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BEFORE THE WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

	In the Matter of Disaggregation of Federal Universal Service Support of

Asotin Telephone Company, CenturyTel of Cowiche, Ellensburg Telephone Company, Inland Telephone Company, Kalama Telephone Company, McDaniel Telephone Company, The Toledo Telephone Company, United Telephone Company, Western Wahkiakum County Telephone Company, Hat Island Telephone Company, Hood Canal Telephone Company, Inc., Mashel Telecom, Inc., Pend Oreille Telephone Company, Pioneer Telephone Company, St. John Telephone & Telegraph Company, Tenino Telephone Company, Whidbey Telephone Company, YCOM Networks, and 

Joint Petition of CenturyTel of Washington, Inc., and CenturyTel of Inter Island, Inc. (collectively CenturyTel). For approval of USF Disaggregation Plan
	DOCKET NOS. UT-013058 AND

                           UT-023020

ORDER REJECTING DISAGGREGATION FILINGS BY ASOTIN TELEPHONE COMPANY AND CENTURYTEL, AND DIRECTING RURAL ILECS TO FILE DISAGGREGATION PLANS WITH THE COMMISSION NOT LATER THAN AUGUST 23, 2002 


I.
BACKGROUND

1 Federal universal service support ordinarily is provided on a study area or company-wide basis.  Where support is disaggregated, it is assigned to geographic areas that are less than the company’s study area.  Disaggregation affects the amount of support received by competitors of rural incumbent local exchange companies (ILECs), but does not affect the amount of support rural ILECs will receive.

2 In 1998, the Commission worked with the rural ILECs to develop a disaggregation petition (Joint Petition) to the Federal Communications Commission (FCC), which has authority over the assignment of federal universal service support.  The disaggregation effort was initiated by the rural ILECs in response to our decision to designate eligible telecommunications carriers (ETCs) at the geographic level of the exchange, rather than the study area. See docket Nos. UT-970333–54 and UT-970356.  Only ETCs may receive federal universal service funds. 

3 The 1998 Joint Petition was prompted by the concern that a competitor could enter a relatively low-cost exchange and compete with the rural ILEC and be eligible to receive federal universal service support that was based on the study area average per-line support.  For example, a competitor entering the Gig Harbor exchange of CenturyTel would have been eligible, without disaggregation, to receive funds for each line served in an exchange that, if standing alone, might not qualify for any federal universal service support.  

4 The opposite was also a concern.  For example: a company entering the Vantage exchange of Ellensburg Telephone would have received per-line support at the study area average, an amount well below the cost of service in the large, sparsely populated exchange.  (Some areas are considered “high cost” because they contain so few customers that the cost of service is very high in relation to the revenue generated.  Other areas are high cost because they present features that drive-up construction costs, such as mountains or the need to close busy streets.)

5 The concerns about misalignment were the basis of the Joint Petition.  The FCC granted the Joint Petition on September 9, 1999, and rural ILECs and competitors have operated under its terms since then.  

6 On December 29, 1999, the Commission granted  United States Cellular Corporation ETC status in 70 exchanges served by rural ILECs, and it has collected federal support funds since 2000 based on the disaggregation methodology approved by the FCC in its September 9, 1999, order.  More recently, RCC Minnesota petitioned for, and was granted, ETC status in several exchanges served by rural ILECs, and a third competitor in some rural ILEC exchanges, Inland Cellular, has petitioned for ETC designation.

II.
FCC RULE CHANGES AFFECTING DISAGGREGATION

7 Between 1997, when this Commission made its first ETC designations, and 2001, the FCC made two major changes that affect disaggregation of federal universal service support.  One changed the relative share of federal universal service support between incumbents and competitors, while the other required disaggregation.

8 In 1998, when rural ILECs and the Commission filed the joint Petition with the FCC, the amount of federal universal service support available in an exchange was fixed and whatever a competitor garnered, the incumbent did not receive.  In 2000, the FCC changed its rules so that the amount of available federal support in any exchange is not fixed; federal support in rural ILEC exchanges is no longer a “zero-sum game.”

