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Commissioner Simeon L. Kintanar
National Telecommunication Commission
Quezon City

Dear Commissioner:

DOCKET FilE COpy ORIGINAL

We thank you and .the Consultants from the US-AID for arranging the
luncheon meeting with FCC Chainnan Reed Hundt today.

We are very appreciative of the support you have given to all carriers to
ensure the viability of the country's telecommunications development program. With
your assurance of support we are all the more motivated to rush the completion of
our LEC roll outs.

We are submitting to you our position paper, based on the fruitful discussions
at lunch today.

Maraming salamat po!

Very truly yours,
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POSITION PAPER FOR
COMMISSIONER SIMEON KINTANAR
GLOBAL DECLINE IN ACCOUNTING RATES

Background

As a result of the recent policy changes having taken place at the Federal
Communications Commission (FCC) regarding the move towards establishing "bench
marks" for cost based accounting of switched telephone traffic, the Philippine
Telecommunication Carriers have joined together to advance their views on how this
recent policy shift would affect the planned development of Philippine
Telecommunications.

1.0· Current Govemment Policies I Republic Act 7925

The Government through the National Telecommunications
Commission (NTC) has embarked on its plan to inerease the Telephone
Density in the Philippines over the next 3-4 years. This is being done through
the roll-out of local exchange lines by both the International Gateway and
Cellular Mobile licensees.

Aside from this, the NTC has taken cognizance of the fact that due to the high
investments required for this project, is has been enshrined in the law, that
there will be "continued cros&-subsidy" due to the Local Exchange Carriers to
ensure the viability of their undertaking.

2.0 USA-Phils Accounting Rate Reduction

In 1996 mid-year, AT&T exerted tremendous pressure on PLOT, and
subsequently other Philippine carriers, to reduce the Accounting Rate. The
threat, by AT&T was one of withholding settlement payments if the Philippine
carriers did not agree to the "final offer" of USS1.00. AT&T cited the FCC as
being fully supportive of this action.

It should be noted that while all the Philippine carriers appreciate the need to
bring Accounting Rates to cost, we are not opposing the trend towards
reduction below the present levels. What needs to be discussed, is the rate and
timing of the said reductions, which, based on previous discussions with the US
carriers we feel, is too rapid and would be potentially destructive.

In terms of its impact on the Philippines foreign exchange, the Net effect would
be an estimated USD 50 Million annually for every USSO.10 reduction in
Accounting Rates with the USA.



3.0 Subsidizing Local Service

While this current Government policy has been enshrined into Law, jf the
planned accounting rate reductions being proposed by the US carriers pushed
through, the Philippine carriers would have no relief due to the still high access
charges being levied on them.

As pointed out by PLOT at a meeting held with Ambassador Lang last 11
November 1996, if PLDT was relieved from building a subsidy factor into their
current access charges, they could drop the charge to cost and provide the
necessary breathing room for other Philippine carriers to absorb an. even further
reduction in Accounting Rates. If however, the access charges are not adjusted
in this fashion, but Accounting Rates are dropped, the viability of the new local
exchange carriers would be threatened. This is a most serious, and real,
problem.

Based on the meeting with Ambassador Lang, while he made it clear that the
FCC has total jurisdiction over Accounting Rates, this items could be
contained as part of a trade agreement between both countries. This seems to
suggest that the NTC may have at least two paths available to work the
Accounting Rate issues, wtiile rebalancing is being implemented.

4.0 Re-Balancing of Tariffs

Coincident with the AT&TIFCC Accounting Rate reduction thrust, the 'NTC has
engaged several USAID Consultants to review the current tariffs and develop
rebalancing recommendations. This rebalancing effort should be a positive and
welcome indication to the FCC that the Philippines is addressing the imbalance
in collection rates, which, in tum, aggravates the imbalance in outbound and
inbound traffic ratios, which leads ultimately, to the large U.S. outpayments.

There is a general belief though that even if the current Philippine collection
rates were to equal that of the U.S., the traffic imbalance would still continue
due to the higher salaries of U.S. based Philippine Overseas Contract Workersl
OCW's. If ultimately this theory proves to be true, it must be validated based on
market forces as opposed to artificially high Philippine collection rates.

5.0 Balance of Trade / Phils - USA

In terms of Over-all Trade between the Philippines and the USA, the so-called
"surplus" currently favors the USA.

Although it is noted, that with respect to Telecoms, there is an imbalance in
favor of the Phils primarily due to:



- fully developed economies in the USA
- large number of telephone subscriber base and
wide dispersion across the USA

- large number of Filipino immigrants in the USA

Despite the above, there still exists a large importation of telecommunications
equipment from the US, and if combined with the above, still makes trade
surplus more favorable for USA.

6.0 Proposed Industry Plan

In order to move forward on this issue, we suggest the following courses of
action to be spear-headed by the NTC:

Achievement of Domestic Objectives:

> Move towards tariff re-balancing for local and national
long distance rates

> Introduction of Local Metered Service (LMS)
> Re-ev~luation of Access Charge levels

Achievement of International Objectives:

> Phased Reduction of Accounting Rates with the USA over
a 4 year period at a rate consistent with sustainable .
development of the Philippine'Telecommunications Sector

7.0 SUMMARY - Moving Towards Cost Based Pricing

The proposed industry plan when fully implemented will reduce the subsidy
requirement of the LEe service and at the same time shift the subsidy source
from intemational to local and domestic long distance revenues.

Thereafter, the need for subsidy can be eliminated as the economy of the
Philippines improves thereby ensuring affordability of the basic services by its
people, and the industry can afford to move into cost based pricing.

Therefore, in our effort to convince not only the US but other foreign
administration of our desire to move towards cost based pricing, it must be
understood that this will only take place once the NTC has been given sufficient
the time to implement its re-balancing program.
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