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THE APPARENT PROBLEM:

Telecommunication hasbecomean all but unavoidable
part of most people'sdaily existence. From telephones
to answering machines to pagers to cellular phones,
people are rarely far from a phone and thereby are
rarely far from access to just about anyone, anywhere
in the world. Further, recent years have seen rapid
expansion of services which vastly increase the
telephone’s usefulness, including facsimile machines,
teleconferencing, call forwarding, voice mail, and
speed dialing, just to name a few.

In Michigan, the provision of telecommunications
service is regulated under the provisions of the
Michigan Telecommunications Act. However, the act
will be repeal ed by a sunset provision within theact on
January 1, 2001. Without legidation to regulate the
telecommunicationsindustry, many believeitislikey
that chaos would ensue and consumers would be the
ones to suffer the consequences.

At the time the most recent incarnation of the
telecommuni cationsact wasenacted, it wasexpected to
accelerate the introduction of new technology in both
products and services, increase competition, and result
in lower pricesfor customers. Some argue that many
of thederegul ation provisionsin the 1995 amendments
to the act have worked less well than was hoped or
expected and the competition level in local telephone
marketsis such that further regulation iswarranted to
protect against abuses by existing monopoalies.
However, theextremely positiveresultsof deregul ation
in the toll or long-distance markets, which have
lowered long distance rates for most consumers, are
evidence to some that continuing the path of
deregulation will continueto haveapositiveimpact on
service to consumers, both in quality and cost.

As the deadline for the expiration of the act rapidly
approaches, legidation has been proposed to provide
a new framework for regulating the extremely
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important and very lucrative telecommunications
industry.

THE CONTENT OF THE BILL:

The bill would amend the Michigan
TelecommunicationsAct (MTA) (MCL 484.2101et al.)
to do al of thefollowing:

Jurisdiction and Authority. Under current law the
Public Service Commission (PSC) hasthejurisdiction
and authority toadminister theact, but islimitedtothe
powers and duties that are prescribed within it. The
bill would give the commission the jurisdiction and
authority to administer not only the act, but all federal
telecommuni cationslaws, rules, orders, and regul ations
that are delegated to the state. The commission’s
exercise of itsjurisdiction and authority would haveto
be in accordance with the act and al federa
telecommunications laws, rules, orders, and
regulations. While current law requires the PSC to
establish rules to implement the act, the bill would
permit the commission to establish rules under the
Administrative Procedures Act, subject to the above
delineation of itsjurisdiction and authority.

Inaddition, thebill would givethe PSC theauthority to
regulate al directory assistance services until the
commission determined that directory service was a
competitiveservice(current law allowsthe PSC onlyto
regulate local directory assistance). Further, the PSC
would have the authority to approve or deny any
proposed addition, elimination, or modification of an
area code within the state. Before any changes were
made to an area code, the commission would be
required to give public notice and conduct a public
hearing in the affected geographic area. Totheextent
technologically and economicaly feasible, the
commission would be required to order that
modification of all area code boundaries conform to
county lines.
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Competitiveness Report. The PSC would be required
tosubmit an annual report on the status of competition
in telecommunication services, including, but not
limited to, toll and local exchange service marketsin
Michigan. The report would have to be submitted to
the governor and the House and Senate standing
committees that oversee tel ecommunications i ssues.

Emergency Relief. The bill would alow a
complainant to request an emergency relief order, if a
complaint filed under the MTA alleged facts that
warranted emergency relief. A complaint and request
for emergency relief would have to be hand delivered
to the opposing party or respondent at its principal
place of businessin Michigan. That party would then
havefive businessdaystofilearesponseto the request
for emergency relief.

The PSC would have to review the complaint, the
request for emergency reief, the response, and all
supporting materials, and then determine whether the
request should be denied or an initial evidentiary
hearing should be conducted. If aninitial evidentiary
hearing was conducted, it would have to occur within
five days after notice had been provided. After the
hearing, an order granting or denying the request for
emergency relief would have to be issued.

An order for emergency relief could require a party to
act or refrain from action to protect competition. Any
action required by an order for emergency relief would
have to be technically feasible and economically
reasonabl e, and the respondent woul d have to be given
a reasonable period to comply. At a hearing for
emergency relief, the respondent would have the
burden of showing that the order was not technically
feasible or economically reasonable.

