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DOCKET NO. 000075-TP. Phase 1 

OFFICIAL RECOGNITION LIST 


FLORIDA COMMISSION ORDERS ' 

1. Docket No. 950985-TP 
a. Order No. PSC-96-0445-FOF-TP 

2. Docket No. 960355-TP 
a. Order No. PSC-96-1545-FOF-TP 

2. Consolidated Docket No. 971478-TP 
a. Order No. PSC-98-1216-FOF-TP 

3. DocketNo. 980986-TP 
a. Order No. PSC-99-1477-FOF-TP 

4. Docket No. 981008-TP 
a. Order No. PSC-99-0658-FOF-TP 

5. Docket No. 990149-TP 
a. Order No. PSC-99-2009-FOF-TP 

6. DocketNo. 990691-TP 
a. Order No. PSC-00-0128-FOF-TP 

7. Docket No. 990750-TP 
a. Order No. PSC-00-0537-FOF-TP 

8. Docket No. 991220-TP 
a. Order No. PSC-00-1680-FOF-TP 

9. Docket No. 991267-TP 
a. Order No. PSC-00-0802-FOF-TP 

10. Docket No. 991854-TP 
a. Order No: PSC-00-lSI9-PCO-TP 

11. Docket No. 000649-TP 
a. Commission Order resulting from decision on February, 21, 2001 Special Agenda 
Conference regarding issues identified in Order No. PSC-00-1324-PCO-TP.I 

1Subject to objection of the parties following release of the order 
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FCC ORDERS AND RULES 

1. FCC CC ON 78-72 
a. Memorandum Opinion and Order, 1983 (MTS/WATS Market Structure Order) 

2. FCC CC Docket No. 87-215 

a. Notice ofProposed Rulemaking 07/17/1987 
b. ESP Exemption Order 1988 

3. FCC CC ON 96-98 
a. Order No. 96-325 
b.OrderNo.96-333 
c. Order No. 96-394 
d. Order No. 99-38 

e. Order No. 99-238 
f. Order No. 99-355 
g. Anticipated Order 

4. FCC CC DN 96-149 

First Report and Order 
Second Report and Order 
Order on Reconsideration 
Declaratory Ruling- Inter-Carrier Compensation for ISP­
Bound Traffic 
TIrird Report and Order (UNE Remand Order) 
Fourth Report and Order 
FCC ruling regarding treatment ofISP-Bound traffic 

a. First Report and Order and Notice ofProposed Rulemaking 

5. FCC CC DN 96-262, et af 
a. Order No. 97-158 

6. FCC CC ON 98-147 
a. Order No. 99-48 

b. Order No. 99-330 
c. Order No. 99-355 
d. Order No. 99-413 
e. Order No. 00-26 
f. Order No. 00-297 

7. FCC Order No. 00-194 

8. FCC Order No. 01-32 

9. FCC Order No. 01-29 

10. FCC Rules 

Access Charge Refonn First Report and Order (1997) 

Deployment ofWireline Services Offering Advanced 
Telecommunications Capability 
Second Report and Order 
TIrird Report and Order 
Order on Remand 
Fourth Report and Order 
Order on Reconsideration 

TSR Wireless, LLC v. US West Communications, Inc. 

General Communication, Inc. v. Alaska Communications 
Systems Holdings, Inc. and Alaska Communications 
Systems, Inc. d/bla ATU Telecommunications d/bla 
Anchorage Telephone Utility 

SouthWestern Bell Kansas/Oklahoma 271 Order 

47 C.F.R. Ch. 1, Part 51; Part 69. 

11. Amendment ofSection 64.702 ofthe Commission's Rules and Regulations (Second 
Computer Inquiry), Docket No. 20828, Final Decision, 77 FCC2d 384 (1980) (Computer II); 
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12. FCC Order No. DA 00-2118 Cox Virginia Telecom, Inc. Petition for Preemption of 
Jurisdiction of the Virginia State Corporation Commission 

13. FCC Order No. FCC 00-216 Starpower Communications, LLC, Petition for Preemption 
ofJurisdiction ofthe Virginia State Corporation 
Commission 

OTHER STATE COMMISSIONS 

1. Investigation of the Compensation Arrangements for the Exchange ofTraffic Directed to 
Internet Service Providers, Order Establishing a Method for Pricing Reciprocal Compensation in 
Interconnection Agreements, Docket No. 05-TI-283 (PSC ofWisc. Nov. 2000) 

2. Proceeding to Examine Reciprocal Compensation Pursuant to section 252 ofthe Federal 
Telecommunications Act of 1996, Docket No. 21982 (PUC ofTexas, July 2000) 

3. Proceeding on Motion ofthe Commission to Reexamine Reciprocal Compensation, Case 99­
C-0529, Opinion No. 99-10 (New York PSC, Aug. 1999) 

4. Iowa ISP Order: Docket No. ARD-00-1, Arbitration Order (Iowa Utilities Board, 12/2112000. 

5. West Virginia Case No. 99-0426-T-P, October 19, 1999. 

6. In the Matter of the Petition of Sprint Communications Company. L.P. for Arbitration 
Pursuant to U.S. Code & 252(B) ofthe Telecommunications Act of 1996 to Establish an 
Interconnection Agreement with US West Communications. Inc., Docket No. 00B-011 T 
(Colorado Public Utilities Commission). 

7. Decision Denying Application for Rehearing. Reargument. or Reconsideration, Docket No. 
00B-11 T (Colorado Public Utilities Commission, June 7,2000.) 

8. Decision No. 62650--In the Matter ofthe Petition of Sprint Communication Company. L.P. 
for Arbitration of Interconnection Terms. Conditions and Related Arrangements with US West 
Communications. Inc., Docket Nos. T-01432B-00-0026 and T-01051B-00-0026, (Arizona 
Corporation Commission, 06/13/2000) 

9. Preliminruy Order, Petition ofStarpower Communications, LLC, for Declaratory Judgment 
Interpreting Interconnection Agreement with GTE South, Inc. (Case No. PUC9900023) and 
Petition ofCox Virginia Telecom, Inc. v. GTE South Incorporated for enforcement of 
interconnection agreement for reciprocal compensation for the termination oflocal calls to 
Internet Service Providers (Case No. PUC9900046), Virginia State Corporation Commission, 
June 22, 1999 

10. Final Order. Petition ofStarpower Communications, LLC, for Declaratory Judgment 
Interpreting Interconnection Agreement with GTE South, Inc. (Case No. PUC9900023) and 
Petition of Cox Virginia Telecom, Inc. v. GTE South Incorporated for enforcement of 
interconnection agreement for reciprocal compensation for the termination of local calls to 
Internet Service Providers (Case No. PUC9900046), Virginia State Corporation Commission, 
January 24, 2000 
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COURT DECISIONS 


1. 	 Iowa Utils. Bd. v. Federal Communications Commission, 109 F.3d 418 (8th Cir. 1996) 
2. 	 Iowa Utils. Bd. v. Federal Communications Commission, 120 F.3d 753 (8th Cir. 1997) 
3. 	 AT&T Corp. v. Iowa Utils. Bd., 525 U.S. 366 (1999) 
4. 	 Iowa Utils. Bd. v. Federal Communications Commission, No. 96-3321 (8th Cir. June 10, 

1999) 
5. 	 GTE Service C01;poration v. Federal Communications Commission, 2000 U.S. App. 

LEXIS 4111 (D.C. Cir. Mar. 17,2000) 
6. 	 Bell Atlantic Telephone Companies v. Federal Communications Commission, 2000 U.S. 

App. LEXIS 4685 (D.C. Cir. Mar. 24, 2000) 
7. 	 Southwestern Bell Tel. Co. v. PUC ofTexas, 2000 U.S. App. Lexis 5642 (5th Cir. 

Mar. 30, 2000) 
8. 	 MCI Telecommunications Corp. v. Illinois Bell Telephone, 1999 U.S. Dist. Lexis 

11418 (N.D. III June 22, 1999) 

FEDERAL ACT 

1. 	 The Telecommunications Act of 1996 

FLORIDA STATUES 

1. 	 Chapter 364, Florida Statutes 

REPORTS 

1. 	 "Pricing and Policies for Internet Traffic on the Public Switched Network," 
NARUC Internet Working Group, March 1998 

2. 	 "Impacts of Internet Traffic on LEC Networks and Switching Systems," BellCore, 1996 

3. 	 FCC "Digitial Tornado: The Internet and Telecommunications Policy," March 1997 

4. 	 FCC "Report to Congress," CC DN 96-45. 

5. 	 FCC "Local Competition Report," August 1999. 

6. 	 FCC "Trends in Telephone Service," March 2000. 

FPSC COMMENTS TO THE FCC 

1. 	 FPSC Comments, FCC Docket No. 99-69, Inter-Carrier Compensation for ISP­
Bound Traffic, April 9, 1999 and July 21,2000. 

Revised 212012001 
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BELLSOUTH'S OFFICIAL RECOGNITION LIST 

In addition to the Staff's Official Recognition List, BellSouth adds the following: 

1. BellSouth's A42 Tariff 

2. BellSouth's A3 Tariff 

3. 	 FCC Docket No. 96-262 
Comments ofAT&T - 3/24/97 

4. 	 FCC Docket No. 96-98 
FPSC Comments - 4/9199 

S. 	 FPSC Docket Nos. 960833/960846/960919 
Order No. 96-1 5 79-FOF-TP issued 12/31/96 

6. 	 Florida Public Service Commission 
Report on the Relationship ofthe Costs and Charges of Various Services 
Provided by Local Exchange Companies and Conclusions as to the Fair and 
Reasonable Florida Residential Basic Local Telecommunications Service Rate­
dated February, 1999 
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CHAPTER 38 

LOCAL EXCHANGE COtvlPETITION 


199-38.1(476) General information. 
38.1(1) Application and putpose of rules. This chapter applies to local utilities. The purpose of 

these rules is to further the development of competition in the local exchange services market. 
38.1(2) Definitions. For the administration and interpretation of this chapter. the following words 

and terms shall have the meaning indicated below. unless the context otherwise requires: 
"Act" means the Telecommunications Act of 1996. 
"A rbitration" means the investigative process whereby a dispute is submitted to the board for reso­

lution. 
"Bonafide request" means a request to a local utility that demonstrates a good faith showing that 

the requesting party intends to purchase the services requested within six months of the date of the re­
quest. 

"Competitive local exchange service provider" means any person that provides local exchange ser­
vices, other than a local exchange carrier or a non-rate-regulated wireline provider of local exchange 
services under an authorized certificate of public convenience and necessity within a specific geo­
graphic area described in maps filed with and approved by the board as of September 30, 1992. 

"Interim number portability" means one or more mechanisms, such as remote call forwarding or 
route indexing, by which a local exchange customer at a particular location may change the customer's 
local service provider without any change in the customer's telephone number, while experiencing as 
little loss of functionality as is feasible using available technology . 

.. Local exchange carrier" means any person that was the incumbent and historical rate-regulated 
wireline provider of local exchange services or any successor to such person that provides local ex­
change services under an authorized certificate of public convenience and necessity within a specific 
geographic area described in maps filed with and approved by the board as of September 30, 1992. 

"Local utility" means any entity that provides wireline local exchange services, including local ex­
change carriers, competitive local exchange service providers. and other non-rate-regulated wireline 
providers of local exchange services. 

"Mediation" means the process in which a neutral party assists the parties in reaching their own 
settlement but does not have the authority to make a binding decision. 

"Provider number portability" means the capability of a local exchange customer to change the 
customer's local service provider at the customer's same location without any change in the custom­
er's telephone number, while preserving the full range of functionality that the customer currently ex­
periences. Provider number portability includes the equal availability of information concerning the 
local service provider serving a telephone number to all carriers and the ability to deliver traffic directly 
to that provider without having first to route traffic to the local exchange carrier or otherwise use the 
services, facilities, or capabilities of the local exchange carrier to complete the call and without the 
dialing of additional digits or access codes. 

"Total service long-run incremental cost" for a service, or group of services, is equal to the utility's 
total cost of producing all of its services including the service or group of services in question, minus 
the utility's total cost ofproducing all of its services excluding the service or group of services in ques­
tion. 
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199-38.2(476) Number portability. 
38.2(1) Interim number portability. 
a. Requests. Each local exchange carrier shall make interim number portability available upon 

bona fide request of a local utility. Once a local utility uses a local exchange carrier's interim number 
portability, it must, in turn, make interim number portability available upon approval of its tariff to all 
other local utilities upon bona fide request. 

b. Terms and conditions. After interim number portability has been requested pursuant to para­
graph"a, .. a local exchange carrier with no tariff to provide the service shall file a tariff, within 60 days 
of the request. making interim number portability available. The local exchange carrier's tariff will 
make interim number portability available to all local utilities on the same terms and conditions. 

Each local utility using the local exchange carrier's interim number portability must file tariffs with­
in 60 days of receiving the service. For telephone numbers initially routed to the local utility, the tariffs 
must make interim number portability available to all other local utilities on the same terms and condi­
tions. A local utility's tariff for interim number portability will be presumed to be reasonable and non­
discriminatory if the terms and conditions are the same as those contained in the local exchange carri­
er's tariff for the same geographic area and the prices charged for interim number portability are not 
greater than those charged by the local exchange carrier. Otherwise, the tariff filing will require cost 
support information. 

c. Technical features. Each local utility offering interim number portability shall make good 
faith efforts to ensure that the calls routed or forwarded to other local utilities meet industry standards 
and retain the technical characteristics and functionality of calls deli vered to its own customers. Calls 
routed or forwarded to other local utilities shall experience as little loss of functionality as is feasible 
using available technology. 

d. Cost recovery mechanism. To recover the costs of interim number portability, a local exchange 
carrier must make a sufficient showing to justify inclusion of the interim number portability charge in 
its tariff. The amount of the charge may be adjusted to reflect the indirect benefits of interim number 
portability to all local service customers. The recovery of both recurring and nonrecurring costs of 
interim number portability must be in the form of a one-time charge to the requesting local utility for 
each customer retaining its number. 

e. Terminating access charges. When an interim number portability arrangement is being used 
to route or forward a tenninating intrastate long distance call to a customer's telephone number, the 
local utility routing or forwarding the call shall bill the interexchange carrier the access charge the local 
utility would bill if it provided local exchange service to the tenninating number. The access charge 
revenue shall be divided as follows: 

(1) The carrier common line charge shall flow through to the local utility that serves the customer; 
and 

(2) The switching and transport charges shall be divided equally between the local utility that 
serves the customer and the local utility that routed or forwarded the call. 

