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Universal
Service
is the Key to
Affordable
Rural Phone
Service

"lf state
commissions
continue to liberally
grant ETC status,
the parties who
stand to lose are
rural consumers,
who will pay more in
surcharges, and
small rural telcos,
who won't have
adequate universal
service tund support
to supply quality
service to high-cost-
to-serve areas."

The clock is ticking on somelhing
many rural residents take lor
granted - attordable local Phone
service, The universal seMce
lund (IJSF) set up by the federal
govemment in lhe 1930s lo
ensute that high-cost-to serve
rural residenls have access to
atlordable basic Phone service -
"is now in serious lrouble-" And
unless the system lor collecling
and distribuling unrversal seMce
fund money changes soon, some
experts predict lhal the USF will
collapse, perhaps as soon as
three years lrom now.

The result Jor rural areas could be
cataslrophic. Currenl rates lor
basic single-line dial'lone setuEe
- around $5 lo $15 per month -
could rise to $60-$120 per monlh,
possibly more in a lew Places-
These higher rates would rellecl
what it actually cosls to Provide
rural phone setuice- (Rural cosls
are higher because lhe mucn
smaller revenues genelaled bY
fewer customers Per squale mlle
don't come close to covering the
huge cosls in infrastruclure and
equipment necessary lo ProMoe
service in large, less Populaled
areas.)

Higher rates would force many
rural resjdenls, including seniors
on fixed incomes, lo go wilhout
phones. The small companies lhat
have provided reliable Phone
service in rural areas {or decades
would also suJler. Unable to
increase €tes too much because
too many customers would then
disconlinue service, the compa-
nies would be forced to cut service
levels and Perhaps struggle to
stay in business.

"The universal service lund is the
lileblood ol rural Phone com-
panies,' says Gene Soulh,
general manager of Lakedale
Telephone, in Annandale. Soulh is
also president of lhe Minnesota
Associataon for Rural Telecom_
munications and Jirst vice
president ot the u.S. Telecom
Assocraiion, a Washington, D.C
based industry trade group. "lrany

small companies could nol
maintain and invest in lhe inka'
slructure or provide qualily service
il their revenues only came Jrom
their cuffent cuslomerc," south
said.

The universal service lund is
endangered because demands on
its resoutces are incraasing al the
same time that a key source ol
money lor lhe Jund - charges on
inlerstate long-distance calls -
continues lo drop. fhal's hap-
pening because consumers in
general are making lewer long_
distance calls on wirelino Phones
and paying less lor lhose lhey
make, and also because lhe
"bundling" of services (local phone
seNice, long distance, Intemel,
etc.) makes it harder lo isolale lhe
interstate revenues upon which
companies who pay into the USF
base lheir conlributions.

The increased demand for
universal service lunds comes
lrom wireline and wireless compa-
nies that compete against incum_
bent phone comPanies. These
incumbenls, with large infra-
structure investments, think that
their new competitors, especially
wireless companies, should be
reimbursed based on lheir actual
costs, not at lhe same levels as
jncumbents, the currenl arrange-
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menl. Incumbenl companies Jace
a iough problem as their USF
reimbursements lall because lheir
infrastructure costs do nol. Less
USF money also means lhere's
less to invest in new technologies
lhal provide rural residents wilh
access to lhe same high-lech
seNices readily avaiiable in cities.

Competilion, or ralher lhe
percepiion that competition always
makes as much sense in rural
areas as il does in urban seltings,
is a big parl oi lhe USF problem.
The currenl Federal Communi-
cations Commission and many
state regulalors, despite the lacl
that the 1996 Telecommunicalions
Acl made universal seryice an
equal goal with compelition, seem
to view lhe latler as the law's main
intent. They encourage compe-
tilion in high'cost-1o-serue areas
where more lhan one company
makes no economic sense. (ll's
doubllul thal some small rural
telcos worrld even exisl it large
companies iholghl lhere was a
sound business reason lo seNe
ruratareas,J

"The FCC'S goal ol promoling
multiple technologies is laudable,"
says Shirley Bloomlield, vic€
president ol governmenl atlairs
and associalion services for the
National Telecommunicalions
Cooperalive Association, a rural
telco lrade group, "However, lhe
commission's rules have actually
become the basis lor untak
competilion in high-cosl rural
service areas and the critical
inskument used by compelators to
gain universal service support
dollars that have no relationship lo
lheir cosl of providing service."

Despite the fact lhat USF money
is limited, slale regulatols around
lhe country are designating
wireless companies as eligible
lelecommunications carriers
{ETCS) able lo receive universal
service lunds. In jusl four years,
wireless companies' USF share
has risen from $500,000 to $147
million. Sen. Conrad Burns (R-

[ront.) calls multiple ETCS in rural
areas a "burden."

FCC Commissioner Jonathan
Adelslein says lhal state
regulalors must make sure new
ETCS meet all the requirements ot
the '96 Telecom Act. Regulalors
must 'seriously consider whether
a market can supporl more lhan
one catrier wilh universal service,"
he says. "lf not, lhen new
designalions shouldn't be given...
iust because it appears they lthe
companiesl meet olher quali-
Jications."

Don Erickson, legislalive director
lor the Organizalion lor lhe
Promotion and Advancemenl ot
Small Telecommunicalions Com-
panies, puls il lhis way: "lt stale
commissions continue to liberally
grant ETC slalls, lhe parlies who
sland lo lose are rural consumers,
who will pay more in surcharges,
and small rural lelcos, who won't
have adequale universal service
fund support lo supply quality ser-
vice lo high-cost-lo-serve areas.'

The FCC is looking at revamping
th€ cuffent USF lunding plan. But
a likely court challenge ol any new
plan could delay any real change
until it's too lale to save USF.
Souih says the current "battle"

over lhe fund - in addition lo
deciding whal enlities conhibule,
how much they contribule, what
conlributions are based on, and
which companies receive funds
(and how much) also includes
whether USF should be expanded
to include deploymenl ol broad-
band services lo rural areas so
residenls aren t leJl behind in
today's high-tech global economy.
"Keep jn mind," Soulh said, "some

small telcos are in lhe business
just lo provide universal service."

Seven national telecommunica-
tions associations believe the
following pranciples should guide
all decisions on universalservice:

. Changes must be made in the
universal service mechanism

to insure sustainabilily.

. The base ol the payers must
be broadened.

. Enlry by CETCS (competilive
carriers) musi be subject to a
stricter public inlerest tesl.

. The universal setuice
mechanism is to insute
reasonably comparable rales,
nol to promote competilion.

. Bate of return carriers should
be able to recover their
investment in their enlire
nelwork facilily.

. The universal service mecha-
nism musl conlinue to be
based upon cosl recovery,

. Rulal customers should have
allordable tel€communica-
lions services, comparable in
quality and seruice io urban
areas.

. Cariers rcceiving supporl
under the universal seryice
mechanism should b6 subject
io equal obligations.

"All requlators - lederal and state
- must act now becaus€ rural
local phone companies have
reached a crossroad regarding
their future," South says.
"Regulators must address certain
crilical issues so these lelcos can
survive and continue lo give their
customers the atfordable quality
service lhe universal service tund
was set up to provide.'

Nrinnesola Telecom Alliance is a
nol'lor-profit professional asso-
ciation representing more lhan
10O small, medium and large tele-
communicalion companies provid-
in9 voice, data, wireless, and high-
speed broadband services to
Minnesola's melropolitan and rural
communities. More information
about MTA can be lound on the
lnternei at www.mnta.oro.


