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I.  INTRODUCTION

Philosophy of the Colorado Public Utilities Commission

The Colorado Public Utilities Commission, in approaching this investigatory docket, shares the philosophy articulated by the Federal Communications Commission (“FCC”) in FCC 01-132, CC Docket No. 01-92, released on April 17, 2001:

We emphasize at the outset that we seek an approach to intercarrier compensation that will encourage efficient use of, and investment in, telecommunications networks, and the efficient development of competition.  Consistent with the deregulatory goals of the 1996 Act, we seek an approach to intercarrier compensation that minimizes the need for regulatory intervention, both now and as competition continues to develop.

Purpose of Docket

The purpose of Docket No. 00I-494T is threefold:  1) to focus on the circumstances related to these intercarrier payments and gain a firm understanding of these circumstances; 2) to gain an understanding of intercarrier payment issues sufficient to constitute a basis for reform of current practices in Colorado, if and when appropriate; and 3) to enable the transition to a more efficient intercarrier compensation regime.

What is Intercarrier Compensation

“Intercarrier compensation” is the term-of-art in utility regulation for intercarrier payments or charges.  Intercarrier compensation covers the full range of payments between carriers.  The topic under consideration in this docket is more narrow.  Specifically, the Commission is reviewing the mechanisms used to determine the rates, terms, and conditions of payments for use of one telecommunications network by another carrier.  One example of such payments involves the exchange of traffic between a local exchange carrier and a toll carrier, which is known as “access charges.”  Another example is the payment for exchange of traffic between local carriers, which is called “reciprocal compensation”.  Providers of other types of telecommunications services connect with one another directly or indirectly through various other networks.  The charges for these traffic exchanges also come under the broad heading of intercarrier compensation and should be considered in any examination of intercarrier compensation design.  Other services that connect directly or indirectly through other networks to the traditional telecommunications voice network include mobile wireless traffic (e.g. cellular, paging, messaging, PCS) and internet traffic.

The rates, terms and conditions of such compensation mechanisms have been contentious, both during the existence of the payment mechanisms, as well as during the design and implementation phases of the payment mechanisms.  Such disputes typically are heard before state commissions and the FCC.  The disputes have included the overall structure and function of an intercarrier compensation mechanism, as well as the rates charged pursuant to that mechanism.  While this proceeding will investigate the existing rate structure, the nature of the inquiry before this Commission is not a rate proceeding, as that term typically is used.

Rather, the purpose of this docket is to investigate the fundamental nature of intercarrier compensation.  Consequently, this docket seeks comments on a range of policy issues, as well as possible alternatives to the current intercarrier compensation regime in Colorado.  The Commission is seeking data and analysis which bear directly on whether there should be any reform to the current intercarrier compensation regime, and, if the Commission is convinced to do so, what that reform should be.

Accordingly, there are three main questions to be addressed in this docket:

1) What is the current state of intercarrier compensation in Colorado;

2) What should be the intercarrier compensation policy in Colorado; and
3) What should be the regulatory mechanism for setting intercarrier compensation rates in Colorado?
These three topics were manifested in formal, targeted questions contained in Commission Decision No. C01-1225T, dated December 4, 2001 (“Procedural Order”).  The order requests interested parties to submit factual information and analysis, in the form of written testimony, in response to those questions.

The Commission has prepared this report in order to assemble relevant information for consideration by the parties.  This report is a supplement to and continuation of the Procedural Order and the Bibliography attached thereto.  As such, it briefly surveys recent developments at the FCC and in other states.  The report also presents a compilation and digest of publicly-available data.
, 
, 

Developments At The FCC


The FCC adopted a Notice of Proposed Rulemaking (FCC 01-132) on April 19, 2001 in CC Docket No. 01-92.
  The purpose of that FCC docket is to re-examine all currently regulated forms of intercarrier compensation, and to test the idea of employing a single compensation regime throughout.

The FCC initiated its investigation because of its belief that competition in the provisioning of telecommunications services is growing and new technologies for the provisioning of these services are proliferating.  The ultimate purpose of the FCC’s investigation is to establish an intercarrier compensation mechanism that encourages efficient use of the network and efficient investment therein, while minimizing the need for regulatory intervention.

