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REPLY OF AMERITECH

Ameritech1 submits this reply to comments on the petition of CFA, ICA,

and NRF (collectively "Petitioners") which requested that the Commission

commence a rulemaking proceeding to prescribe interstate access charges "to

cost-based levels which eventually should be based on forward-looking economic

cost."2

1. RECENT COURT DECISIONS PROVIDE NO JUSTIFICATION
FOR THE COMMISSION TO RETREAT FROM ITS MARKET-BASED
APPROACH TO ACCESS REFORM.

Petitioners' supporters echo the claim that recent court decisions will

frustrate the Commission's goals with respect to the facilitation of competition

1 Ameritech means: Illinois Bell Telephone Company, Indiana Bell Telephone Company, Incorporated,
Michigan Bell Telephone Company, The Ohio Bell Telephone Company, and Wisconsin Bell, Inc.

2 Petition at 9.



and undermine the basis on which it decided to refrain, at this time, from

prescribing access rates to forward-looking cost leve1.3 The Commission, as a

legislative agency, charged with implementing any of Congress's expressed

directives on telecommunications, must reject such a notion out of hand.

Especially in light of the court decisions that have been rendered to date, the

process must be regarded as a good faith attempt by industry members, with

reasonably differing views, to establish with certainty exactly what are Congress's

directives in the Telecommunications Act of 1996 ("TA96"). Once a court rules in

that regard and that decision becomes final, 4 it would be singularly inappropriate

to regard the ruling as frustrating the Commission's goals.

This especially applies to the "discussion" taking place before the courts on

the issues of shared transport and the rebundling of unbundled network elements

("UNEs"). They go to the very heart of how much Congress intended that new

entrants should be able to rely on incumbents for the things they need to compete

and how much those new entrants should be required to do for themselves. What

Congress's vision is on this point is extremely important. However, once that

vision is determined it should be taken as a "given."

3 See e.g., TRA at 11-15, AT&T at 7.

4 Arneritech would not deprive the Commission of the ability itself to challenge any ruling to a higher
court.
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In that regard, Petitioners' and their supporters' view that leaving states in

charge of UNE pricing will destroy the prospects for competitive development is

misplaced. As Ameritech noted in its comments, there is nothing to indicate that

states will shirk their responsibilities. Moreover, as even CPI noted,5 many states

have effectively adopted the Commission's approach to cost. And while CPI

claims with apparent distaste that one state is required by state law to set rates at

"actual" or "embedded" costs,6 that result cannot be regarded as abhorrent since

that standard has been the basis on which rates have been determined to be

reasonable in a "monopoly" environment for years. Certainly, to the extent that

the forward-looking cost standard is more aspirational that reality-based,

requiring the payment of "actual" cost would avoid any claim that the rates would

be confiscatory.

In any event, the essence of the Commission's decision in the Access

Reform Order was to delay prescribing access rates until Congress' competitive

vision had been given an opportunity to work. Given the significant potential

competitive downside to prescribing rates, in terms of market distortion and

discouraging competitive entry,7 the validity of that decision has not changed

simply because the determination of Congress' vision is itself evolving. Moreover,

5 CPI at 5.

61d.

7 Access Reform Order at ~46.
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since the court decisions in question are still subject to review, it would be at best

premature for the Commission to make assumptions and declare competition a

failure.

II. COMPETITIVE PRESSURE EXISTS AND IS INCREASING.

Indeed, as Chairman Kennard recently noted in a speech given on February

9, before the National Association of State Utility Consumer Advocates:

There are those, of course, who have already declared the 1996 Telecom
Act to be a failure. The King is dead. Well, I say long live the King.
Congress got it right: competition beats monopoly as the way to deliver the
best telecom services to the American people. And the signs are that
competition is indeed coming.

We recently held a hearing at the FCC on the status of local telephone
competition. And it was clear to anybody paying attention that the Act has
successfully moved us in the right direction -- toward greater competition.
Have we moved far enough? Is competition as broad or as deep as we would
like? No. But we're beginning to see the early, promising buds of
competition...

Petitioners' complaints about the development of local competition must be

examined in the context of the prevalent market circumstances. The fact that

there is minimal residential competition is due to the pricing of residential service

which is generally low relative to cost and therefore less attractive for competitive

entry. Thus, as a general matter, conscious regulatory policy decisions have

slowed residential competition. Instead, competitors will prefer to pick off only

those pieces of the residential market where there are higher markups or

synergies with existing operations such as intraLATA toll, voice mail, and
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Internet access. If the Commission assesses the development of competition only

in market segments where, because of regulatory decisions, entry is economically

feasible, competition will, in fact, be shown to be much more robust. Moreover,

the Commission's market-based approach will allow for a reasonable transition to

cost-based rates as local rate restructuring and universal service policies are put

in place. As these companion policies are implemented, competition will begin to

develop in all segments of the market, including residential, and this competition

will drive down access rates accordingly.

Further, with respect to access competition, despite CPI's conclusory

statement to the contrary,S recent industry mergers and consolidations are

placing significant competitive pressures on LEC access rates;9 and as the

Commission itself noted, prescribing access rates could actually have a

detrimental effect on the development of additional competition.lo Certainly, as

Ameritech pointed out,l1 if rates are prescribed to a hypothetical forward-looking

cost figure, no competitor except the hypothetically most efficient would bother to

enter the market. That, of course, would deny customers benefits that could be

S CPI at 2.

9 See, Ameritech comments at 6-9.

10 Access Reform Order at 1146.

11 Ameritech comments at 10-11.
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realized from a market in which competition was more vigorous and multi-

dimensional.

III. THERE IS NO OTHER JUSTIFICATION FOR THE COMMISSION
TO PRESCRIBE ACCESS RATES AT THIS TIME.

It must be remembered that current rates have not been shown to be

unlawful. For price cap carriers, compliance with the formula prescribed by the

Commission creates a presumption of lawfulness. Certainly, unless those rates

are shown to be unlawful, there is a question, under §205 of the Act, as to the

propriety of the Commission's prescribing rates based on any other standard.

Further, MCl's claim that the current level of access charges constrains the

financial resources available to IXCs to pursue a competitive local strategy12 must

be taken with a grain of salt. Access charges -- assessed on all IXCs alike -- are

flowed through in rates (unlike some access rate reductions) and do not have a net

affect cash flOW. 13 On the other hand, high access rates imply greater cash flow

and profitability in the local exchange business which should make it easier to

justify entry and attract capital for that purpose.

12 MCl at 2.

13 That is, unless MCl would maintain that it would not reduce rates if its access costs were reduced.
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Finally, Sprint's proposal that BOCs whose access rates are not at forward-

looking cost levels be denied 271 authority cannot be squared with the statutory

language that prohibits the Commission from expanding the 271 checklist.14

Given these facts, the Commission's decision to refrain from prescribing

access rates at this time while competition is given a chance to develop as

intended by Congress under TA96 is still fundamentally sound.

Respectfully submitted,

~~~
Michael S. Pabian
Counsel for Ameritech
Room 4H82
2000 West Ameritech Center Drive
Hoffman Estates, IL 60196-1025
(847) 248-6044

Dated: February 17, 1998

(MSPOIOO.docJ

14 §271(d)(4).
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