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July 12, 2006

The Honorable Marsha Blackburn

509 Cannon House Office Building
Washington, D.C.  20515

Dear Congresswoman Blackburn,

I want to thank you for taking such an active interest the hearing on universal service in the Telecom and the Internet Subcommittee on June 21.  I was honored to testify and pleased to respond to Members’ questions and comments.
In this regard, as promised, I’d like to provide you with greater detail on the “footnotes” I attached to the six questions you asked the panel at the end of the hearing.  (I also apologize for the delay in responding to you.  I had a long-scheduled vacation planned immediately after the hearing and wasn’t able to attend to this letter until my return.)
1. Should universal service support more than one connection?
My answer was “yes—with a footnote.”  There is widespread opposition to a “primary line restriction” for universal service support.  In fact, Congress twice has enacted one-year moratoria on imposition of any primary line restriction, and rural companies support a permanent moratorium/prohibition on the primary line restriction.  One problem with a primary line restriction lies in its practical (or should I say “impractical) implementation.  First, it would be very difficult to determine which line is “primary,” and which one(s) is (are) not.  There would be tremendous opportunity to game the system; to slam, cram, or otherwise attempt to characterize line(s) as primary.  If one of the intentions for universal service reform is to reduce arbitrage and “gaming,” this potential reform may go in the opposite direction.  For example, wireless companies offer each member of a household a separate phone and number—each of which receives universal service support if the wireless carrier is an ETC.  (This is one reason why the primary line concept is attractive.)  Wireline households may have multiple phones but only one universal service-supported line, but wireless carriers provide separate lines per individual in a household.  If there were a primary line restriction, would each member of the family choose a “primary” line, or would one “household” choose a primary line?  And then how would you determine what a household is, and who in the household gets to chose the primary line? And so on.
A second problem with the primary line restriction is if only the primary line receives universal service support, then all other lines would be priced according to their actual costs.  (Remember, wireless carriers do not even account for their actual costs today.)  Presumably, non-primary lines would then be more expensive.  In Montana, they could be hundreds of dollars more expensive.  This would be a significant deterrent to small business (i.e., multi-line commercial enterprises) development in rural areas, and I do not believe Congress intends to thwart rural economic development.
2. Should we expand universal service?
I think my answer was “yes—with a footnote.”  I believe that the approach taken by H.R.5072 is a reasonable, conservative approach to “expanding” universal service to include investment in broadband technology.  On the one hand, it is widely acknowledged that access to affordable, ubiquitous broadband capabilities will expand economic opportunity for Americans throughout the nation, and enhance America’s worldwide competitiveness.  This is why the President and Members of Congress on both sides of the aisle have endorsed nationwide broadband deployment.  On the other hand, Members of Congress appear concerned about the cost of such a policy.  Indeed, it’s obvious that to accelerate deployment faster than the market allows requires “incentives,” e.g. money.  Depending on how fast you want to accelerate beyond normal market forces, and how fast you want “broadband” to be defined, the cost can vary.  If we want gigabit speeds to be delivered by the end of 2006, it likely would cost billions.  If we seek megabit speeds in 5 years, it’ll cost less.  In fact, at the current rate of network investment and technology advancement, most networks may be able to deliver megabit bandwidth to most of their customers in 5 years without significant “new” support from universal service.  H.R.5072 allows broadband investment costs to be supported by universal service, but authorizes the FCC to determine the level of broadband that can be supported, thereby providing a reasoned, incremental approach to broadband support.
Second, while allowing broadband to be supported by universal service “expands” universal service, it does not necessarily increase the cost to the Universal Service Fund if other reforms, such as a broadened contribution base and more disciplined distribution (e.g., elimination if identical support), are implemented.
Finally, as noted above, universal service already is providing support for network investments which facilitate deployment of advanced services without directly supporting specific broadband facilities.  That is, universal service supports underlying investment in network upgrades like replacing copper with fiber backbones.  Once fiber is deployed, bringing broadband service to residential and business consumers is more cost effective.  

So it’s a matter of timing: if you support bringing ubiquitous broadband capacity to America’s consumers sooner, you may want to consider including the provisions contained in H.R.5072 as a rational, incremental approach to such a policy.  If you want to wait for the market and normal investment in modernization of our nation’s telecommunications markets to bring broadband to America’s consumers, then you may not support “expanding” universal service specifically to include broadband investment.
3. Should we reduce universal service?