With its Notice, the FCC seeks comment on the feasibility and desirability of using bill-and-keep as the universal compensation mechanism.  It does so by asking interested parties to focus on the issues raised by two FCC working papers, namely, (1) Bill and Keep at the Central Office as the Efficient Interconnection Point, Patrick De Graba, FCC OPP Working Paper No. 33, December 2000; and (2) A Competitively Neutral Approach to Network Interconnection, Jay M. Atkinson and Christopher C. Barnekov, FCC OPP Working Paper No. 34, December 2000.  While the FCC uses bill-and-keep as its format of departure, it does invite parties to propose and discuss alternative approaches as well.  In considering various options, the FCC is ultimately looking for a mechanism that it can use for traffic bound for internet service providers after the three-year interim period, for reciprocal compensation under § 251 of the Telecommunications Act of 1996, and eventually for interstate access charges.

Initial comments to the FCC were due on August 24, 2001, and reply comments on November 5, 2001.  Comments were filed by telecommunications carriers, state regulatory agencies, national telecommunications organizations, consultants, and other interested parties.  These comments are available at the following web site address:
http://gullfoss2.fcc.gov/prod/ecfs/comsrch_v2.cgi. 

All major issues raised in the FCC Notice were, in turn, reflected in the questions that the Colorado Public Utilities Commission posed in the Procedural Order.  The Commission instructed interested parties to address those issues within the context of the current state of regulation of telecommunications in Colorado.

Developments At Other State Commissions

The National Regulatory Research Institute (“NRRI”) has published an extensive summary of state activity concerning intercarrier compensation reform.  That information may be accessed at the following web site:

http://www.nrri.ohio-state.edu/programs/telcom/pdf/IntercarrierCompensationOrders.pdf

Finally, the Commission refers interested parties to the bibliography attached to Commission Decision No. C01-1225.  To the extent there are additions in the future to that bibliography, please consult the Commission’s website for those updates as well as electronic versions of certain documents and links to other pertinent documents.  Also, attached to this Decision, the Commission has included an updated Bibliography.

II.  DESCRIPTION OF DATA AND RELATED INFORMATION

The data in this report, as well as the documents referenced either in the text or in the bibliography, represent the Commission’s attempt briefly to survey the relevant literature and to synthesize the readily-available Colorado financial and operational data.  In the pursuit of completeness and neutrality, the Commission focused its research on the most basic, publicly-available data in hopes of beginning the debate with a minimum of controversy.  The Commission recognizes that significant data relevant to this issue reside with the affected companies.  Therefore, the Commission’s Procedural Order solicited company-specific data, information from other regulatory proceedings, relevant articles, and any other information or documentation that might provide additional insight.  The Commission re-emphasizes its invitation to the parties to submit additional information.

Basic Information on Access Rates, Revenues, and Minutes of Use

Appendix 1 summarizes information gathered from annual reports filed with the Colorado PUC by Incumbent Local Exchange Carriers (“ILECs”).  Appendix 1 shows that small ILECs derived over 62% of their regulated revenues from interstate and intrastate access charges in 2000.  Although Qwest is less dependent on access charge revenues, it derived more than 31% of total regulated revenues from that source.  Appendix 1 demonstrates that any reduction in access rates would have a significant impact on the revenues of small ILECs as well as on Qwest.

If, for example, switched access charges were eliminated, local exchange carriers might argue that they should be allowed to recover any lost revenue through local rate adjustments.  Columns K, L and M of Appendix 1 quantify the increase in local rates per access line that would be necessary if switched access charges were reduced to $0.  Specifically, Column L isolates the impact on local rates of eliminating intrastate switched access charges, Column M performs the same calculation per access line for interstate switched access charges, and Column K combines Columns L and M.  If the Commission were to eliminate completely intrastate switched access charges, and if it chose to allow recovery of 100% of the lost revenue through local rates, the average local rate increase would be $8.56 per month for customers of small ILECs, and $2.83 per month for Qwest customers.  The projected impact on customers of small ILECs is more dramatic when one considers the broad range of values, which would vary from $2.29 per month for CenturyTel of Colorado to $63.27 per month for Rico Telephone.

Another alternative to switched access revenue might be the Colorado High Cost Support Mechanism.  Column N of Appendix 1 presents the high cost support that would be necessary to make whole each company if all switched access charges were reduced to $0.  Small ILECs would need to receive almost $79 million in additional high cost support to offset the loss of switched access revenues, while Qwest would sustain a revenue shortfall of $670 million.