9 The change from competition over total support within an exchange to support provided for all lines no matter which company provides service, is consistent with the long-standing practice of support for all lines served by rural ILECs.
  This change also promoted sufficiency of support for competitors, a requirement of the Telecommunications Act of 1996.  See 47 U.S.C. §§ 254(e) and (f).

10 The second major change in FCC rules affecting federal universal service support for areas served by rural ILECs came in 2001 when the FCC required all rural ILECs to choose a method of disaggregation of federal universal service support.  See 47 C.F.R. § 54.315.

11 These, and other changes in the FCC’s rules, have resulted in the disaggregation filings that are the subject of this Order.

III. DISAGGREGATION IN WASHINGTON

12 As noted in the opening paragraphs, Washington began planning for disaggregation in 1997; petitioned for FCC acceptance of a plan for disaggregation in 1998; approved a petition for ETC designation for a competitor that would demonstrate the effect of disaggregation in 1999; and is now revising the method of disaggregation to be used in the future.

13 Rural ILECs were required to choose a disaggregation “path” from those offered in 47 C.F.R. § 54.315 not later than May 15, 2002.  The rural ILECs in Washington did so, and 18 of them chose Path 1, disaggregation using the study-area average per line support.  One, CenturyTel, chose to disaggregate by dividing its 70 exchanges into two groups and assigning a per-line support amount to each group.  Asotin chose a disaggregation approach that differed in a significant way from the approach taken by the FCC in that it replaced the residential and business revenue benchmarks with a cost benchmark in the methodology from the 1998 Joint Petition approved by the FCC.

14 Rural ILECs that chose disaggregation at the study-area per-line average contended that it was fair because the only competitors they currently face are wireless companies which the rural ILECs contend face different costs than wireline carriers. In the view of rural ILECs, study-area average per-line support is fair to those competitors whose costs are different (and largely, if not wholly, unknown to rural ILECs). 

15 Rural ILECs also raised a concern that disaggregation other than by using a study area, per-line average amount might, under the FCC rules, result in rural ILECs receiving substantially less than 100 percent of the annual support to which each company is due under the FCC process for determining total federal universal service support.

16 CenturyTel chose to divide its 70 Washington exchanges into two groups, assigning a higher and a lower per-line support amount for each based upon underlying costs, in acknowledgment of the wide cost and revenue variations apparent across its 70 exchanges.

17 Asotin arrived at its per-line disaggregation amounts through a methodology similar to that used to prepare the 1998 Joint Petition.  However, Asotin’s methodology was significantly different in that it replaced the revenue benchmark used in 1998 with a cost benchmark that did not differentiate between residential and business service.

18 In response to the rural ILEC’s disaggregation plans, the staff of the Commission (Commission Staff or Staff) initially proposed using the Joint Petition methodology and continuing to disaggregate federal universal service support at the sub-exchange level approved by the FCC when it accepted the Joint Petition.  That methodology divided all rural ILEC exchanges into two zones, a relatively lower cost (or higher revenue) Zone A and relatively higher cost (or lower revenue) Zone B.  Each zone of each exchange was assigned a different per-line support amount through the application of the methodology used in 1998.
  This approach also promoted sufficiency of support for competitors, consistent with requirements of  the federal Act.

19 Rural ILECs opposed continuation of this methodology, in particular the division of exchanges into two zones.  During the two-year period in which the two-zone methodology had been in place, only competitors had to undertake the task of determining whether lines were located in Zone A or Zone B in order to collect federal universal service support.  If, however, we had approved a continuation of this division of exchanges under the FCC’s 2001 rules, then rural ILECs would have had to determine the zone in which each customer lives.  This would have been a substantial undertaking that rural ILECs opposed.

