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International Settlement Rates

In the Matter of

REPLY COMMENTS OF MCI TELECOMMUNICATIONS CORPORATION

MCI Telecommunications Corporation (MCI), by its undersigned counsel, hereby replies

to comments in response to the Federal Communications Commission's (Commission's) Notice

of Proposed Rulemaking (Noticey in the above-captioned proceeding, MCI and most of the

commenters to this proceeding support the Commission's goals of improving competition in

worldwide telecommunications markets2 and achieving settlement rates that more closely

approximate costs'

For the reasons stated in the Notice and in MCl's Comments in this proceeding,

implementation of benchmark rates based on foreign tariff component prices (TCP) would

represent an important and reasonable interim step toward the achievement of true cost-based

Notice of Proposed Rulemaking, International Settlement Rates, IB Docket No,
96-261, (Released December 19,1996)

See,~ Comments filed by ACC Comments at I; AT&T (ATT) at iii;
Government of Australia at para. 2; Deutsche Telekom AG (DT) at ii; France Telecom (FT) at
iii; International Telecom Japan (ITJ) at i; Government of Japan at 1; Primus at 1~ Telefonica del
Peru (Peru) at ii; Telecom New Zealand Limited (TNZL) at i; and Tricorn at 2.

See, ~.,Comments filed by ACC at 4; ATT at i; Association of
Telecommunications Enterprises of the Andean Subregional Agreement (ATEASA) at para 4
Cable and Wireless at 2;; DT at ii; FT at 3; ITJ at i; Peru at ii; Primus at I; Sri Lanka Telecom
Ltd. (SLT) at I; Telecommunicaciones 1nternacionales de Argentina Telintar S. A (Telintar) at
iii; and Telecommunications Resellers Association (TRA) at 3; and TNZL at i



settlement rates and would further the public interest Several other commenters also support

this view4 Accordingly, the Commission should implement expeditiously its benchmarks as

interim negotiating targets, as discussed below.

With respect to authorizations for the origination or termination of U.S international

traffic, MCI supports the imposition of an express condition -- the settlement rates on the route

in question must be within the low end of the benchmark range5 The use of a World Trade

Organization (WTO)-compatible effective competitive opportunities (ECO) test, together with

this condition, would be the minimum requirements needed to limit the impact of competitive

distortion in the U S market for international services "

I. THE PROPOSED BENCHMARK METHODOLOGY IS A REASONABLE WAY
TO DEVELOP INTERIM TARGET ACCOUNTING RATES

Settlement rate benchmarks based on foreign tariff component prices (TCP) are closer to

cost than current settlement rates in most cases 7 Thev would also have the effect of insuring- ~.

4 ATT at 17, Frontier at 1, House Committee on Commerce (COC) at 2, Sprint at
10, and WorldCom at 7

The Commission has proposed that the low end of the benchmark settlement
range would be 6 cents-9 cents per minute Notice at paras. 34 and 53.

(, The United States Government has recently entered into a WTO agreement on
basic telecommunications services. As a result, the Commission has announced recently that it
will soon seek comments on whether refinement of the ECO test is necessary to address certain
commitments resulting from that agreement. See, "Hundt Tells Congress FCC Will Review
Rules Governing Foreign Carrier Entry", Phillips Business Information, Inc. 1997 An
unequivocal condition based on rates within the low end of the benchmark range would establish
a clear mechanism to limited the impact of competitive distortion in the US. market, especially
if the ECO test requires refinement.

See,~, ATT at 14, MCI at 3, WorldCom at 8. TCP settlement rates were
calculated by the Commission using specific network elements: (1) international transmission
facilities; (2) international switching facilities; and (3) national extension (domestic transport
and termination) Notice at para. 35
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that US. carriers would pay no more for terminating service from the United States in foreign

countries than domestic customers pay in those countries for termination. x As demonstrated

below, no commenter has raised a credible reason to justify delaying the implementation of

TCP-based benchmark settlement rates as an interim solution. TCP-based rates are more than

adequate to recover costs in most circumstances. Also, the Commission's benchmark

calculations, with a slight modification proposed by Mel, would satisfy the objectives of the

Notice, while alleviating concerns regarding the use of averages or country-specific targets.