If extraordinary circumstances existed that the PSC
determined warranted expedited review before the
PSC’ sfinal order would beissued, the PSC would have
to set a schedule that would allow for theissuance of a
partial final order as to all or part of the issues for
which emergency relief was granted within 90 days
from the issuance of the emergency relief order.

An order for emergency relief could be granted if the
PSC found all of the following:

-- The party had demonstrated exigent circumstances
that warranted emergency relief.

-- The party seeking relief would likely succeed on the
merits.
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-- Theparty would suffer irreparableharminitsability
to serve customers if emergency reief were not
granted.

-- The order was not adverse to the public interest.

ThePSC could require a complainant to post abondin
an amount that would be sufficient to make the
respondent whole in the event that the order for
emergency relief was later determined to have been
erroneoudly granted.

An emergency relief order would expire upon the
soonest of the following: 90 days after it was issued;
when the PSC's partial order was issued; or an earlier
date set by the PSC. The PSC could extend the
emergency relief order up to the date on which afinal
order was issued in the proceeding.

The losing party would have the right to seek
immediate review of an order granting or denying
emergency relief. The review would have to comply
with Michigan Court Rules on motions for immediate
consideration and the review would be as a new case,
rather than areview of the record of the prior hearing.
The court of appeals could stay the emergency relief
order upon posting of a bond or other security in an
amount and on terms set by the court. Regardless of
whether an appeal was made, the PSC would have to
proceed with the case and issue a final order as
otherwise required under the MTA.

Hearings. Thebill would specify that an application or
complaint would have to include al information,
testimony, exhibits, or other documents and
information within the applicant’s or complaining
party’s possession. However, if that party needed
information that was in the possession of the
respondent, the PSC would have to allow that
complainant or applicant areasonable opportunity for
discovery.

In addition to any other relief allowed in the act, the
PSC or any other interested person could seek to
compel compliance with a commission order by
proceedings in mandamus, injunction, or by other
appropriate civil remediesin the circuit court or other
court of appropriate jurisdiction.

Finally, thebill would also providethat the changesto
the hearings provisons and the emergency relief
provisionswould not amend, alter, or limit any case or
proceeding that was commenced prior to the effective
date of the hill.
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Alternative Dispute Process. The MTA requires the
use of an aternative dispute process for disputes
involving an amount of $1,000 or less. Under thehill,
the PSC would be required to compel parties in an
interconnection dispute between telecommunications
providerstousetheact’ salternativedisputeresolution,
unless there had been a request for emergency relief.
In addition, unless there was a request for emergency
relief, the PSC would have an additional 45 days past
the usual deadline for issuing an order in a dispute
involving $1,000 or less, or an interconnection dispute
between providers.

Licensing Requirements. TheM TA providesthat, after
notice and a hearing, the PSC must approve an
application for a license as a basic local exchange
provider if it finds that the applicant possesses
aufficienttechnical, financial, and managerial resources
and abilitiesto provide basic local exchange serviceto
"every person" within the geographic area of the
license and that granting a license would not be
contrary to the public interests. The bill would change
"every person” in that requirement to "al residential
and commercial customers', and would require the
PSC to also find that the applicant intended to provide
service within one year from the date the license was
granted. ThePSC could revokeaprovider’ slicenseif
it determined, within two years of the date the license
was granted, that the provider had not marketed its
services to all potential customers or had refused to
provide serviceto certain customers.

End-User Line Charges. Basiclocal exchange service
providers, except those with 250,000 or fewer
customers in this state, would be prohibited from
assessing or imposing an intrastate subscriber line
charge or end-user line (or access) charge.

Toll accessrates. Under the MTA, the PSC may not
review or set therates for toll access services. Except
for the above provision against the imposition of
intrastate end-user or subscriber access charges by
basic local exchange providers, toll access services
providers must set the rates for toll access. The MTA
specifiesthat accessratesthat exceed those all owed for
the sameinterstate services by thefederal government
are not just and reasonable, and that providers may
agree to a rate less than that allowed by the federal
government. Thebill would providethat ratesfor end-
user or subscriber line charges charged to basic local
exchange customerscoul d not exceed theratesallowed
by the federal government as of May 1, 2000 for the
same interstate services.
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Further, if a toll access service rate is reduced, the
MTA requiresthe provider receiving the reduced rate
toreduceitsratetoits customers by an equal amount.
The bill would require that the PSC investigate and
ensure that a provider had complied with the
requirement to pass along rate reductions to its
customers.

