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~ Before the

FEDERAL COl\1MUNlCATIONS COMMISSION
Washington, D.C. 20554

In the Matter of

Telephone Number Portability

COMMffiNTSOFLDDSWQRLDCOM

WorldCom, Inc., d/b/a LDDS WorldCom ("LDDS WorldCom"), hereby files its

comments in response to the Notice of Pro.posed Rulemaking ("Notice"), FCC No. 95-284,

released by the Commission in the above-referenced proceeding on July 13, 1995. LDDS

WorldCom supports the FCC's proposals to enhance the long-term possibilities of competition

in the local exchange and access markets by developing a national number portability policy.

LDDS WorldCom believes, however, that any actions taken by the Commission in this

proceeding should not prevent it from devoting its full attention to the single issue that will be

most important to the near-term development of actual, viable local competition: wholesale local

service. Without the FCC's prompt adoption and implementation of a policy that encourages

the local exchange carriers ("LECs") to provide reasonably-priced wholesale local service

products, LDDS WorldCom is convinced that true competition in the local market may be many

years away, and existing competition in the long distance market may be unduly jeopardized.

I. LDDS WORLDCOM SUPPORTS THE COMMISSION'S LONG-RANGE
PROPOSALS TO ADVANCE A NATIONAL NUMBER PORTABILITY POLICY

The Commission's tentative decision to adopt rules requiring the implementation

of local number portability is another small but important step that hopefully will help lay the
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groundwork for some form of facilities-based competition in some parts of the local exchange

market. The eventual portability of telephone numbers should benefit consumers by aiding in

the development of competition among alternative providers of local telephone services. Such

competition should lead to reduced prices and greater service quality in the local service market.

However, the Commission's assessment is accurate that "it appears unlikely that market forces

alone will drive the development and deployment of a number portability solution. "1 Given this

fact, the Commission is correct to posit that there should be "a regulatory mandate requiring the

availability of number portability measures. "2 The Commission should assume a leadership role

in developing a national number portability policy, initially by promulgating rules to ensure the

development of service provider number portability.

In adopting its rules, however, the FCC should not lose sight of the fact that

establishing policies to remove some of the more intractable barriers to facilities-based

competition in the local services market is a far cry from actually creating such competition.

Indeed, LDDS WorldCom is convinced that, given the incredibly high cost of building a

switched local exchange infrastructure that effectively mirrors the incumbent LECs' own

networks on a national scale, full-blown, ubiquitous competition in the switched exchange and

access markets will be many, many years away. Thus, unless and until facilities-based

competition emerges in the local switched exchange and access markets on more than a niche

basis, consumers will have no choice but to continue to utilize the LECs' local exchange

services, and long distance service providers such as LDDS WorldCom will have no choice but

1 Notice at para. 28.
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to continue to utilize the LECs' local access services. In such an environment, local number

portability unfortunately offers only limited benefit to consumers and long distance service

providers. 3

n. THE COMMISSION CAN ONLY ASSURE NEAR-TERM ACTUAL
COMPETITION IN TIlE LOCAL EXCHANGE AND ACCESS MARKETS, AND
THE CONTINUED COMPETITIVENESS OF THE WNG DISTANCE MARKET,
BY ADOPTING A POLICY PROMOTING THE OFFERING OF REASONABLY
PRICED WHOLESALE WCAL SERVICE PRODUCTS

The Commission's Notice is not limited to a discussion of the need for local

number portability; indeed, the Commission insists that it is "particularly interested in assessing

the importance of [service provider number portability] relative to other potential deterrents to

competitive entry into the provision of local services."4 The FCC is correct not to narrow its

focus here to the number portability issue alone. In LDDS WorldCom's view, perhaps the key

deterrent to effective competition in the local service market is not the absence of local number

portability -- which will largely benefit only facilities-based competitors eventually -- but rather

the absence of a wholesale local service product all carriers could use as a critical input to the

sale of telecommunications services to the consumer. Without the ability to resell local exchange

services purchased from the LECs on a wholesale basis, interexchange carriers will be unable

to package their own services with local services in a convenient, "one-stop shopping" format.