My answer was “no—with a footnote.”  Currently the size of the high-cost Universal Service Fund is determined by the level of investment in supported services by high cost carriers.  As I noted in my testimony, incumbent wireline carriers are actually reducing their universal service support by investing in more efficient, modern network technologies.  (Also, as noted above, investment in fiber technologies facilitates more efficient broadband deployment, enabling greater efficiencies for the Fund.)  Two Montana companies alone received $2 million less in 2005 than in 2004.  In this regard, the Universal Service Fund is self regulating, and demand on the Fund from certain carriers is diminishing.
However, consumers’ line items on their phone bills now are in the 10% range, which is historically high.  (That’s 10% of the interstate-revenues portion of a phone bill, not of the entire telecom bill.)  I should note, too, that this quarter’s contribution assessment went down from 10.9% to 10.5%, further indicating the “self-governing” aspect of the Fund and its contribution mechanism.  But as noted during the hearing, new ETCs—mostly wireless carriers—are receiving universal service windfalls as they receive universal service support based on incumbent ETCs’ support, and not on their own costs, which generally are considered less because they don’t have the level of infrastructure investment, quality, ubiquity, etc. that the incumbent has.  (Wireless facilities need only reach from the end user to the nearest point of presence on the wireline network, thus saving them considerable expense; yet, wireless carriers receive the wireline carriers’ same level of universal service support.)
So to return to your question, should we reduce universal service?  It’s possible that as carriers invest in more efficient technologies and with the right reforms (e.g., elimination of identical support), we can “reduce” universal service distribution costs, while not reducing the effectiveness of universal service or the legitimate services and investments which universal service is intended to support.  
4. Should we eliminate universal service?

No.  Ubiquitous access to affordable, quality advanced telecommunications capabilities is as valid today, as it has ever been.  Indeed, it is more valid in today’s worldwide economy, with the importance of Internet connectivity to our economic competitiveness.  Again, I return to the highway analogy in my testimony.  We continue to invest in our nation’s transportation system as a vital national economic infrastructure.  Continual investment in our nation’s ubiquitous information “transportation” system is equally, if not more important.
5. Should we cap universal service?

No—with a footnote.  Obviously a cap, by definition, will mean that certain legitimate investment is not recovered.  The current regulatory cap already negatively affects investment decisions as well as prices.  Remember, as CBO points out, most of the so-called growth in the Universal Service Fund has resulted from regulatory cost shifting, as directed by Congress, from “implicit” support mechanisms (i.e., intercarrier compensation or access revenues) to “explicit” support (i.e., universal service).  Economically speaking, consumers are paying no more to support investment in ubiquitous, affordable, advanced telecommunications infrastructure.  (This is not so, however, with regard to “new” support created by designation of new, mostly wireless, ETCs.)   While the Fund (explicit support) has grown, intercarrier compensation (implicit support) has shrunk, and the next intercarrier compensation reform proposal in the pipeline will bring more of the same shift from implicit support to explicit support.  Capping universal service without taking into account the regulatory cost shift from implicit to explicit support would significantly harm investment in our national telecommunications infrastructure.
Moreover, the Telecommunications Act requires affordable rates, quality and advanced capabilities, and predictable and sufficient support.  A cap violates these statutory principles.
6. Should broadband deployment be left to the private sector?

Yes.  The only reason I hesitated to raise my hand was that I was not certain I understood the intent of the question.  I inferred, perhaps mistakenly, that the question may have implied whether universal service should support (private) investment in broadband deployment.  I’ve discussed the merits of H.R.5072’s treatment of universal services support for broadband above in question #2.  
If the question meant whether we support municipal or other government broadband network deployment, our answer is almost unequivocally no.  The private sector under nearly all circumstances is a superior investor of scarce resources.  
I hope this addresses adequately your questions and I hope I have not burdened you with my lengthy “footnotes.”  Please do not hesitate to contact me if you have any questions or if you’d like further elaboration.
Again, it was an honor to testify before the Telecom and the Internet Subcommittee, and I look forward to working with you in the future.

Best regards,

/s/

Geoffrey A. Feiss, General Manager

gfeiss@telecomassn.org
406.442.4316
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