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» Brief History of the Proceeding(s)

» What did happen

» What didn’t happen

» Universal Service (USF or CAF)
» Intercarrier Compensation (ICC)
» Reporting Requirements

» Conclusion



» Growth of competitive markets

» Growth in size of FUSF

Less than $5M in 1999 to over $1.2B in 2010



» Expanding availability of broadband

» Complicated hodge-podge of rules
addressing various parts of the industry



> Thé National Broadband Plan
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> USF/ICC Transformation Notice of Proposed
Rulemaking

» QOriginal Order released November 18", 2011;
Subsequent Order(s) released April 251, 2012



» Extends universal service definition to include
broadband

» Establishes “firm” budget for USF ($4.5B)
» Creates the Connect America Fund

» Adopts Bill and Keep regime for all Intercarrier
compensation

» Begins phase-down of legacy universal service support
» Addresses Access Stimulation and Phantom Traffic
» FCC entry into traditionally state-level regulation



> Cotribution reform
» Long Term CAF considerations for RLECs

» Increase in funding to reflect increased investment
to meet NBP goals

» Adoption of target speeds in rural areas of more
than 4 meg/1meg






» Comprehensive Budget ($s in billions)

Total Fund

Price Cap

RoR

Mobility

Remote Areas

$4.5

$1.8

$2.0

$0.5

$0.1
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» Framework adopted in April 25", 2012 Order

» Benchmarks for prudent levels of capital and
operating costs for purposes of determining high-
cost support amounts (more specifics next slide)

» Corporate operations expenses: extends current
HCLS cap to ICLS
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» Quantile Regression Analysis
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» Definition: “Facilities-based provider of residential
terrestrial fixed voice and broadband service that does not
receive high cost support”

» Where an unsubsidized competitor is competing and covers
100% of a study area, no CAF funding will be available

» In study areas with 100% overlap, high cost support is
frozen at 2010 levels or $3,000 times the number of lines,
whichever is lower

» Phased out over 3 years
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» Immediate Actions — arbitrage practices

» Adopts uniform national bill and keep regime for all
Intercarrier compensation

» FCC adopts this framework for intrastate, as well as
Interstate, rates
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Key Concepts

» Recovery will not be 100% revenue neutral
» Recovery sources

» Eligible Recovery — the amount of ICC CAF revenue
RoR LECs are allowed to recover

» Recovery Baseline — based on calendar year 2011
Interstate switched access revenue requirement and
F/Y 2011 state terminating and reciprocal
compensation amounts, reduced each year by 5%
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> If eligible (i.e. local rate plus surcharges is <$30),
ARC surcharge of $.50/line/mo (residential and
single line business) up to max of additional $3.00
and $1.00/line/mo (multi-line business) up to max
of additional $12.20
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» Applies to all high cost support recipients

Progress report on 5-year service quality improvement plan
Detailed information on outages

Unfulfilled service requests

Complaints per 1,000 connections

Service quality standard certification
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6. Certification that carrier is able to remain
functional in an emergency

/. Price offerings
8. Holding company information

9. Documentation of discussion with Tribal
governments

10.Rate certification (starting 4/1/2013)
11.Results of network performance tests
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Local rate floor: only applies to HCLS, not ICLS ($10/$14 benchmark
iIssue)

Financial reporting obligations: RUS reports will suffice in lieu of annual
audit

High cost recipients still required to annually report ownership
information, however compliance date not set yet for 2012

VolIP traffic: clarifies that “toll” VolP traffic (mou-sensitive and flat rate)
will be same as non-VolP toll traffic

When state access rate is lower than interstate, state tariffs may NOT
be modified to increase their access rates to interstate levels
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» Still Pending:

» Next Steps
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