3 After all, a potential FCC policy such as mandatory local number portability only has
value if there are facilities-based local exchange carriers which actually are able to take
advantage of it. For example, the Commission would not have required the implementation
of 800 number portability before there were viable alternative facilities-based long distance
carriers to which the 800 numbers could be ported.

4 Notice at para. 23.
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In a post-MFJ environment, when the Regional Bell Operating Companies (RBOCs) are allowed

to provide long distance services in conjunction with their local services, long distance

companies must be free to package local and long distance services in a similar manner or face

a significant competitive disadvantage.

LDDS WorldCom believes that the FCC should assume a leadership role in

fomenting local competition by adopting a policy which promotes the ability of carrier customers

to have non-discriminatory access to the LECs' wholesale network facilities. A properly-priced

and provisioned wholesale local service offering could bring numerous benefits to consumers and

to competition, including:

o More competition faster. Wholesale local service permits vibrant retail
local service competition to begin immediately.

o More consumer choice. Wholesale local service allows all potential retail
service providers to participate in the offering of a diverse range of full
service packages.

o Promotion of new facilities-based local networks. Wholesale local service
helps potential facilities-based local service providers enter the local
market and build out in an efficient way.

o FQundation for RBOC entry. Wholesale local service shQuld be an
absolute preconditiQn to provisiQn of interLATA services by the RBOCs.
This issue is now before CQngress.

Attached to these comments is a white paper entitled The Pressin~ Need fQr

Wholesale Local Exchan~e Services which was prepared by LDDS WQrldCom for presentation

to variQUS state public service cQmmissiQns. 5 The white paper explQres the whQlesale local

service issue in much greater detail, including the practical limitatiQns Qf the loop unbundling

5 The Pressin~ Need for Wholesale Local Exchan~e Services. A LDDS WQrldCQm
White Paper, July 1995 ("LDDS WorldCQm White Paper").
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model, 6 the basic elements of a viable wholesale local service offering,7 and the need for a

wholesale/retail separation of RBOC functionalities. 8 In particular, the paper explains why

wholesale local service is so vital to long distance companies such as LDDS WorldCom once

the RBOCs are allowed to enter the long distance market and begin offering their customers full

one-stop shopping packages of local and long distance services. 9

In separate FCC proceedings, LDDS WorldCom has emphasized the need for the

Commission to initiate a comprehensive local competition policy which promotes the availability

of wholesale local products, the effective separation of wholesale and retail LEC functions, and

the strengthening of price cap rules to provide protection against LEC discrimination. to Local

number portability certainly is an important piece in the evolving puzzle of local competition.

While examining the many issues surrounding the long-term prospects of local number

portability, however, the Commission should give careful consideration to the wholesale local

6 LDDS WorldCom White Paper at 8-16.

7 M. at 19-28.

8 M. at 29-31.

9 Mi. at 16-19.

10 ~,~, Opposition of LDDS WorldCom to Ameritech Petition for Nondominant
Status, CCBPol. 95-1 (filed August 28, 1995); Opposition of LDDS WorldCom to Bell
Atlantic Petition for Regulation as a Nondominant Provider of Interstate InterLATA Corridor
Service, DA 95-1666 (filed August 25, 1995); Ex Parte Presentation of LDDS WorldCom in
CC Docket No. 94-1 (LEC Price Caps) (filed June 21, 1995); Comments of LDDS
WorldCom on Petition for Declaratory Ruling and Related Waivers to Establish a New
Regulatory Model for the Ameritech Region, DA 93-481 (filed May 16, 1995); Response of
LDDS Communications, Inc. to MFS Petition for Rulemaking, RM-8614 (filed April 10,
1995); Comments of LDDS Communications, Inc. in CC Docket No. 95-20 (Computer III
Remand) (filed April 7, 1995). LDDS has also filed related comments at the state level.
~, ~, Comments of LDDS Communications, Inc. in Response to NARUC Local
Competition Inquiry (filed May 8, 1995).
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service model as a near-term means of achieving immediate, effective, and lasting competition

in the local exchange market.

