-of-return carriers.
  The FCC created the Interstate Common Line Support (ICLS) Mechanism as a new explicit universal service support mechanism to gradually replace the carrier common line (CCL) charge.  ICLS is designed to permit each rate-of-return carrier to recover its common line revenue requirement, while ensuring that its subscriber line charges (SLC) remain affordable to its customers.  Like the other components of the High Cost Support Mechanism, ICLS will be portable to competitive carriers.  ICLS was implemented on July 1, 2002.

Rate-of-return carriers are required to file three items to qualify for ICLS:  (1) data necessary for USAC to calculate the projected revenue requirement for each carrier; (2) actual line count information; and (3) a self-certification that the support will be used only for the provision, maintenance, and upgrading of facilities and services eligible for support.  Competitive ETCs serving in the service areas of rate-of-return carriers must file only line count information and carrier self-certifications.  The Commission clarified the procedures to be followed in implementing ICLS in the ICLS Implementation Order. 
  Pursuant to that order, for the initial implementation period only, NECA was authorized to submit revenue requirement and line count information on behalf of rate-of-return carriers participating in the NECA common line pool.  A pooling company could also opt to either submit the data itself or have another consultant submit the data on its behalf, in which case USAC used the data submitted by the carrier to calculate its ICLS.  A non-pooling company could either file its revenue requirement and line count data or authorize an agent to submit the data on its behalf.  In the ICLS Implementation Order, the deadline for submission of data for the initial implementation period was extended to April 18, 2002.

Carriers were required to submit the required data on April 18, 2002, and corrections no later than April 29, 2002.  Based on the April carrier filings, USAC estimated that ICLS would total $369.451 million for July 1, 2002, through June 20, 2003.  USAC projects that one-quarter of this amount, or $92.363 million, will be required for 4Q2002.  ICLS support projected is displayed in HC14, HC15, and HC16.

Interstate Access Support Mechanism (IAS)

Interstate Access Support (IAS) 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, 2002, to allow USAC to calculate support amounts for the period July 1, 2002, through June 30, 2003.  The IAS projected industry-wide totals for the second half of 2002 are $92.243 million for rural carriers and $220.640 million for non-rural carriers, with $12.117 million established as reserved support as required to provide for future loop count growth and future CETC participation, as well as to ensure that carriers are provided IAS without creating a shortfall in future quarters.  Based on these calculations and the FCC sizing of IAS at $650 million annually, USAC projects that one‑quarter of this amount, or $162.500 million, will be required for 4Q2002.

Appendices HC8, HC9, and HC10 detail USAC’s projection of interstate access support by wire center, study area, and per line, and state respectively, and cover distributions for 4Q2002.

Non-Rural Forward-Looking Mechanism

Under the most recent running of the model used to calculate forward-looking High Cost Model support for non-rural carriers (HCM), non-rural carriers in eight states (Alabama, Kentucky, 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, but 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.  

For 4Q2002, USAC projects that $88.047 million will be required for forward-looking support.  Non-rural carriers will receive $58.164 million in HCM support and $29.883 million in hold harmless support ($6.949 million under the HCL support mechanism and $22.934 million under the LTS support mechanism).

Appendices HC11, HC12, and HC13 detail USAC’s projection of non-rural forward-looking support by wire center, state, and study area, respectively, and cover distributions for 4Q2002.

High Cost Support Mechanism Summary

As discussed above, the estimated 4Q2002 funding requirement is as follows:  $328.781 million for HCL support, $100.694 million for LSS, $114.146 for LTS, $92.363 million for ICLS, $162.500 million for IAS, and $58.164 million for HCM for a total of $856.648 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 2Q2002 contribute to an over-funded condition, for which the instant filing proposes to adjust the 4Q2002 requirements.  The total adjustment to the 4Q2002 fund requirement based on actual results will decrease the funding needed by $16.498 million.  The detailed explanations for the adjustment are described below.
	Reason for the Prior Period Adjustment
	Adjustment in Millions

	The 2Q2002 funding base for interstate and international revenues was higher than expected resulting in the collection of more revenue.
	$ (3.154)  M

	The 2Q2002 collections were less than anticipated because companies filed for bankruptcy.  
	$ 5.017   M