None of these provisions would apply to basic local
exchangeproviderswith 250,000 or fewer customersin
this state, and neither would existing provisions
requiring a provider of toll access service to offer
services under the same rates, terms, and conditions,
without unreasonable discrimination, to al providers,
to make any technical interconnection arrangements
available for intrastate access services, and alowing
two or more providerswith fewer than 250,000 access
lines to agree to joint toll access service rates and
pooling of revenues.

Mandatory Minimum Charge Prohibition. Unless
otherwise approved by the commission, the bill would
prohibit a toll service provider from charging a
mandatory minimum monthly or mandatory flat-rate
charge for toll calls, except in connection with an
optional discount toll calling plan.

Toll Rates. Under thehill, acall madetoalocal calling
area that is adjacent to the caller’s local calling area
could not beconsidered atoll call and would be haveto
be considered alocal call and bebilled asalocal call.
Providers of toll service would have to make adjacent
exchangetoll calling plansavailabletotheir customers,
after review and approval of the PSC. All toll service
providerswould berequired to inform their customers
of the availability of these plans and the plans would
remain in effect until altered by order of the PSC.
However, this provision would not apply to those
providers who met the regquirements to be exempted
from the act's provisions governing basic local
exchange rate alteration (see below).

BasicL ocal Exchange Rate Alteration. Thebill would
reguirethat thePSC exempt aprovider fromtheMTA's
provisons governing basic local exchange rate
alteration and the setting of toll accessratesif it found
that the provider did al of the following:

-- Provided basic local exchange service or basic local
exchange and toll serviceto fewer than
250,000 end-users.

-- Offered to end-users single-party basic local

exchange service, tone dialing, toll access service,
including end-user common line services and dialing
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parity, at a total price of no more than the amount
charged as of May 1, 2000.

-- Provided diding parity access to operator,
telecommuni cation relay, and emergency servicestoall
basic local exchange end-users.

"Slamming" and "Cramming." Public Acts 259 and
260 of 1998 added s amming prohibitionsand penalties
totheMTA. ("Slamming" istheterm commonly used
to refer to the unauthorized switching of a
telecommunications subscriber from one provider to
another. ) Under the damming provisions, the PSC
must issue orders to ensure that an end user is not
switchedtoanother provider without theend user’soral
authorization, written confirmation, confirmation
through an independent third party, or other
verification procedures subject to PSC approval
confirming the end user’sintent to make a switch and
that the end user has authorized the specific details of
the switch. The PSC may conduct a contested case
upon receiving a complaint alleging a samming
violation. If the PSC finds that a slamming violation
has occurred, it must order remedies and penalties to
protect and make whole end users and other persons
who suffered damages as a result of the violation.

In addition tothe existing “sdlamming” provisions, the
bill would prohibit atel ecommunicationsprovider from
including or adding optional servicesin an end-user's
telecommunications service package without the
express oral or written authorization of the end user
(commonly referred to as “cramming’).  Upon
receiving a complaint filed by a person alleging a
cramming violation or upon the PSC'sown mation, the
PSC could conduct a contested case hearing.

Slamming and Cramming Complaints and Hearings.
The bill would require that the PSC create and, upon
request, supply aform affidavit designed to enable an
end-user to provide all the information needed to
promoteefficient resol ution of damming and cramming
complaints. Hearingswould haveto be conducted in a
manner that optimized expediency, convenience, and
the ability of the end-user to bring and prosecute,
without assistance of counsel, complaints alleging
slamming or cramming while preserving the rights of
theparties. If possible, the PSC would havetoholdthe
hearing at alocation near the end-user's residence or
place of business.

Slamming and cramming penalties. If the PSC found
that a damming or cramming violation occurred, it
would have to order remedies and penalties to protect
and make whole end users and other persons who
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suffered damagesasaresult of theviolation. Remedies
could include fines (see below), refunds,
reimbursement, revocation of licenses, and cease and
desist orders.