38.2(2) Provider number portability. 
a. Trials. A local utility may petition the board at any time with a proposal to conduct a trial of a 

database architecture for provider number portability involving all local utilities in a local calling area. 
The petitioning local utility shall provide the board with information about the likely costs of conduct­
ing a trial, how and from whom these costs will be recovered, the proposed duration of the trial, and a 
complete description of wnat is intended to be learned from the trial, especially considering the trials 
already planned, underway, or complete in other areas of the country. The board will provide notice 
and an opportunity for a hearing to allow interested persons to provide information about the advisabil­
ity of conducting a trial. 
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b. Requests. A local utility may petition the board at any time with a proposal that all local utili­
ties in a local calling area implement a database architecture for provider number portability that would 
furnish equivalent service quality and equal feature characteristics to all carriers. The petitioning local 
utility shall supply the board with sufficient information to establish that the proposed database archi­
tecture for provider number portability is economically and technically feasible. In particular, the peti­
tioning local utility shall show how calls could continue to be handled reliably, how call setup times 
would be affected, how much the proposed database architecture would cost to install and operate, who 
would install and operate the database. and how the costs of installing and operating the database 
would be recovered. The filing must contain a reasonable and nondiscriminatory mechanism for the 
recovery of all recurring and nonrecurring costs of provider number portability. The board will pro­
vide notice and an opportunity for a hearing to allow others to provide information as to whether the 
proposed database architecture is economically and technically feasible. 

199-38.3(476) Interconnection requirements. A local utility that originates local telecommunica­
tions traffic and desires to terminate that traffic on the network of another local utility may choose the 
point(s) of interconnection between the two networks for the exchange of that originating local tele­
communications traffic at any technically feasible point within the terminating carrier's network. In­
terconnection must be equal in quality to that provided by the local utility to itself, any affiliate, or any 
other party to which the local utility provides interconnection. Interconnection must be on rates, terms, 
and conditions that are just, reasonable, and nondiscriminatory. 

199-38.4(476) Unbundled facilities, services, features, functions, and capabilities. 
38.4(1) Initial tariff filings. 
a. Filing schedule. Each local exchange carrier shall file initial tariffs implementing unbundling 

for the facilities enumerated in paragraph"b" within 90 days of the board's final order adopting these 
rules, except for local exchange carriers with fewer than 75.000 access lines which must file initial 
unbundling tariffs on or before July 1. 1997. 

b. Initial list ofunbundled essential facilities. Each local exchange carrier's initial tarifffiling 
shall, at a minimum, unbundle the following essential facilities, services. features, functions. and capa­
bilities: loops, ports, signaling links, signal transfer points, facilities to interconnect unbundled links at 
the central office, interoffice transmission facilities. directory listings in white pages, directory listings 
in yellow pages, listings in the directory assistance database, inbound operator services including busy 
line verification and call interrupt, interconnection to the 911 system, and interconnection to the tan­
dem switch for routing to other carriers. 

38.4(2) Subsequent requests for unbundled facilities. Except as allowed in subrule 38.4(3), re­
quests to unbundle facilities. services. features. functions. and capabilities shall be processed as fol­
lows: 

a. Subsequent to the initial tarifffilings provided for in subrule 38.4(l) above, a competitive local 
exchange service provider may make a bona fide request of a local exchange carrier to make additional 
unbundled essential facilities available. After receiving a request for additional unbundled essential 
facilities, the local exchange carrier shall respond within 30 days of the request by either agreeing to the 
request or by denying the request. If the local exchange carrier agrees to fulfill the request, it shall file a 
tariff unbundling the essential facility within 60 days of the initial request. 

.J 
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b. If the local exchange carrier denies the request, a competitive local exchange service provider 
may petition the board to classify the requested facility as essential, as defined by Iowa Code section 
476.100(2), and to require the local exchange carrier to make it available on an unbundled basis by 
filing a tariff. In such a petition, the competitive local exchange service provider shall provide infor­
mation to the board showing how the requested facility meets the definition of essential facility found 
in Iowa Code section 476.100(2). 

The petitioning party under this subrule may state a preference for proceeding by rule making or 
contested case, but the board will select the process to be used. 

38.4(3) Alternative procedures. As an alternative to the procedures in subrule 38.4(2), acompeti­
tive local exchange service provider may elect the negotiation. mediation, and arbitration procedures 
available under 47 U,S.C. Section 252, by notifying the local exchange carrier and the board in writing 
at the time additional unbundled facilities are requested. 

38.4(4) Reclassifying essential facilities. A local exchange carrier may, at any time, petition the 
board with a request that a facility classified as essential, either by the terms of subrule 38.4(1) or pur­
suant to a subsequent request of a competitive local exchange service provider, be removed from that 
classification and no longer be required to be provided on an unbundled basis. With its petition, the 
local exchange carrier shall provide information to the board showing why the facility no longer meets 
the definition of essential found in Iowa Code section 476.100(2). The board will determine the proce­
dure to be used in reviewing the petition. 

38.4(5) Interconnection to essential facilities. 
a. Nondiscriminatory access, All competitive local exchange service providers shall have ac­

cess to a local exchange carrier's unbundled facilities on the same nondiscriminatory terms and condi­
tions. Such terms and conditions shall be specified in the local exchange carrier's tariff for unbundled 
facilities. 

b. Reasonable equal access. The terms and conditions under which competitive local exchange 
service providers shall be able to interconnect with a local exchange carrier's unbundled facilities shall 
be technically and economically equivalent to those under which the local exchange carrier provides 
those facilities to itself or its affiliates. If it believes such terms and conditions are not technically or 
economically feasible, the local exchange carrier may petition the board for a waiver of this provision. 

199-38.5(476) Cost standards. 
38.5(1) Existing standards. In addition to the standards in this rule, the cost support requirements 

ofrules 199-22.12(476) and 22.13(476) shall apply to all of a local exchange carrier's rate proceed­
ings prior to the implementation of price regulation. 

38.5(2) Incremental cost standard. In general, each local exchange carrier shall price each of its 
services above the total service long-run incremental cost of providing each service. However, this 
incremental cost standard shall not be construed to require any increase in the rate for any service prior 
to the implementation of price regulation, nor to require any price increase that is greater than allowed 
under a price regulation plan or under Iowa Code section 476. 97( 11). 

38.5(3) Imputation test. In general, prices for each retail service offered by a local exchange carri­
er should equal or exceed the sum of an allocation of the tariffed prices for all unbundled essential facil­
ities used to provide the service and the incremental costs of all other facilities or services that are com­
ponents of the retail service. However, this imputation test shall not be construed to require any 
increase in the rate for any service prior to the implementation of price regulation, nor to require any 
price increase that is greater than alJowed under a price regulation plan or under Iowa Code section 
476.97(11). 
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38.5(4) Reporting requirements. A local exchange carrier shall provide current information to the 
board showing that the conditions of the incremental cost standard described in subrule 38.5(2) and the 
imputation test described in subrule 38.5(3) continue to be met whenever it proposes to lower the .price 
of a retail service, it proposes the initial price of an unbundled essential facility, it proposes to raise the 
price of an unbundled essential facility, or it offers a new service. 

38.5(5) Competitive local exchange service providers. Cost support will generally not be required 
for the tariff filings from competitive local exchange service providers, with the exception of 
38.2(l)"b. " 

199-38.6(476) Compensation for termination of telecommunications services. 
38.6(1) Mutual exchange oftraffic. Until the board approves monetary compensation and until 

tariffs for the compensation are in effect, each local utility shall terminate local and extended area ser­
vice calls on a mutual exchange of traffic basis, at no charge to the originating provider. As an alterna­
tive, a local utility may elect the negotiation, mediation, and arbitration procedures available under 47 
U.S.C. Section 252, by notifying the other affected local utility and the board in writing. 

38.6(2) Requests to end mutual exchange oftraffic. A facilities-based local utility may file a cost­
based tariff for monetary compensation for terminating local access service, provided its filing in­
cludes a showing that in six consecutive calendar months of mutual traffic exchange between it and 
another facilities-based local utility the total terminating to originating traffic for the entire six-month 
period was unbalanced by a ratio ofat least 55 percent terminating to 45 percent originating. The tariff 
filing must include appropriate cost support information. The terms and conditions listed in the tariff 
shall be applicable to all local utilities operating within the local utility's service territory or within a 
service territory with extended area service to the local utility'S service territory. On the date the tariff 
becomes effective, compensation on a mutual exchange basis will end. 

38.6(3) Monetary compensation requirements for other utilities. Within 60 days of board approval 
ofa tariff for monetary compensation for terminating local access service, each other local utility oper­
ating within the service territory of the local utility or within a service territory with extended area ser­
vice to the local utility must file a tariff for monetary compensation for terminating local access ser­
vice. The tariff filing must include sufficient evidentiary support to allow the board to determine that 
the compensation will be reciprocal. The terms and conditions listed in the tariff shall be applicable to 
all local utilities operating within the local utility's service territory or within a service territory with 
extended area service to the local utility's service territory. Until a local utility has an approved tariff in 
effect, it must charge the rates for terminating local access service in the approved tariff of the local 
utility with which it exchanges traffic. 

38.6(4) Terminating access charge complaints. No local utility shall deliver traffic to another local 
utility as local service or extended area service terminating traffic, to which mutual exchange or mone­
tary compensation would apply under this rule, if the terminating traffic is long distance or some other 
type oftraffic for which terminating switched access charges would otherwise have been payable. Any 
local utility may bring a complaint to the board if another local utility has violated this requirement or 
taken insufficient measures to determine whether switched access charges would otherwise have been 
payable. The board may order appropriate refunds with interest of compensation received by a local 
utility in violation of this rule. 
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199-38.7(476) Mediation and arbitration. This rule sh~1I apply to all local utilities. except for rural 
telephone companies as defined in Section 3(47) of the Telecommunications Act of 1996. The board 
may make all or part of this rule applicable to a rural telephone company or companies in proceedings 
relating to Section 251(f) of the Act 

38.7(1) Voluntary negotiations. 
a. Initiation ofnegotiations. A telecommunications carrier initiates the negotiation process by 

requesting interconnection. services, or network elements as defined in the Act from an incumbent lo­
cal utility pursuant to Section 252(a)( 1) of the Act. The day the request is received by the local utility is 
day one of the schedule set for resolution of all issues. Within five days of receipt of the request, the 
local utility shall file ten copies of the request and a statement of the date the request was received with 
the board. 

b. Duty to negotiate. The requesting telecommunications carrier and the local utility have the 
obligation to negotiate in good faith the terms and conditions for the provision of the requested inter­
connection. services, or network elements. Good faith negotiations require that the parties meet and 
confer at reasonable times and places, remain open to the arguments and proposals, and work toward 
the goal of reaching agreement on terms and conditions for the requested interconnections and ser­
vices. Refusal of any party to give information about its costs or other pertinent data upon request of 
another party may be considered by the board as a failure to negotiate in good faith. 

38.7(2) Mediation. 
a. Initiation ofmediation. At any time during the negotiations, any party to the negotiations may 

request mediation. The request shall be made in writing to the board and copies of the mediation re­
quest shall be simultaneously served on the other parties. Alternatively, parties may jointly submit 
their request in writing to the board. A request for mediation shall contain a brief statement of the na­
ture of the dispute and the names, addresses, telephone and fax numbers of the parties or their represen­
tatives. 

b. Appointment ofmediator. The board may appoint any competent, impartial person of charac­
ter and ability to act as mediator. The board will immediately convene a meeting of the parties to dis­
cuss appointment of a mutually acceptable mediator. 

c. Role and duties ofthe mediator. The role of the mediator is to encourage voluntary settlement 
by the parties. The mediator may not compel a settlement. The mediator shall schedule meetings of the 
parties. direct the parties to prepare for those meetings, hold private caucuses with each party in an 
attempt to bring disputants closer together. attempt to achieve a resolution. and assist the parties in pre­
paring a written agreement. 

The mediator does not provide legal advice to the parties. nor are any of the mediator's statements 
as to law and policy binding unless later adopted by the board. The mediation process will be treated as 
confidential to the extent permitted by law. No stenographic record will be kept. 

After completion of at least one mediation session, the mediator may terminate the mediation pro­
cess if it appears that the likelihood of agreement is remote or if a party is not participating in good faith, 
or for other good cause. 

d. Parties. Only parties to the negotiations will be permitted to participate as parties to the medi­
ation. 

e. Assessment ofcosts. The cost of mediation shall be shared equally by the parties and paid di­
rectly to the mediator. 
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38.7(3) Arbitration. 
a. Initiation ofarbitration. Any party to the negotiation may petition the board to arbitrate all 

open issues. The petition requesting arbitration must be filed during the period from the 135th day 
through the 160th day after the date on which the request for negotiation was received by the local util­
ity. Simultaneously with filing the petition with the board, the petitioning party shall provide a copy of 
the petition and accompanying documentation to the other parties. 

b. Supporting documentation. On the same day of the filing of the request for arbitration, the 
petitioning party shall provide to the board the date upon which the request for negotiation for the inter­
connection. services, or network elements in dispute was made to the local utility, a list of unresolved 
issues, the position of each party on each of the unresolved issues. how the parties' positions meet or 
fail to meet the requirements of Section 251 of the Act or other regulations, any supporting documents 
for positions taken by the parties on unresolved issues including all relevant cost studies where prices 
are in dispute, whether a hearing is requested, a list of issues discussed and resolved prior to the petition 
for arbitration. any requests for confidentiality, and any other documents relevant to the dispute. 

c. Response to the request for arbitration. A nonpetitioning party to the negotiation may respond 
to the petitioning party's position and provide additional information within 25 days after the petition 
for arbitration was received by the board. 

d. Parties. Only parties to the negotiations will be permitted to participate as parties to the ar­
bitration, unless the board consolidates proceedings. However, the office of consumer advocate will 
also be considered a party to the arbitration proceeding. 

e. Assessment ofcosts. Costs shall be directly and equally assessed to the parties involved in the 
arbitration to the extent provided for by Iowa Code section 476.10. 

f. Docketing of the arbitration request. Upon receipt of a timely and complete petition for ar­
bitration. the board shall docket the request for consideration by the board. 

g. Arbitration schedule and procedures. Within 15 days of the receipt of the petition for arbitra­
tion. the board will schedule a conference to be held within 40 days of receipt of the petition. The pur­
pose of the conference is to plan an arbitration hearing date. clarify the issues to be resolved. identify 
additional information needed to reach a decision on the issues, schedule production of documents and 
other information. discuss or rule on any other procedural matters, and consider any other matters that 
will expedite the arbitration process. 

h. Hearing. An arbitration hearing shall commence no later than 60 days following receipt of the 
petition for arbitration. 

i. Consolidation. Nothing in these rules precludes consolidation of proceedings in order to re­
duce administrative burdens on local utilities. other parties to the proceedings. and the board. 

j. Decision. Following the hearing. the board will issue its preliminary written decision on the 
unresolved issues. All exceptions to the decision must be filed by the parties within ten days of is­
suance ofthe preliminary decisions. All replies to exceptions shall be filed within five days ofthe filing 
of the exceptions. A final written decision regarding all issues offered in arbitration shall be issued by 
the board within the nine-month deadline in the Act. 
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38.7(4) Board review ofagreements. 
a. Filing ofagreements. All interconnections agreements shall be filed with the board for ap­

proval within 15 days after the issuance of a final decision on the arbitrated issues, in the case of arbi­
trated agreements or, in the case of negotiated agreements, after the execution of the agreement. 

b. Comments. Within ten days following the filing of the arbitrated agreement or 30 days after a 
negotiated agreement is filed for board review, the parties involved in the negotiations or arbitration, 
and any other interested party, may submit written comments to the board supporting either approval or 
rejection of the agreement. If the board does not approve or reject the agreement within 90 days after a 
negotiated agreement or within 30 days after submission by the parties of an agreement adopted by 
arbitration, the agreement shall be deemed approved. 

c. Resubmission. If the board rejects a voluntary agreement or arbitration award, the parties may 
resubmit the agreement for board approval within 30 days following such rejection if the parties have 
remedied the deficiencies set forth in the board's findings. 