	Distributions were less than expected in 2Q2002.
	$ (14.060)  M

	True-Up of 2000 Local Switching Support
	$ (2.601)  M

	Interest earned was less than estimated for the 2Q2002.
	$ 0.370   M

	2001 administrative expenses were lower than anticipated
	$ (2.070)  M

	
Total Prior Period Adjustment
	 $ (16.498)  M


The total fund requirement of $856.648 million, decreased by the prior-period adjustment of $16.498 million, increased by administrative costs of $1.730 million, and reduced by the projected interest of $0.539 million, results in a total projected funding requirement for the High Cost Support Mechanism for 4Q2002 of $841.341 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.
  Lifeline support provides funding from the interstate jurisdiction of up to $9.50 per low-income subscriber per month.  This can consist of a baseline amount of between $3.50 and $6.00, 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 4Q2002, the total projected Lifeline support is $169.068 million plus an additional $3.0 million to account for an increase in the subscriber line charge (SLC), for a total of $172.068 million.
  On June 5, 2002, the FCC released the 2002 SLC Order, in which it permitted carriers to increase their subscriber line charge (SLC) to the maximum caps set in the Interstate Access Order..
  This increase in the SLC will result in an increase in 2002 Low Income support for eligible carriers of approximately $4.0 million.  At the time of USAC’s 3Q2002 FCC filing, USAC projected an additional $1.0 million would be needed to cover additional support resulting from the increase.    The remaining $3.0 million will need to be collected in 4Q2002 and is, therefore, included in the 4Q2002 Lifeline projection.

Link Up America

Link Up support 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.
  For 4Q2002, projected Link Up support is $8.173 million.

Toll-Limitation Support

Toll Limitation Support (TLS) 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.
  Toll limitation consists of toll blocking, which permits consumers to elect not to allow the completion of outgoing toll calls, and toll limitation, which allows consumers to specify a certain amount of toll usage that may be incurred per month or per billing cycle.
  For 4Q2002, projected TLS is $1.037 million.

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 0.0139881% per month.  This is a higher growth rate than that which was projected for 3Q2002.  Extrapolating these results through December 2002 and adjusting for the increase in Lifeline support due to the Interstate Access Order and the MAG Order,
 as well as the additional support under the Tribal Order, results in approximately $180.278 million being required to fund the Low Income Support Mechanisms in 4Q2002.

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 2002 (during the third quarter) and the adjustments (actual under/over projection) are made to the payments the carrier will receive in August 2002.  The true-ups will continue in this manner on a going-forward basis.

Low Income Support Mechanism Summary

As discussed above, the estimated 4Q2002 funding requirement for the Low Income Support Mechanism is $181.278 million:  $172.068 million for Lifeline, $8.173 million for Link Up, and $1.037 million for Toll Limitation Service.  Results of 2Q2002 contribute to an under-funded condition, for which the instant filing proposes to adjust the 4Q2002 requirements.  The total adjustment to the 4Q2002 funding requirement based on actual results will increase the funding needed by $2.097 million.  The detailed explanations for the adjustment are described below.

	Reason for the Prior Period Adjustment
	Adjustment in Millions

	The 2Q2002 funding base for interstate and international revenues was higher than expected, resulting in the collection of more revenue.
	$ (0.560) M

	The 2Q2002 collections were less than anticipated because companies filed for bankruptcy.  
	$ 1.230  M

	Distributions were higher than expected in 2Q2002.
	$ 1.606  M

	Interest earned was less than estimated for 2Q2002.
	$ 0.108  M

	2001 administrative expenses were lower than anticipated.
	$ (0.287) M

	
Total Prior Period Adjustment
	$ 2.097  M


The total fund requirement of $181.278 million, increased by the prior-period adjustment of $2.097 million, increased for administrative expenses of $0.691 million, and the deduction of the projected interest income of $0.420 million results in a total projected funding requirement for the Low Income Support Mechanism for 4Q2002 of $183.646 million.  

