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This document summarizes a comprehensive plan for intercarrier compensation and universal service reform developed by the Intercarrier Compensation Forum (“ICF”).  The ICF members are united in their belief that the current myriad of disparate intercarrier compensation regimes is not sustainable in its present form and cannot be fixed.  It harms consumers and creates artificial regulatory advantages for certain carriers and technologies at the expense of others.  In doing so, it creates opportunities for regulatory arbitrage that threaten universal service in addition to the fundamental integrity and reliability of the nation’s telecommunications carriers and networks.

The ICF’s Plan represents a consensus proposal for reforming intercarrier compensation and universal service issues in a manner that will facilitate efficient competition, promote the deployment of new technologies, preserve and enhance universal service, and advance consumer interests.  

I.
Background on the Intercarrier Compensation Forum Plan

The ICF is a diverse group of telecommunications industry participants representing incumbent local exchange carriers, competitive local exchange carriers, interexchange carriers, next-generation network providers, rural telephone companies, and wireless service providers.  Its current membership consists of:  AT&T Corporation, General Communication, Inc., Global Crossing North America Inc., Iowa Telecom, Level 3 Communications, LLC, MCI, Inc., SBC Telecommunications Inc., Sprint Corporation, and Valor Telecommunications, Inc.

Members of the ICF have worked diligently for over one year to craft a balanced, detailed, operational Plan to reform today’s broken network interconnection, intercarrier compensation, and universal service regulations.  At least 25 companies have participated at various times as members of the ICF, and their contributions continue to shape the Plan.  In addition, the ICF has received and incorporated input from numerous rural carrier trade associations.  As a result, the ICF Plan is the only one existing today that embodies a consensus solution based on input from a broad range of normally divergent interests, and it is the only one to address a full range of network interconnection, intercarrier compensation, and universal service in a comprehensive manner.

II.
Today’s Rules Are Broken Beyond Repair and Must Be Replaced

Today’s myriad network interconnection and intercarrier compensation schemes no longer reflect the world in which we live.  Technological advances have given residential and business consumers telecommunications options that did not previously exist, including alternatives from local telecommunications providers, wireless services, and packet technology.  Regulators have developed today’s diverse assortment of intercarrier compensation regimes in a piecemeal fashion as these technologies evolved, causing carriers artificially to distinguish calls – and the payments for these calls – based purely on such factors as the end points of the communication (e.g., local or long-distance, interstate or intrastate), the carriers involved (e.g., ILEC, CLEC, CMRS, or IXC), and the technologies involved (e.g., wireline circuit-switched voice, wireless, ISP-bound, or packet-switched services).

These disparities harm consumers.  The current regime forces carriers to make arbitrary distinctions between “local” and “long-distance” services, limiting local calling scope and making it more difficult for consumers to receive the service bundles they want.  Jurisdictional disparities in intercarrier compensation often make it more expensive to call across the state than across the country or around the world.  Rural and low-income consumers suffer even greater harm.  High access charges limit long distance choice for rural consumers, reduce incentives for rural carriers to market DSL services, and inflate toll rates.  Some low-income consumers may lose service when they incur large toll bills they cannot afford to pay.

Today’s outmoded rules also harm the economy.  They create artificial regulatory advantages and disadvantages among carriers, leading to arbitrage, distorting consumer choices in the market and creating uneconomic substitution.  In addition, compensation disputes divert resources that otherwise could be used to deliver newer, cheaper, and better services in the market.  Uncertainty limits carrier ability to formulate business plans and impedes access to capital markets.

Finally, today’s broken system threatens universal service.  Because implicit support has not yet been fully removed from existing intercarrier compensation schemes, universal service remains vulnerable as competition increases.  In addition, interstate telecommunications revenues, on which universal service contributions are based, are becoming more difficult to identify and are undoubtedly shrinking. As a result, some providers are able to avoid some or all of their contribution obligations, as consumers increasingly bypass interstate long distance offerings in favor of wireless services, bundled service, and information services.

III.
The ICF Plan

The ICF has developed a single consensus Plan for reforming today’s outmoded network interconnection, intercarrier compensation and universal service rules, in order to advance consumer interests, facilitate efficient competition, promote the deployment of new technologies, and preserve and enhance universal service.  To accomplish these goals, the Plan begins to restructure rates on July 1, 2005 to bring immediate relief from today’s broken system.  Within three years, it unifies the disparate network interconnection and intercarrier compensation regimes governing interstate switched access, intrastate switched access, reciprocal compensation, compensation for ISP-bound traffic, inter- and intra-MTA CMRS traffic, paging traffic, and traffic with one end originating or terminating on IP networks.  The Plan has three primary sections: (1) Network Interconnection; (2) Rate Restructuring; and (3) Universal Service.

