Small Business Economic impact Statement

UNIVERSAL SERVICE RULEMAKING

WUTC Docket UT-980311(r)

This is a Small Business Economic Impact Statement (SBEIS) for proposed WAC
480-123-010 through -570 “Universal Service Program”, applicable to all
telecommunications carriers in the state of Washington.

BACKGROUND:

The Washington Utilities and Transportation Commission (WUTC) is proposing a
new chapter of the WAC applicable to all telecommunications service providers (a
subset of SIC 4813; see Appendix 1 for list) operating in the state of Washington.

This new rule is intended to address the State's responsibility under Chapter 337,
Laws of 1998, the Regulatory Flexibility Act of 1985 (RCW 80.36.300), and the
requirements in 47 U.S.C. § 254 of the Telecommunications Act of 1996 to provide
sufficient funding to local exchange service providers to ensure that consumers
receive basic telecommunications services at just, reasonable and affordable rates.

The goal of the proposed rule is to preserve and advance
the availability of basic telecommunications services to
all consumers in the state of Washington.

The Washington Utilities and Transportation Commission (WUTC) is proposing to
establish a program of support for the provision of basic telecommunications
services in-high-cost locations with rates and-serviees reasonably comparable to
those in low-cost locations. The-State has authority under 47 U.S.C. § 254(f) to
adopt regulatlons not inconsistent with the FCC's rules to preserve and advance
uhiversal service. This proposal is consistent with the Federal Communications
Commission’s (FCC) rules and policies. '

SUMMARY OF PROPOSED RULE:

The proposed rule would: A) require basic telecommunications ser\}ices be provided



UT-980311(r) Small Business Economic Impact Statement

in high-cost locations with rates and services reasonably comparable to those in low-
- cost locations; B) promote competition in all local telecommunications markets
through minimizing implicit sources of support and maximizing explicit sources of
support; C) provide that all carriers contribute to the State Universal Service Fund on
an equitable and nondiscriminatory basis; D) require that support be specific,
predictable and sufficient to promote universal service; and E) provide that the
program of support be competitively and technologically neutral.

SMALL BUSINESS ECONOMIC IMPACT STATEMENT

The purpose of the SBEIS is to ascertain if there are disproportionate adverse
economic impacts to small businesses, when compared to large businesses, for
complying with proposed rules. Pursuant to RCW 19.85.030, an SBEIS is required
in this instance because more than 10% of one industry (i.e., SIC 481 - Telephone
Communications) will be affected by the proposed rule.

Consistent with the SBEIS requirements for compliance, the Commission issued a
questionnaire soliciting specific information from interested parties throughout the
state. In addition, the Commission hosted a workshop meeting on September 29,
1998, to allow parties to participate in the preparation of the SBEIS for the
rulemaking on universal service. Attending the meeting were representatives from
the telecommunications industry, the Independent Business Association, and the
National Federation of Business. At the meeting issues pertaining to the
development of the SBEIS were addressed and mitigation measures proposed.
Mitigation measures are those which reduce the economic impact to small
businesses for complying with a proposed rule.

TYPES OF SMALL BUSINESSES IMPACTED BY THIS RULE

There are two subsets of small businesses which will be affected by the proposed
state universal service rule: 1) those that provide telecommunications services; and
2) those that tse these services. Providers of telecommunications services will incur
costs associated with complying with the proposed rule. For example, under the
proposed rule, telecommunications service providers will be required to submit
reports to the universal service fund administrator so that funds can be received and
disbursed. Similarly, all retail telecommunications service providers(with certain
exceptions) will be required to contribute to the fund which places another cost on
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affected small businesses involved in this industry. Contributors may or may not be
beneficiaries of the fund and therefore the associated economic impacts imposed by
this rule will vary from company to company. (See the Commission’s Report to the
Legislature for a complete explanation of the contribution requirements and impacts.)

The second subset of small businesses potentially impacted by this rule are those
that utilize basic telecommunications services in the state. Historically, rates for
basic services have been subsidized through various means - both implicitly (e.g.,
through the use of statewide averaged rates) and explicitly (e.g., rate elements on
access charges). The proposed rule is consistent with state law that requires implicit
subsidies be minimized and explicit subsidies be maximized. Without some form of
support, it is possible that rates for basic telecommunications services will become
so high that in some locations some consumers may not be able to continue to
purchase basic telecommunications service.

COST OF COMPLIANCE FOR TELEPHONE COMPANIES

To determine the associated costs of complying with the proposed rule for smali
businesses engaged in providing telecommunications service, the Commission
solicited responses from members of the industry through a questionnaire distributed
on September 11, 1998. The Commission also sought comment from the industry at
a workshop meeting on September 29, 1998. When no responses were received
from small telecommunications companies, and after the Washington Independent
Telephone Association (WITA) stated at the September 29 meeting that its members
were disinclined to respond, an e-mail was sent from the Commission Staff to WITA
to ask that they reconsider and respond. To date, the Commission has not received
any response from a telecommunications service provider that is a small business as
defined by RCW 19.85.020: Without this information, it was not possible for the
Commission to determine whether compliance with the rule will cause local
exchange service providers that are small businesses to: 1) lose sales or revenue;
and/or 2) be disproportionately economically impacted when compared to large
businesses pfoviding telecommunications services complying with the rule.