Fines for damming and cramming. Currently, a first
offense of slamming is subject to a fine of at least
$10,000 but not more than $20,000; a second or
subsequent offense is subject to a fine of at least
$25,000 but not more than $40,000. If the PSC finds
that a second or subsequent lamming offenseis made
knowinglyin violation of theprohibition, themaximum
fineis $50,000. Each switch madein vidlation of the
MTA is a separate offense.

The bill would increase the fines and apply them both
to damming and cramming. Under the bill, a first
slamming or cramming offensewould be punishableby
afineof at least $20,000 but not more than $30,000; a
second or subsequent offense would be punishable by
afine of at least $30,000 but not more than $50,000.
For a damming or cramming offense committed
knowingly in violation of theMTA, themaximum fine
would be $70,000. Each switch or added service
would betreated asa separate offense. In addition, the
bill would alow the PSC to order between 10 and 50
percent of the fines assessed to be paid to the person
who was the victim of the samming or cramming
violation.

The PSC could not impose a fine for slamming or
cramming if the provider had otherwisecomplied with
theprovisionsagai nst damming and cramming and was
ableto showthat theviolation wasan unintentional and
good faith error that occurred in spite of procedures
that had been adopted to avoid such errors. (This
exception already exists for damming violations.)

Prohibited practices. In addition to the existing
prohibitions, aprovider of telecommunication services
would be prohibited from the following:

« disparaging the services, business, or reputation of
another by false or mideading representations of fact;

 representing that unrequested services are being
supplied in response to a request made by or on behalf
of the party receiving the services,

e causing a probability of confuson or a
misunderstanding as to a party's lega rights,
obligations or remedies,

e representing or implying that the subject of a
transaction will be provided promptly or at a specified
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time, or within areasonabletime, if the provider knew
or has reason to know that it will not be so provided;
and

e causing coercion and duress as a result of the time
and nature of a sales presentation.

For alleged violations of these prohibitions, the PSC
could accept an assurance that the accused provider
would discontinuethe allegedly unlawful method, act,
or practice. Such an assurance would not be an
admission of guilt nor could it be introduced in any
other proceeding. An assurance could be enforced in
the circuit court by the partiesto the assurance, unless
it had been rescinded by the parties or was voided by
the court for good cause. An assurance could include
gtipulations for the voluntary payment of the costs of
the investigation, an amount to be held in escrow
pending the outcome of an action, or an amount for
restitution to an aggrieved person.

Attorney Fees. If, after notice and a hearing, the PSC
found that aviolation of theact had occurred, the PSC
could, in addition to the penalties already provided
under the act, order attorney fees and actual costs of a
person or a provider with fewer than 250,000 end-
users, unless the case was an arbitration case under
section 252 of part |1 of title 11 of the Communications
Act of 1934, Chapter 622, 110 Stat. 66.

Intrastate Universal Service Fund. The PSC would be
required to initiate an investigation to determine
whether anintrastateuniversal servicefund (afundthat
would provide a subsidy to customers for supported
telecommuni cations services) should be created. The
investigation would have to be started no sooner than
July 1, 2002 and be completed no sooner than
December 1, 2002. All providers would have to be
made respondents in the proceeding, and in addition
any other interested party could participate and
intervenein the proceeding. At somelater date, upon
request or on its own motion, the commission, after
notice and hearing, could be required to determine if
the findings made should be reviewed because of
changes in technology or other factors. Unless
otherwise approved by the commission, if an interstate
universal servicefund was created on thefederal leve,
theinterstate universal service fund would not need to
be established.

For each provider, the PSC would determine whether
and towhat extent the affordableratelevel (defined as,
at aminimum, ratesin effect on January 1, 2001 or as
determined by the PSC) for the provision of supported
telecommunications services (defined as primary
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residential linesand aminimum level of local usageon
thoselines, asdetermined by the PSC) would be below
that provider’s forward looking economic cost for the
supported services. If thefund were created, it would
be used to subsidize the difference between the
affordabl e rate set by the PSC and the forward looking
cost of the services, less any federal universal service
support received.

Eligibilitytoreceveintrastate universal servicesupport
would be consistent with theact and with therulesand
regulations of the FCC. To the extent a fund was
established, the PSC would have to require that the
costs of the fund be recovered from all
telecommunications providers on a competitively
neutral basis. Providers who contributed to the fund
could recover costs from end-users through hilling
surcharges. The PSC would be required to select an
independent third party administrator toadminister the
fund.