ID. CONCLUSION

LDDS WorldCom applauds the Commission's interest in fostering local

competition by proposing to adopt a national policy on local number portability. However,

number portability will only have potential utility in the small pockets where local competitors

eventually begin to construct their own facilities. In order to promote the development of

widespread, near-term local competition, LDDS WorldCom urges the Commission to take

immediate steps to adopt a policy encouraging the LECs to offer reasonably-priced wholesale

local services.

Respectfully submitted,

Catherine R. Sloan
Richard L. Fruchterman
Richard S. Whitt

WORLDCOM, INC.
d/b/a LDDS WorldCom
1120 Connecticut Avenue, N.W.
Suite 400
Washington, D.C. 20036
(202) 776-1550

Its Attorneys

September 12, 1995
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The Pressing Need for Wholesale
Local Exchange Services

A LDDS WorldCom White Paper

INTRODUCTION AND EXECUTIVE SUMMARY

Commissions throughout the country are grappling with the long (and

growing) list of issues that must be resolved to plant the seeds for competitive entry

in the local exchange telephone market. If successful, then in several years

business and residential consumers could find themselves wooed by competing

vendors offering innovative local services and lower retail prices, just as has

developed over the past decade in the long distance market.

For the foreseeable future, however, we cannot expect to see multiple

carriers duplicating the ubiquitous wireline network facilities of the LECs. It

follows that the vigor of retail local services competition will depend upon new

vendors having non-discriminatory access to the LEe wholesale network facilities

platform. This paper explains why state commissions must elevate creation of

wholesale local exchange service to the highest priority in their efforts to develop a

competitive local telecommunications marketplace. Ifproperly priced and

provisioned, wholesale local exchange service could bring the following benefits to

consumers and to competition:



a.

{ . r
I .

1. More c;ompetition faster. Consumers benefit because wholesale local
service permits vibrant retail local service competition to begin
immediately.

2. Foundation for RBOC entry. Wholesale local service is one necessary
precondition to RBOC provision of interLATA service.

3. More consumer chQice. Wholesale local service allows all potential
retail service providers to participate in the offering of a diverse range
of full-service packages to consumers.

4. Promotion of new facilities-bued local networks. Wholesale local
service helps potential facilities-based local service providers enter the
local market and build out in an efficient way.

These goals are all desirable. However, state commissions do not have the luxury of

pursuing them slowly over the next few years at their own pace. RBOC efforts to

eliminate the MFJ make wholesale local service an urgent priority. This service
.

must be in place, at correct prices, and fully debugged of operational problems,

before the interLATA restriction can be lifted. At that point RBOCs would be able

to offer full-service, one-stop shopping for both local and long distance services

immediately -- using wholesale interexchange services available today. But at that

time, consumers also must have other competitive choices for retail. full-service

telecommunications. Only a commercially viable wholesale local service can

provide them that choice.

Wholesale Local Service is Necessary to True Local Cgpetition

Regulators have recognized the technical and economic fact that retail

local service competition for consumers will depend upon access by other vendors to

the wholesale facilities platform of the incumbent LEe. Much attention has been
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paid to how the LEC network might be "unbuncD.ed" so that a new entrant coUId use

network piece parts to create a "semi-facilities-based" competing service.

However. this emphasis on unbundling puts the cart before the horse

in important respects. It underestimates the magnitude of the task ofrep1acing the

LEC network -- even the partial replacement of individual components. And in

particular. it misses the point that unbundling does not permit the benefits of retail

local service competition to be enjoyed quickly throughout a region or a state. rather

than simply in limited core business centers. Investment in new competing

facilities networks may proceed in the future where it is efficient. and "unbundling"

is useful for that purpose. But local retail competition should proceed first. building

a competitive market that can justify such facilities investment.

State commissions can address this dilemma by requiring LECs to

offer a "carrier's carrier" wholesale local exchange product. By this we mean a new

wholesale version of LEC retail services that other carriers can purchase at

wholesale rates and use to build retail products for consumers. The wholesale

service is essentially one input to the retailer's overall local service product. along

with the retailer's own customer service. billing. and other operations.