In 2000, the high cost surcharge of 3.1% generated approximately $66.5 million in contributions to the fund.  If intrastate switched access charges (which are the rates under the jurisdiction of the Colorado Commission) were reduced to $0, the high cost surcharge would need to increase to 7.89% in order to generate the extra funds needed to make whole the ILECs, including Qwest.  Customers paying $20 per month for intrastate telecommunications services would see the high cost surcharge increase from $0.62 per month to $1.58 per month.  If both interstate and intrastate access charges were reduced to $0, the high cost surcharge would need to increase to 37.68% to generate the necessary revenues.  Under this scenario, customers paying $20 per month for intrastate telecommunications services would pay $7.54 per month to the high cost support mechanism.

Appendix 2 presents the primary sources of revenue for ILECs in Colorado, including basic local exchange, local network services, federal and state high cost revenues (i.e. USF and CHCSM), miscellaneous, non-regulated, and interstate and intrastate access.  Appendix 2 also shows the monthly rates for business and residential basic local service of Colorado ILECs.  The average monthly rate for business customers of small ILECs is $22.81, while the monthly rate for Qwest business customers is $34.60.

Appendix 3 is a graphical depiction of the primary sources of aggregate revenue in 2000 for small ILECs in Colorado.  Appendix 4 provides corresponding percentages for Qwest.  This information was derived from the annual reports filed by each provider with the Commission.  The amounts were not audited by the Commission, and may include revenue settlements from prior periods.

Relying on information from Qwest’s 2000 annual report to this Commission, Appendix 5 summarizes the calling patterns of Qwest’s customers.  Appendix 5 shows that 85% of all calls on the Qwest network in Colorado were local calls, while only 15% were toll calls.  The average number of local calls per switched access line was 2,775 in Colorado during 2000.

Appendix 6 presents information on changes in originating and terminating access minutes from 1999 to 2000 for ILECs, including Qwest.  Rico Telephone was not included because the company did not provide access minute data on its annual report to the Commission.  Bijou Telephone was not included because its terminating minutes were deemed unreliable.  As shown in Appendix 6, average originating minutes for rural ILECs increased by 5.73%, and average terminating minutes increased by 5.35%.  The disparity between originating and terminating minutes, especially for small ILECs in Colorado, is also shown in Appendix 6.  On average, originating minutes exceeded terminating minutes by 29% in Colorado during 2000.

Appendix 6 also shows on a Colorado basis, that Qwest’s interstate access revenue per minute of use (“MOU”) in 2000 was extremely similar to intrastate access revenue per MOU ($0.0515 vs. $0.0513).  The difference was much wider in 1999, when interstate access revenue per MOU ($0.0467) was much lower than intrastate access revenue per MOU ($0.0605).

Since July 1984, on a national basis, per minute access charges paid by long distance carriers have declined from $0.173 per minute to $0.019 per minute in July 2000.
  However, despite this downward trend, access charges remain a significant expense to companies like AT&T, which reported in its 10-Q filing with the Securities and Exchange Commission that access and connection charges represented about 25% of total operating expenses for the nine month period ending September 30, 2001.

Colorado High Cost Support Mechanism

Appendix 7 contains information from the Colorado High Cost Support Mechanism (“CHCSM”) worksheets for calendar year 2000.  The Colorado intrastate revenues were consolidated from the information provided by companies that submitted a worksheet.  Providers include Competitive Local Exchange Carriers, Wireless Providers, Incumbent Local Exchange Carriers, Inter-exchange Carriers, Messaging and Paging Carriers, Payphone Providers, Internet Service Providers, and Toll Resellers.

Appendix 7 breaks down the consolidated revenue information into intrastate retail and intrastate wholesale revenue by source.  For calendar year 2000, providers reported intrastate retail revenues of $2,273,781,796, and intrastate wholesale revenues of $325,965,111.

Appendix 8 identifies the different wholesale services from which providers derived revenues in 2000.  “Fixed Local Service provided under tariffs” and “Per minute charges for originating and terminating calls based on contracts or unbundled network elements” were the two primary sources of intrastate wholesale revenues, accounting for a combined 50.4% of total wholesale revenues.

Appendix 9 identifies the different retail services that generated revenues in 2000.  The majority of retail revenues (46.9% of total retail revenues) were generated from “Fixed Local Services”, defined as monthly service charges, connections fees, and additional vertical features.