Internet accessreport. Thebill would requirethe PSC
to study whether the state should require each wireline
broadband internet accesstransport provider whoisan
internet service provider (or an affiliate of an internet
service provider) to provide any other requesting
internet service provider access to its broad band
internet access transport services, unbundled from the
provision of content, on rates, terms, and conditions
that are at least as favorable as those on which it
provides the access to itsalf, its affiliates, or any other
person. The commission would berequired to make a
report on its findings to the governor and the
legidature, no later than July 1, 2001.

2-1-1 Service. The PSC would be required to issue
ordersthat assigned thetelephone digits 2-1-1 only to
community resourceinformation andreferral answering
points established under the bhill and prescribe
appropriate interconnection orders to carry out the
service. Each basiclocal exchangeservicein Michigan
would have to assign those tel ephone numbers only to
acommunity resource information referral answering
point.

The PSC would have to designate a community
resourceinformation and referral entity to bethe 2-1-1
answering point for various geographical areaswithin
Michigan. Inmakingitsdetermination, the PSC would
haveto consider therecommendationsof theMichigan
Alliance for Information and Referral Systems;
whether the relevant state-endorsed multipurpose
collaborative bodies were in agreement; whether the
entity had established a framework to assure the
provision of coverage of the 2-1-1 telephone number
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24 hoursper day, seven days per week; and whether the
entity met 2-1-1 standards adopted by the Michigan
Alliance for Information and Referral Systems.

Each community resource information and referral
entity designated to be a 2-1-1 answering point would
have to establish the framework to provide sufficient
resourcesto operatethe system 24 hoursper day, seven
days per week.

Purposes of the act. The act includes a section that
specifiesthe purposes of theact. Thebill would amend
that section to provide, among other items, that the
act’ s purposeisto:

"Ensure that every person has access to just,
reasonable, and affordable basic residential
telecommunication service.” [new language
emphasi zed]

"Restructureregulation to focuson priceand quality of
service and not on the provider. Supplement existing
state and federal law regarding antitrust, consumer
protection, and fair trade to provide additional
safeguards for competition and consumers'.

"Streamline the process for setting and adjusting the
rates for regulated services that will ensure effective
ratereview and reducethe costs and length of hearings
associated with rate cases.”

" Authorize actions to encourage the devel opment of a
competitive telecommunications industry."

Telecommunications Service Rates. The hill would
add anew articleentitled “ Telecommunications Service
Rates’. Notwithstanding any other provision of theact
and except asallowed for certain exempt providers, for
competitive services, and for rates charged under
contract, when thebill took effect, therate charged for
every telecommunication service provided in the state
would berequired to beno higher than therate charged
for that service as of May 1, 2000. The rate for any
new service not offered under a contract that is
functionally equivalent or substantially similar to an
existing servicewould be set at no higher than therate
allowed for that existing service. The rates set under
theseprovisionswould remainin effect until December
31, 2003, or until the PSC determined that a service
was competitive for an identifiable class or group of
customersin an exchange, group of exchanges, or other
clearly defined geographical area, whichever isearlier.
The PSC would have to issue its determination as to
whether aservicewas competitivewithin 60 daysfrom
the date the application was filed or the service would
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be considered competitive. Any complaint that arose
under this section would be determined by the PSC
through a contested hearing.

Sunset and repedls. The act would be repealed
effective December 31, 2005 and the provisions of act
that repealed earlier sections of the act would be
eliminated.

BACKGROUND INFORMATION:

In 1991, Michigan began its efforts towards turning
from the traditional monopoly structure for phone
service to a more competitive framework. The
adoption of the Michigan Telecommunications Act in
1991 turned away from nearly 100 years of telephone
servicethrough thetraditional public utility monopoly
model. Under thetraditional model tel ephone service
was seen as a “natural monopoly” where the very
nature of the service (like water or eectric service)
required a single provider. What generally occurred
under thismodel, and what occurredin Michigan, was
that an exclusive right to provide servicein each local
service area was granted to a local exchange carrier
(LEC) which owned, among other things, the local
loops (thewiresconnecting tel ephonesto switches), the
switches (equipment that directs calls to their
destinations), and transport trunks (wires that carry
calls between switches) that make up alocal exchange
network. In exchangefor protection of the monopoaly,
the telephone company agreed be subjected to
government regulation to assure the quality of service
and to set ratesin order allow afair rate of return and
to prevent monopoaly pricing.