This is not the same thing as simply reselling the LEC's own retail

local services. and it is important to understand that removal of resale restrictions

alone is totally insufficient. Rather, LECs must introduce new wholesale products

specifically designed to be used by other carriers to provide retail service. First,

those products must be priced on a non-discriminatory basis at levels that do not

include the LECs' retailing costs (and, importantly, do not bear a discriminatory

share of contribution and universal service burdens). Second, LECs must develop
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new support systems with which other local service retailers will interface for the

ordering, provisioning, maintenance, and billing of the wholesale local product.

At the end of the day, a customer should be able to call a new carrier to

order local service at that carrier's retail rates, and the carrier should be able to

supply the customer using the LEC's wholesale local exchange service, as easily as

if the customer were dealing directly with the LEC itself. The customer would thus

make its decision among local retail competitors based on their relative retail rates,

and on other value that retailers can overlay on the basic wholesale local service

input. This value may be in the form of superior customer service, innovative

pricing plans, or new "bells and whistles" still to be developed. In short, consumer

demand will drive a competitive retail market, while regulators focus their

attention on preventing LEe di.scrim.ination in the non-competitive wholesale local

facilities market.

This is not to minimize the value of LEC network unbundling. That

process is essential to the creation of competing local networks. Such new facilities

must eventually be deployed to reduce LEC power in the underlying wholesale

market. But to achieve the goal of retail local services competition for consumers

anytime soon, it is self-evident that new entrants will be required to use the

wholesale local facilities networks already deployed by the LECs. And in

particular, new entrants will require access to the wholesale local exchange service

that is the subject here.

1fllQlesale Local Service Requires Attention Now

Why is this a -Pressing" issue, as referenced in the title of this paper?

First of all, little experience with wholesale local exchange service exists. So far the

Rochester Telephone experiment marks the only trial of this product. Problems in
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pricing and systems interfaces in Rochester demonstrate that much work needs to

be done to make the wholesale product available on a non-discriminatory basis so

that retail competition with the LEC can proceed fairly.

Second, it is increasingly clear that facilities-based local competition

itself depends upon the availability of a commercially-viable wholesale exchange

service product. As in the interexchange market, the natural development path for

a carrier is tY:n. win a customer base and serve those customers over resold

wholesale facilities, and second, substitute your own network facilities where it is

efficient and cost-effective to do so. Only this plan permits new competitors to

market services widely (and meet the general duty to serve imposed by many

statutes) as they go into business. And only this plan permits new local carriers

then to raise the investment capital (and justify the investment) in extensive local

facilities networks of their own. The only exception, perhaps, may be the local cable

television company with its preexisting network endowment. But obviously local

competition should be more than a division of the market between LEC and cable.

Third, and most important, wholesale local exchange service is

urgently needed as a precondition to proposed changes in the Modified Final

Judgment, and the changes in telecommunications industry structure that would

result. As noted above, if the RBOCs are allowed to offer long distance service,

becoming full service providers overnight, then it becomes absolutely critical that

all other long distance companies immediately be able to offer local exchange

services to compete. IXCs will have this opportunity only if they have access to

mature wholesale local service products that they can easily pair with their own

long distance products -- just as the RBOCs will enjoy immediate use of the 10Dg

distance industry's wholesale products. Loop unbundling and similar measures,

while useful in the eventual development of new local facilities networks, are not
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adequate to permit IXCs to respond to full-service RBOC competition in the CSrave

New World" to come.

Put simply, in an environment in which retail local and long distance

services are sold together, the overall telecommunications market will only be as

competitive as its least competitive link. The weak link now, and likely for the

future, is local exchange service. Clearly the RBOCs must be prohibited from

damaging today's retail long distance competition by discriminating in favor of

themselves with respect to interexchange access -- a use of their wholesale local

network that is a necessary input to all retail toll services. But RBOCs also must be

required to make their wholesale local network available on an equal and

nondiscriminatory basis to competing carriers who require the use of that network

for retail local services. If the RBOCs do not, then they will be able to leverage their

unique position in the local market (singularly positioned as a full service provider),

to damage toll competition no matter how well "access" is regulated.