199-38.8(476) Universal service. Rescinded lAB 12/31197, effective 11l/98. 
[Filed 415/96, Notice 9/27/95-published 4/24/96, effective 5/29/96J 


[Filed emergency 812196-published 8128/96, effective 8/2196] 

[Filed 1216/96, Notices 9127/95, 4/24/96-published IIl/97, effective 215/97] 


[Filed 7125/97, Notice 5121197-pubJished 81l3/97, effective 9117/97] 

[Filed emergency 12111/97 after Notice 10/8/97-published 12131197, effective 111/98] 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 


In re: Investigation into appropriate ) 
methods to compensate carriers for ) Docket No. 000075-TP 
exchange of traffic subject to Section 251 ) 
of the Telecommunications Act of 1996. ) 

--------------------------) 

OFFICIAL RECOGNITION LIST OF AT&T 


COMMUNICATIONS OF THE SOUTHERN STATES, INC., 

TCG OF SOUTH FLORIDA, MEDIONE FLORIDA 


TELECOMMUNICATIONS, INC. AND 

ALLEGIANCE TELECOM OF FLORIDA, INC. 


AT&T Communications of the Southern States, In., TCG of South Florida, MediaOne 

Florida Telecommunications, Inc. and Allegiance Telecom of Florida, Inc., request official 

recognition ofthe following: 

Florida Public Service Commission Orders 

Order No. 21815 issued September 5, 1989 in Docket No. 880423-TP. 

Order No. 23183 issued July 13, 1990 in Docket No. 880423-TP. 

Order No. PSC-96-1579-FOF-TP issued December 31, 1996 in Docket Nos. 960833-TP, 

960846-TP and 960916-TP. 

Order No. PSC-97-0064-FOF-TP issued January 17, 1997 in Docket Nos. 960847-TP and 

960980-TP. 

Order No. PSC-97-0294-FOF-TP issued March 14, 1997 in Docket No. 961230-TP. 

FCC Orders 

Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Universal Service 

Order, 12 FCC Rcd 8776, reI. November 9, 1996. 



..... • 

Court Decisions 

Southwestern Bell Tel. Co. v. Brooks Fiber Communications, 2000 WL 1827576 (lOth Cir. 

December 13, 2000). 
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EXHIBIT NO. ____ 

DOCKET NO: 000075-TP 


WITNESS: Stip -2 


PARTY: BellSouth Telecommunications, Inc. 


DESCRIPTION: 


1. 	 BellSouth's Responses to Staffs First Set of Interrogatories 
and First Request for Production ofDocuments. 

PROFFERING PARTY: STAFF 

I.D. # Stip-2 

FLORIDA ?UBlIC SERVICE COMMISSIOtl 

.gg?~~~~..:.:: ,pEXHISIT NO. ~~ 
COM?ANY I !!!t!:.
WITN~SSJ!'~i£L--'-"~;iDATE. 1 S I) _ .. , , ••• -:,n 



~'f7 --."~ 
• 
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.. 
Legal Department 

E. EJ..RL EDENFIELD, JR. 
General Attorney 

BellSouth Telecommunications, Inc. 
150 South Monroe Street 
Room 400 
Tallahassee, Florida 32301 
(404) 335-0763 

February 19. 2001 

, ,. i1VIA HAND DELIVERY .".l, \ ~l 

Felicia Banks ,. ,.,,."',, \ . 
\ t. .,i", ...... 

... ,..4Staff Counsel ........
~ 
Florida Public Service Commission \. 

_ t.. ','!.\."::.2540 Shumard Oak Boulevard 
";'-" ".

• {' .... t' 

. ~, l '"i' . \.,.Tallahassee, FL 32399-0850 

Re: Docket No. 000075-TP (Generic ISP) 

Dear Ms. Banks: 

Enclosed is BeliSouth Telecommunications, Inc.'s Responses to Commission 
Staff's First Request for Production of Documents and First Set of Interrogatories. 

Sincerely. 

£fM1~~. 

E. Earl Edenfield. Jr. ~ 

Enclosures 

cc: Marshall M. Criser III 
R. Douglas Lackey 
Nancy B. White 
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f'EFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In re: Investigation into appropriate methods ) Docket No. 000075-TP 

to compensate carriers for exchange of ) 

traffic subject to Section251 of the ) 

Telecommunications Act of 1996 ) Filed: February 19,2001 


----------------------~) 

BELLSOUTH TELECOMMUNICATIONS, INC.'S RESPONSES TO 

COMMISSION STAFF'S FIRST REQUEST FOR PRODUCTION OF DOCUMENTS 


AND FIRST SET OF INTERROGATORIES 


BellSouth Telecommunications, Inc., ("BellSouth") responds to Commission Staff's First 

Request for Production of Documents and First Set of Interrogatories, both dated January 30, 

2001, as follows: 

RESPONSE TO REQUESTS FOR PRODUCTION OF DOCUMENTS 

REQUEST NO.1: Please provide any and all documents in your possession or under your 
control that support your response to staff interrogatory 1, including, but not limited to, requests 
sent to ALECs that ask for ISP numbers. 

RESPONSE: Requests to ALECs for ISP numbers were expressed during conference 
calls. The only document memorializing such a conversation is considered proprietary 
and will be provided subject to a Notice of Intent. 

REQUEST NO.2: Please provide any and all documents in your possession or under your 
control that support your response to staffinterrogatory 9. 

RESPONSE: Documents responsive to this request are being provided. 

REQUEST NO.3: Please provide any and all documents in your possession or under your 
control supporting your response to staff interrogatory 23. 

RESPONSE: There are no documents responsive to this request. However, please refer 
to Section II(2) ofDr. Taylor's testimony (pp. 18-25). 

J­
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REQUEST NO. 4: Pleas'~ provide any and all documents in your possession or under your 
control that support your re:;ponse to staff interrogatory 24. 

RESPONSE: There are no documents responsive to this request. 

REQUEST NO.5: Please provide any and all documents that support your response to staff 
interrogatory 28 (i). 

RESPONSE: There are no documents responsive to this request. 

REQUEST NO.6: Please provide a copy of any and all state orders referred to in the rebuttal 
testimony of William Taylor. 

RESPONSE: Documents responsive to this request are being provided. 

REQUEST NO.7: Please provide a copy of any and all reports, other than those produced by 
the FCC, that are referred to in the rebuttal testimony of BellSouth's witnesses, to the extent they 
have not been provided in the testimony and exhibits. 

RESPONSE: There are no documents responsive to this request. 

ANSWERS TO INTERROGATORIES 

See attached. 

Respectfully submitted this 19th day of February 2001. 

BELLSOUTH TELECOMMUNICATIONS, INC. 

NANgf'~· 4J, 
c/o Nancy H. Sims 
150 So. Monroe Street, Suite 400 
Tallahassee, FL 32301 
(305) 347-5558 
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R.,nOUGLA8 LACKEY 
E. EARL EDENFIELD JR. 

'*' '-'-{ 


Suite 4300 
675 W. Peachtree St., NE 
Atlanta. GA 30375 
(404) 335-0763 
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CERTIFICATE Of SERVICE 

Docket No. OflOO75-TP 


I HEREBY CERTIFY that a true and correct copy of the foregoing was served via 

U.S. Mail and (*) Hand Delivery this 19th day of February. 2001 to the following: 

Felicia Banks (*) 
Staff Counsel 
Florida Public Service 
Commission 


Division of Legal Services 

2540 Shumard Oak Boulevard 

Tallahassee. FL 32399-0850 


Michael A. Gross 

Florida Cable Telecommunications 

Assoc.• Inc. 

246 E. 6th Avenue. Suite 100 

Tallahassee. FL 32303 

Tel.: (850) 681-1990 

Fax: (850) 681-9676 

mgrossOfcta·com 

Kenneth A. Hoffman. Esq. (+) 

Martin P. McDonnell (+) 

Rutledge. Ecenia. Purnell & Holfman 

Post Oftice Box 551 

Tallahassee. FL 32302-0551 

Tel.: (850) 681-6788 

Fax: (850)681-6515 

Represents US LEC 

Represe~ Level 3 

Represents Allegiance 

Represents TCO 

Represents MediaOne 


Elizabeth Howland. Esq. 

Attn: Regulatory & Interconnection 

Allegiance Telecom. Inc. 

1950 Stemmons Freeway 

Suite 3026 

Dallas, TX 75207 


Morton Posner. Esq. 

Regulatory Counsel 

Allegiance Telecom 

1150 Connecticut Avenue. N.W. 

Suite 205 

Washington. DC 20036 


Charles J. Rehwinkel 

Susan Masterton 

Sprint-Florida. Inc. 

Post 0fIice Box 2214 

MS: FLTlHOO107 

Tallahassee, FL 32316-2214 


Peter M. Dunbar 
Karen M. C8mechis 
Pennington. Moore. Wilkinson. 

Bell & Dunbar. PA 

Post 0fIice Box (32302) 

215 South Monroe Street, 2nd Floor 

Tallahassee, FL 32301 

Tel. No. (850) 222-3533 

Fax. No. (850) 222-2126 

peteOpenningtonlawfirm.com 

karenOpenningtonlawfirm.com 

Represents Time warner 


Mark Buechele 

Legal Counsel 

Supra Telecom 

1311 Executive Center Drive 

Suite 200 

Tallahassee, FL 32301 

Tel. No. (850) 402-0510 

Fax. No. (850) 402-0522 
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Wanda Montano . 
US lEC of Florida. Inc. 
401 North Tyron Street 
Chartotte. North Carolina 28202 
Tel. No. (704) 319-1074 
Fax.No.(704)31~9 

Chartes J. Pellegrini 
WIGGINS & VllLACORTA. PA 
2145 Delta Boulevard 
Suite 200 
Post Office Drawer 1657 
Tallahassee. Fl 32302 
Tel. No. (850) 358-6007 
Fax. No. (850) 358-6008 
Represents Focal 

Norman H. Horton. Jr. 
Messer. Caparello & Self. PA 
215 South Monroe Street 
Suite 701 
Tallahassee, Fl 32301-1876 
Tel. No. (850) 222..0720 
Fax. No. (850) 224-4359 

James C. Falvey, Esq. 
e.spire Communications, Inc. 
133 National Business Parkway 
Suite 200 
Annapolis Junction, Maryland 20701 
Tel. No. (301) 361-4298 
Fax. No. (301) 361-4277 

Donna Canzano McNulty 
MCI WortdCom. Inc. 
325 John Knox Road 
The Atrium. Suite 105 
Tallahassee. Fl 32303 
Tel. No. (850) 422-1254 
Fax. No. (850) 422-2586 

.. 
0 __'• -. 

Brian Sulrnonetti 
MCI Worl~Com, Inc. 
6 Concourse Parkway. Suite 3200 . 
Atlanta, GA 30328 
Tel. No.: (770) 284-5493 
Fax. No.: (770) 284-5488 

Kimberly Caswell 
GTE Florida Incorporated 
P.O. Box 110, FlTCOOO7 
Tampa,Fl33601..o110 

Scott A. Sapperstein 
Senior Policy Counsel 
Intermedia Communications, Inc. 
3625 Queen Palm Drive 
Tampa. Fl 33619 
Tel. No. (813) 82~093 
Fax. No. (813) 82~923 

Marsha Rule (+) 
AT&T Communications of the 

Southern States. Inc. 
101 North Monroe Street 

Suite 700 

Tallahassee, Fl 32301 

Tel. No. (850) 425-8384 


Jon C. Moyle, Esq. 

Cathy M. Sellers. Esq. 

Moyle, Flanigan, Katz, Kolina, 

Raymond &Sheehan, PA 

The Perkins House 
118 North Gadsden Street 
Tallahassee, Florida 32301 
jmoylejrOmoylelaw.com 
Represents Global NAPs 

Mr. Herb Bomack 
Orlando Telephone Company 
4558 S.W. 35th Street 
Suite 100 
Orlando. Fl 32811 

\0 
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..... 
.... 


Robert Scheffel ~ht 

Landers &Parsons. P.A. 

310 West College Avenue (32301) 

Post Office Box 271 

Tallahassee. FL 32302 

Tel. No. (904) 681-0311 

Fax. No. (904) 224-5595 

Represents Cox Communications 


Jill N. Butler 

Vice President of Regulatory Affairs 

Cox Communications 

4585 Village Avenue 

Norfolk. VA 23502 


Paul Rubey 

Focal Communications Corporation 

200 North laSalle Street 

Suite 1100 

Chicago. Illinois 60601-1914 

Tel. No. (312) 895-8491 

Fax.No.(312)89~3 
prebey@focal. Com 

Joseph McGlothlin 
Vicki Gordon Kaufman 
McVVhirler Reeves McGlothlin 
Davidson Decker Kaufman. et al. 


117 South Gadsden Street 

Tallahassee. Florida 32301 

Tel. No. (850) 222-2525 

Fax. No. (850) 222-5606 

Represents KMC &FCCA 

RepresentS XO Communications 


John McLaughlin 

KMC Telecom. Inc. 