Appendix LI1 provides projected Low Income support amounts for 4Q2002.  Appendix LI2 provides detail on Low Income funding amounts available in each of the states and territories.  Appendix LI3 provides a list of eligible telecommunications carriers (ETCs).  Appendix LI4 provides detail on company‑specific claims for reimbursement from the Low Income Support Mechanism for 2Q2002.  Appendix LI5 provides company-specific low-income reimbursement claims for 2001.  Appendix LI6 provides details of claims from the Low Income Support Mechanism by month from December 1998 through June 2002.  Appendix LI7 provides detail on support distributed from the Low Income Support Mechanism by state for the Years 2000 and 2001.  Appendices LI8 and LI9 provide subscribership information by state for Lifeline and Link Up respectively.

Rural Health Care Support Mechanism

Funding Year 2000

Funding Year 2000 began on July 1, 2000, and ended on June 30, 2001.  All Funding Year 2000 applications have been reviewed and processed.  USAC issued funding commitments to rural health care providers for the Funding Year 2000 totaling $10,756,897.  Based on information provided by the applicants as of June 30, 2002, USAC projects that Funding Year 2000 demand for support will be approximately $10.318 million.  The FCC previously authorized the collection of $10.321 million for the Funding Year 2000.  Based on the revised projection of demand for Funding Year 2000, USAC recommends reducing collections in 4Q2002 by ($0.003) million.  

Funding commitments made through 2Q2002 are listed in Appendix RH1.  Authorized funding and disbursements through 2Q2002 are listed in Appendices RH2 and RH3.

Funding Year 2001

Funding Year 2001 began on July 1, 2001, and ended on June 30, 2002.  The Funding Year 2001 application-filing window opened on March 26, 2001.  As of June 30, 2002, 2,017 Forms 465 had been submitted.  In addition, as of June 30, 2002, 1,541 Form 466/468 packets had been received.  All have been initially reviewed with 855 packets completely processed and funding commitments totaling $13.406 million issued.  Of the remaining 686, the health care provider has withdrawn 15, 18 have been denied, 144 are awaiting supervisory approval, 93 require forms or clarification, and 416 are awaiting further review.

Based primarily on unprecedented demand and receipt of Form 466/468 packets, USAC now estimates that the Funding Year 2001 demand will be $16.857 million.  The FCC previously authorized the collection of $14.335 million for Funding Year 2001.  Based on the revised estimate of demand for the Funding Year 2001, USAC recommends the FCC authorize the collection of $2.522 million in 4Q2002.  Funding Commitments made through 2Q2002 are listed in Appendix RH4.  Authorized funding and disbursements through 2Q2002 are listed in Appendices RH5 and RH6.  

Funding Year 2002

Funding Year 2002 application-filing window opened on January 28, 2002.  Funding Year 2002 began on July 1, 2002, and will end on June 30, 2003.  As of June 30, 2002, 1,487 Forms 465 had been submitted.  In addition, as of June 30, 2002, 143 Form 466/468 packets had been received.  All have been initially reviewed with 2 packets completely processed and funding commitments totaling $18,051 issued.  Funding commitments made through 2Q2002 are listed in Appendix RH7.  Of the remaining 141 Form 466/468 packets, the health care provider has withdrawn 2, 5 require forms or clarification, and 134 are awaiting further review.  USAC estimates that Funding Year 2002 demand will be approximately 33% higher than in the previous funding year, resulting in Funding Year 2002 demand of $22.516 million.  This estimate projects the current monthly demand by linear regression into future funding years.  The FCC previously authorized the collection of $4.260 million for Funding Year 2002.  Based on the revised estimate of demand for Funding Year 2002, USAC recommends the FCC authorize the collection of $6.085 million in 4Q2002.

Rural Health Care Support Mechanism Summary

The estimated 4Q2002 funding requirement for the Rural Health Care Support Mechanism is $8.604 million.  Results for 2Q2002 and 2001 audited administrative expenses contribute to an over-funded condition for which the August filing proposes to adjust the 4Q2002 requirements.  The total adjustment to the 4Q2002 requirements is $0.083 million.  The detailed explanation for the adjustment is as follows:

	Reason for the Prior Period Adjustment
	Adjustment in Millions

	2001 administrative expenses for the Rural Health Care Support Mechanism were lower than estimated.
	$ (0.120) M

	The 2Q2002 funding base for interstate and international revenues was lower than expected resulting in the billing for less revenue.
	$ 0.036   M

	The 2Q2002 collections were less than anticipated because companies filed for bankruptcy.
	$ 0. 027   M

	Interest earned was more than estimated for the 2Q2002.
	$ (0.026) M

	
Total Prior Period Adjustment
	$ (0.083) M


The total fund requirement of $8.604 million, decreased by the prior-period adjustment of $0.083 million, increased by the administrative expenses of $1.004 million, and reduced by the deduction of the projected interest of $0.071 million, results in a total projected funding requirement for the Rural Health Care Support Mechanism for 4Q2002 of $9.454 million.