Mobile Service and Wireless Telephony

According to Appendix 7, revenues from mobile service (including wireless telephony, paging and messaging, and other mobile) accounted for more than 35% of total intrastate retail revenues in 2000.  By comparison, fixed local services represented approximately 47% of intrastate retail revenues, while toll accounted for more than 14%.

The FCC reported that there were 1,856,075 wireless subscribers in Colorado as of December 31, 2000.
  By contrast, Qwest reported 2,821,113 access lines (excluding payphone lines) on that date; small ILECs had 135,164 access lines; and competitive local exchange carriers had 252,841.  As wireless providers are becoming significant users of the public switched network, any reform of intercarrier compensation mechanisms must adequately address costs imposed on the public switched network by these different technologies.

Access Revenues Per Minute of Use

Appendix 10 provides intrastate access revenues for the small ILECs for 1998, 1999, and 2000.  In addition, Appendix 10 shows originating and terminating access minutes for 2000, and access revenues per MOU in 2000.  As with any such endeavor, the results are arguably less than precise due to out-of-period adjustments to access revenues that were reported to the Commission on the annual report.  However, Appendix 10 offers a general range of access revenues per minute from which the Commission and the interested parties can begin to understand the amounts collected for access to the public switched network.

III.  CONCLUSION

This Report, along with the Procedural Order, is an attempt to provide data and other factual information to the interested parties.  The goal is to improve and further the Commission’s research.  The Commission encourages the parties to assist it in building a more comprehensive record.
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1.  The questions, information, data, citations, indeed, all information presented in this Report and the Procedural Order, are intended to be suggestive in nature and are provided to share Commission’s work to this point.  The selection of any information, data, articles or other source of information for inclusion in this Report or the Procedural Order does not reflect agreement with, endorsement of, or support for a position or concept reflected in any particular piece of information or combinations of such information.  


	2. The material in this Report and in the Procedural Order is a subset of the material available on the issue of Intercarrier Compensation.  Therefore, any suggestions, and submissions of additional information in any form, is encouraged and appreciated.  Generally, this Commission has authority over rates, terms and conditions for regulated intrastate services as well as responsibility for other matters delegated to the Commission by statute or FCC rule or decision.  If any party believes other services beyond this Commission’s authority or any information related thereto is warranted for consideration in this matter, that material should be submitted to the Commission. 





	3. This report presents factual information that was available to the Commission through various publicly available information, such as annual reports filed with the Commission.  This report does not address legal and jurisdictional complexities which might arise when designing a uniform intercarrier compensation mechanism that might be used at both the state and federal level.  The parties are encouraged to address these legal and jurisdictional issues in their written testimony.


�. At the same time, the FCC adopted two other related orders.  In one, it established a three-year interim measure to reduce, but not eliminate intercarrier payments associated with calls to internet service providers.  In the other, it established another three-year interim measure under which competitive local exchange carriers may file access charge tariffs only if their rates do not exceed some benchmark rate.


	�. Currently, there are two intercarrier compensation regimes that are frequently employed--access charges for long-distance traffic and reciprocal compensation for local traffic.


	�.  Interstate access charges are currently governed by a system of price cap regulation for the incumbent local exchange carriers that is in effect through June 30, 2005.





	�   This link is to the FCC’s website.  The exact location is the Electronic Comment Filing System.  Upon arrival there, it is necessary to move to the window under the “Proceeding” heading and enter a docket number, in this instance (CC-Docket No.) “01-92”, click on the “Retrieve Document” button, which will move one to the comments for the FCC’s intercarrier compensation rulemaking docket.


� The initial Bibliography attached to Commission Decision C01-1225, dated December 4, 2001, issued in the instant docket, has been revised.  The revised Bibliography contains all information from the initial Bibliography with additions denoted in bold and other corrections noted when relevant.


�. Source:  “Statistics of the Long Distance Telecommunications Industry”, Industry Analysis Division, Common Carrier Bureau, Federal Communications Commission, January 2001, Table 12.





�. Source:  “Annual Report and Analysis of Competitive Market Conditions With Respect to Commercial Mobile Services”, Wireless Telecommunications Bureau, Federal Communications Commission, FCC 01-192, Sixth Report, July 17, 2001, Appendix C, Table 2.
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