Consumers, therefore, need state commissions to create

nondiscriminatory wholesale local exchange products for two fundamental reasons:

(1) to promote retail local service competition itself, and (2) to preserve vigorous

competition in the full-service market to come.

I. THE CRUCIAL ROLE OF WHOLESALE LEC NE'IWORK
SERVICES IN COMPETITION

We take as a given that for the foreseeable future the LEe wireline

network will be the only ubiquitous platform for basic local exchange services. 1/

1/ This does not rule out the possibility that, at some point in the future,
wire1ine and wireless services will become marketplace substitutes for one another.
At that point it would be appropriate to reevaluate the LEC's dominance of the
wireline facilities market, particularly if the LEC does Dot also substantially
dominate wireless services. However, for the next decade end users are likely to
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First, as a matter ofphysical construction, it would take new entrants years to lay

out such networks. Second, as a matter of capital finance, adequate investment

funds will. not be raised, particularly ifcarriers have not already begun to develop a

retail local customer base to support such investment. Third, as a matter of

efficiency, it is questionable whether the nation needs multiple local facilities

networks deployed everywhere. After all, LECs already operate high capacity local

networks -- built at ratepayer expense -- that handle virtually every local and toll

call today, and can be expanded easily to meet future capacity requirements. 1/

Last, but not least, as a fundamental tenet ofcompetition policy,

deployment of facilities networks should never become an entry requirement to

participation in the local telephone market. Otherwise consumers only will have as

many retail service companies competing for theix business as they have wireline

loops to their premises. 3/ Today entry into the retail long distance market is

simple because new vendors can purchase the "carrier's carrier" wholesale

find wireline service less expensive, higher quality, more secure (and more
comfortable as the established technology), and therefore retain wire1ine service
while using wireless as an additional supplemental service where mobile
requirements justify it. Local competition policy should treat wireline local service
as a separate market until and unless consumers begin discontinuing wire1ine
service to their homes and businesses.

J/ Regulators should remember that local competition remains an experiment,
intended to test -- not establish -- the limits of the LEC's natural monopoly.

~I Thus, for example, even if a cable company begins to offer local service over
its loops, there still must be a means by which other retail vendors can compete to
serve customers. Future competition cannot be limited to the incumbent LEe and .~

the cable company, especially in a full-service telecommunications marketplace
where the LEC and the cable company are competing in both the local and ton
markets. Other vendors must be able to compete for those same customers over
either the LEC or the cable company's loop. This way consumers will receive the
full benefits of true competition, and not a choice between two oligopolists.
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interexchange service products available to them at competitive prices from several

network facilities companies, including LDDS WorldCom. They also can easily

resell access purchased from the LECs. Retail local service competition requires

similar "carrier's carrier" wholesale local service products available from the sole

source of an essential ubiquitous local facilities network -- the LEC.

In this section of the paper we discuss why wholesale local service is

critical, fi.nt, to the development of retail local service competition, and second, to

the preservation ofboth local and long distance competition in a post-MFJ world.

A. Creatine Retail Local Service Competition:
The Limitations of Loop Unbundline

The concept of "local telephone competition" has been complicated by

the evolution in the ambition of the new entrants, as well as its recent juxtaposition

with MJi'J relief for the RBOCs. As recently as a year ago, entrants were labeled

"competitive access providers" ("CAPs"), not local telephone companies. The

primary business plan of these entrants was the deployment of new fiber optic

facilities in major population centers to compete in the market for dedicated

transport and special access. For regulators, this facilities-based entry raised

difficult but limited issues: the terms and conditions of so-called "expanded

interconnection" between LECs and CAPs in particular.