Schools and Libraries Support Mechanism

Funding Year 1998

As of June 30, 2002, Funding Year 1998 commitments and funding amounts authorized for payment were as follows:

	
	Commitments
	Authorized Funding
	Auth/Com

	
	Millions of Dollars
	% of Total Commit-ments
	Millions of Dollars
	% of Total Authorized Funding
	% of Committed Dollars Authorized

	Telecommunications (including Dedicated Services)
	$   676.000
	39.5%
	$   508.000
	36.2%
	75.1%

	Internet Access
	$   134.500
	7.9%
	$     95.400
	6.8%
	70.9%

	Internal Connections
	$   901.200
	52.6%
	$   798.700
	57.0%
	88.6%

	
TOTAL
	$1,711.700
	
	$1,402.000
	
	81.9%


Details regarding new Funding Year 1998 funding commitments made to applicants as the result of successful appeals will be included in the next quarterly filing.  Authorized funding to applicants and payments made to service providers during 2Q2002 are included in Appendices SL1 and SL2, respectively.

Funding Year 1999

As of June 30, 2002, Funding Year 1999 commitments and funding amounts authorized for payment were as follows:

	
	Commitments
	Authorized Funding
	Auth/Com

	
	Millions of Dollars
	% of Total Commit-ments
	Millions of Dollars
	% of Total Authorized Funding
	% of Committed Dollars Authorized

	Telecommunications (including Dedicated Services)
	$   635.200
	29.5%
	$   452.500
	27.7%
	71.2%

	Internet Access
	$   150.000
	7.0%
	$     95.600
	5.9%
	63.8%

	Internal Connections
	$1,368.900
	63.6%
	$1,085.900
	66.5%
	79.3%

	
TOTAL
	$2,154.000
	
	$1,634.100
	
	75.9%


As of June 30, 2002, 14 Funding Year 1999 Forms 471 remained in the review process.  Additional applications may require processing depending on the outcome of pending appeals.

The FCC has granted an extension until September 30, 2002, for Funding Request Numbers (FRNs) for non-recurring services in the Year 1999 post-window commitments, or until September 30, 2003, for non-recurring services for which commitments are made on or after March 1, 2002.
  USAC will continue to process FRNs covered by the order in accordance with its provisions.

Details regarding funding commitments made during 2Q2002 are included in Appendix SL3.  Authorized funding by applicant and payments made to service providers during 2Q2002 are listed in Appendices SL4 and SL5, respectively.

Funding Year 2000

As of June 30, 2002, Funding Year 2000 commitments and funding amounts authorized for payment were as follows:

	
	Commitments
	Authorized Funding
	Auth/Com

	
	Millions of Dollars
	% of Total Commit-ments
	Millions of Dollars
	% of Total Authorized Funding
	% of Committed Dollars Authorized

	Telecommunications (including Dedicated Services)
	$    707.900
	33.9%
	$   461.600
	29.4%
	65.2%

	Internet Access
	$    219.000
	10.5%
	$   134.100
	8.5%
	61.2%

	Internal Connections
	$ 1,158.400
	55.6%
	$   973.700
	62.0%
	84.1%

	
TOTAL
	$ 2,085.200
	
	$1,569.400
	
	75.3%


As of June 30, 2002, a total of 22 Year 2000 applications remained in process, with one of them ready for commitment.  USAC will also continue to pay invoices for FRNs for which services may still be delivered pursuant to FCC orders.

Details regarding funding commitments made during 2Q2002 are included in Appendix SL6.  Authorized funding by applicant and payments made to service providers during 2Q2002 are listed in Appendices SL7 and SL8, respectively.