1755 North Brown Road 

Lawrenceville. Georgia 30043 

Tel. No. (678) 985-6262 

Fax. No. (678) 985-6213 


Charles A. Hudak. Ef.;q. 

Ronald V. Jackson. Esq. 

Gerry. Friend & Sapronov. LLP 

Three Ravinia Drive. Suite 1450 

Atlanta. Georgia 30346-2131 

Tel. No. (770) 399-9500 

Fax. No. (770)395-0000 

BroadBand Office Comm. Inc. 


Michael R. Romano, Esq. 

Level 3 Communications. LLC 

1025 Eldorado Boulevard 

Broomfield. CO 80021 

Tel. No. (720) 888--7015 

Fax. No. (720) 888-5134 


Dana Shaffer 

VICe President 

XO Communications. Inc. 

105 Molly Street. Suite 300 

Nashville. Tennessee 37201-2315 

Tel. No. (615) m-noo 

Fax. No. (615) 345-1564 


MediaOne Florida Telecommunications 

c/o Laura L. Gallagher. P A. 

101 East College Avenue 

Suite 302 

Tallahassee. FL 32301 

Tel. No. (850) 224-2211 

Fax. No. (850) 561-6311 


eM£4MJdJ.. 
~) 

(+) Signed Protective Ag........nt 
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United States Court of Appeals 

FOR THE DISTRICT OF COLUMBIA CIRCUIT 


Argued November 22, 1999 Decided March 24, 2000 


No. 99-1094 


Bell Atlantic Telephone Companies, 

Petitioner 


v. 

Federal Communications Commission and 

United States of America, 


Respondents 


Telecommunications Resellers Association, et at, 

Intervenors 


Consolidated with 

99-1095,99-1097,99-1106,99-1126, 


99-1134,99-1136,99-1145, 


On Petitions for Review of a Declaratory Ruling of the 

Federal Communications Commission 
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J. JI .., 

Mark L. Evans and Darryl M. Bradford argued the causes 
for petitioners. With them on the briefs were Thomas F. 
O'Neil, III, Adam H. Chames, Mark B. Ehrlich, Donald B. 
Verrilli, Jr., Jodie L. Kelley, John J. Hamill, Emily M. 
Williams, Theodore Case Whitehouse, Thomas Jones, Albert 
H. Kramer, Andrew D. Lipman, Richard M. Rindler, Robert 
M. McDowell, Robert D. Vandiver, Cynthia Brown Miller, 
Charles C. Hunter, Catherine M. Hannan, Michael D. Hays, 
Laura H. Phil/ips, J. G. Harrington, William P. Ban; M. 
Edward Whelan, III, Michael K. Kellogg, Michael E. Glover, 
Robert B. McKenna, William T. Lake, John H. Harwood, II, 
Jonathan J. Frankel, Robert Sutherland, William B. Bar-
field, Theodore A. Livingston and John E. Muench. Maureen 
F. Del Duca, Lynn R. Charytan, Gail L. Polivy, John F. 
Raposa and Lawrence W Katz entered appearances. 

Christopher J. Wright, General Counsel, Federal Commu­
nications Commission, argued the cause for respondents. 
With him on the brief were Daniel M. Armstrong, Associate 
General Counsel, and John E. Ingle, Laurence N. Bourne and 
Lisa S. Gelb, Counsel. Catherine G. O'Sullivan and Nancy 
C. Garrison, Attorneys, U.S. Department of Justice, entered 
appearances. 

David L. Lawson argued the cause for intervenors in 
opposition to the LEC petitioners. With him on the brief 
were Mark C. Rosenblum, David W Carpenter, James P. 
Young, Emily M. Wiliams, Andrew D. Lipman, Richard M. 
Rindler, Robert D. Vandiver, Cynthia Brown Miller, Theo­
dore Case Whitehouse, Thomas Jones, John D. Seiver, 
Charles C. Hunter, Catherine M. Hannan, Carol Ann Bis­
choff and Robert M. McDowell. 

William P. Ban; M. Edward Whelan, Michael E. Glover, 
Mark L. Evans, Michael K. Kellogg, Mark D. Roellig, Dan 
Poole, Robert B. McKenna, William T. Lake, John H. Har­
wood, II, Jonathan J. Frankel, Robert Sutherland, William 
B. Barfield, Theodore A. Livingston and John E. Muench 
were on the brief for the Local Exchange Carrier intervenors. 

Robert J. Aamoth, Ellen S. Levine, Charles D. Gray, 
James B. Ramsay, Jonathan J. Nadler, David A. Gross, 

/0 
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Curtis T. White, Edward Hayes, Jr., and David M. Janas 
entered appearances for intervenors 

Before: Williams, Sentelle and Randolph, Circuit 
Judges. 

Opinion for the Court filed by Circuit Judge Williams. 

Williams, Circuit Judge: The Telecommunications Act of 
1996, Pub. L No. 104-104.110 Stat. 56,47 U.S.C. §§ 151-714. 
requires local exchange carriers ("LECs") to "establish recip­
rocal compensation arrangements for the transport and ter­
mination of telecommunications." Id. § 251 (b)(5). When 
LECs collaborate to complete a call, this provision ensures 
compensation both for the originating LEC, which receives 
payment from the end-user, and for the recipient's LEC. By 
regulation the Commission has limited the scope of the recip­
rocal compensation requirement to "local telecommunications 
traffic." 47 CFR § 51.701(a). In the ruling under review, it 
considered whether calls to internet service providers 
("ISPs") within the caller's local calling area are themselves 
"Ioca!." In doing so it applied its so-called "end-to-end" 
analysis, noting that the communication characteristically will 
ultimately (if indirectly) extend beyond the ISP to websites 
out-of-state and around the world. Accordingly it found the 
calls non-local. See In the Matter of Implementation of the 
Local Competition Provisions in the Telecommunications 
Act of 1996, Intercarrier Compensation for ISP-Bound Traf­
fic, 14 FCC Red 3689, 3690 (1J 1) (1999) ("FCC Ruling"). 

Having thus taken the calls to ISPs out of § 251 (b)(5)'s 
provision for "reciprocal compensation" (as it interpreted it), 
the Commission could nonetheless itself have set rates for 
such calls, but it elected not to. In a Notice of Proposed 
Rulemaking, CC Docket 99-68, the Commission tentatively 
concluded that "a negotiation process, driven by market 
forces, is more likely to lead to efficient outcomes than are 
rates set by regulation," FCC Ruling, 14 FCC Red at 3707 
(1J 29), but for the nonce it left open the matter of implement­
ing a system of federal controls. It observed that in the 

If 
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meantime parties may voluntarily include reciprocal compen­
sation provisions in their interconnection agreements, and 
that state commissions, which have authority to arbitrate 
disputes over such agreements, can construe the agreements 
as requiring such compensation; indeed, even when the 
agreements of interconnecting LECs include no linguistic 
hook for such a requirement, the commissions can find that 
reciprocal compensation is appropriate. FCC Ruling, 14 
FCC Rcd at 3703-05 (1f 1f 24-25): see § 251 (b)(1) (establishing 
such authority). n[A]ny such arbitration," it added, "must be 
consistent with goveming federal law." FCC Ruling, 14 FCC 
Rcd at 3705 (1f 25). 

This outcome left at least two unhappy groups. One, led 
by Bell Atlantic, consists of incumbent LECs (the "incum­
bents"). Quite content with the Commission's finding of 
§ 251 (b}(5)'s inapplicability, the incumbents objected to its 
conclusion that in the absence of federal regulation state 
commissions have the authority to impose reciprocal compen­
sation. Although the Commission's new rulemaking on the 
subject may eventuate in a rule that preempts the states' 
authority, the incumbents object to being left at the mercy of 
state commissions until that (hypothetical) time, arguing that 
the commissions have mandated exorbitant compensation. In 
particular, the incumbents, who are paid a flat monthly fee, 
have generally been forced to provide compensation for inter­
net calls on a per-minute basis. Given the average length of 
such calls the cost can be substantial, and since ISPs do not 
make outgoing calls, this compensation is hardly "reciprocal." 

Another group, led by MCI WorldCom, consists of firms 
that are seeking to compete with the incumbent LECs and 
which provide local exchange telecommunications services to 
ISPs (the "competitors"). These firms, which stand to re-. 
ceive reciprocal compensation on ISP-bound calls, petitioned 
for review with the complaint that the Commission erred in 
finding that the calls weren't covered by § 251 (b)(5). 

The end-to-end analysis applied by the Commission here is 
one that it has traditionally used to determine whether a call 
is within its interstate jurisdiction. Here it used the analysis 
for quite a different purpose, without explaining why such an 
extension made sense in terms of the statute or the Commis­
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sion's own regulations. Because of this gap, we vacate the 
ruling and remand the case for want of reasoned decision­
making. 

* * * 

In February 1996 Congress passed the Telecommunications 
Act of 1996 (the 1/1996 Act" or the I/Act"), stating an intent to 
open local telephone markets to competition. See H.R. Conf. 
Rep. No. 104-458, at 113 (1996). Whereas before local ex­
change carriers generally had state-licensed monopolies in 
each local service area, the 1996 Act set out to ensure that 
"[sJtates may no longer enforce laws that impeder ] competi­
tion," and subjected incumbent LECs ''to a host of duties 
intended to facilitate market entry." AT&T Corp. v. Iowa 
Utils. Bd., 119 S. Ct. 721,726 (1999). 

Among the duties of incumbent LECs is to "provide, for 
the facilities and equipment of any requesting telecommunica­
tions carrier, interconnection with the local exchange carrier's 
network ... for the transmission and routing of telephone 
exchange service and exchange access." 47 U.S.C. 
§ 251 (c)(2). (''Telephone exchange service" and "exchange 
access" are words of art to which we shall later return.) 
Competitor LECs have sprung into being as a result, and 
their customers call, and receive calls from, customers of the 
incumbents. 

We have already noted that § 251 (b)(5) of the Act estab­
lishes the duty among local exchange carriers "to establish 
reCiprocal compensation arrangements for the transport and 
termination of telecommunications." 47 U.S.C. § 251 (b)(5). 
Thus, when a customer of LEC A calls a customer of LEC B, 
LEC A must pay LEC B for completing the call. a cost 
usually paid on a per-minute basis. Although § 251 (b)(5) 
purports to extend reciprocal compensation to all ''telecom­
munications,II the Commission has construed the reciprocal 
compensation requirement as limited to local traffic. See 47 
CFR § 51.701 (a) {''The provisions of this subpart apply to 
reciprocal compensation for transport and termination of local 
telecommunications traffic between LECs and other telecom­
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munications carriers."). LECs that originate or terminate 
long-distance calls continue to be compensated with "access 
charges," as they were before the 1996 Act. Unlike recipro­
cal compensation, these access charges are not paid by the 
originating LEC. Instead, the long-distance carrier itself 
pays both the LEC that originates the call and links the caller 
to the long distance network, and the LEC that terminates 
the call. See In the Matter of Implementation of the Local 
Competition Provisions in the Telecommunications Act of 
1996,11 FCC Red 15499,16013 m1034) (1996) ("Local Com­
petition Order"). 

The present case took the Commission beyond these tradi­
tional telephone service boundaries. The internet is "an 
international network of interconnected computers that en­
ables millions of people to communicate with one another in 
'cyberspace' and to access vast amounts of information from 
around the world." Reno v. ACLU, 521 U.S. 844, 844 (1997). 
Unlike the conventional"circuit-switched network," which 
uses a single end-to-end path for each transmission, the 
internet is a "distributed packet-switched network, which 
means that information is split up into small chunks or 
'packets' that are individually routed through the most effi­
cient path to their destination." In the Matter ofFederal-
State Joint Board on Universal Service, 13 FCC Rcd 11501, 
11532 (1J 64) (1998) ("Universal Service Report'). ISPs are 
entities that allow their customers access to the internet. 
Such a customer, an "end user" of the telephone system, will 
use a computer and modem to place a call to the ISP server 
in his local calling area. He will usually pay a flat monthly 
fee to the ISP (above the flat fee already paid to his LEC for 
use of the local exchange network). The ISP "typically 
purchases business lines from a LEC, for which it pays a flat 
monthly fee that allows unlimited incoming calls." FCC 
Ruling. 14 FCC Red at 3691 (1J 4). 

In the ruling now under review, the Commission concluded 
that § 251 (b)(5) does not impose reciprocal compensation 
requirements on incumbent LECs for ISP-bound traffic. 
FCC Ruling, 14 FCC Red at 3690 (1J 1). Faced with the 
question whether such traffic is "local" for purposes of its 
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regulation limiting § 251 (b)(5) reciprocal compensation to lo­
cal traffic, the Commission used the "end-ta-end" analysis 
that it has traditionally used for jurisdictional purposes to 
determine whether particular traffic is interstate. Under this 
method, it has focused on "the end points of the communica­
tion and consistently has rejected attempts to divide commu­
nications at any intermediate points of switching or exchanges 
between carriers." FCC Ruling, 14 FCC Rcd at 3695 (1r 10). 
We save for later an analysis of the various FCC precedents 
on which the Commission purported to rely in choosing this 
mode of analysis. 

Before actually applying that analysis, the Commission 
brushed aside a statutory argument of the competitor LECs. 
They argued that ISP-bound traffic must be either "telephone 
exchange service," as defined in 47 U.S;C. § 153(47), or 
"exchange access," as defined in § 153(16).1 It could not be 
the latter, they reasoned, because ISPs do not assess toll 
charges for the service (see id., "the offering of access ... for 
the purpose of the origination or termination of telephone toll 
services"), and therefore it must be the former, for which 
reciprocal compensation is mandated. Here the Commis­
sion's answer was that it has consistently treated ISPs (and 
ESPs generally) as "users of access service," while treating 
them as end users merely for access charge purposes. FCC 
Ruling, 14 FCC Red at 3701 m17). 

1 ''Telephone exchange service" is defined as: 

(A) service within a telephone exchange, or within a connect­
ed system of telephone exchanges within the same exchange 
area operated to fumish to subscribers intercommunicating 
service of the character ordinarily fumished by a Single 
exchange, and which is covered by the exchange service 
charge, or (B) comparable service provided through a system 
of switches, transmission equipment, or other facilities (or 
combination thereof) by which a subscriber can originate and 
terminate a telecommunications service. 

47 U.S.C. § 153(47). "Exchange access" is defined as: 

the offering of access to telephone exchange services or 
facilities for the purpose of the origination or termination of 
telephone toll services. 