Finally, lJ S consumers will benefit from a rapid transition to lower settlement rates.

A. NO PARTY HAS DEMONSTRATED THAT TCP-BASED RATES
SHOULD BE ADJUSTED TO REFLECT OTHER COST FACTORS.

Foreign carrier tariffs, and therefore TCP-based rates, presumably cover carrier costs"

In fact, they are likely to be substantially above the cost-based rates that would be charged in a

competitive environment. lo Nonetheless, some carriers or administrations argue that TCP-based

rates are too low to allow for full cost recovery, II or that the methodology in arriving at these

rates is inaccurate in some other respect. 12 However, no convincing evidence and no cost studies

have been submitted to substantiate these concerns. In fact, the methodology adopted by the

See, U-, ATT at 15, MCI at 3, and WorldCom at 8.

Id. at para. 42.

III

11 See, U-, Chunghwa Telecom, Republic of China on Taiwan (Chungwa) at 2, FT
at 10, Pem at ]2 and Trinidad and Tobago at 9

12 For example, FT argues that its own experience does not support the
Commission's assumptions underlying the calculation of the international transmission
component. However, FT does not provide any documentation that would support a different
result. FT at 10
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Commission is based upon the same framework of rate components that was included in

Recommendation 0.140, which encourages cost-based settlement rates. This recommendation

was accepted by over 180 countries that comprise the Member States of the International

Telecommunications Union 13 Without documentation. general allegations that the

Commission's methodology results in below-cost rates are completely unconvincing, and should

be given no weight 1\

A few parties also allege that higher settlement rates are needed for infrastructure

development in their countries lS However, there is no evidence on the record that above cost

settlement rates result in any increase in infrastructure development or connectivity to the

international telecommunications network. Nor has it been demonstrated that the imposition of

13 lTU, Telecommunications Standardization Sector, lTU Recommendation O. 140.
Accounting Rate Principles for International Telephone Services, (Geneva 1992, revised 199))
(ITU Rec. O. 140). See also, lTU , Study Group 3 - Contribution I, Tariff and Accounting
Principles including Related Telecommunications Economic and Policy Issues, November 1996

14 For example, a few foreign carriers allege that cross subsidies artificially reduce
their local rates, which would be an element of the national extension (domestic transport and
termination) component of TCP-based benchmarks. Therefore, these parties allege, TCP-based
settlement charges would include below-cost components and would be too low to allow for
recovery of the carriers' costs

However, these parties have failed to provide convincing documentation that
cross-subsidies exist, or that the alleged cross-subsidies adversely affect the overall TCP-based
calculation. TCP includes components for international transmission and international
switching. Thus, if international rates are subsidizing local rates, then both the international
transmission and international switching elements may be significantly above cost Even if
limited cross-subsidies do exist, TCP components, taken as a whole, will still cover a carrier's
reasonable costs of originating or terminating international traffic Thus, allegations of cross­
subsidy alone are insufficient to substantiate a claim that actual costs exceed TCP-based
settlement rates. Nonetheless, in the event a carrier is able to demonstrate that its costs actually
exceed TCP-based settlement rates, it should be able to justify a waiver of the benchmark
requirements.

1S See, ~, Cable and Wireless at 12. Carriers similarly allege that longer
transitions time frames are necessary to accommodate infrastructure improvements ld.
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uneconomic settlement rates is a fair or efficient means for accommodating these concerns.

