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DISBURSEMENT 
CALCULATION 
METHODOLOGY 
 

 

 Pursuant to Administrative Law Judge Spruce’s December 27, 2022 Scheduling 

Memorandum, the Oregon Cable Telecommunications Association (“OCTA”) respectfully 

submits its initial comments regarding the proper methodological framework for calculating 

Oregon Universal Service Fund (“OUSF”) disbursements for 2024.1  On October 14, 2022, OCTA 

submitted to the Commission a letter detailing its concerns with the manner in which Commission 

Staff had calculated OUSF disbursement amounts for 2023.2  For the Commission’s convenience, 

a copy of that letter is included as Attachment A and incorporated herein by reference. 

 
1 Pursuant to OAR 860-100-0300(3), the OUSF disbursement amounts adopted for 2024 will remain in place for five 
years. 
2 Staff’s disbursement calculation methodology for its 2023 OUSF disbursement recommendations is detailed in the 
Staff Report, dated October 3, 2022, filed in UM 2040 on October 7, 2022, for the Commission’s October 18, 2002, 
Public Meeting (2022 Staff Report”). 
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 As discussed in Attachment A and as supplemented below, OCTA’s recommends the 

following with respect to properly calculating OUSF disbursements for 2024: 

(1) limit support to lines actually served by eligible carriers; 

(2) isolate support to basic telephone service by using a cost allocation factor based on 

the relative bandwidth needed to provide voice service over the hypothetical 

broadband network simulated by the CostQuest model; 

(3) eliminate support to census blocks served by unsubsidized competitors; 

(4) subtract from OUSF disbursement calculations all appropriate federal support 

amounts received by eligible telecommunications carrier, including the End-User 

Common Line Charge (also known as the Subscriber Line Charge) and Intercarrier 

Compensation Support; and 

(5) set the benchmark at two standard deviations above the weighted average costs derived by 

the CostQuest model. 

II. RELEVANT STATUTES AND RULES 

a. ORS 759.425 

The Commission’s undertaking in this proceeding is to establish the explicit OUSF support 

for each eligible telecommunications carrier for 2024 pursuant to the formula set forth in ORS 

759.425(3)(a), 3 which states: 

The commission shall establish a benchmark for basic telephone service as 
necessary for the administration and distribution of the universal service fund. The 
universal service fund shall provide explicit support to an eligible 

 
3 Formerly ORS 759.425(4)(a).  This section was renumbered pursuant to Senate Bill 1603 (80th Oregon Legislative 
Assembly – 2020 Special Session). 
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telecommunications carrier that is equal to the difference between the cost of 
providing basic telephone service and the benchmark, less any explicit 
compensation received by the telecommunications carrier from federal sources 
specifically used to recover local loop costs and less any explicit support received 
by the telecommunications carrier from a federal universal service program. 

ORS 759.425(3)(b) further requires that the Commission periodically review the benchmark 

established under subsection (a), as follows: 

The commission shall periodically review the benchmark established under 
paragraph (a) of this subsection and adjust the benchmark as necessary to reflect: 
(A) Changes in competition in the telecommunications industry; 
(B) Changes in federal universal service support; and 
(C) Other relevant factors as determined by the commission. 

 
Finally, in calculating OUSF disbursements, the Commission is also required to 

ensure that the OUSF remains competitively neutral and nondiscriminatory, consistent 

with ORS 759.425(1)(a), which states: 

The Public Utility Commission shall establish and implement a 
competitively neutral and nondiscriminatory universal service fund.  

 
b. OAR 860-100-0300 

 
The Commission recently adopted rules in docket AR 649, effective July 27, 2022, that 

further define how the Commission will calculate OUSF distributions.  OAR 86-100-0300, entitled 

“OUS Fund Disbursement Calculations,” applies to the calculation of disbursements made on or 

after January 1, 2023.4  In calculating the total required amount of OUSF support, the rule provides 

as follows: 

(2) The Commission uses the Cost Quest model, or a similar model approved by 
the Commission to calculate total support amounts. The model will be used to assist 
in setting a benchmark for basic telephone service, calculate the cost of providing 
basic telephone service, and to calculate the difference between the cost and the 
benchmark, minus the explicit compensation and support identified in ORS 
759.425. When the cost, after subtracting the explicit compensation and support 
identified in ORS 759.425, as applicable, exceeds the applicable benchmark in a 

 
4 OAR 860-100-300(1). 
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particular geographic support area, the Commission may designate the support area 
as one requiring support from the OUS Fund.  
(a) For purposes of this rule, "support area" may mean a census block or a wire 
center. 
(b) The Commission may establish a different benchmark for a support area, based 
on the following considerations: 
(A) changes in competition in the telecommunications industry;  
(B) changes in federal universal service support; or  
(C) other relevant factors as determined by the commission, including but not 
limited to whether it contains tribal lands, as defined in 47 C.F.R. 54.5. 
 