In time the CAPs found that the business opp~rtunityavailable in the

dedicated access market was quite small, and they began to turn their attention to

provision of service to end users, beginning a market shift towards full-service

providers. The CAP focus, however, was geographically distinct, extending the

product lines they could offer to the small universe of customers within reach of

their limited ~outique"facilities networks. They began to sell long distance
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services to end users themselves, competing with the IXCs that had been their erst

while "access" customers. And more recently, CAPs have begun the slow process of

deploying a few switches capable of handling the local traffic of some of the

businesses located near their networks.

This evolution has meant that consideration of how the LEC makes its

network available for local competition has, until recently, been viewed from the

narrow CAP perspective -- a geographically limited network. that begins with no

subscribers. First, regulators have been concerned with the rates that the CAPs

pay the LEC to terminate local calls originated by the small handful of customers

served by CAP lines. (This termination service, which is the same as LEC

term..hlating access service for interexchange calls, has presented enormous pricing

problems given the extent to which access rates exceed cost.) 4/ Second, regulators

have faced CAP requests for the right to buy unbundled LEC loops between the few

CAP switches and the small percentage ofcustomers that can be served by those

switches. In other words, the CAP is substantially relying on the LEC's local

exchange network (obtained at wholesale rates) as the primary input for its retail

local service. For a new entrant such as a CAP, with no preexisting customer base,

this niche entry strategy may be satisfactory.

However, it is important to understand the limits of the "unbundled

loop" approach for purposes of more widespread local service competition. First of

all, no regulator should disregard the extent to which new retail competitors will

rely on the LEC transport network. We may see limited networks in certain

4/ This terminating' service is functionally equivalent to the feature group
access service presently sold to interexchance carriers. Over time wholesale rates
for these services should come together so that terminating charges do not depend
upon where a call originated before it hit the local LEC network..
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locations. But most competitors will rely heavily OD use of the wholesale LEe
transport network -- whether this is called *interconnection- or "access- or "resale.-

But second, local switchine alto presents a serious entry barrier to

local competition. It is ODe thine to deploy a sinpe local switch and metropolitan

network, and market local service selectively to a small number ofcustomers

conveniently located within the ranp ofthat boutique network. But it is another to

replicate in any material respect the switching capacity of the LECs today so as to

serve the public at large, including residential customers and more geographically

dispersed business customers. For example, as shown in Table 1, the RBOCs

operate nearly 10,000 local switches, and the LEC industry as a whole operates

nearly 18,000. In contrast, AT&T serves the interexchange market with only 134

switches nationwide.11

II Source: Testimony ofAT&T witness Joe Medlin, Application ofAT&T for a
Local Exchange Certificate in the State ofMic:higan.
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Table 1: SwitchiDC Capabilities ofthe Local Telephone Industry-il

Number of Number of
Company Tandem Local

Switches Switches

AmeriteCh 47 1,422

Bell Atlantic 42 1,405

BellSouth 70 1,661

NYNEX 23 1,307

Pacific Telesis 20 846

Southwestern Bell 64 1,437

US West 52 1,834

Total Bell Operating Companies 318 9,912

Total Local Telephone Industry 503 17,759

This discrepancy in switch facilities underscores the extent to which

switch deployment is a barrier to entry into the local exchange market, and hence

why loop unbundling alone is not the logical entry path for most new competitors.

In particular, it is not practical for any existing retail vendor (such as a long

distance company) that wants to offer competitive local service broadly throughout

a geographic market, particularly to its base of customers. Such a "full market"

capability is necessary for meaningful competition with the incumbent LEC to exist.

Otherwise local service will be limited to the small niche of larger business

§J Source: Infrastructure of the Local Operating Companies Anregate to the
Holding Company Level, Industry Analysis Division, Common Carrier Bureau,
Federal Communications Commission, April 1995.
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customers in downtown areas that can be marketed door-to-door (not coincidentally

the target market of the CAPs).

To understand the barrier that switching investment presents, it is

useful to examine the relative switching requirements in the long distance market

-- where many firms own toll switches -- with switching requirements for the local

market. In 1993, for example, interLATA toll traffic totaled 54.0 billion ca1ls.11

This means that the IXC switching capacity in place was sized to handle this

volume, plus associated call attempts that went uncompleted. Significantly,

approximately 65% of that volume was carried by AT&T, suggesting that other

IXCs individually each have switching capacity sufficient to handle only a small

portion of the total interLATA traffic.