Thus, there is no credible evidence on the record that calls into question the overall

reasonableness of TCP-based rates as a basis for interim target benchmarks In any event, as

demonstrated in MCl's initial comments and herein, little purpose would be served by trying to

develop a more complicated scheme based on multiple factors, when it is not clear that these

factors will improve the analysis. 16 Individual concerns can and should be accommodated on an

interim basis by permitting an individual waiver of the specified benchmark upon a

demonstration that other factors should be considered that would justify settlement rates that

exceed the TCP component rates. The Commission should, however, make clear that the burden

of proof rests with the party seeking the waiver '7

B. THE BENCHMARK RATE SHOULD BE SET AT THE LOWER OF THE
COUNTRY-SPECIFIC TCP-BASED RATE OR A TARGETED RATE
THAT IS TWENTY PERCENT ABOVE THE MEAN FOR A COUNTRY'S
ECONOMIC DEVELOPMENT CATEGORY.

With respect to averaged vs. country-specific benchmarks, MCI proposed in its

comments that each foreign carrier be required to meet the lower of its country-specific

benchmark or a targeted rate that is twenty percent above the mean for its country's economic

development category. lK This approach would best accommodate concerns raised by certain

parties with respect to both average and country-specific benchmarks.

Several parties favor averages because carriers could manipulate country-specific

benchmarks by increasing their tariff rates and, consequently, their TCP-based settlement

16

17

I K

MCl at 5

WorldCom at 4.

MCl at 5.
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benchmarks. 19 However, placing a cap, as MCI recommends, on cost recovery for high-cost

carriers (the average plus twenty percent) limits the impact of inefficiencies and the ability of

carriers to manipulate their rates. Other parties argue against average benchmarks because (I )

averages fail to consider individual cost variations between countries, such as geographic

location and population density20 or (2) the economic development categories used for averagmg

are too broad and are thus unfair to those at the bottom end of the scale within each category .'1

MCl's recommended twenty percent margin above the average would alleviate these concerns

by allowing greater flexibility to accommodate individual cost differences, and reducing the

disadvantage to those in the lower end of a broad economic development category For these

reasons, MCl's recommended approach would best accommodate the concerns of all the parties.

while still achieving the objectives of the Notice.

C. THE PUBLIC INTEREST WOULD BEST BE SERVED BY
IMPLEMENTATION OF BENCHMARKS IN THE SHORTEST
POSSIBLE TIME FRAME.

In its Comments, MCI demonstrated why the Commission should establish as an

objective a short transition period for achieving benchmark rates, and a "glide path" to move

settlement rates closer to benchmarks in at least annual increments 22 No party has convincingly

argued that delay is necessary or justified

19 See, ~, United Kingdom Government (UK) at para. 10. The Commission
expressed similar concerns regarding country-specific benchmarks in its Notice at para. 55

20
See,~, TNZL at 7.

21 See, ~, Caribbean Association of National Telecommunications Organizations
(CANTO) at 9, Singapore Telecommunications Authority (STL) at 9, and Tricorn at 3.

22 While there are slight variations among US. carrier recommendations, in general
the time frames recommended are within the shortest time frames proposed by the Commission.
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Some commenters argue that a longer transition is needed to encourage foreign

infrastructure development23 To the contrary, improved technology at reduced costs should

permit foreign infrastructure development to proceed more cheaply and rapidly than it has

historically The waiver process would best accommodate individual country variations while

promoting good faith efforts to reduce settlement rates This process, together with a provision

permitting carriers with higher than average initial rates to meet a benchmark twenty percent

above the average rate for its country's economic category, should provide more than adequate

flexibility for carriers to meet the proposed transition schedule.

Previous reductions in settlement rates have resulted in substantial benefits to U. S

consumers in terms of reduced prices for international calls 24 The record shows, for example,

that AT&T's average collection rates have declined more rapidly than the overall average

settlement rate costs over the past several years. MCl's effective rates to U.S. customers also

typically reflect changes in its underlying costs 2
' In a competitive market, such as the lJ S

international services market, implementation of benchmark rates should continue to yield rate

reductions and other consumer benefits in the future.