Once the total amount of OUSF support available is determined, the rule further provides that the 

OUSF will be split into two categories, for purposes of allocating the required support at the 

support area level, as follows: 

 
(a) The available amount to be disbursed from the fund will be split into two 
categories for purposes of allocating the required support at the support area level 
between:  
(A) Category one: The large company pool, which consists of support for support 
areas served by a telecommunications provider or affiliated group of 
telecommunications providers that serves 50,000 or more access lines in Oregon. 
(B) Category two: The small company pool, which consists of support for support 
areas served by a telecommunications provider or affiliated group of 
telecommunications providers that serves fewer than 50,000 access lines in Oregon.  
(b) The size of the Category one and Category two pools will be proportionally 
reduced to reflect the amount available to be disbursed from the fund when the 
amount available from the fund, given statutory limits, is less than the required 
support amount in a given year. 
(c) The support amount for an individual telecommunications provider is based on 
an allocation of the applicable category pool. Each pool will be allocated among 
eligible telecommunications providers as follows: 
(A) Category one: The large company pool will be allocated using the Cost Quest 
or a similar model approved by the Commission, with annual updates, as necessary. 
(B) Category two: The small company pool will be allocated using the historic 
embedded cost model as described in Commission Order No. 03-082. The 
Commission will use historic cost data submitted by a provider on Form I to the 
Commission. 
 

This rule essentially divides the total available OUSF support between the two largest incumbent 

local exchange companies (“ILECs”) in the State, Lumen and Ziply, on the one hand (“Large 

Company Pool”), and all the rural ILECs (“RLECs”), on the other (“Small Company Pool”).  Total 



 

 5 
4882-9530-0169v.2 0024116-000575 

available OUSF support for the Large Company Pool is allocated based on the amounts available 

per support area (i.e., per census block, or ILEC wire center) as calculated using the CostQuest 

model.  Total available support in the Small Company Pool is allocated per RLEC based on each 

RLEC’s embedded costs. 

III. REMAINING METHODOLOGY ISSUES 

While the relevant statute and rules provide the overarching framework for the calculation 

of OUSF disbursements, there are several methodological issues that the Commission must resolve 

in order to properly calculate OUSF distributions.  These include:   

(1) ensuring that OUSF support is provided to eligible telecommunications carriers for only 

the locations they actually serve, and not to provide companies with support for locations 

served by other (e.g., competitive carriers), or for locations that are not served at all.  This 

can be achieved by limiting support to lines actually served by eligible carriers; 

(2) allocating costs derived using the CostQuest model, which calculates the forward-looking 

economic costs of providing not only basic telephone service, but also broadband service 

to every potential service location in the State, in order to isolate the cost of providing basic 

telephone service, as required by statute and Commission rule.  This can be achieved by 

using a cost allocation factor based on the relative bandwidth needed to provide voice 

service over the hypothetical broadband network simulated by the CostQuest model; 

(3) ensuring that OUSF does not support ILECs in census blocks that are served by 

unsubsidized competitors.  This can be achieved by setting the benchmark equal to cost in 

those census blocks; 

(4) appropriately subtracting from OUSF disbursement calculations federal explicit 

compensation and support amounts received by eligible telecommunications carriers, 
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including the End-User Common Line Charge (also known as the Subscriber Line Charge) 

and Intercarrier Compensation Support; and 

(5) establishing an appropriate benchmark.  This can be achieved by setting the benchmark at 

two standard deviations above the weighted average costs derived by the CostQuest model. 

Issues (1) through (4) are each addressed in Attachment A.  Establishing an appropriate benchmark 

is discussed below. 

IV. ESTABLISHING AN APPROPRIATE BENCHMARK 
 

ORS 759.425(3)(a) does not specify a particular method for the Commission to use in 

establishing the initial benchmark to be used for calculating OUSF disbursements.  However, ORS 

759.425(3)(b) requires the Commission to periodically review and adjust the benchmark to reflect: 

(1) changes in competition in the telecommunications industry; (2) changes in federal universal 

service support; or (3) other relevant factors. 

In initially establishing the OUSF, the Commission adopted Staff’s recommendation to 

base the benchmark on “the composite forward-looking economic cost produced by the [Federal 

Communications Commission’s Synthesis Model] for USWC and GTE.”5  In adopting a cost-

based approach, the Commission reasoned that  

[s]upport is needed in wire centers with costs higher than average to encourage the 
development of competition.  Competition to provide service in high cost areas will 
develop only if potential competitors think it is profitable to serve those areas. 
Providing universal service support to the high cost areas will help supply the 
needed incentives. The support will be portable and available to all eligible 
telecommunications carriers. 
 