Funding Year 2001

As of June 30, 2002, Funding Year 2001 commitments and funding amounts authorized for payment were as follows:

	
	Commitments
	Authorized Funding
	Auth/Com

	
	Millions of Dollars
	% of Total Commit-ments
	Millions of Dollars
	% of Total Authorized Funding
	% of Committed Dollars Authorized

	Telecommunications (including Dedicated Services)
	$    802.700
	35.3%
	$   180.100
	24.4%
	22.4%

	Internet Access
	$    226.800
	10.0%
	$     93.800
	12.7%
	41.3%

	Internal Connections
	$ 1,247.300
	54.8%
	$   464.700
	62.9%
	37.3%

	
TOTAL
	$ 2,276.800
	
	$   738.600
	
	32.4%


About 515 applications remain under review, with over half of them on hold for investigation of possible program violations.  Additional applications may require processing depending on the outcome of pending appeals.

Funding commitments made to applicants during 2Q2002 are included in Appendix SL9.  Authorized funding by applicant and payments made to service providers during 2Q2002 are listed in Appendices SL10 and SL11, respectively.

Funding Year 2002

As of June 30, 2002, over 35,600 Forms 471 had been certified as complete and referred to PIA staff for processing.  PIA had completed initial review on approximately 30,700 applications and final reviews on over 30,200 applications. 

As of July 2, 2002, six waves of funding commitment decision letters had been issued, and Funding Year 2002 commitments totaled $618.8 million.  Funding Commitment Decision Letters (FCDL) have been sent on more than 71% of all applications for which FCDLs are expected to be issued.  Approximately 80% of the commitments have been made for Telecommunications and 20% for Internet Access.  No commitments have been made for internal connections because USAC remains unsure of its ability to fully fund all approved requests at 90% or requests at lower discount levels.

Details regarding funding commitments made to applicants during 2Q2002 are included in Appendix SL12.

Schools and Libraries Support Mechanism Summary

Program Year 1998 True-Up

As of June 30, 2002, $1,401.988 million of Funding Year 1998 support had been disbursed.

The Commission has previously recognized that funds collected exceeded disbursements and applied the rules that the carryover of unused funds did not apply to funds collected for Funding Year 1998 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 Funding Year 1998 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 $169.534 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.
  In the First Quarter 2002 Contribution Factors Public Notice, the FCC adjusted the collection requirement for 1Q2002 by adding $2.998 million based on USAC’s estimated true-up of demand and administrative expenses for Funding Year 1998.
  In the Second Quarter 2002 Contribution Factors Public Notice, the FCC adjusted the collection requirement for 2Q2002 by adding $1.709 million based on USAC’s estimated true-up of demand and administrative expenses for Funding Year 1998.
  In the Third Quarter 2002 Contribution Factors Public Notice, the FCC made no adjustment to the contribution factor for 3Q2002, using $256.16 million of non-disbursed Funding Year 1999 collections to offset collections.
  

The Commission requested USAC to supply an updated estimate of the remaining balance of Funding Year 1998 funds that may be applied to reduce the collection requirement in subsequent quarters.
  The estimated remaining Funding Year 1998 balance is based on the following information:

	
	Adjustments in Millions

	Amount Authorized and Collected
	$ 1,925.000  M

	Amount Disbursed (June 30, 2002)
	$ (1,401.988) M

	Amount Applied to Adjust 2000, 2001, and 2002 Collections
	$ (480.970) M

	Administrative Expenses (21 months)
	$ (41.791) M

	Contingency Amount for Pending Appeals and Invoice Deadline Extension Requests
	$ (0.251) M

	
Estimated Remaining Funding Year 1998 Balance
	$ 0.0 M


USAC’s estimate of the needed contingency reserve for remaining Funding Year 1998 funding requests s is now $0.251 million.  This reserve includes an estimate of funds needed to pay invoices on funding requests that have been granted extended invoice deadlines by the FCC order, as well as pending appeals.  Based on these figures and in order to preserve the contingency amount, there are no Funding Year 1998 funds available to reduce collections in subsequent quarters.

Program Year 1999 True-up

As of June 30, 2002, $1,634.079 million of Funding Year 1999 support had been disbursed.