At thetime it was enacted the MTA led the nation by
replacing the traditional public utility model with a
competitivemodel that would, it washoped, encourage
competition and use market forces, instead of
regulations, to control pricesand thequality of service.
In 1995, the legidature amended the MTA to further
reduce regulations on themonpoly providers and gave
the PSC limited authority to encourage new providers
to enter the market. Shortly after the 1995 MTA was
enacted the federal government enacted the federal
Telecommunications Act of 1996. The federal act
provided a national policy framework to encourage a
competitive tel ecommunications market.

FISCAL IMPLICATIONS:

According to the House Fiscal Agency, the hill’s
elimination of theend-user common linechargeswoul d
reduce use tax revenue in fiscal year 2000-2001 by
between $17 and $18 million, thus reducing general
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fund/general purpose revenues by between $11.4 and
$12 million, and school aid revenues by between $5.6
and $6 million. In addition, general fund/general
purpose revenues would be reduced by an estimated
$4.6 million in fisca year 2000-2001 through
reductionsin telephoneandtel egraph or utility property
tax revenue. Finaly, the bill would impose new
administrative requirements on the Public Service
Commission, which could increase state costs. (7-10-
00)

ARGUMENTS:

For:

Thelatest revisionstotheMTA, in 1995, havefailedin
their intended purpose of increasing competition for
local phone services. Since 1995, competition in the
local tel ephoneservicemarket, according to proponents
of the bill, remains anemic, at best. By limiting the
PSC's authority, the revisions have alowed the
incumbent local providerstoretain what amountstoan
unrestricted monopoly in the local telephone market.
Furthermore, the1995 act will sunset on December 31,
2000 and needs to be extended before that date, lest
chaos ensue.

According to proponents of the bill, Ameritech and
GTE account for the vast majority (some estimatesare
as high as 97 percent for the areas they serve) of the
local phone service market. Because theseincumbent
providerscontrol thelocal phone network, proponents
of thebill arguethat theincumbent providershaveused
delaying tactics to freeze out would-be competitors,
and have actually increased their market shares since
the enactment of the 1995 amendments to the MTA.
Asevidence of the failure of the 1995 revisionsto the
MTA, they point out that since 1995, Ameritech has
increased its rates for various services eight times.
During that time, consumers’ rateshave been reduced
in four other states where the company does business.
They assert that Ameritech’s residential basic line
chargesin Michigan arenearly doublethosein Illinois
and Indiana, and more than 50 percent higher than
thosein Ohio and Wisconsin. They also point to FCC
reportsthat indicatethat Michigan customersspendthe
most per lineon intrastatetoll calls(long-distancecalls
within the state), $25.69 per month, well above the
United States average of $14.41 per month. All this
leads proponentsto conclude that the current MTA is
not helping to create a competitive local telephone
market and should be amended to help enhance
competition and prevent theincumbent local providers
from using their monopoly positions to limit
competition.
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Not only would the bill help to encourage competition
by leveling theplayingfieldfor competition, itwill also
provide immediate rdief for consumers. first, by
establishing a price cap that will freezerates for many
servicesat May 1, 2000 levels until at east December
31, 2003, and second, by eiminating the intrastate
access fees charged by the two largest incumbent local
service providers. Both Ameritech and GTE, the two
largest incumbent local providers in Michigan, are
currently levying a “ state access charge” or “end user
linecharge’ on Michigan customersthatisnot billedin
any of the other stateswhere either Ameritech or GTE
does business. Further, language requiring the
expansion of local calling areaswill haveasignificant
beneficial effect on consumers. In addition to the
lowered costsof service, thebill will protect consumers
from the types of “damming” and “cramming’
practices that have been a problem in the competitive
long distance market by establishing significant
penalties for providers who engage in such practices.

Furthermore, according to proponents, actionisneeded
now. They point out that there is an opportunity cost
for delaying action. Accordingto estimates, each week
of delay in introducing real competition into thelocal
telephone market costs Michigan ratepayers
approximately $1.6 million. Proponentsfurther claim
that it is not unreasonable to assume that the
introduction of competition in local phone service
would lead to a 15 percent reduction in prices within
fiveyears (according to a Hillsdale Policy Group, Ltd.

report).

