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Introduction:

The Montana Telecommunications Association (MTA) is pleased to respond the Commission’s request for comments regarding its inquiry into whether Qwest’s rates should be rebalanced as a consequence of the Section 271 multi-state workshop proceedings.  MTA represents both commercial and cooperative independent telecommunications service providers in Montana.  Montana’s independent telcos collectively invest over $70 million annually in Montana’s information infrastructure; employ over 800 Montanans; provide service to 31.5% of Montana’s access lines, and cover over 80 percent of the state’s landmass.

Summary:


MTA notes that any potential rate rebalancing proceeding affecting Qwest does not directly affect MTA members.  However, the questions posed by the Commission’s Notice particularly regarding access reduction and universal service implications raise issues that are common to Qwest and other ILECs serving rural states like Montana.

MTA is particularly concerned that any attempt to reduce access, particularly in a high cost, rural state like Montana, will have significant and disproportionately negative effects on consumer rates and the ability to maintain investment in Montana’s rural telecommunications infrastructure.  As access is reduced, presumably local rates would need to increase to maintain revenue neutrality, or investment would need to decrease, or both.  


MTA questions whether a reduction in Qwest’s access rates is in the public interest.  Interexchange carriers are unlikely to be satisfied with any access rate that exceeds $0.00.  If interexchange carriers are losing money in today’s marketplace, perhaps they should increase prices, rather than continually seek to reduce access charges at the expense of local telecommunications service consumers.  It is interesting to note in this regard that AT&T recently raised its retail rates in Florida in response to access costs that that state deems appropriate.
 

MTA questions the need, particularly in the context of the 271 proceeding, to increase retail rates for all end-users to meet the desire by interexchange carriers to reduce wholesale rates.  Not all consumers use interexchange services to the same extent; yet all consumers would be expected to pay for a reduction in wholesale rates charged to interexchange carriers.  Moreover, even those consumers who use interexchange services extensively are not guaranteed any benefit from a wholesale rate reduction.

The Telecommunications Act provides that Qwest’s rates need to be non-discriminatory.
  There’s nothing in the Act that requires Qwest to reduce its wholesale exchange access rates; it merely has to charge itself the same rates that it charges competitors.   The Commission needs to insure that Qwest is properly imputing access costs in its own toll rates, just as the Commission should require Qwest to impute its local wholesale rates (UNE rates) in its local residential and business rates.


Finally, if access rates are reduced (MTA does not believe that they need or should be), then MTA contends that such a reduction maintains revenue neutrality among regulated services.

MTA Responses to NOI

1. Is it necessary to lower Qwest’s Montana carrier access charge rates to mitigate any competitive advantage Qwest may otherwise have when granted 271 approval?

As noted above, the Telecommunications Act requires nondiscriminatory pricing.  It does not require access charge reductions in order to satisfy interexchange carriers’ competitive ventures.  Qwest needs to charge itself whatever it charges other companies for exchange access.  It is the obligation of the Commission to insure that such imputation is occurring in Qwest’ s toll rates.  If there is a discrepancy between rates Qwest charges itself as opposed to others, Qwest could raise rates it charges itself as easily as it lowers rates it charges others. 

Interexchange carriers understandably want to reduce access charges to as close to zero as possible.  Their desire to reduce or even eliminate access charges is natural.  Any company would choose to reduce or eliminate its expenses.   However, little attention has been given to the fact that long distance rates may have reached the point where they are priced at or even below cost.  Instead of focusing on AT&T’s access costs, perhaps it is their retail prices that could stand adjustment.  As noted in the introduction, AT&T actually has increased its retail prices in Florida as a result of a cost structure AT&T alleges cannot justify its prices.  Rather than implementing a rate rebalancing scheme in which local customers are forced to pay for long distance customers’ cost reductions, perhaps the Florida “model” is worthy of closer scrutiny.  In that state, long distance customers’ prices pay for long distance costs.

Further, it is not clear that a rate rebalancing proceeding is necessarily an integral part of a 271 proceeding.  Even if a compelling argument were made that rate rebalancing is necessary (and MTA does not concede this point), there is nothing in Section 271 that mentions rate rebalancing as a prerequisite to 271 approval.

2. If it is advisable to lower carrier access charges, when should Qwest’s carrier access charges be decreased?

As indicated above, MTA is not convinced that carrier access charges should be reduced.  The importance of access charges to the ability of local exchange companies to maintain investment in their infrastructure cannot be underestimated.  Reducing access rates negatively affects all telecommunications consumers, while providing uncertain benefit to only a small segment of consumers.

Historically, long distance rates have been priced above costs in order to help support local rates that frequently are priced below cost.  In a competitive market, below-cost pricing is more difficult to sustain.  However, federal and state policy provides that all Americans, regardless of where they live, should have access to affordable and comparable telephone service.  In Montana, universal service and access combine for as much as 85 percent of local phone companies’ revenues.  Local rates comprise the rest of revenue equation.  Any reduction in access will cause additional pressure on universal service (which itself is under growth restrictions) or rates.  If universal service does not make up for access shortfalls, rates would need to increase.  At some point, rates would have to increase beyond what the Telecommunications Act considers comparable or affordable.  This point would be reached more quickly in states like Montana, where so few customers would be required to pay for significant revenue shortfalls. A small reduction in access rates could easily and quickly translate into a large increase in local rates.