In the Commission’s Notice of Proposed Rulemaking and Order, the Commission sought comment on a wide range of issues relating to the Schools and Libraries Mechanism, including the contribution methodology and the treatment of unused funds.
  In the First Report and Order resulting from the proceeding, the Commission directed that unused funds from the Schools and Libraries Support Mechanism shall be applied to stabilize contributions to the universal service fund for the next three quarters.
  Consistent with the Schools and Libraries First Report and Order, in the Third Quarter 2002 Contribution Factors Public Notice, the Commission directed USAC to apply sufficient unused funds from the Schools and Libraries Support Mechanism to maintain the 3Q2002 contribution factor at the level established for 2Q2002.
  The Commission further directed USAC to include in its filing of projections of program demand and administrative expenses for the 4Q2002 an updated estimate of the remaining balance of Funding Year 1999 funds that may be applied to stabilize the collection requirement as necessary for 4Q2002 and 1Q2003.

 The estimated remaining Funding Year 1999 balance is based on the following information:

	
	Adjustments in Millions

	Amount Authorized and Collected
	$ 2,250.000 M

	Amount Disbursed (June 30, 2002)
	$ (1,634.079) M

	Amount Applied to Adjust 3Q2002 Collections
	$ (256.160) M

	Administrative Expenses
	$ (32.316) M

	Potential Additional Disbursements on Committed FRNs
	$ (89.345) M

	Remaining Uncommitted Requests
	$ (5.173) M

	Contingency Amount for Pending Appeals and Invoice Deadline Extension Requests
	$ (20.000) M

	
Estimated Remaining Funding Year 1999 Balance
	$ 212.927 M


USAC’s estimate of the remaining Funding Year 1999 funds includes estimates of funds needed to pay additional disbursements on committed FRNs and disbursements on remaining requests that have not received funding commitments.  The estimated remaining balance also includes an estimate of the needed contingency reserve to pay invoices on FRNs that may be granted extended invoice deadlines in the future, as well as pending appeals.  Based on these figures, USAC estimates that $212.927 million is available to offset collections in 4Q2002 and 1Q2003.

Program Year 2000 True-up

As of June 30, 2002, $1,569.390 million of Funding Year 2000 support had been disbursed.

As discussed above,  the Commission directed that unused funds from the Schools and Libraries Support Mechanism shall be applied to stabilize contributions to the universal service fund for the next three quarters.  Consistent with the Schools and Libraries First Report and Order, in the Third Quarter 2002 Contribution Factors Public Notice, the Commission directed USAC to apply sufficient unused funds from the Schools and Libraries Support Mechanism to maintain the 3Q2002 contribution factor at the level established for the 2Q2002.  The Commission further directed USAC to include in its filing of projections of program demand and administrative expenses for the 4Q2002 an updated estimate of the remaining balance of Funding Year 2000 funds that may be applied to stabilize the collection requirement as necessary for 4Q2002 and 1Q2003.

 The estimated remaining Funding Year 2000 balance is based on the following information:

	
	Adjustments in Millions

	Amount Authorized and Collected
	$ 2,250.000  M

	Amount Disbursed (June 30, 2002)
	$ (1,569.390) M

	Administrative Expenses (unaudited)
	$ (32.235) M

	Potential Additional Disbursements on Committed FRNs
	$ (103.426) M

	Remaining Uncommitted Requests
	$ (13.322) M

	Contingency Amount for Pending Appeals and Invoice Deadline Extension Requests
	$ (20.000) M

	
Estimated Remaining Funding Year 2000 Balance
	$ 511.627  M


USAC’s estimate of the remaining Funding Year 2000 funds includes estimates of funds needed to pay additional disbursements on committed FRNs and disbursements on remaining requests that have not received funding commitments.  The estimated remaining balance also includes an estimate of the needed contingency reserve to pay invoices on FRNs that may be granted extended invoice deadlines in the future, as well as pending appeals.  Based on these figures, USAC estimates that $511.627 million is available to offset collections in 4Q2002 and 1Q2003.

4Q2002 Demand Estimate and Contribution Requirement

Based on the level of applicant demand in Funding Year 2002, USAC requests authority to collect an amount to provide $562.5 million for 4Q2002, which is one-quarter of the $2.25 billion annual cap on federal universal service support for schools and libraries.  Results for 2Q2002 contribute to an under-funded condition for which the instant filing proposes to adjust the 4Q2002 requirements.  USAC’s audited 2001 administrative expenses were $0.381 million lower than anticipated, but that amount cannot be used to reduce the funding requirement because administrative expenses are funded within the funding cap of the Schools and Libraries Support Mechanism.  The total adjustment to the 4Q2002 fund requirement based on actual results will increase the funding needed by $1.05 million.