20 Due to this concern, Commission Staff subsequently recommended disaggregation at the exchange level, abandoning the Zone A and Zone B.  This, according to Staff, would be substantially easier to administer and would still result in a distribution of support that reasonably reflected the underlying costs on which companies’ total support amounts were based.

21 Commission Staff reported that this result could be accomplished by reversing the part of the 1998 methodology that divided exchanges into zones, and the resulting methodology would remain consistent with the disaggregation method that had been in effect for over two years.  

22 In response to the rural ILECs’ view that study-area average disaggregation is appropriate where the only competitors are wireless carriers, Commission Staff noted that to the extent support is a revenue replacement, wireless carriers face low revenue opportunities in rural areas.  This is consistent with the purpose of disaggregation, which is to promote competitive entry, and the next competitor may be a wireline company.

23 Rural ILECs have voiced some concern about the accuracy of the methodology used in 1998.  Commission Staff has acknowledged that the methodology was not then, and is not now, perfect.  But its purpose was to make an approximate determination of  how total company support should be divided among a given company’s several exchanges.  Staff noted that the process could be repeated, with more up-to-date proxy models and with the knowledge gained by all involved during, and subsequent to, preparation of the Joint Petition in 1998.  The Staff contends, however, that the 1998 methodology is sufficiently accurate to warrant continuation, even if it is continued at the exchange level rather than the two-zone, sub-exchange level.  

24 Staff also contends that the methodology it has developed will result in each rural ILEC receiving 100 percent of its annual support amount, diminished only in some case by a rounding error of approximately one one-hundredth of a percent (0.01%). 

25 Finally, rural ILECs with single-exchange study areas have asked that they be permitted to disaggregate at the study area level rather than the exchange  level.  Staff requests that disaggregation be consistent for all companies, i.e., at the exchange level.  Staff notes that consistency of designation will prove valuable whenever there is a change of circumstances, for example if a single-exchange company were to purchase another exchange.  Staff notes that the effort required by rural ILECS consists of filing information provided by Staff to companies.

IV. 
DISCUSSION

26 This process is a continuation of what we began in 1997 when we determined that preservation and advancement of universal service and promotion of competition would be enhanced if ETC designation were made at the exchange geographic level rather than the study area geographic level.

27 That decision was improved upon by the suggestion in 1997 by rural ILECs that federal universal service support be disaggregated.  In that process, the Commission and the rural ILECs determined that disaggregation at the sub-exchange level was preferred.  We joined with rural ILECs to petition the FCC for approval of sub-exchange disaggregation, received that approval, and have operated with sub-exchange disaggregation since then.

28 It was, in part, the work of our colleague, former Commissioner William R. Gillis, as chair of the FCC’s Rural Task Force, that led to the decision by the FCC to require disaggregation by all rural ILECs.  In its rules, the FCC listed the options for disaggregation.  The FCC also provided very broad authority to state commissions to alter the disaggregation method chosen by rural ILECs if a state commission considered that another approach would better serve the twin goals of preservation and advancement of universal service and promotion of competition.

29 We were concerned by Commission Staff’s revised recommendation to abandon the two-zone, sub-exchange disaggregation approved by the FCC in 1998.  We understand that it was the preferred method of rural ILECs and Staff in 1998 because it was considered both accurate and fair.  However, in light of the administrative benefits provided by disaggregation at the exchange level, and the corresponding endorsement of several rural ILECs, we conclude that exchange level disaggregation is reasonable under the circumstances presented today.  However, in the event circumstances change, the Commission may consider sub-exchange disaggregation.

30 Concluding that exchange-level disaggregation is reasonable, we reject CenturyTel’s filing for disaggregation based on a division of its 70 exchanges into two groups, and for determination of only two per-line support amounts.  Disaggregation by exchange results in 70 different per-line amounts that we conclude more reasonably reflect underlying costs and therefore more reasonably reflect what a competitor should receive for serving customers in a given exchange.