Id. § 153(16). 
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Having decided to use the ffend-to-end'! method, the Com­
mission considered whether ISP-bound traffic is, under this 
method, in fact interstate. In a conventional "circuit-switched 
network," the jurisdictional analysis is straightforward: a call 
is intrastate if, and only if, it originates and terminates in the 
same state. In a "packet-switched network," the analysis is 
not so simple, as "[a]n Intemet communication does not 
necessarily have a point of 'termination' in the traditional 
sense," FCC Ruling, 14 FCC Red at 3701-02 (1(18), In a 
single session an end user may communicate with multiple 
destination points, either sequentially or simultaneously. Al­
though these destinations are sometimes intrastate, the Com­
mission concluded that "a substantial portion of Intemet 
traffic involves accessing interstate or foreign websites." Id. 
Thus reciprocal compensation was not due, and the issue of 
compensation between the two local LECs was left initially to 
the LECs involved, subject to state commissions' power to 
order compensation in the "arbitration" proceedings, and, of 
course to whatever may follow from the Commission's new 
rulemaking on its own possible ratesetting. 

.. .. .. 

The issue at the heart of this case is whether a call to an 
ISP is local or long-distance. Neither category fits clearly. 
The Commission has described local calls, on the one hand, as 
those in which LECs collaborate to complete a call and are 
compensated for their respective roles in completing the call, 
and long-distance calls, on the other, as thoSe in which the 
LECs collaborate with a long-distance carrier, which itself 
charges the end-user and pays out compensation to the 
LECs. See Local Competition Order, 11 FCC Red at 16013 
(1J 1034) (1996). 

Calls to ISPs are not quite local, because there is some 
communication taking place between the ISP and out-of-state 
websites. But they are not quite long-distance, because the 
subsequent communication is not really a continuation, in the 
conventional sense, of the initial call to the ISP. The Com­
mission's ruling rests squarely on its decision to employ an 
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end-to-end analysis for purposes of determining whether ISP­
traffic is local. There is no dispute that the Commission has 
historically been justified in relying on this method when 
determining whether a particular communication is jurisdic­
tionally interstate. But it has yet to provide an explanation 
why this inquiry is relevant to discerning whether a call to an 
ISP should fit within the local call model of two collaborating 
LECs or the long-distance model of a long-distance carrier 
collaborating with two LECs. . 

In fact, the extension of "end-to-end" analysis from juris­
dictional purposes to the present context yields intuitively 
backwards results. Calls that are jurisdictionally intrastate 
will be subject to the federal reciprocal compensation require­
ment, while calls that are interstate are not subject to federal 
regulation but instead are left to potential state regulation. 
The inconsistency is not necessarily fatal, since under the 
1996 Act the Commission has jurisdiction to implement such 
provisions as § 251, even if they are within the traditional 
domain of the states. See A T& T Cotp., 119 S. Ct. at 730. 
But it reveals that arguments supporting use of the end-to­
end analysis in the jurisdictional analysis are not obviously 
transferable to this context. 

In attacking the Commission's classification of ISP-bound 
calls as non-local for purposes of reciprocal compensation, 
MCI WorldCom notes that under 47 CFR § 51.701 (b)(1) 
''telecommunications traffic" is local if it "originates and 
terminates within a local service area. It But, observes MCI 
WorldCom, the Commission failed to apply, or even to men­
tion, its definition of "termination," namely "the switching of 
traffic that is subject to section 251 (b)(5) at the terminating 
carriers end office switch (or equivalent facility) and delivery 
of that traffic from that switch to the called party's premises." 
Local Competition Order, 11 FCC Rcd at 16015 (~1040): 47 
CFR § 51.701 (d). Calls to ISPs appear to fit this definition: 
the traffic is switched by the LEC whose customer is the ISP 
and then delivered to the ISP, which is clearly the "called 
party." 

17 




.: 

In its ruling the Commission avoided this result by analyz­
ing the communication on an end-to-end basis: u[11he com­
munications at issue here do not terminate at the ISP's local 
server ... , but continue to the ultimate destination or desti­
nations." FCC Ruling, 14 FCC Red at 3697 m12). But the 
cases it relied on for using this analysis are not on point. 
Both involved a single continuous communication, originated 
by an end-user, switched by a long-distance communications. 
carrier, and eventually delivered to its destination. One, 
Te/econnect Co. v. Bell Telephone Co., 10 FCC Red 1626 
(1995), atrd sub nom. Southwestern Bell Tel. Co. v. FCC, 116 
F.3d 593 (D.C. Cir. 1997) ("Teleconnec('), involved an 800 call 
to a long-distance carrier, which then routed the call to its 
intended recipient. The other, In the Matter of Petition for 
Emergency Relief and Declaratory Ruling Filed by the Bell­
South Corporation, 7 FCC Red 1619 (1992), considered a 
voice mail service. Part of the service, the forwarding of the 
call from the intended recipient's location to the voice mail 
apparatus and service, occurred entirely within the subscrib­
ers state, and thus looked local. Looking "end-to-end," 
however, the Commission refused to focus on this portion of 
the call but rather considered the service in its entirety (Le., 
originating with the out-of-state caller leaving a message, or 
the subscriber calling from out-of-state to retrieve messages). 
Id. at 1621 (1'( 12). 

ISPs, in contrast, are "information service providers," Uni­
versal Service Reporl, 13 FCC Red at 11532-33 m66), which 
upon receiving a call Originate further communications to 
deliver and retrieve information to and from distant websites. 
The Commission acknowledged in a footnote that the cases it 
relied upon were distinguishable, but dismissed the problem 
out-of-hand: "Although the cited cases involve interexchange 
carriers rather than ISPs, and the Commission has observed 
that 'it is not clear that [information service providers] use 
the public switched network in a manner analogous to IXCs,' 
Access Charge Reform Order, 12 FCC Red at 16133, the 
Commission's observation does not affect the jurisdictional 
analysis." FCC Ruling, 14 FCC Red at 3697 n.36 (1'( 12). It 
is not clear how this helps the Commission. Even if the 
difference between ISPs and traditional long-distance carriers 
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is irrelevant for jurisdictional purposes, it appears relevant 
for purposes of reciprocal compensation. Although ISPs use 
telecommunications to provide information service, they are 
not themselves telecommunications providers (as are long­
distance carriers). 

In this regard an ISP appears, as MCI WorldCom argued, 
no different from many businesses. such as "pizza delivery 
firms, travel reservation agencies, credit card verification 
firms, or taxicab companies," which use a variety of communi­
cation services to provide their goods or services to their 
cust6mers. Comments of World Com, Inc. at 7 (July 17. 
1997). Of course, the ISP's origination of telecommunications 
as a result of the user's call is instantaneous (although 
perhaps no more so than a credit card verification system or 
a bank account information service). But this does not imply 
that the Original communication does not "terminate" at the 
ISP. The Commission has not satisfactorily explained why 
an ISP is not, for purposes of reciprocal compensation, "sim­
ply a communications-intensive business end user selling a 
product to other consumer and business end-users." Id. 

The Commission nevertheless argues that although the call 
from the ISP to an out-of-state website is information service 
for the end-user, it is telecommunications for the ISP, and 
thus the telecommunications cannot be said to "terminate" at 
the ISP. As the Commission states: "Even if,' from the 
perspective of the end user as customer, the telecommunica­
tions portion of an Internet call 'terminates' at the ISP's 
server (and information service begins), the remaining portion 
of the call would continue to constitute telecommunications 
from the perspective of the ISP as customer." Commission's 
Br. at 41. Once again, however, the mere fact that the ISP 
originates further telecommunications does not imply that the 
original telecommunication does not ''terminate'' at the ISP. 
However sound the end-to-end analysis may be for jurisdic­
tional purposes, the Commission has not explained why view­
ing these linkeq telecommunications as continuous works for 
purposes of reciprocal compensation. 
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Adding further confusion is a series of Commission rulings 
dealing with a class, enhanced service providers ("ESPs"), of 
which ISPs are a subclass. See FCC Ruling, 14 FCC Red at 
3689 n.1 (1f 1). ESPs, the precursors to the 1996 Act's 
information service providers, offer data processing services, 
linking customers and computers via the telephone network. 
See MCI Telecommunications Corp. v. FCC, 57 F.3d 1136, 
1138 (~.C. Cir. 1995).2 In its establishment of the access 
charge system for long-distance calls, the Commission in 1983 
exempted ESPs from the access charge system, thus in effect 
tl:eating them like end users rather than long-distance carri­
ers. See In the Matter of MTS & WATS Market Structure, 
97 F.C.C.2d 682,711-15 (1f 77-83) (1983). It reaffirmed this 
decision in 1991, explaining that it had "refrained from apply­
ing full access charges to ESPs out of concern that the 
industry has continued to be affected by a number of signifi­
cant, potentially disruptive, and rapidly changing circum­
stances." In the Matter of Part 69 of the Commission's 
Rules Relating to the Creation ofAccess Charge Sub elements 
for Open Network Architecture, 6 FCC Red 4524, 4534 (1f 54) 
(1991). In 1997 it again preserved the status quo. In the 
Matter ofAccess Charge Refonn, 12 FCC Red 15982 (1997) 
("Access Charge Refonn Order'). It justified the exemption 
in terms of the goals of the 1996 Act, saying that its purpose 
was to "preserve the vibrant and competitive free market that 
presently exists for the Internet and other interactive com­
puter services." Id. at 16133 (1f 344) (quoting 47 U.S.C. 
§ 230(b)(2». 

This classification of ESPs is something of an embarrass­
ment to the Commission's present ruling. As MCI World-
Com notes, the Commission acknowledged in the Access 
Charge Refonn Order that "given the evolution in [informa­
tion service provider] technologies and markets since we first 

2 The regulatory definition states that ESPs offer "services ... 
which employ computer processing applications that act on the 
format, content, code, protocol or similar aspects of the subscriber's 
transmitted information; provide the subscriber additional, differ­
ent, or restructured information; or involve subscriber interaction 
with stored information." 47 CFR § 64.702(a). 
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established access charges in the early 1980s, it is not clear 
that [information service providers] use the public switched 
network in a manner analogous to IXCs [inter-exchange 
carriers]." 12 FCC Red at 16133 (11345). It also referred to 
calls to information service providers as "local." Id. at 16132 
(11342 n.502). And when this aspect of the Access Charge 
Reform Order was challenged in the 8th Circuit, the Commis­
sion's briefwriters responded with a sharp differentiation 
between such calls and ordinary long-distance calls covered 
by the "end-to-end" analysis, and even used the analogy 
employed by MCI WorfdCom here-that a call to an informa­
tion service provider is really like a call to a local business 
that then uses the telephone to order wares to meet the need. 
Brief of FCC at 76, Southwestern Bell v. FCC. 153 F.3d 523 
(8th Cir. 1998) (No. 97-2618). When accused of inconsistency 
in the present matter, the Commission flipped the argument 
on its head, arguing that its exemption of ESPs from access 
charges actually confirms "its understanding that ESPs in 
fact use interstate access service; otherwise, the exemption 
would not be necessary." FCC Ruling, 14 FCC Red at 3700 
(1116). This is not very compelling. Although, to be sure, the 
Commission used policy arguments to justify the "exemp­
tion," it also rested it on an acknowledgment of the real 
differences between long-distance calls and calls to informa­
tion service providers. It is obscure why those have now 
dropped out of the picture. 

Because the Commission has not supplied a real explana­
tion for its decision to treat end-to-end analysis as contrOlling, 
Motor Vehicle Mfrs. Ass'n of U.S., Inc. v. State Farm Mut. 
Auto. Ins. Co., 463 U.S. 29, 43 (1983); 5 U.S.C. § 706(2)(A), 
we must vacate the ruling and remand the case. 

There is an independent ground requiring remand-the fit 
of the present rule within the governing statute. MCI 
WorfdCom says that ISP-traffic is "telephone exchange ser­
vice[]" as defined in 47 U.S.C. § 153(16), which it claims "is 
synonymous under the Act with the service used to make 
local phone calls," and emphatically not "exchange access" as 
defined in 47 U.S.C. § 153(47). Petitioner MCI WorfdCom's 
Initial Br. at 22. In the only paragraph of the ruling in which 
the Commission addressed this issue, it merely stated that it 
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"consistently has characterized ESPs as 'users of access 
service' but has treated them as end users for pricing pur­
poses." FCC Ruling, 14 FCC Rcd at 3701 (1I17). In a 
statutory world of "telephone exchange service" and "ex­
change access," which the Commission here says constitute 
the only possibilities, the reference to "access service," com­
bining the different key words from the two terms before us, 
sheds no light. "Access service" is in fact a pre-Act term, 
defined as "services and facilities provided for the origination 
or termination of any interstate or foreign telecommunica­
tion." 47 CFR § 69.2(b). 

If the Commission meant to place ISP-traffic within a third 
category, not ''telephone exchange service" and not "exchange 
access," that would conflict with its concession on appeal that 
"exchange access" and "telephone exchange service" occupy 
the field. But if it meant that just as ESPs were "users of 
access service" but treated as end users for pricing purposes, 
so too ISPs are users of exchange access, the Commission has 
not provided a satisfactory explanation why this is the case. 
In fact, in In the Matter of Implementation of the Non­
Accounting Safeguards of Sections 271 and 272 of the Com­
munications Act of 1934, as amended, 11 FCC Red 21905, 
22023 (~248) (1996), the Commission clearly stated that "ISPs 
do not use exchange access." After oral argument in this 
case the Commission overruled this determination, saying 
that "non-carriers may be purchasers of those services." In 
the Matter ofDeployment of Wireline Services Offering 
Advanced Telecommunications Capability, FCC 99-413, at 
21 (~43) (Dec. 23, 1999). The Commission relied on its pre­
Act orders in which it had determined that non-carriers can 
use "access services," and concluded that there is no evidence 
that Congress, in codifying "exchange access," intended to 
depart from this understanding. See id. at 21-22 (~44). The 
Commission, however, did not make this argument in the 
ruling under review. 

Nor did the Commission even consider how regarding non­
carriers as purchasers of "exchange access" fits with the 
statutory definition of that term. A call is "exchange access" 
if offered ''for the purpose of the origination or termination of 
telephone toll services." 47 U.S.C. § 153(16). As MCI 
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WoridCom argued, ISPs provide information service rather 
than telecommunications; as such, "ISPs connect to the local 
network 'for the purpose of providing information services, 
not originating or terminating telephone toll services." Peti­
tioner MCI WoridCom's Reply Br. at 6. 