 
5 Order No. 00-312 (entered June 6, 2000, in docket UM 731, Phase IV) at 21.  The Commission rejected arguments 
in support of basing the benchmark on ILEC rates or revenues because doing so would not provide a “stable platform” 
for calculating OUSF support.  Id. 
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A cost-based benchmark to size the fund will be a more stable platform than 
would a revenue- or rate-based benchmark. Customer rates and company revenues 
are dynamic and subject to change in short periods of time. Costs to provide service 
also change over time, but are less likely to change quickly as the result of increased 
competition and changes in the industry.6 

 
The drawback to this approach is that it classifies too many geographic areas as “in need of 

support” and funnels support to many areas that are just barely above the average cost.  From a 

public policy perspective, when allocating limited funds, the priority in funding should be given 

to wire centers that are considerably above the average in terms of cost.  This approach—which 

would essentially funnel support to half of all the ILECs’ customers for basic voice service—is at 

odds with the narrow statutory purpose of the OUSF.  All companies in all industries experience 

variations in costs when serving customers in which, by definition, half the customers are below 

average cost customers, and the other half are above average cost customers.  In fact, all of the 

ILECs’ competitors experience such cost variations. Such cost variations do not warrant OUSF 

support for ILECs in all areas that are above average cost. In fact, such an asymmetric approach 

would impede the further development of competition.  Instead, when allocating limited funds, 

OUSF’s purpose is far better promoted when the priority in funding is given to geographic areas 

that are considerably above the average in terms of cost. 

 A well-known technique for focusing funding on geographic areas (census blocks or wire 

centers) that are “clearly above” the average is the standard deviation analysis.  It was adopted by 

the Federal Communications Commission (“FCC”) in 2003 for the calculation of High-Cost Model 

 
6 Id.  The Commission’s assumption that providing OUSF support in areas with higher-than-average costs would 
provide a strong incentive for competitive providers to seek OUSF support was misplaced.  Instead, competition has 
come from unsubsidized competitors, primarily cable companies and wireless carriers that have never sought OUSF 
support.  If, in fact, these providers had sought OUSF support, demand on the OUSF would have increased 
dramatically. 
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support for price cap LECs, such as Lumen and Ziply.7  The FCC justified this technique as 

follows: 

Standard deviation analysis is a commonly used statistical analysis that measures 
dispersion of data points from the mean of those data points.  Both the Commission 
and state commissions have employed standard deviation analysis to measure the 
dispersion of statewide average costs per line, as estimated by the cost model, in 
order to identify states with significantly higher costs than the national average.8 

 

The FCC is currently using two standard deviations above a survey-determined average 

monthly rate for voice service in urban areas as a benchmark for reasonably comparable 

voice service rates in high-cost areas.9 

OCTA recommends that the Commission set the benchmark at two standard 

deviations above the weighted average cost of CostQuest generated census block cost 

estimates.  This is consistent with the approach taken by the FCC.  Adopting the FCC’s 

“two-standard-deviations” method for determining the benchmark is consistent with the 

directive in ORS 759.425(3)(b)(B) that the Commission periodically adjust the benchmark 

to reflect “changes in federal universal service support, or other factors.”  Using this 

approach targets OUSF support to truly high-cost areas and would eliminate support to 

areas that are just barely above average cost, consistent with the goals of the OUSF. 

 
7 See In the Matter of Federal-State Joint Board on Universal Service, Order on Remand, Further Notice of Proposed 
Rulemaking, and Memorandum Opinion and Order, adopted on October 16, 2003, in CC Docket 96-45. 
8 Id. at ¶ 62. 
9 See, e.g., FCC WC Docket No. 10-90, Public Notice DA 22-1338 released December 16, 2022 (announcing results 
of the 2021 Urban Rate Survey for fixed voice and broadband services: “Based on the survey results, the 2023 urban 
average monthly rate is $36.73. Therefore, the reasonable comparability benchmark for voice services, two standard 
deviations above the urban average, is $59.62).”  
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V. CONCLUSION 

For the reasons set forth above, and in Attachment A, OCTA respectfully requests 

that the Commission issue an order directing Staff to calculate OUSF disbursements for 

2024 consistent with OCTA’s recommendations, including: 

(1) limiting support to lines actually served by eligible carriers; 

(2) isolating support to basic telephone service by using a cost allocation factor based 

on the relative bandwidth needed to provide voice service over the hypothetical 

broadband network simulated by the CostQuest model; 

(3) eliminating support to census blocks served by unsubsidized competitors; 

(4) subtracting from OUSF disbursement calculations all appropriate federal support 

amounts received by eligible telecommunications carrier, including the End-User 

Common Line Charge (also known as the Subscriber Line Charge) and Intercarrier 

Compensation Support; and 

(5) setting the benchmark at two standard deviations above the weighted average costs 

derived by the CostQuest model. 

Respectfully Submitted this 13th day of January, 2023. 

Davis Wright Tremaine LLP 

 
 
Mark P. Trinchero 
Attorney for OCTA 
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