31 We also reject the filing by Asotin because it replaced in the 1998 methodology the $31 dollar residential and the $51 dollar business revenue benchmarks with a $20 dollar per line benchmark based on cost considerations.  In 1998, the $31 dollar and $51 dollar revenue benchmarks were used so the amount of support needed in a given exchange would be reduced by the revenue received from customers.  Cost, on the other hand, was taken into account by the use of a cost proxy model.  Changing the revenue benchmark to a cost benchmark is inconsistent with the underlying methodology, and inconsistent with a reasonable approximation of the support that should be assigned to each exchange.

32 We conclude that disaggregation in Washington for areas served by rural ILECs should be done at the exchange level based on the methodology developed in 1998.  Staff has presented to rural ILECs and the Commission a spreadsheet showing that the amount of support rural ILECs will receive remain constant, but that the per-line amount may increase or decrease based on the number of lines served.  We conclude that this methodology is transparent, results in a reasonable disaggregation of federal universal service support, and will result in a fair per-line amount of support flowing to competitors who serve customers in exchanges identified with rural ILECs. We also conclude that each rural ILEC will receive 100 percent of its annual support amount, affected only by a rounding error of approximately one one-hundredth of a percent in some cases (0.01%).
  This disaggregation methodology therefore promotes sufficiency of support for competitors and leaves intact the support received by rural ILECs.

33 We turn now to the Staff recommendation that rural ILECs be required to provide exchange maps in an electronic format that will permit competitors, the FCC, and this Commission to determine the location of customer addresses within exchange boundaries using available software tools.  These files, which have an “.shp” suffix, represent the outline of the exchange and can be combined with additional electronic data such that queries may be made through the use of software to determine if a given address is within the exchange.  Because competitors will have to determine the locations of customers in order to claim federal support, and because the amount of support varies depending on the exchange in which the customer address is located, maps of this kind will provide for a substantial reduction in the administrative effort needed to locate, and then to check the accuracy of customer locations.

34 Rural ILECs have raised concerns about the cost of preparing .shp maps, and have asked if the Commission, rather than rural ILECs should prepare them.  Rural ILECs will receive in excess of $40 million dollars this year in federal universal service support.  Competitors will receive millions in support as well.  Approximately the same amount will be forthcoming every year for the foreseeable future.  In comparison, a one-time requirement to prepare .shp maps represents a very modest effort and cost.  

35 Rural ILECs, under FCC rules, must submit a map with the disaggregation methodology.  The FCC did not specify what type of map is required.  It is reasonable for us to determine the type of map that must be filed and the methodology for disaggregation that must be filed with this Commission under 47 C.F.R. § 54.315.  We conclude .shp files will serve the ends of disaggregation by substantially reducing the administrative burden that all will face in locating customers within the boundaries of one exchange or another.

36 We are aware that the Universal Service Administrative company (USAC) requires only a .jpg or .gif file.  Maps made from such files are not much more than an electronic drawing and will not serve to reduce administrative costs associated with the location of customers vis-à-vis exchange boundaries.  Because the .shp files can yield a .jpg file that may be sent to USAC, our requirement of a .shp map will not hamper rural ILECs in their effort to comply with USAC’s stated requirement (USAC does not have rulemaking authority), and will not result in rural ILECs having to create two files when the .jpg can be created from a .shp file with no more than a few keystrokes.

37 The purpose of the .shp maps is to allow competitors to locate customers within one exchange or another and thus enable competitors to make accurate claims for support. Rural ILECs have stated they are skeptical of some of the claims made by one competitor, and apparently extend this skepticism to those in line to compete.  In the middle of this relationship is USAC, not this Commission.  USAC is responsible for the accurate calculation and distribution of federal universal service support amounts.

38 Rural ILECs have an incentive to provide accurate representations of their exchanges in the form of .shp map files, and competitors also have an incentive to be certain that those files are accurate because they will have the most direct bearing on the amount of support they will receive.  Similarly, USAC has an incentive – fulfilling its responsibility – to know that both rural ILEC and competitor submissions are accurate.