The statute appears ambiguous as to whether calls to ISPs 
fit within "exchange access" or ''telephone exchange service," 
and on that view any agency interpretation would be subject 
to judicial deference. See Chevron u.s.A. Inc. v. Natural 
Resources Defense Council, Inc., 467 U.S. 837, 842-43 (1984). 
But, even though we review the agency's interpretation only 
for reasonableness where Congress has not resolved the 
issue, where a decision "is valid only as a determination of 
policy or judgment which the agency alone is authorized to 
make and which it has not made, a judicial judgment cannot 
be made to do service." SEC v. Chenery Corp., 318 U.S. 80, 
88 (1943). See also Acme Die Casting v. NLRB, 26 F.3d 162, 
166 (D.C. Cir. 1994); Leeco, Inc. v. Hays, 965 F.2d 1081,1085 
(D.C. Cir. 1992); City of Kansas City V. Department of 
Housing and Urban Deve/ppment, 923 F.2d 188,191-92 (D.C. 
Cir. 1991). 

* * * 

Because the Commission has not provided a satisfactory 
explanation why LECs that terminate calls to ISPs are not 
properly seen as "terminat[ing] ... local telecommunications 
traffic," and why such traffic is "exchange access" rather than 
"telephone exchange service," we vacate the ruling and re­
mand the case to the Commission. We do not reach the 
objections of the incumbent LECs-that § 251 (b)(5) 
preempts state commission authority to compel payments to 
the competitor LECs; at present we have no adequately 
explained classification of these communications, and in the 
interim our vacatur of the Commission's ruling leaves the 
incumbents free to seek relief from state-authorized compen­
sation that they believe to be wrongfully imposed. 
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So ordered. 
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I. BY THE-­ COMMISSION 

A. Statement 

This matter comes before the Commission for 

consideration of the Application for Rehearing, Reargument, or 

Reconsideration (" RRR" ) filed by Sprint Communications Company 

L.P. ("Sprint") on May 25, 2000. Pursuant to § 40-6-114, 

C.R.S., Sprint requests reconsideration of Decision No. COO-479. 

In that decision, we rejected Sprint's request that the 

arbitrated interconnection agreement (under 47 U.S.C. § 252) 

between Sprint and U S WEST Communications, Inc. ("USWC") 

provide for the parties to pay termination compensation for 

telephone traffic to Internet Service Providers ("IS~). Sprint 

offers five reasons for reversing our Initial Commission 

Decision. Sprint argues: first, termination compensation is 

,;15 




..",. 

I. 

mandatory under applicable law; second, there is not an adequate 

record to justify the Commission's findings of the market 

distortions caused by ordering termination compensation; third, 

bill-and-keep can only be ordered under applicable law when 

traffic is roughly balanced; fourth, ISP and non-ISP bound 

traffic cannot be accurately differentiated; and, fifth, a 

denial of termination compensation to Sprint would be illegally 

discriminatory. We rej ect these contentions. For the reasons 

stated in Decision No. COO-479 and here, we deny the application 

for RRR. 

B. Discussion 

1. Sprint first argues (application for RRR, 

pages 1-11) that we erred in finding that ISP-bound traffic is 

interstate in nature, and, therefore, not subject to reciprocal 

compensation. Citing cases such as Bell Atlantic Tel. Co. v. 

FCC, 206 F.3d 1 (D.C. Cir. 2000), Southwestern Bell Tel. Co. v. 

(5 thPublic Utility Commission, 2000 WL 332062 Cir. 2000); 

Illinois Bell Tel. Co. v. WorldCom Technologies, 179 F.3d 566 

(7th Cir. 1999); and the Federal District Court of Colorado's 

bench ruling in U S WEST Communications, Inc. v. Hix et al., 

Civil Action No. 97-0-152, Sprint essentially argues that 

currently effective federal law holds ISP traffic to be local in 
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nature under § 251(b) (5).1 As such, Sprint argues, it is legally 

entitled to termination compensation for ISP calls. Sprint is 

incorrect. 

2. Decision No. COO-479 did not determine ISP 

traffic to be interstate in nature as a legal matter. For 

example, the Decision, page 16, points out that our refusal to 

order reciprocal compensation for Internet calls was not based 

upon the finding that such traffic is interstate. Rather, the 

Decision, pages 14-16, explains that Internet-bound traffic 

appears to be interstate in light of the relevant technical and 

policy considerations. Moreover, the decision (pages 14-18) 

explains that, in light of pertinent economic and policy 

considerations, ISP traffic should not be treated as local for 

purposes of termination compensation arrangements between Sprint 

and USWC. The decision, for example, demonstrates that the 

Internet end-user (i. e. the person making the telephone call to It 

the Internet) is properly viewed primarily as a customer of the 

ISP. The Internet provider, in turn, is a customer of Sprint. 

Viewed in this manner, termination compensation for an Internet 

call is not justified. The decision discusses the economic 

distortions that are likely to occur if we order such 

compensation in this case. 

47 U.S.C. § 251 (b) (5). 

5 
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3. Sprint's characterization of the currently 

effective law on this issue is incorrect. Sprint contends that 

federal authorities, especially the court in Bell Atlantic, have 

now determined that ISP traffic is local and entitled to 

reciprocal compensation under the Act. There are two layers 

of analysis to be done on this issue. First, there is the 

jurisdictional question. The F.C.C. ruled using end-to-end 

analysis that· ISP-bound traffic is interstate. Bell Atlantic 

vacated, but did not reverse, that determination. At present, 

therefore, there is no federal authority on the jurisdictional 

status of ISP-bound traffic. 3 

4 . Pending F.C.C. determination of the 

jurisdictional status of this traffic, the second layer of 

analysis comes into play. [Move FN 2 from Green here] The 

second layer of analysis invokes state commissions' arbitration 

powers under § 252. Under that power, the FCC's directive that 

state commissions are free to require or not require termination 

2 We note that the court (page 8) expressly acknowledged that pending 
FCC reconsideration of the issue, incumbent local eXChange carriers are "free 
to seek relief from state-authorized compensation that they believe to be 
wrongfully imposed." This statement is inconsistent with Sprint's contention 
that the court has finally determined that ISP traffic is local and entitled 
to reciprocal compensation. 

3 In our Initial Commission Decision here, we expressed our view that 
the F .C.C. probably got the matter right in ruling that ISP traffic is 
interstate in nature. Id. at 14. We reach that conclusion by noting the 
technical question of whether end-to-end or two-call analysis is correct is a 
wash, as plausible cases can be made for both modes. Dispostive to our 
opinion that this traffic is interstate are the economic considerations that 
we cite in support of our § 252 arbitration determinatiQn. 
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compensation for ISP calls is still operative. In the Matter of 

Implementation of the Local Competition Provisions of the 

Telecommunications Act of 1996' and Inter-Carrier· Compensation 

for ISP-Bound Traffic, 14 FCC Rcd 3689, ~ 26. Pursuant to our 

§ 252 arbitration powers, based on the record here and for the 

policy and economic considerations discussed in Decision No. 

COO-479, we conclude that reciprocal compensation is not an 

appropriate intercarrier compensation arrangement. 

5. Sprint also cites Southwestern Bell, Illinois 

Bell, and U S WEST v. Hix in support of its request for 

reconsideration. Southwestern Bell and Illinois Bell involved 

court review of state commissions' interpretations of existing 

interconnection agreements. 4 In those cases, the courts ruled 

that payment of termination compensation for ISP traffic did not 

violate the Telecommunications Act of 1996. Similarly, the 

Federal District Court in U S WEST v. Hix, in its bench ruling, 

relied on Southwestern Bell and Illinois Bell and also concluded 

that reciprocal compensation for ISP calls does not violate the 

Act. This conclusion, however, is different than Sprint's 

assertion that the Act mandates reciprocal compensation for 

Internet traffic. As noted above, the currently effective law 

As interpretations of existing interconnection agreements those cases 
are similar to our own proceeding, leG v. U S WEST. See Decision No. 
e99-898. 

~ 
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may allow but does not compel this conclusion. 

6. Sprint also takes some pains to disabuse the 

Commission of our approving citation of other state commissions' 

rulings disallowing ISP termination compensation. Sprint 

further notes that some of our fellow Commissions have reached 

an opposi te result to ours. The Massachusetts, South Carolina 

and North Carolina decisions, respectively, do share different 

premises from our decision here. Massachusetts and South 

Carolina both relied on the now-vacated FCC order. See 

Compiaint of MCI Worldcom, Inc. against New England Telephone 

and Telegraph Co., D.T.E. 97-116-C Order (May 19, 1999); In re 

Petition of DeltaCom Communications, Inc. for Arbitration with 

Bell South Telecommunications, Inc., Docket No. 1999-259C, Order 

No. 1999-690 (Oct. 1999). Though the premises of those 

decisions were different, we are convinced that those 

commissions reached the right result. The Massachusetts DTE, in 

particular, cogently explained that a denial of reciprocal 

compensation leads to the efficient economic result, both for 

the Internet and the telecommunications network. Id. The facts 

confronted by the North Carolina commission, meanwhile, merely 

illustrate at an extreme the arbitrage opportunities made 

possible by ISP termination compensation. In the Matter of Bell 

South Communications, Inc., Docket No. P-561, Sub. 10 (March 31, 

2000). 
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7.· As for other states that have reached the 

opposite result to ours, we respectfully disagree and believe 

that not allowing termination compensation will best lead to 

efficient investment and cost allocation in the 

telecommunication network. 

8. Finally, Sprint suggests that our present 

rejection of reciprocal compensation for ISP traffic conflicts 

with two prior rulings in the initial round of § 252 arbitration 

cases in 1996. 5 Decision No. COO-479, however, explains that the 

decisions in those prior cases were based upon the record (as to 

the present issue) presented there. Given the record in those 

prior cases and here, it is obvious that no one, including the 

parties to those proceedings, appreciated the importance of this 

issue. We note that the record here fully supports our decision 

denying termination compensation for Internet traffic. 

Moreover, Sprint's contention would mean that the Commission is 

bound by past rulings regardless of new information. We reject 

this suggestion. 

9. Sprint then argues (application for RRR, pages 

11-15) that our findings of economic distortions that would be 

caused by reciprocal compensation for ISP traffic are 

5 Any assertion that the present ruling is inconsistent with the reG v. 
U S WEST ruling (Decision No. C99-898) is clearly wrong. As explained in 
Decision No COO-479, pages 10-13, the reG case concerned interpretation of an 
existing interconnection agreement. 
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unsupported 'by evidence in this record. The concise answer to 

this argument is that the testimony of USWC's witnesses support 

our findings and conclusions.. In part, our findings were based 

upon well-settled economic principles discussed by witnesses for 

USWC such as Dr. Taylor. For example, our finding that 

reciprocal compensation for Internet calls would result in 

excessive use of the Internet is based on the economic principle 

that end-users will use the Internet in excess of the 

economically efficient amount due to distortions in the price 

signals to end-users. 6 In short, we reject Sprint's contention 

regarding the adequacy of the record to support the decision. 7 

10. Sprint's third argument (application for RRR, 

pages 15-18) is that we committed legal error in ordering bill ­

and-keeps as the intercarrier compensation arrangement for 

Internet calls. According to FCC rules,9 Sprint contends, bill ­

and-keep is legally supportable only where traffic between 

6 With reciprocal compensation for this traffic, Sprint will be able to 
shift the costs caused by its ISP customers to a third party, USWC. 

7 Sprint's argument that, under our theory, USWC's ISP customers are 
subsidized by non-Internet users is itself unsupported by this record. We 
note that USWC's rates for local service-indeed for many services-are subject 
to regulation by the Commission. There is no evidence that USWC is 
recovering its ISP-related costs from other services through rates set by 
this Commission. Further, we note that USWC does not have the opportunity to 
shift its ISP costs to another competitor-the opportunity Sprint would have 
with a reciprocal compensation arrangement. 

S A bill-and-keep arrangement is one in which neither ,interconnecting 
carrier charges the other for telecommunications traffic exchanged between 
networks. 

9 47 C.F.R. §57.713. 
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interconnecting carriers is "roughly balanced." The evidence 

here indicates that ISP traffic between Sprint and USWC will not 

be "roughly balanced." Therefore, Sprint argues, a bill-and­

keep arrangement is unlawful even if the traffic is not regarded 

as local. We disagree. 

11. Contrary to Sprint's assertion, the necessary 

premise of Sprint's argument is that Internet traffic is local 

under FCC rules. Otherwise, no legal entitlement to reciprocal 

compensation would exist. The FCC's rules establish reciprocal 

compensation requirements for the transport and termination "of 

local telecommunications traffid' between carriers (emphasis 

added) . See 47 C.F.R. §57.701(a), and 47 C.F.R. §57.713(a). As 

the above discussion points out, the FCC has not ruled that ISP 

traffic is local. The FCC, moreover, has specifically 

determined that state commissions in § 252 proceedings have 

discretion not to order reciprocal compensation for Internet 

calls. Thus, the fundamental premise of Sprint's argument is 

incorrect. 10 

12. The Commission is not legally required to order 

reciprocal compensation for ISP traffic. For the reasons 

discussed in Decision No. COO-479, reciprocal compensation is 

10 Similarly, the state district court's decision in 96-CV-2S66 is also 
inapposite. That decision concerned a Commission rule adopting bill-and-keep 
for local traffic. The rule at issue did not relate to Internet traffic. 
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not appropriate for Internet calls. The decision explains our 

conclusion that the originator of an Internet call is acting 

primarily as a customer of the ISP, not as a customer of USWC. 

Further, we view the ISP as a customer of Sprint (in cases 

where end-users call an ISP served by Sprint). Sprint may, and 

should, recover its costs for handling Internet traffic from its 

own customers, and the Internet provider, not from a third party 

such as USWC. Bill-and-keep is highly consistent with these 

views. We adopt bill-and-keep, therefore, not as a last resort, 

but rather as the best compensation scheme under- the 

circumstances. 

13. Next, Sprint argues (application for RRR, 

pages 19-25 confidential version)) that the record fails to 

support our finding that USWC will be able to differentiate ISP 

traffic from other traffic. Such differentiation is necessary 

because non-ISP traffic between Sprint and USWC will be subject 

to reciprocal compensation. In addition, Sprint contends that 

the Commission should not rely on USWC's proposal for 

differentiating ISP and non-ISP traffic because it was presented 

"j ust minutes before the hearing" and Sprint did not have an 

adequate opportunity to conduct cross-examination on the 

testimony relating to this issue. 

14. 	 Sprint's argument demonstrates that USWC's method 

far from perfect.
for differentiating ISP traffic is 
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Notwithstanding these objections, however, we affirm our holding 

(Decision No. COO-479, page 18) that the method is reasonable 

for the time being. 