A.
Network Interconnection

Developing uniform network interconnection rules is an essential prerequisite for restructuring rates to unify intercarrier compensation.  Thus, the ICF Plan establishes clear and explicit technical and financial rules to govern the efficient interconnection of diverse carrier networks.  These rules would take effect on July 1, 2007 and provide a framework for voluntary carrier negotiations and establish default responsibilities in the absence of any carrier agreement to the contrary.  The ICF Plan classifies carrier networks into three categories – hierarchical, non-hierarchical, and rural – and specifies rules for interconnection with each.  These rules are based on the concept of network “Edges,” which are specified points at which these networks interconnect for the delivery of terminating traffic.  Network Edges must be able to accept all types of public switched telephone network traffic, and are subject to numerical, functional, and locational requirements specified in the Plan.

The network interconnection rules in the ICF Plan are explicitly designed to protect universal service in rural America by establishing modified default rules to apply to networks operated by a Covered Rural Telephone Company (“CRTC”), as defined in the Plan.  A CRTC is not required to deliver traffic to an interconnecting carrier at a point outside of the contiguous portion of its study area where the traffic originates, except to reach another CRTC within the same LATA.  In addition, the Plan continues to provide a very important additional transport revenue stream for CRTCs.

B.
Rate Restructuring

The Plan replaces revenue from today’s intercarrier charges with a fundamentally new system comprised of end user charges, new federal universal service support, revenue from interconnection transport and transiting charges, revenue from a transitional uniform termination charge, and terminating transport revenues for CRTCs.  Starting July 1, 2005, all intercarrier compensation transitions in four annual steps over three years to a uniform system with a single termination rate of $0.000175 per minute for all traffic.  Beginning July 1, 2007, with no sunset, carriers also may receive intercarrier payments for tandem transiting services, interconnection transport, and, for CRTCs, terminating transport revenues at prescribed rates for inbound traffic.  Commencing July 1, 2010, the $0.000175 per minute termination rate is reduced to zero in two equal annual steps.

Revenue eliminated from intercarrier compensation as a result of this transition is replaced by a combination of end user charges and new federal universal service support.  For large carriers, the maximum monthly residential and single-line business subscriber line charge (“SLC”) cap increases by $0.75 in each of the first two years of the Plan.   In each of the next two years, it increases by $1.00, on July 1, 2007 and by $1.00 on July 1, 2008.  The non-primary residential and multiline business SLC caps increase only to the extent that they otherwise would be below the residential cap.  A carrier’s average SLC also may rise no more than $0.75, $0.75, $1.00, and $1.00 at each of these steps, respectively, although individual SLCs that are significantly below the $6.50 cap before the start of the transition may increase by a slightly greater amount.  As of July 1, 2008, all monthly SLC caps for non-CRTCs are unified, and the SLC cap is indexed for inflation starting on July 1, 2009.

The Plan protects rural America by creating a more measured transition for CRTC customers.  A CRTC’s maximum monthly residential and single line business SLC cap increase by $0.50 per year, from $6.50 today to $9.00 effective July 1, 2009.  On July 1, 2008, a CRTC’s multiline business SLC cap increases to $10.00.  A CRTC has the option to increase the residential monthly SLC cap by two additional $0.50 annual increments beginning July 1, 2010, but no CRTC SLCs are indexed for inflation.

The Plan also achieves greater regulatory parity among carrier types by creating specified pricing flexibility for price cap ILECs.  Subject to consumer protection safeguards, the Plan provides increased price cap carrier pricing flexibility, effective July 1, 2005, and a further measure of pricing flexibility for these carriers, effective July 1, 2008.

C.
Universal Service

The Plan creates two new universal service mechanisms to provide explicit support for intercarrier compensation amounts otherwise not recoverable under the Plan’s rate restructuring rules, one applicable to areas served by BOCs and other non-CRTC ILECs and one applicable to areas served by CRTCs.  The primary differences between the two are the extent of availability (during a transitional period) of this new support to competitive eligible telecommunications carriers (CETCs) and the disaggregation options available to recipients.