The detailed explanations for the adjustment are described below:

	Reason for the Prior Period Adjustment
	Adjustment in Millions

	The 2Q2002 funding base for interstate and international revenues was higher than expected resulting in the collection of more revenue.
	$ (2.081) M

	The 2Q2002 collections were less than anticipated because companies filed for bankruptcy.
	$ 4.135  M

	Interest earned was more than estimated
	$ (1.004) M

	
Total Prior Period Adjustment
	$ 1.050  M


The total fund requirement of $562.5 million, which includes administrative expenses of $9.621 million and an adjustment to recognize that 2001 administrative expenses were $0.381 million less than budgeted, increased by the prior-period adjustment of $1.05 million, and reduced by the deduction of the projected interest of $11.574 million, results in a projected funding requirement of $551.976 million for the Schools and Libraries Support Mechanism for 4Q2002.  

contribution base

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 establish contribution factors for the upcoming quarter.

Approximately 5,750 FCC Forms 499-Q were distributed to carriers in early July 2002.  Interstate telecommunications service providers are required to complete this form, reporting April – June 2002 revenue information, and return it by August 1, 2002.

operations

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.  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.  For subsequent years the contribution factors included an uncollectible factor.

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, and provide required documentation to assist the FCC in initiating enforcement action 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.

USAC staff and the FCC Chief Financial Officer (CFO) have begun meeting monthly to provide for a better exchange of information, to understand expectations and to improve overall communications and working relationships.  In addition, USAC staff has been working with the FCC’s Office of Managing Director and the CFO since 2000 to implement the procedures associated with the Debt Collection Improvement Act (DCIA).  USAC raised a number of issues for the FCC to consider and suggested numerous solutions to resolve those issues.  The Office of Managing Director and CFO recently informed USAC that they have determined that it is appropriate to move forward with implementation of DCIA, and we have begun working on the details and procedures for implementation and reporting.  Implementation of the DCIA would result in USAC transferring uncollectible accounts at some point to the FCC books and then those accounts would be transferred to the Treasury Department, and ultimately to the Department of Justice, for collection.  USAC staff agreed to develop a draft plan for the CFO.  The current intent is to target for a June 1, 2003, implementation.  

conclusion

At their July 22, 2002, meetings, USAC’s High Cost & Low Income Committee, Rural Health Care Committee, and Schools & Libraries Committee passed resolutions authorizing the 4Q2002 support mechanism funding requirements described herein.  At its July 23, 2002, meeting, the full USAC Board of Directors adopted a resolution authorizing the inclusion of the 4Q2002 administrative expenses and 4Q2002 funding base in this report to the Commission.

Respectfully submitted,
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Chief Executive Officer
D. Scott Barash
Vice President and General Counsel
2120 L Street N.W., Suite 600
Washington, DC  20037-1547
Voice:  202.776.0200
Fax:  202.776.0080
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� See 47 C.F.R. §§ 54.709(a)(4), 54.201, 54.203, 54.301�54.307, 54.407, 54.413, 54.515, 54.517, 54.611, 54.802, and 54.903.
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� 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 $0.135 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.  


�  47 C.F.R. § 36.631 and 47 C.F.R. §§ 54.301�54.303, 54.309, 54.311, 54.807, and 54.901.


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


� 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). 


� 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, Order on Reconsideration, FCC 02-171 (rel. June 13, 2002) (Rebasing Order).  See agenda item #iHCLI01 for a more detailed explanation of the Rebasing 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).


� 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.  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.


� See Multi-Association Group (MAG) Plan for Regulation of Non-Price Cap Incumbent Local Exchange Carriers and Interexchange Carriers, Federal-State Joint Board on Universal Service, CC Docket Nos. 00-256, 96-45, Order and Second Order on Reconsideration, FCC 02-181 (rel. June 13, 2002) (Negative ICLS Order).


�  Total 2001 LTS for incumbent carriers in the NECA common line pool is projected to be $483.944 million.


�  The LTS estimate for 2002 is not affected by the phase-down of interim hold harmless support 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 at para. 9. 