15. The record indicates, and we hold, that 

reciprocal compensation should not be paid for ISP traffic. In 

light of this conclusion, some method of differentiating ISP and 

non-ISP calls is necessary at this time (since reciprocal 

compensation will be paid for non-ISP traffic). USWC's proposal 

appears to be a reasonable method. Notably, Sprint itself 

suggested no other method. 

16. Furthermore, Sprint is the party here with the 

best and least cost access to the information of what is and is 

not I SP-bound traffic. To the extent that US West's traffic 

measurement overcounts ISP-bound traffic, Sprint should be able 

to rebut that with its own knowledge of its own customers. To 

the extent that US West undercounts Sprint's ISP-bound traffic, 

then Sprint will certainly not object to this sort of error. 

17. That said, we agree that the ISP-bound traffic 

measurement issue could properly be the subject of further 

~ 
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contractual refinement between the parties. ll 

18. In any event, USWC's proposal for differentiating 

Internet from non-Internet calls is an acceptable interim 

method. Sprint is free to request amendment of the 

interconnection agreement (e.g. in new negotiations with USWC or 

new proceedings before the Commission) if it is able to develop 

another method of differentiating ISP from non-ISP traffic. 12 We 

note that ISPs served by Sprint will be Sprint's customers. 

Sprint will have the ability to measure traffic to its own ISP 

customers if it chooses to dq so. Further, we note that Sprint 

has a responsibility to pursue other methods of differentiating 

such calls if it is dissatisfied with USWC's method. For these 

reasons, we reject Sprint's arguments regarding the 

unacceptability of USWC's proposal here and its concomitant 

suggestion that reciprocal compensation should be adopted for 

all traffic, including ISP traffic. 

19. Fifth, and finally, Sprint argues that we are 

illegally discriminating against it by denying it ISP-bound 

11 Sprint does point out the disconnect between this decision, which 
segregates traffic by type, and earlier Commission pronouncements that 
regulation, pricing and compensation should not depend on such 
differentiation. The not wholly satisfactory answer to this is that as 
between artificially distorting the market conditions by ordering reciprocal 
compensation and treating all traffic the same, we choose the former. 
Moreover, it is not clear which way Sprint's pointing out this inconsistency 
cuts. Because we aspire to regulate, price and compensate traffic in similar 
fashion could lead us to the conclusion that all traffic should be subject to 

bill and keep. 
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termination compensation, while other carriers receive such 

compensation under earlier agreements. This is incorrect. 

20. Sprint's interconnection arbitration is the first 

to reach the Commission in this second round of interconnection 

contracting. Based on the record here, we conclude that no 

termination compensation will owe for ISP-bound traffic between 

Sprint and U S WEST. That in no way is inconsistent with our 

construction of first round interconnection agreements in ICG 

where we concluded that the parties contracted to treat ISP-

bound traffic as subject to termination compensation. 

21. Sprint's claim that other CLECs are getting 

termination compensation, while it does not, constitutes 

discrimination that mandates a continuing requirement to order 

termination compensation is nonsensical. Under Sprint's logic, 

the Commission-and all parties to interconnection agreements-

could never change interconnection terms because, by changing 

the terms, some party is being discriminated against vis a vis 

other parties to interconnection agreements. Clearly, parties 

to interconnection agreements and the Commission must have the 

discretion to change the agreement in response to changing 

circumstances. That is why they are for a fixed period, after 

all. Moreover, as pointed out in the Initial Decision, should 

12 Alternatively, Sprint should consider whether the bill-and-keep 
method should be used for all traffic exchanged between Sprint and USWC. 
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we reverse the outcome here in a future interconnection 

arbitration. Sprint is free to pick-and-choose that more 

advantageous term. 

22. Finally, Sprint (application for RRR, pages 

22-25 ) reiterates its argument that denial of reciprocal 

compensation for Internet calls here discriminates against 

Sprint. The application primarily points to our decision in IeG 

v. U S WEST, Decision No. e99-898 (a case involving 

interpretation of an existing interconnection agreement) .13 In 

addition, Sprint notes that in the initial round of arbitration 

in 1996-1997, the Commission approved two interconnection 

agreements calling for reciprocal compensation for ISP traffic. 

We fully addressed these arguments in Decision No. COO-479, 

pages 10-13. For the reasons stated there, we reject Sprint's 

contentions. 

II. ORDD 

A. The Commission Orders That: 

1. The Application for Rehearing, Reargument, or 

Reconsideration by Sprint Communications Company L. P. filed on 

May 25, 2000 is denied. 

2. This Order is effective upon its Mailed Date. 

13 The ICG/USWC interconnection agreement addressed in this case is 
subject to new arbitration proceedings currently pending before the 

Commission. 
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I. BY THE COMMXSSION 

A. Statement 

1. Sprint Communications Company, L.P. (" Sprint") 

initiated this proceeding by filing a Petition for Arbitration 

on January 12, 2000. Sprint requests that the Commission 

arbitrate certain terms, conditions, and prices for 

interconnections and related arrangements with U S WEST 

Communications, Inc. ("U S WEST"), pursuant to 47 U.S.C. 

§ 252 (b) of the Communications Act of 1934, as amended by the 

Telecommunications Act of 1996 ("1996 Act"). U S WEST filed its 

Response on February 7, 2000. New Edge Networks, Inc., and 

Advanced TelCom Group, Inc filed petitions to intervene. Those 

petitions were denied by the Commission in Decision No. COO-173, 

February 24, 2000. 

2. The Commission assigned an Administrative Law 

Judge ("ALJ" ) to hear the matter. The ALJ established a 

procedural schedule which called for the matter to be heard on 

April 11 and 12, 2000 in Denver, Colorado. Under the 1996 Act, 

the Commission's decision is due May 5, 2000. Because of this 

time constraint, the Commission finds that due and timely 

execution of its functions imperatively and unavoidably require 
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that tRe recommended decision of the ALJ be omitted and that the 

Commission make the initial decision in this proceeding. 

3. At the assigned place and time, the ALJ called 

the matter for hearing. As a preliminary matter, he granted 

admission pro hac vice to Steven Kukta and Andrew Jones to 

represent Sprint and John Devaney to represent U S WEST. 

4. After negotiation, four items remained to be 

arbitrated by the Commission. The first, reciprocal 

compensation, was addressed at hearing. The remaining three 

issues, issues nos. 2, 3, and 10 from the issues matrix, 

involved matters concerning unbundled network elements ("UNEs") . . 
By agreement of the parties, the UNE issues will be determined 

on the basis of the written submissions including testimony 

admitted by stipulation. 

5. The matter then proceeded to hearing. Exhibits 1 

through 10 and 12 through 15 were identified, offered, and 

admitted into evidence. Exhibit 11 was identified, offered, and 

then withdrawn. At the conclusion of the hearing, the parties 

were authorized to file posthearing statements of position no 

later than April 20, 2000. Both Sprint and U S WEST filed timely 

statements of position .. 
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B. F1Ddings of Fact 

1. Reciprocal Compensation for ISP-Bound Traffic 

a. This issue involves compensation for traffic 

that originates on the network of one local exchange carrier 

("LEC") and is delivered over the network of another LEC to an 

Internet service provider ("ISP"). The ISP then provides 

services by transmitting the data to and from the Internet. The 

Federal Communications Commission ("FCC") has indicated that 

State commissions may determine, compensation between carriers 

for this type of traffic under § 252 of the'1996 Act. In the 

Ma tter of Implementa tion of the Local Competi tion Provisions of 

the Telecommunications Act of 1996 and Inter-Carrier 

Compensation for ISP-Bound Traffic, CC Docket Nos. 96-98, 99-68, 

Declaratory Ruling in CC Docket 99-68, 14 FCC Rcd 3689 !! 25-27 

(Feb. 26, 1999) ("Declaratory Ruling"). The FCC had determined 

that Internet calling is interstate in nature for jurisdictional 

purposes. Id. at ! 12. However, the decision of the FCC has 

been vacated by the U.S. Court of Appeals. Bell Atlantic 

Telephone Co. v. F.C.C., 206 F.3d 1 (D.C. Cir. 2000). Despite 

this vacating of the FCC decision, the parties to this 

proceeding agree that this Commission has the authority to set a 

compensation rate for ISP-bound traffic. 

b. According to U S WEST, § 251 (b) (5) allows 

reciprocal compensation for local traffic only. U S WEST argues 
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that ISP traffic is interstate, not local, in nature; therefore, 

this traffic is not subject to reciprocal compensation under the 

Act. 

c. U S WEST correctly notes that the FCC has 

ruled that ISP traffic is primarily interstate in nature. In the 

Declaratory Ruling, the FCC held that, notwithstanding the 

interstate nature of ISP calls, state commissions may still 

mandate reciprocal compensation for this traffic in § 252 

arbitrations. Declaratory Ruling, ~~ 25-27. By the same token, 

the FCC determined, state commissions "are free not to require 

the payment of reciprocal compensation for this traffic and to 

adopt another compensation mechanism." Declaratory Ruling, ~ 

26. 

d. In Bell Atlantic, the D.C. Circuit vacated 

the FCC's holding that ISP traffic is not local, but interstate 

in nature. The court ruled that the FCC failed satisfactorily 

to explain its reasons for concluding that delivery of calls to 

ISPs does not constitute termination of local telecommunications 

traffic under the Act. Although the court vacated the 

Declaratory Ruling to the extent it found ISP calls to be 

interstate in nature, the court did not address the FCC's 

holding that state commissions are authorized to determine the 

intercarrier compensation mechanism for such traffic in § 252 

proceedings. See Bell Atlantic, 206 F. 3d at 9. 

£ 
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2. Sprint's Position 

a. Sprint argues for compensation at the local 

end-office termination rate, which is $0.00283 per minute. 

It notes that it incurs costs to provide the service, and 

without some compensation from U S WEST those costs will go 

unrecovered. This will keep it from competing for this type of 

local traffic, and is thus anticompetitive. Inasmuch as the 

compensation is reciprocal, U S WEST would be compensated for 

traffic which originates on Sprint I s network and terminates at 

an ISP served by U S WEST. Sprint also rejects the notion of 

singling out Internet traffic because there are many types of 

local traffic that exhibit similar characteristics which are not 

singled out. Sprint points to such examples as telecommuters 

who log onto a local area network ("LAN") for an extended period 

of time, radio talk show call in numbers, and governmental help 

lines. 

b. Sprint concedes that its cost structure will 

be different from U S WEST's since its network structure is 

different. It argues that a competitive local exchange carrier 

("CLEC") such as Sprint will have lower call volumes at the 

beginning and hence a higher per unit cost than an incumbent 

local exchange carrier ("ILEC") such as U S WEST. Sprint 

concedes that with state-of-the-art technology it will likely be 

able to build a network without deploying as many switches as an 
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ILEC. It seeks to have the local end-office termination rate 

utilized for the reciprocal compensation rate. 

c. Sprint claims that Internet traffic cannot 

currently be distinguished from other categories of telephone 

calls. It suggests that, at present, attempting to separately 

identify and measure ISP-bound traffic will be of little value 

and expensive. 

d. Sprint notes that the Commission in prior 

cases has ordered termination compensation for other CLECs for 

ISP traffic, and argues that failure to take the same action 

here would constitute unlawful discrimination. Sprint primarily 

points to the ICG complaint easel in which we directed U S WEST 

to pay termination compensation to ICG for ISP calls. 2 

3. U S WEST's Position 

a. U S WEST opposes the payment of reciprocal 

compensation for ISP traffic. In U S WEST's view, ISP traffic 

is not local but is analogous to long distance traffic. U S 

WEST suggests that the FCC's Declaratory Ruling finding Internet 

traffic to be substantially interstate in nature was unaffected 

by the Court of Appeals' vacating of the that order. It further 

It notes thatanalogizes ISP-bound traffic to paging traffic. 

1 ICG Telecom Group, Inc. v. U S WEST Communications, Inc., Docket No. 
98F-299T. 
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this Commission has previously held that reciprocal compensation 

makes little or no sense when traffic is strictly one-way. 

b. U S WEST views the cost-causer as the ISP, 

not the party originating the Internet call. It notes the 

different characteristics of Internet calls from other local 

calls: the calls last several times longer than voice calls and 

the calls are one-way because ISP modems do not callout. U S 

WEST notes that at the current local end-office termination rate 

of $0.00283 per minute, one hour of Internet usage by one 

customer each day for a month would result in $5.10 per month of 

compensation at th~ existing voice rate. U S WEST suggests this 

is clearly excessive given that it receives only about $15 per 

month for providing local exchange service. 

c. U S WEST claims that the proper analysis is 

to view Internet calls (calls to ISPs) using a long distance 

paradigm rather than a local paradigm. In U S WEST's view, an 

ISP is more like an interexchange carrier ("IXC"). While an IXC 

connects a local customer to someone in a different exchange 

area for a voice call, an ISP connects a local customer's 

computer to a computer which may be located anywhere in the 

world. The IXC arranges all the intermediate steps and pays 

2 The other case Sprint relies on is the MFS/ U S WEST arbitration, 
Docket No. 96A-287T. See Decision Nos. C96-1185 (Mailed Date of November 8, 
1996), page 30. 
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whatever it has to, to complete the call, charging only the end 

user. When there are several carriers carrying an interexchange 

call for the IXC, they all split the revenue. U S WEST suggests 

that a similar approach is more appropriate for ISP traffic. It 

notes that the traffic would not be present but for the ISP. 

The ISP receives compensation from the end user, its customer. 

In U S WEST's view the ISP should be compensating the carriers 

that bring calls to the ISP, just as the ISP compensates the 

providers that take the callout on the Internet. 

d. Because the FCC exempts ISPs from paying 

access charges, U S WEST argues that the next best approach is 

for the CLEC to share some of the revenues it receives from the 

ISP with the ILEC in proportion to the relative costs which the 

ILEC and CLEC incur. This approach addresses the situation in 

which the call originates on the ILEC' s network and is then 

transferred to the CLEC's network for the purpose of connecting 

with the customer's ISP. As a third-best, interim solution, U S 

WEST recommends bill and keep where ISP traffic is exchanged 

between the ILEC and the CLEC but without any exchange of 

compensation. 

e. In the alternative, should this Commission 

determine that some compensation should be paid to a CLEC for 

calls originating on an ILEC's network destined to an ISP on a 

CLEC's network, U S WEST suggests that the local end-office 
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termination rate which is contained in its tariffs for voice 

traffic is too high. U S WEST argues that the voice rate set by 

this Commission is not reflective of costs for a data network 

such as Sprint would provide in the future. Sprint's costs 

would be lower. It also argues that the rate component that 

recovers the fixed cost of a voice call (call set up) was 

designed to recover that cost over a shorter period of time 

typical of a voice call. Thus, the longer Internet calls would 

over-recover fixed costs. 

f. U S WEST finally suggests that reciprocal 

compensation will cause an over-investment in facilities to 

serve dial up modems of ISPs. It will also cause a subsidy to 

flow to those users. In U S WEST's view, reciprocal 

compensation will inevitably create upward pressure on basic 

local exchange rates. 