Proponents also argue that Michigan’s economic
growth in the current high-tech era depends upon
having a competitive telecommunications market.
Without that, high-tech industrieswill likely chooseto
set up their businessesin other states.

Against:

Incumbent local service providers argue that
proponents are twisting the FCC figures — while the
intrastate toll charges are higher than in other states,
Michigan consumers pay less in local line charges
($23.09 per month compared to a national average of
$28.14 per month). When added with other charges,
they argue, Michigan customers are paying a total of
about $73.46 per month for their phone service, while
the national average for similar service is $75.00 per
month. The reason Michigan consumerspay morefor
intrastate toll calls is that Michigan customers make
moreintrastatetoll calls(2.7 millionin 1998 compared
to the next highest, Illinais, with 1.7 million).
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Finally, the bill places proponents in the difficult
position of arguing that in order to createafreemarket,
more government regulation is needed. This doesn’t
make sense. By increasing regulation thebill will only
serveto delay full competition. Looking only at local
hardwired telephone service provides an inaccurate
picture of competition for the average person’s phone
servicee  Many people are starting to use other
communications devices and no longer look to their
home phone as the means of basic telephone service.
Cdl phones, digital communicationsdevices, and other
such hand held communications devices have become
thenorm, rather than theexception. Thesedevices, and
other means of telecommunication, have flourished
over the last few years and are providing very real
competition for local phone service, and they havethe
advantage over other local service providers because
they are not regulated by the state the way traditional
phone companies are. Rather than increasing
regulations, thebill should beremoving theremaining
barriersto full competition and allowing themarket to
work.

Against:

The bill will have the effect of dowing, rather than
enhancing competition for the provision of local phone
service. In particular, the provisions expanding local
service areas and eiminating the end-user fees will
servetomaketheprovision of local phoneservicemore
costly - this, in conjunction with the rate freeze will
make local telephone service less profitable, thus
discouraging rather than encouraging competition.

The expansion of the local calling areasis an all too
smpligtic attempt at dealing with a complicated
problem. Theprovision requiringthat all callsmadeto
adjacent locations be treated as local calls will likely
destroy the already competitivelocal toll market. That
provision in particular gives no explanation asto how
it would work, arguably it would appear to call for the
elimination of current local calling areas and require
that each and every phone have a separate local call
area centered around its location, however, the hill
doesn’t even describehow largethisadjacent areamust
be.

The rate freeze, in particular, is not only a clear
interference with market forces, it begs the question —
why not smply have the PSC st rates for the
foreseeable future? Furthermore, capping rates could
give customers less incentive to shop around and
switch providers. If thelocal telephonemarket ismade
less attractive for the incumbent providers, how much
less attractive will it be for would-be competitors?

Analysis available @ http://www.michiganlegidature.org

The bill could aso have a negative impact on the
state's telecommunications network.  Incumbent
providershaveinvested hundredsof millionsof dollars
into mai ntai ning and upgradingthegate' snetwork, and
as a result, the state has one of the best
telecommunications networks in the nation. If the
changes made by the bill make these investments
unprofitable, it is unlikely that these providers will
continue to try to maintain and upgrade the state's
network. Michigan’s economic growth in the current
high-tech era dependsin part upon the quality of this
network. Without the continued investment, Michigan
couldloseitscompetitiveedgeand high-techindustries
could choose to set up their businessesin other states.

In addition, the hill fails to adequately protect
consumers by continuing to allow local phone
companies to make virtually automatic increases in
their rates based on therate of inflation asreflected in
the consumer priceindex (CPI). Allowing theratesto
be tied to the rate of inflation means that rates will
continuetoincrease, even though the cost of providing
these services is decreasing due to advances in
technology.

Finally, opponents note that the changes to the MTA
are once again being rushed through the process. By
taking up and enacting a bill that was only introduced
on May 2, 2000 (and has undergone significant
revisionsbetween then and now), therisk of onceagain
doing more harm than good is magnified. Some
opponents point out that the current pace hasleft little
opportunity for the legidature to debate the hill’s
merits, much less for any public discussion to occur.

Analyst: W. Flory

mThis analysis was prepared by nonpartisan House staff for use by
House members in their deliberations, and does not congtitute an
official statement of legidative intent.
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