39 Given the responsibilities of USAC, and the rural ILECs and competitors interests in accuracy of the maps, there is no need for the Commission to become involved in the map-making process.  This is not to say we are not concerned with accuracy and fairness.  Rather, we believe that those recovering federal universal service support should bear the responsibility of producing accurate maps of the affected exchanges.

40 Finally, we agree with Staff that consistency of geographic disaggregation at the exchange level even for single-exchange companies will be useful.  In the event a single-exchange company were to acquire another exchange, we would have to revisit this issue and that would be time-consuming in comparison to the simple filing requirements we order today.  Additionally, because our decision will be administered by the FCC and USAC, we should not complicate what is otherwise straightforward.  Rural ILECs have not shown there would be any appreciable expense to file at the exchange geographic level.

V.
FINDINGS OF FACT
41 (1) 
The companies that are the subject of this Order are telecommunications companies doing business in the state of Washington.

42 (2) 
Each company that is the subject of this Order has made a filing directly with the FCC or with this Commission that is inconsistent with the disaggregation methodology in use in Washington since 1999.

43 (3) 
The use of study area average per-line amounts for disaggregation of  federal universal service support would not result in support to competitors that is consistent with the underlying costs and revenue of rural ILECs.  Neither would it result in sufficiency of support for competitors.

44 (4) 
The use of only two per-line amounts for disaggregation of federal universal service support by CenturyTel would not result in support to competitors that is consistent with the underlying costs and revenue of CenturyTel.

45 (5) 
The use of cost benchmark amounts rather than revenue benchmark amounts by Asotin TDS in its proposed methodology for disaggregation of federal universal service support would not result in support to competitors that is consistent with the underlying costs and revenue of Asotin.

46 (6) 
The methodology for disaggregation of federal universal service support developed in 1998 and accepted by the FCC in 1999, and that has been in use since 1999, has not been the subject of complaints.

47 (7) 
The methodology developed in 1998 and altered to disaggregate support at the exchange level rather than the sub-exchange level results in a reasonably accurate approximation of the portion of total support that should be attributed to each rural ILEC exchange and results in sufficiency of support for competitors.

48 (8) 
A requirement that all rural ILECs use the same methodology will result in consistency in the disaggregation of federal universal service support.

49 (9) 
Designation of single-exchange companies at the exchange level rather than the study area level will promote consistency without any appreciable cost.

50 (10) 
The use of the methodology developed by Commission Staff will result in rural ILECs receiving 100 percent of the annual support due to each company, diminished in some cases by no more than a rounding error of approximately one one-hundredth of a percent (0.01%), and the FCC has the authority to correct for a rounding error.

51 (11) 
The production and use of .shp map files will provide significant administrative benefits, including longer-term cost savings, and does not burden rural ILECs.

52 (12) 
Commission participation in production of .shp map files is unnecessary. 

VI.
CONCLUSIONS OF LAW

53 (1) 
The Commission has jurisdiction over the companies that are the subject of this Order.

54 (2) 
The Commission has authority under RCW 80.36.610(1) to take actions, conduct proceedings, and enter orders as permitted or contemplated for state commissions under the federal Telecommunications Act of 1996.

55 (3) 
Entrance of an order concerning disaggregation in accordance with 47 C.F.R. § 54.315 and related FCC rules concerning disaggregation of federal universal service support is an order permitted or contemplated for a state commission under the federal Telecommunications Act of 1996.

56 (4) 
The Commission has broad authority under 47 C.F.R. § 54.315 to reject previously filed disaggregation plans and to order rural ILECs to file new plans with the Commission.

57 (5) 
The Commission has authority under 47 C.F.R. § 54.315 to determine a methodology to be used by rural ILECs for disaggregation of federal universal service support that results in sufficiency of support for competitors and results in competitors encountering consistency wherever they may compete.

58 (6) 
The Commission has authority to require disaggregation at the exchange level for all rural ILECs.