COSTS FOR SMALL BUSINESSES (NON-TELEPHONE COMPANIES)

With respect to the subsection of small businesses that purchase
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telecommunications services, an analysis was performed that illustrates the potential
impact to small business telephone bills under the following scenarios:

1) if no support funds are provided;

2) if support funds are provided for one line only;

3) if support funds are provided for all lines;

4) what rates would migrate to in a purely competitive market.

The results of this analysis are in Exhibit A. It is important to note that the cost of
service for exchanges served by rural local exchange companies are not listed in the
Commission’s order in Docket UT-980311(r). As a result, this SBEIS does not
contain illustrations of the effect on price for universal service support options for the
exchanges served by those carriers. However, a small business operator who
desires to understand what the cost might look like for the rural telephone company
serving its business, may wish to look at some of the higher cost exchanges
illustrated for the three non-rural companies in Exhibit A in order to draw a
reasonable inference about the cost of providing service in their area.

The underlying premise of this analysis is to compare the current tariff rate for flat-
rated, one-party business service versus the cost of providing the service. Note that
under scenario 1 (no support), if no support is provided it may be necessary for
telephone companies to raise their service rates to levels which cover their costs. In
many instances this could have a dramatic impact on small businesses that
purchase telecommunications services. For example, if support were not provided to
a service provider in General Telephone’s Republic exchange, the rate for basic
service would have to increase from $37.65 to $124.61 in order for General
Telephone to cover its cost of providing service. However, not all exchanges would
necessarily experience increases to rates. For example, there are instances in
which the current tariffed rate exceeds the cost of providing service in a given local
telephone company exchange. In those instarices, there would be no cost-related
reason for rates to increase.

Under scenario 2 (support for one line only), it is assumed that support would be for
only-one businessHine at a given premises, thus requiring all other lines to recover
the residual costs of providing service in that exchange. For example, in United
Telephone’s Bickelton exchange, providing support in the above manner would keep
the rate for the first business line at $17.85, however, each additional line would
have to be priced at a level which would cover the cost of providing service to that
exchange. In the example shown, each additional business access line is priced at
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the stated cost, or $285.04 per line. This would obviously have an impact on small
business consumers who need more than one business access line to operate.

Scenario 3 (support for all lines) is simply the status quo - enough funds will be
provided to telecommunications service providers to support all access lines so that
current tariffed rates can be maintained. This is the effect of what is done today.
However, in today’s environment, this support is provided through a combination of
both implicit and explicit funding mechanisms as described earlier. Under the

- proposed rule, the required funds will be explicitly derived and provided for through
the proposed universal service fund program.

Scenario 4 (market rate) is similar in concept to scenario 1 in that no support is
contemplated. However, under this scenario telephone service rates reflect what
would likely occur in a purely competitive market; that is, they will be driven toward
the cost of providing service regardless of the current tariffed rates. In other words,
the difference between this scenario and scenario 1 is this scenario permits rates to
fall below current tariff levels whereas scenario 1 does not. For example, the cost of
providing service in U S WEST's Bellevue exchange is $17.12, whereas the current
tariff rate is $26.60. Under scenario 4 the rate for basic telecommunications service
would likely be driven toward $17.12 (cost of service) which is below the current U S
WEST tariffed rate. In high-cost locations, the price would increase.

STAKEHOLDER INVOLVEMENT:

This statement has been developed based upon cost estimates established in the
companion adjudicative proceeding to this docket (UT-980311(a)), incumbent local
exchange service provider’s tariff information, and responses from small businesses
to the Commission’s questionnaire and workshop regarding telecommunications
services assocaated with this docket .

The analyS|s on one-party ﬂat rated business service provided in Exhibit A is
intended to provnde illustrative examples of the impact of various Ievels of support for
locat telecomfuhications services.

Since the initial proposed rule (CR-101) was filed, comments have been received
and considered. Based upon input from interested parties, the rulé has been
modified to reduce implementation costs on small businesses.



UT-980311(r) Small Business Economic Impact Statement

MITIGATION:
Cost impacts have been mitigated by the following measures:
o Permitting Incumbent local exchange service providers to file a non-contested

tariff to reduce rates for universal service funds received on a dollar-for-dollar
basis (proposed WAC 480-123-390); -

o} Exempting qualifying telecommunications service providers from contributing
to the Universal Service Fund if their contribution is de minimis (i.e., under
$100); '

o Reducing the mandatory reporting requirements contemplated in earlier drafts
of the rule.

o' Using reports that the majority of telecom companies already file with the

FCC, and mirroring FCC dates for data collection.



SMALL BUSINESS ECONOMIC
IMPACT STATEMENT

DOCKET UT-980311(r)
UNIVERSAL SERVICE RULEMAKING

EXHIBIT A
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