But the local market is. entirely different. Most important, traffic

volumes differ by several orders of magnitude. We have noted that total interLATA

calls in 1993 were approximately 54.0 billion. But total intraLATA toll calls were

23.4 billion, and total local calls were over 444.7 billion.!1 In other words, IXCs

today switch only one tenth of the number of calls switched by the LEes,

recognizing that LEes switch all interLATA calls too as part of access service

(because the switch provides access to interexchange networks).

Even these numbers understate the entry barrier presented by local

switching. A switch port for local service costs more than an interexchange port

because they serve different functions in the network. An !XC port generally is in use

in connection with trunked lines a substantial part of the day. In contrast, a local .~.

71 Statistics ofCommUDications Common Carriers, 1993/1994 Edition, Table
2.6, at 22.
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service provider would need to deploy switchinl' capacity for every customer line. even

though typically those lines would be inactive the vast majority of the time. This

makes the unit cost of local switching much higher than that of ton. Furthermore. the

economics ofIonI' distance service permit interexchange switches to be centralized so as

to serve large geographic areas, even if relatively little traffic comes from anyone area.

This means that an !XC's total interexchange traffic volumes generally can support its

total switch investment. Relatively little switching capacity sits idle and not

generating revenue for extended periods of the day. For these reasons, the cost

structure of interexchange switching is far less of a barrier to entry than local

switching.

Most important, a vigorously competitive long distance market has evolved

enhanced by the existence of wholesale interexchange "carrier's carrier" products.

These wholesale services permit entry and development of a long distance customer

base with little or no switch investment at all. Once a traftic base is established, IXCs

can install and expand switching capacity gradually where network savings justify this

investment. This is exactly the entry vehicle that the RBOCs can use to enter the long

distance market overnight in regions where they do not already have their own

switches.

The consequences of these statistics for local competition are

overwhelming. First, because LEes already switch all local traffic and virtually all

long distance traffic, they already have in place the massive switching investment

necessary to support this enormous traffic load.. This investment will not be

duplicated on a wide scale by any new local service provider in the foreseeable

future. But second, and in any event, as a policy matter the nation should not want

a telecommunications market in which local switching and local network

investment is in any respect a precondition to provision of telecommunications

. 13-



service. Such a policy would limit competition and encourage inefficient and

unnecessary investment. tJ It follows that for local exchange competition to grow

beyond the niche service of the CAPs, new entrants must be able to purchase and

resell a wholesale local service, including the loop to the customer, switch-based

features and functions, and terminating local service.

Understanding the important role of wholesale local service requires a

description of what the service is not, as well as what it is. First, wholesale service

is not the same as resale of the LEC's retail local service. As discussed further

below, the LEC's retail local service product is not priced at the LEC's wholesale

cost. Nor does the LEe have systems in place to provision that service easily and

transparently to the customer with the new local carrier's brand.

Second, wholesale local exchange service also is different from the

purchase of an unbundled loop, "port" and termination service together •. that is, a

"rebundling" of wholesale exchange elements back into a single service. First of all,

there is much confusion regarding what "port" service actually is, and how much of

the LEC's switching functionality goes with it. For example, does purchase of a

port encompass the entire switching and associated switch-based service options of

local service (call waiting, call forwarding, operator assistance etc.)? Second, the

price of the "bundled loop, port and termination" does not necessarily correctly

reflect the LEC's wholesale cost.

But third, and most important, "rebundled" local service does not carry

with it the provisioning and related operational systems required to make

1/ We are not suggesting that deployment oflocal switches by new entrants will
never be economical. But we question whether such situations would be common
and whether many new entrants will find deployment of local switches economical.
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wholesale exchange service competitively useful to retail carriers who must compete

with the LEC's retail services. As discussed in more detail below, these operational

systems are just as important to competition as the price at which the wholesale

local service is provided.