3. What is the relevant cost basis for carrier access charge prices?

The structure of access charges is the matter of several initiatives on the federal level.  For example, the Federal Communications Commission (FCC) currently is considering a proposal by the multi-association group (MAG) to reform access.  Additionally, the FCC has issued a notice of public rulemaking (NPRM) on the broad topic of intercarrier compensation, with a focus on eventually replacing all access with a form of bill and keep accounting/ratemaking.

Whatever method is used to derive carrier access charge prices must recognize the actual cost structure of providing rural telecommunications services, and the relationship between retail rates, access and universal service.

4. What is a reasonable rate reduction that would mitigate the concern that AT&T raises?

MTA argues that no rate reduction is reasonable, if the effect of such a reduction is to cause unreasonable increases in retail rates or reductions in the ability to invest in Montana’s telecommunications infrastructure.

5. If and when carrier access charges are decreased, what other regulated retail service rates should change to compensate for the reductions in carrier access charge revenues?

It is essential that any reduction in carrier access charges take place in a revenue neutral context among regulated services provided that Qwest can meet an imputation test for its access and toll rates.  Since end users likely will end up footing the bill for any access reductions, MTA reiterates its contention that the Commission does not need to reduce access charges.

6. Can and should the amount of universal service funding that Qwest receives be used to mitigate the rate increases that otherwise would occur as a result of lowering carrier access charges?

The amount of universal service received by Qwest already mitigates against higher end user rates.  

7. How might HB 564 be used in conjunction with the federal USF support to mitigate rate impacts of rebalancing Qwest’s rates?

HB 564 states that the Commission on its own motion may “investigate the need” for a state universal service program.  A determination of need “must take into account … changes in federal and state telecommunication support systems, including but not limited to universal service funds and access reform.”  A state program, if initiated, can be used to support  “access to interexchange services.”
 Thus, it clearly is within the Commission’s purview to explore whether a rate rebalancing decision warrants initiating a determination of need for a state universal service program.  

However, MTA would be reluctant to endorse using a state universal service program to offset access reductions imposed on Qwest.  Once again, MTA does not see a need to reduce access charges, given the potentially negative consequences on rates and/or investment.  Also a state universal service fund effectively would result in a charge imposed on all (Qwest) end users, to support a reduction in long distance costs which may or may not even result in limited benefit to long distance consumers.

8. What purpose would be served by a Commission requirement that carrier access charge reductions be flowed through to toll rates?

The Commission has no discretion on this issue – reductions in carrier access rates must be flowed through to Montana end-user customer retail rates under the mandate of MCA section 69-3-844 if the Commission determines that the reductions are the result of the removal of implicit subsidies inherent in Qwest’s access rates.  With regard to Qwest’s toll rates, this pass through would apply assuming Qwest can pass an imputation test.

9. To what extent should Qwest’s toll charges be reduced and how should any associated revenue shortfalls be recovered?

Any reduction in the access rates Qwest charges itself should result in similar reductions in Qwest’s Montana toll rates (assuming an imputation test is passed) as discussed above.  Since Qwest has argued that MTS is competitive, and therefore should be detariffed, Qwest should not be granted any regulatory authority to automatically recover any lost toll revenues.  Rather, the competitive market should be allowed to address that issue.

10. If Qwest’s carrier access charge rates are lowered, will there be effects on other ILECs and CLECs?

While a reduction in Qwest’s intrastate access rates will not have a direct impact on other Montana ILECs, such a reduction will continue the downward pressure on the access rates of Montana independent LECs, which conversely causes upward pressure on local service rates.  While any rebalancing of Qwest’s rates will not have a direct  effect on CLECs doing business in Montana, it will have an immediate impact.  The recent FCC order establishes CLEC access rates and establishes a “rural exemption” for CLECs doing business in areas with less than 50,000 inhabitants.  The exemption defaults to the rate established by the National Exchange Carriers Association (NECA).  The NECA rate is also used by ILECs.  While this order applies only to interstate rates, it is the experience of MTA members that large interexchange carriers such as AT&T will demand that Montana CLECs match the Qwest intrastate access rate.  Failing to do so will result in AT&T refusing to pay CLEC access charges, or worse, will result in AT&T refusing to provide service to CLEC customers.  Such a result will greatly impede the development of competition in Montana.   

11. Can the impact of rebalanced rates be mitigated using the authority in HB 564 but without a rulemaking that could delay rate rebalancing?

MTA sees no need to rush into a rate rebalancing proceeding.  But if rate rebalancing is determined necessary and appropriate by the Commission, such a proceeding would need to consider all methods of achieving revenue neutrality, including state universal service options under HB 564, as well as other wholesale or retail rate adjustments, public interest considerations, and other matters relevant to developing a complete record.

Further, the state universal service fund envisioned in HB 564 is integrally dependent on administrative rules to administer the fund.  The fund cannot be created without the concurrent establishment of rules.
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� See TelecomNOW News (� HYPERLINK http://www.telecomnow.com) ��www.telecomnow.com)�, July 16, 2001.  “AT&T Florida will add $1.95 in fees to its long-distance bills this month to offset the cost of in-state connections…”


� 47 U.S.C. Sec. 251(g)


� See 69-3-842, MCA.
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