The first, the “Intercarrier Compensation Recovery Mechanism,” or “ICRM,” provides support to BOCs and non-CRTC ILECs.  It is available, on a per-eligible-line basis, to all CETCs competing with these carriers.  By default, ICRM is available as a uniform, per-line amount to all eligible lines (i.e., no disaggregation).  ILECs have two alternatives to this default.  A recipient ILEC may establish a Zone Disaggregation Plan.  In the alternative, an ILEC may establish a Residential Targeting Plan, under which all ICRM support is targeted to residential lines based on a showing that the total revenue opportunity for serving a residential line is less than that for serving a business line.  

The second, the “Transitional Network Recovery Mechanism,” or “TNRM,” is available to CRTCs.  Its availability to CETCs competing with these carriers is limited to those (including new entrants) that lose access revenues as a result of the plan.  Because CMRS carriers do not receive switched access charges, this transitional restriction is intended to allow only wireline CETCs to receive support from the TNRM, on a per-eligible line basis.  The Plan calls for the FCC to review whether additional CETCs should receive support from the TNRM at the conclusion of the initial term of the Plan, in 2013.  TNRM may be disaggregated in accordance with the Commission’s existing rules governing disaggregation of support for rural carriers.

In addition, the Plan also makes several improvements to existing support mechanisms, including the rural high cost loop support mechanism (removing the cap, unfreezing the national average unseparated cost per working loop, and eliminating the rule reducing support for carriers serving over 200,000 lines) and the safety valve support mechanism (providing augmented support in the partial year and first full year after an acquisition closes, and creating “Safety Valve II,” to provide analogous support for switching and transport investment).  In addition, the Plan provides an option for certain price cap CRTCs to elect to receive support under the non-rural, model-based high cost mechanism.  Finally, the Plan provides that the existing per-line universal service support amount will remain portable to competitive eligible telecommunications carriers.

To fund all existing and new mechanisms, the Plan creates a new uniform universal service contribution methodology based on “units” applied to telephone numbers and high-capacity network connections.  Under this methodology, each unique working telephone number is assessed one unit, and the Plan allows CMRS carriers, CRTCs, and CRTC competitors to phase this assessment in for additional numbers in a residential household account.  Residential DSL, cable modem, and other high-speed, non-circuit-switched connections are also assessed one unit, harmonizing today’s disparate treatment of DSL and cable modem services.  For business connections, the Plan establishes a four-tiered system of assessments for non-switched, dedicated network connections ranging from one to 100 units depending on capacity.  

IV.
The Benefits of the ICF Plan

By creating uniform national default network interconnection, intercarrier compensation, and universal service rules, the ICF Plan will benefit both consumers and the U.S. economy.  Consumers will have access to more services and greater competition once the “rules of the road” are rationalized.  They will be more readily able to purchase innovative products and service they want, in affordable bundles.  The Plan will better enable carriers to offer flat-rated, all-distance plans that CMRS customers have embraced, and will promote economically rational pricing and efficient competition, sending correct pricing signals to consumers.

Rural and low-income consumers in particular will benefit, as the Plan will promotes greater choice and less restrictive calling options, including expanded local calling scopes, and greater choice in broadband and long distance services.  The Plan will further promote universal service by promoting comparability of urban and rural services and prices, replacing support that is implicit in intercarrier compensation today with explicit support provided by transparent, sustainable mechanisms.  Moreover, the Plan protects low-income consumers by exempting Lifeline customers from SLC rate increases and universal service contribution pass-throughs.

The U.S. economy also will benefit from the ICF Plan.  By increasing certainty in the telecommunications industry, the Plan will facilitate carrier business planning and access to capital markets.  In addition, by reducing areas of dispute, the Plan will allow carriers to lower their costs and devote greater resources to developing and launching new and innovative products and services.  The Plan will also minimize arbitrage opportunities and competitive distortions by eliminating artificial, uneconomic distinctions among functionally equivalent services.

Finally, implementation of the Plan will harmonize compensation for circuit-switched services with that applicable to wireless and VOIP services.

V.
Conclusion

The ICF will shortly be filing a substantial narrative containing the detailed ICF Plan, which must take effect by July 1, 2005.  The ICF urges the Commission expeditiously to seek comment on that Plan and to adopt rules implementing it in advance of that date.
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