This is not to say that loop unbundling is without value. Quite the

contrary. it is an important step towards facilities-based local competition because

it establishes a foundation for substituting new network elements for those of the

LEC. But state commissions should not lose sight of the fact that. for the

foreseeable future. most new entrants will be able to offer retail local service to

most customers only by reselling the bundled wholesale local exchange service of

the LEC. It follows that even more regulatory attention should go to development

of a wholesale local exchange product than has gone to unbundling that product

into smaller wholesale elements.

Indeed. if Comm;ssions mandate wholesale local service, they will be

bitting the accelerator towards meaningful facilities competition. As new local

retailers attract customers, they will then be able to make rational investment

decisions concerning where to construct network elements. invest in switching. or

add new capabilities. With tangible market experience, these entrants will be able

to more rapidly deploy alternative networks and additional switching capacity

where those choices are economical. Moreover. wholesale Jocal exchange service

maximizes future retail competition by keeping entry barriers low. so that new

carriers can readily enter the market to meet consumer demand.

This process parallels how competitive long distance networks

developed. Early entrants such as MCI were able to expand their services and

customer base by reselling the incumbent's (i.e., AT&Ts) network. This growth
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financially justified the gradual deployment of the entrant's own networks,

providing internal investment capital and investor confidence. Later, the continued

growth of the resale market resulted in the construction of the fourth national

network (LDDS WorldCom's WilTel affiliate) for the express purpose ofprovidinC

wholesale "carrier's carrier" services for use by the "resale" industry to provide their

retail long distance services. Importantly, even today IXCs generally are still

"semi-fac:ilities-based," in the sense that they resell switched interexchange services

of underlying carriers to serve locations where additional network construction

would be inefficient.

In short, without a viable wholesale local service product, local

competition will develop slowly and in geographically isolated locations. Local

switches may be installed by certain carriers, to serve certain customers, in certain

areas of certain cities. But unless wholesale local service is available from the LEe,

it will be impossible for multiple retail carriers to offer competitive retail services to

customers at large. The result will be incomplete competition, and fewer consumer

benefits.

B. Creating Full Service Competition in a Post-MFJWorld

Wholesale exchange service becomes a critical priority given current

legislative proposals to remove interLATA service prohibitions on the RBOCs. It is

one thing to delay creation of this service when the practical impact is to postpone

the creation of local competition for consumers. That result at least maintains the

status quo, for better or worse. But it is an entirely different matter to delay

development of this service when MFJ changes are on the horizon. If the RBOCs

are ever to be allowed in the interLATA market, then there must first be a

wholesale local service product for use by the RBOC's IXC competitors -- one that
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has been in place long enough for the bug'S to be worked out and the pricing proven

effective. Given the increasing likelihood of federal legislation in this area, it is

already late to start this process.

RBOCs have made clear that they want to be able to offer full service

packages of local and long distance service to their customers. Put simply, they

want complete instead of partial account control over end users. Today LECs sell

local service to 100% of their potential customers, and share long distance revenues

with IXCs through access payments. RBOCs make no secret that their goal is to

capture the balance of long distance revenues by offering long distance services

directly to their end users.

In these cirCumstances, IXCs must be able to compete by offering full

service packages themselves. But ~ discussed above, this only will be possible if

the RBOCs are providing a nondiscriminatory "carrier's carrier" wholesale local

service product that IXes can pair with their long distance service inputs to create

a full service retail offering of their own. This is true even for -- and perhaps

especially for -- the largest IXCs. Note that a new entrant like MFS has no long

distance customer base to defend. It can gradually build a full-service customer

base using unbundled loops if that is the only option available, moving slowly from

customer to customer and geographic zone to zone. But !XCs face a different

situation entirely. RBOCs will immediately be able to offer one-stop shopping to

every one of an IXC's customers -- and of course each of those customers already is

an RBOC customer today. Every IXC therefore must be able to offer local service

itself -- immediately and everywhere. Only wholesale local exchange service

provides that vehicle.
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