59 (7) 
The Commission has authority under 47 C.F.R. § 54.315 to determine that a .shp map file should be used to meet the requirements of 47 C.F.R. § 54.315 maps to be filed with disaggregation plans.

ORDER

60 Based upon the foregoing, the Commission Orders as follows:

61 (1) 
The Commission rejects the filing made by CenturyTel to disaggregate federal universal service support using two groups of exchanges.

62 (2) 
The Commission rejects the filing by Asotin to disaggregate federal universal service based on a methodology that uses a cost rather than a revenue benchmark.

63 (3) 
The Commission directs rural ILECs to file new disaggregation plans with the  Commission not later than August 23, 2002.  The new plans must conform to the following:

a. The methodology used must be that supplied to rural ILECs by Staff as represented by the sample spreadsheets attached to this Order;

b. The filings must be made at the exchange geographic level;

c. The filing must contain an explanation of the workings of the methodology;

d. The filing must contain an electronic version of the methodology in .xls format;

e. The filing must contain a print out of the results of using the methodology with the “Cost Input – BCPM 3.1 – Output ‘98” provided by Staff,  the most current annual federal universal service support amount divided by four, and the most current Category 1.3 loop count provided to USAC;

f. The filing must contain an electronic map of each exchange in .shp format consistent with the following standards and containing the attributes listed below;

i.
Standards

A.
The result must be an Environmental Systems Research institute (ESRI) shape file;

B.
The shape file must be projected in Washington State Plane South Zone, North American Datum (NAD) 83;

C.
The units must be in feet;

D.
The shape file must be created with reference to Washington Department of Natural Resources Public Land Survey/Ownership/County/Administration (POCA) theme, including latitude and longitude references; and

E.
The shape file must include Federal Geographic Data Committee (FGDC) compliant metadata.

ii.
Attributes

A.
Exchange name;

B.
Company name;

C.
Legal description (metes and bounds) of exchange; and

D.
Company contact, with each of the following as a separate attribute: mailing and physical address, telephone number and FAX number, and e-mail address.

iii.
The filing must contain a printout of the .shp map file for each exchange.

64 The Commission directs Staff to assist any company that requests assistance with preparation of a company specific spreadsheet (.xls file), and, upon request, provide such other assistance as may be reasonable.

Dated in Olympia, Washington, and effective this 2nd day of August, 2002.

WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION










� See Docket No. UT-023033, Petition of  RCC Minnesota  for Designation as an ETC, and Docket No. UT-023040, Petition of Inland Cellular for Designation as an ETC.


� State commissions throughout the nation, and the FCC, have always supported every line in high-cost locations.  A home in the Palouse exchange with two lines, where the cost per line per month has been determined to be $71.67 on average, and where support in the amount of $40.67 per residential line is provided through the state universal service support mechanism, pays no more for the second line than for the first; that is, the monthly rate for each line is $13.00.  Similarly, costs incurred by rural ILECs to support multi-line business service are part of the over-all cost considered in the FCC-prescribed process for determining federal universal service support for rural ILECs.   


� Many rural exchanges have a central switching office located in the one relatively large town in the exchange, and more rural customers are served by long loops that extend from that central office.  Zone As were generally the small town, with remainder of the exchange generally composing Zone B.


� Rural ILECs will receive 100% of the federal support due them regardless of whether they face a competitive ETC and regardless of whether that competition serves a few or many lines in some or only a portion of the incumbent’s study area.  Competitors, more than rural ILECs, have the most at stake in the outcome of this decision.


� We believe it is within the power of the FCC through its support fund administrator to take measures to provide to rural ILECs and competitors those small amounts of support that may be lost to rounding error.


� Rural ILECs have suggested that one competitor's location of customers may not be as accurate as it should be.  We do not know if this is so, but rural ILECs could use electronic maps to check the accuracy of customer location reports more efficiently than if they were to do it without the aid of electronic maps.


� Commission Staff has also recommended to us that we require competitors seeking ETC designation to prepare .shp files of the areas which they serve. 





