MTA Commentary-3/22/6

Intercarrier Compensation

Earlier this month, Bill Squires, Sr. Vice President and General Counsel of the Blackfoot Telecommunications Group in Missoula, testified in Washington, D.C., before the Senate Commerce Committee, which was holding a hearing on rural telecommunications issues.  The hearing focused on how telecom providers pay one another (or not) to carry telecom traffic on their networks.  In the telecom world, this method of payment for network services is generally referred to as intercarrier compensation.  Depending on whether telecom traffic is local or long distance, the rate one network charges another can vary.  Moreover, intercarrier compensation rates can vary depending on the kind of communications traffic being considered, whether it’s wireless, wireline, Internet, or cable-based communications.  
Because of these different intercarrier compensation rates being applied to essentially similar services, there are plenty of opportunities for regulatory arbitrage, in which providers of certain flavors of voice communications seek to minimize or even avoid paying intercarrier compensation by manipulating regulatory classifications of their service.  Such schemes may save money for some companies in the short run; but in the long run, if networks are not adequately compensated for the services they provide, continued investment in advanced telecommunications infrastructure will become harder, and customers will be confronted with increased prices as they foot the bill for freeloaders.
Montana’s rural telecom providers are investing heavily in our telecom networks.  For example, Mr. Squires testified that despite the obstacles of low population density and high costs, 97% of Blackfoot’s customers have access to broadband service, and the company is deploying a 100% Ethernet backbone network “that will allow Blackfoot to push advanced services over greater distances at lower costs...As a result of this aggressive innovation, [the company’s] reliance on federal universal service [support] is decreasing.”  This situation is not uncommon among Montana’s—and the nation’s—independent telecommunications providers.  Their continued investment in modern technologies not only brings new, more robust services for consumers, but creates financial and operational efficiencies for network providers.
However, Blackfoot and other rural telecom providers continue to rely on intercarrier compensation to recover a substantial portion of their network investment costs.  It goes without saying that service providers need to be paid for the services they provide.  In fact, the more rural a company, the less customers contribute directly to the revenue requirements of the company, and the more intercarrier compensation contributes to the bottom line. 
Yet, as I mentioned, intercarrier compensation is subject to considerable regulatory arbitrage, or cost avoidance by certain classes of communications traffic.  Currently, some telecom providers pay little or nothing at all to use other networks, reducing investment and threatening prices for rural consumers.  Congress and the FCC need to ensure that all telecom providers are paid equitably for the use of their networks.  The telecommunications industry, the FCC and Congress all can play a role in eliminating such cost avoidance schemes to fashion a stable, predictable intercarrier compensation system which provides for innovation, competition and deployment of advanced services while allowing the fair recovery of the costs for such services.  
Rural telecom providers throughout Montana and the nation are investing heavily in their networks and communities, making sure that rural consumers have the most advanced telecommunications infrastructure available that enables access to broadband, wireless and other telecommunications services.  Recent studies have pointed out the interdependence of all networks, whether wireless or hard wired.  Much as the national highway system ensures that goods reach all parts of the country, a modern telecommunications infrastructure is essential for economic development and ensures that information can reach all corners of the world.  
Considerable progress is being made in reforming the nation’s intercarrier compensation system.  For the past two years, a diverse group of regulators, consumer advocates and industry representatives from all segments of the telecom industry have been developing a framework intended to reduce regulatory arbitrage and to compensate equitably all network providers for the services they provide.  A solution to the intercarrier compensation situation will ensure that investment in modern communications infrastructure will continue to provide the basis of economic development in Montana and other rural and non-rural areas of the nation.  
The Montana Telecommunications Association is looking forward to working with all parties to ensure that rural consumers continue to benefit from advances in telecommunications technologies and services.  
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