� See Multi-Association Group (MAG) Plan for Regulation of Interstate Services of non-Price Cap Incumbent Local Exchange Carriers and Interexchange Carriers, Federal-State Joint Board on Universal Service, Access Charge Reform for Incumbent Local Exchange Carriers Subject to Rate-of-Return Regulation, Prescribing the Authorized Rate of Return for Interstate Services of Local Exchange Carriers, CC Docket Nos. 00-256, 96-45, 98-77, 98-166, Second Report and Order and Further Notice of Proposed Rulemaking in CC Docket No. 00-256, Fifteenth Report and Order in CC Docket No. 96-45, and Report and Order in CC Docket Nos. 98-77 and 98-166, FCC 01-304 (rel. Nov. 8, 2001) (MAG Order).


� See Multi-Association Group (MAG) Plan for Regulation of Non-Price Cap Incumbent Local Exchange Carriers and Interexchange Carriers, Federal-State Joint Board on Universal Service, CC Docket Nos. 00-256, 96-45, First Order on Reconsideration in CC Docket No. 00-256, Twenty-Fourth Order on Reconsideration in CC Docket No. 96-45, FCC 02-89 (rel. Mar. 22, 2002) (ICLS Implementation Order).


� Id. at 1.  The original submission date was March 31, 2002, which, because that date fell on a Sunday, was actually April 1, 2002.


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


� See Interstate Access Order at para. 201.


�  See Thirteenth Report and Order at para. 12. 


� 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 the 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 at para. 70.  In addition, the MAG Order permitted rate-of-return carriers to increase their baseline subscriber line charge to $5.00 effective January 1, 2002.  See MAG Order at para. 42.  Finally, the FCC authorized an increase in the baseline subscriber line charge for price cap and rate-of-return carriers to $6.00, effective July 1, 2002.  See Cost Review Proceeding for Residential and Single-Line Business Subscriber Line Charge (SLC) Caps, Access Charge Reform, and Price Cap Performance Review for Local Exchange Carriers, CC Docket Nos. 96-262, 94-1, Order, FCC 02-161 (rel. June 5, 2002) (2002 SLC Order).


� 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.


� The Commission adopted rules to increase the SLC cap for residential and single-business lines to $6.00 on July 1, 2002, and to $6.50 on July 1, 2003.  See Interstate Access Order at para. 70, 76.  On June 5, 2002, the Commission determined that SLC levels could be increased to $6.00 on July 1, 2002, and to $6.50 on July 1, 2003, consistent with the schedule for raising the SLC cap set out in the Interstate Access Order.  See 2002 SLC Order at para. 27.


� See 2002 SLC Order at para. 27.


� Tribal Order at para. 59.


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


� 47 C.F.R. § 54.400(b), (c).


� See MAG Order at para. 42 (increasing the residential and single-line business SLC cap for rate-of-return carriers to the levels established for the price cap carriers in the CALLS Order).


� See Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Report and Order, FCC 01-195 (rel. June 29, 2001) (Permanent Extension Order).


� 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 2002 Universal Service Contribution Factor, CC Docket No. 96-45, Public Notice, DA 01-2823 (Dec. 7, 2001) (First Quarter 2002 Contribution Factors Public Notice).


� Proposed 2nd Quarter 2002 Universal Service Contribution Factor, CC Docket No. 96-45, Public Notice, DA 02-562 (Mar. 8, 2002) (Second Quarter 2002 Contribution Factors Public Notice).


� Wireline Competition Bureau Announces No Change in Third Quarter 2002 Universal Service Contribution Factor, CC Docket No. 96-45, Public Notice, DA 02-1409 (June 13, 2002) (Third Quarter 2002 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).


� See Schools and Libraries Universal Service Support Mechanism, CC Docket No. 02-6, Notice of Proposed Rulemaking and Order, 17 FCC Rcd 1914 (2002) (Notice of Proposed Rulemaking and Order).


� See Schools and Libraries Universal Service Support Mechanism, CC Docket No. 02-6, First Report and Order, FCC 02-175 (June 13, 2002) (Schools and Libraries First Report and Order).


� Wireline Competition Bureau Announces No Change in Third Quarter 2002 Universal Service Contribution Factor, CC Docket No. 96-45, Public Notice, DA 02-1409 (June 13, 2002) (Third Quarter 2002 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.
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