For these reasons, MCI supports the Commission's efforts to reduce settlement rates as

expeditiously as possible and will work with foreign administrations to negotiate lower

23

24

See, ~, Cable & Wireless at 12.

ATT at 9

25 ATT at 10. Contrary to the allegations of some commenters, (See, ~, Cable and
Wireless at 18-20), nominal accounting or settlement rate reductions cannot be compared with
changes in collection rates on a penny for penny basis. In addition to the nominal settlement
rate, factors such as the inbound/outbound ratio and projected changes thereto, currency
fluctuations, transit prices, uncollectibles and other cost factors also affect the marginal cost of
service and the pricing constraints on particular routes
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settlement rates, If a US carrier makes a showing that it is unable to reach an agreement that

meets the applicable benchmark within a reasonable time frame and seeks Commission

intervention, the Commission should contact the responsible government authorities and seek

their support and assistance in achieving the applicable benchmark rate26 Ultimately, if

necessary, a US carrier could request, the Commission to utilize its authority to facilitate

achievement of the objectives of the Notice,27 pursuant to Sections 201(a), 201(b) and 205 of the

Communications Act. 2X

1I. AUTHORIZATIONS FOR ORIGINATING AND TERMINATING U.S.
INTERNATIONAL SERVICES SHOULD INCLUDE A CONDITION THAT
SETTLEMENT RATES BE WITHIN THE LOW END OF THE APPLICABLE
BENCHMARK RANGE.

As MCI demonstrated in its comments, a real opportunity to compete in a foreign

market remains the most effective mechanism to eliminate the ability of a foreign carrier to

distort competition in the US international services market and to ensure that settlement rates

gravitate toward cost-based levels 2 ,)

MCI recognizes, however, that the Commission is likely to initiate a proceeding to

examine the ECO-test in light of multilateral commitments that the U S Government has

recently undertaken in the WT030 Thus, to address the significant potential for competitive

26

27

MCI at 8,

ATT at 59, Frontier at 13, WorldCom at 4.

28 See, Regulation of International Accounting Rates, Further Notice of Proposed
Rulemaking, 6 FCC Red, 3434, 3436 (1991).

29 MCI at 1

30 After comments were filed in this proceeding, the U,S Government became a
signatory to the WTO trade agreement on basic telecommunications
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distortion in the U.S. market, the Commission should also condition authorizations on

achievement of settlement rates that fall within the low end of the benchmark range. l1 This

condition would be the minimum standard needed to help constrain the impact of competitive

distortion in the US international services market Moreover, this clear standard would

demonstrate the Commission's strong commitment to settlement rates approaching cost-based

levels.

CONCLUSION

For the reasons discussed above, TCP-based rates in general represent a necessary and

reasonable interim step toward achieving the public interest benefits that will result from truly

cost-based settlement rates MCI recognizes that, in some unique situations, a deviation from

this general rule may be justified. These limited exceptions can be addressed most fairly and

effectively on a case-by-case basis in waiver proceedings. The Commission should, therefore,

expeditiously implement its benchmarks as interim negotiating targets

See, ATT at 40.
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For foreign carrier authorizations, the ECO test remains the best mechanism for

preventing competitive distortion in the US international services market However, settlement

rates approaching cost would also help limit the potential for competitive distortion in the US

market The Commission has recently indicated that a possible revision to the ECO standard IS

imminent and, in that proceeding, MCI will present its comments on any changes that may be

necessary to bring US regulation into conformity with the WTO commitments. Whatever the

results of that subsequent proceeding, the Commission should condition authorizations for

originating or terminating US. international services on settlement rates that are within the low

end of the benchmark range

Respectfully submitted,

MCI TELECOMMUNICATIONS CORPORAnON

March 31, 1997

By CZddd
Carol R. Schultz G~
John M. Scorce
Larry Blosser
1801 Pennsylvania Ave, N.W.
Washington, D.C. 20006
(202) 887-3 101
Its Attorneys
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