C. CODIIIliss:ion Dec:is:ion. 

a. We disagree with Sprint's argument that 

failure to order reciprocal compensation here would be 

discriminatory in light of the ICG ruling. We likewise disagree 

that ICG has any preclusive or precedential value here. In the 

ICG proceeding, we concluded that the existing ICG/U S WEST 

agreement provided for termination compensation for ISP traffic. 

See Decision No. C99-898, page 6. While we observed (Decision 

No. C99-898, pages 6-9) that certain policy considerations 
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suggested that termination compensation should be paid for rsp 

calls (e.g. because lSP traffic is exempt from access charges, 

rCG could not recover its rSP-related costs for terminating 

those calls without reciprocal compensation), those observations 

were based upon the record in that case. The lCG/U S WEST 

dispute came before the Commission on cross-motions for summary 

judgment. The economic analysis present in this record was not 

present in the lCG proceeding. 

b. Moreover, public policy concerns were not 

the deciding factors in the lCG proceeding~ That case concerned 

interpretation of an existing interconnection agreement, not 

arbitration of terms that should be included in such an 

agreement. We based our directive that U S WEST pay termination 

compensation to lCG for lSP calls on the existing lCG/U S WEST 

interconnection agreement's provision for such compensation. 

See Decision No. C99-8 98, page 6. Notably, we specifically 

stated that we might revisit this issue (i. e. the payment of 

termination compensation for lSP traffic) in future arbitration 

proceedings: 

Given reasonable expectations by lCG that its existing 
interconnection agreement provided for reciprocal 
compensation for lSP traffic (above), it is reasonable 
to order U S WEST to pay compensation at this time. 
This arrangement may change in the future depending on 
the FCC's pending rulemaking on this matter, or 
depending, on future § 252 proceedings before this 
Commission. Whether the continued allowance of 
reciprocal compensation for lSP-traffic provides 
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'perverse' 
considered 
interconnection 

economic incentives 
at that time for 

agreement. (footnotes 

may be more 
purposes of 

omitted) 

fully 
future 

(emphasis added) Decision No. C99-898, pages 9-10. 

c. The point is that our prior orders mandating 

reciprocal compensation for ISP calls-Sprint mentions two, the 

ICG case and the MFS/U S WEST arbitration discussed in the ICG 

ruling were from the first round of S 252 arbitrations before 

the Commission in 1996 and early 1997. Here, U S WEST correctly 

observes that in those prior proceedings no one, including the 

Commission, appreciated the economic ramifications of ordering 

termination compensation for ISP traffic. For example, the 

information presented in this case relating to the substantial 

and growing volume of ISP traffic and the imbalance of that 

traffic on U S WEST's network as compared to CLECs' networks was 

not available at that time. 

d. The present case is the first fully 

litigated S 252 proceeding after the first round of arbitrations 

to present the question relating to termination compensation for 

ISP calls. It is appropriate for the Commission to reconsider, 

in light of the evidence and argument presented here, whether 

termination compensation should continue to be paid for calls to 

the Internet. Our present decision not to require termination 

compensation for ISP traffic does not discriminate against 

Sprint. Past interconnection agreements (i.e. the MFS/U S WEST 
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and ICG/U S WEST agreements) were based upon circumstances 

existing at that time, and we note that those agreements have 

expired or will shortly expire. Therefore, the present ruling 

is not unlawfully discriminatory as compared to past decisions 

by the Commission. 3 As for future interconnection agreements, 

whether U S WEST will be ordered to pay termination compensation 

to other CLECs for ISP traffic will, of course, be decided based 

upon the evidence and argument presented in those cases. If our 

future decisions on this issue differ from the present one, 

Sprint may exercise its rights under § 252(i) of the Act to opt 

into those provisions. 

e. The relevant situation is as follows: An 

end-user, a local exchange customer of U S WEST is a customer of 

an ISP, which is, in-turn, a local exchange customer of Sprint. 

When this end-user initiates Internet-bound traffic, the call is 

transmitted from U S WEST to Sprint, from Sprint to the ISP, and 

from the ISP to the Internet. Both U S WEST and Sprint incur 

costs during this process. The Commission must determine, as 

part of the interconnection agreement between U S WEST and 

Sprint, how these costs will be recovered. 

f. Both parties present scenarios which they 

3 A contrary holding that we are bound by the mistakes of past 
arbitrations is belied by the fact the these agreements are for a limited 

duration. 
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contend are analogous to the situation described above. U S 

WEST offers as an, analogy the ILEC-IXC interconnection for the 

purpose of transmitting an interstate call. In this model, the 

originator of the call is primarily the customer of the IXC and 

the IXC charges the customer for the call. The IXC then turns 

around and compensates the LECs, which originate and terminate 

the call. In the situation of interest here, U S WEST argues 

that the ISP plays a role analogous to that of the IXC. Sprint, 

on the other hand, favors an analogy involving ILEC-CLEC 

interconnection for the purpose of transmitting a local call. 

The originator of the call in this analogy is a customer of the 

ILEC and the ILEC charges the customer for the call. The ILEC 

then compensates the CLEC for the costs it incurs in terminating 

the call. Articulating the parties' positions more succinctly, 

U S WEST contends that the Internet-bound traffic being 

considered here is an interstate call, whereas Sprint believes 

it to be a local call. 

g. The Commission finds that U S WEST's analogy 

is the more reasonable. Given that most Internet calls end at 

locations out of state, it appears that such calls are primarily 

interstate in nature. We view the originator of the Internet-

bound call as acting primarily as a customer of the 1SP, not as 

a customer of U S WEST. Both U S WEST and Sprint are providing 

access-like functions to transmit the call to the Internet, 
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similar to what their role would be in providing access to an 

IXC to transmit an interstate call. Furthermore, the remote 

hubs to which Internet-bound traffic is directed are often 

outside the state in which the call originated. Beyond that, 

the ultimate destination of these calls is some web site, which 

is generally in another state or even another country. 

h. The ILEC-IXC interconnection analogy 

suggests that the ISP should compensate both U S WEST and Sprint 

for the costs they incur in transmitting this call. Even if 

that analogy were not employed, applying the principle of cost 

causation would lead to the same conclusion, namely, that the 

ISP should pay access charges to both U S WEST and Sprint for 

the cost caused by the ISP customer. The ISP would recover these 

charges from that customer. This option, however, is precluded 

by the FCC's access charge exemption for ISPs. 4 Therefore, both 

U S WEST and Sprint are in the position of having to recover the 

costs of carrying this Internet-bound traffic through some means 

other than access charges. 

i. Sprint recommends that cost recovery be done 

through 	the process of reciprocal compensation. In the scenario 

since the end-user originating thebeing considered here, 

By granting this exemption, the FCC has given the ISPs a valuable 
property right. The importance of clearly defining property rights was 
analyzed in a path-breaking article by R. H. Coase ("The Problem of Social 
Costs," Journal of Law and Economics, Vol. 3, 1960, pp. 1-44). 
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Internet-bound call is a local exchange customer of U S WEST, 

U S WEST would have to compensate Sprint for the latter's costs 

incurred in transmitting the call to the ISP. The Commission 

rejects the use of reciprocal compensation with a positive rate 

in this instance. 

j. While ISP calls appear to be interstate in 

nature, our conclusion is not necessarily based upon that 

determination. Even if this traffic were considered to be local 

in nature, the Commission still would not embrace reciprocal 

compensation with a positive rate. Such a scheme would, in our 

view, bestow upon Sprint an unwarranted property right, the 

exercise of which would result in decidedly one-sided 

compensation. In addition, we find that reciprocal compensation 

would introduce a series of unwanted distortions into the 

market. These include: (1) cross-subsidization of CLECs, ISPs, 

and Internet users by the ILEC's customers who do not use the 

Internet; (2) excessive use of the Internet; (3) excessive entry 

into the market by CLECs specializing in ISP traffic mainly for 

the purpose of receiving compensation from the ILECs; 5 and (4) 

disincentives for CLECs to offer either residential service or 

5 The North Carolina Commission recently put an end to a \\ sham CLEC" 
operation that underscores the profitable arbitrage possibilities created by
ordering reciprocal compensation. See In the Matter of Bell South 
Communications, Inc. v. US LEC, Docket P-561, sub 10, Order Denying
Reciprocal Compensation (N.C. P.U.C. March 31, 2000). 
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advanced services themselves. In short, we agree with U S WEST 

that reciprocal compensation for ISP traffic would not improve 

overall social welfare; it would simply promote the welfare of 

some at the expense of others. See, Complaint of MCI Worldcom, 

Inc against New England Telephone and Telegraph Co.,' D.T.E. 97­

116-C Order (Mass. Dept. of Telecommunications and Energy May 

1999) (" [T] he benefits gained through this regulatory distortion 

by CLECs, ISPs and their customers do not make society as a 

whole better off, because they come artificially at the expense 

of others."). 

k. U S WEST suggests that, because the ISP 

cannot be required to pay access charges, a second-best solution 

would be for Sprint to share the revenues it obtains from the 

ISP with U S WEST, in proportion to Sprint's and U S WEST's 

relative costs incurred in transmitting this call. The 

Commission rejects this suggestion as well. We agree with 

Sprint that this is the equivalent of imposing access charges on 

the ISP, an option which is precluded by the FCC exemption. 

1. The only remaining suggestion offered by 

either party is the application of bill and keep, whereby, in 

effect, Internet-bound traffic would be transmitted between U S 

WEST to Sprint without monetary compensation flowing in either 

itsThis possibility is offered by U S WEST asdirection. 


third-best alternative. The Commission finds that bill and keep 
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should be adopted here to deal with ISP traffic. Notably, bill 

and keep avoids the problems found with the other proposed 

solutions, as stated above. In particular, it treats U S WEST 

and Sprint symmetrically. Moreover, the Commission believes 

that a bill and keep approach is appropriate because it 

emphasizes the need for various networks to interconnect and for 

carriers to recover their costs from charges imposed upon their 

own customers. 6 

m. In adopting bill and keep, the Commission 

believes that U S WEST will be able to differentiate ISP traffic 

from the traffic between U S WEST and Sprint that is subject to 

reciprocal compensation. Such differentiation is necessary 

because the two types of traffic will be treated differently. 

The procedure for differentiating the two was explained by 

witnesses for U S WEST, and we find this method to be reasonably 

designed to measure ISP traffic.' 

6 As we move forward, correctly, to the consideration of globally 
connected communications networks, we need to abandon the archaic approaches 
to service categorization and regulatory jurisdiction. Regardless of 
technology or purpose, universal access to equitable connections should be 
the goal. Whether a call is local, interstate, voice, data, wireless, 
internet or wireline should not be a determining factor in how the activity 
is regulated, priced or compensated. 

We have concluded that Sprint is not entitled to reciprocal 
compensation for ISP-bound traffic for the reasons stated above. 
Notwithstanding the D. C. Circuit's vacation and remand of the Declaratory 
Ruling, we believe that the FCC correctly concluded that ISP-bound traffic is 
interstate and thus not "local telecommunications traffic". The FCC's 
concluSion, though wanting in explanation, is ultimately vindicated by an 
economic analysis of ISP traffic. In addition, even if ISP traffic were 
determined to be local, the policy and economic considerations discussed 
above indicate that it should not be subject to reciprocal compensation. 
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1. ONE Issues 

a. Issues nos. 2, 3, and 10 submitted for 

arbi tration relate to UNEs. Issues nos. 2 and 3 involve the 

question to what extent U S WEST is required to combine UNEs at 

the request of Sprint. Sprint suggests that U S WEST be 

obligated to combine UNEs in any manner in which UNEs are 

ordinarily combined wi thin U S WEST's network, provided that 

such combination is technically feasible and would not impair 

the ability of other carriers to obtain access to UNEs or to 

interconnect with U S WEST's network. U S WEST argues that it 

should not be required to combine UNEs unless the UNE 

combination is pre-existing or already combined for the 

particular customer Sprint seeks to serve. 

b. Issue no. 10 involves nonrecurring charges 

for the provision of UNE combinations. Sprint contends that 

U S WEST is not entitled to a nonrecurring charge for each and 

every element included in a pre-existing UNE combination. U S 

WEST on the other hand suggests that it is entitled to recover 

all nonrecurring charges for each UNE whether the UNE 

combination already exists or the UNE combination is new. 

Neither party has explicitly set forth specific nonrecurring 

charges for UNEs and for UNE combinations. 

Hopefully the FCC will consider these factors in future proceedings on this 

issue. 
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c. The Commission has previously ruled upon the 

issue regarding U S WEST's obligation to combine UNEs requested 

by CLECs. a We have determined that U S WEST should be required 

to combine UNEs for CLECs in the same manner that it normally 

combines them for itself. See Decision No. C98-1047. The same 

result should occur here. We accept Sprint's position and will 

require U S WEST to combine UNEs in any manner in which UNEs are 

ordinarily combined within U S WEST's network. U S WEST's 

position on provision of UNE combinations being limited to those 

UNEs that are already combined or pre-existing is rejected. 

d. This requirement is consistent with the 

currently effective FCC rule (47 C.F.R. 51.315(b)) regarding 

combinations of UNEs. Furthermore, we agree with Sprint that 

its ability to compete in the local exchange market would be 

impaired under U S WEST's proposal. Therefore, the 

interconnection agreement between Sprint and U S WEST will 

require U S WEST to combine UNEs for Sprint in any manner in 

which they are ordinarily combined within U S WEST's network 

e. This Commission has previously addressed the 

nonrecurring charge for provision of pre-existing UNE 

8 To the extent U S WEST asserts that our authority to order 
combinations of network elements is limited because FCC Rules 47 C.F.R. 
51.315(c-f) were vacated by the Eighth Circuit Court of Appeals, Iowa 
Utilities Board v. FCC,120 F. Ed 753 (8th Cir. 1997), we disagree. We affirm 
our prior ruling in Decision No. C98-267 that the Commission possesses 
independent authority under State law to order combinations of network 
elements. 
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combinations in the context of the interconnection tariffs of 

U S WEST. See Commission Decision Nos. C97-739, C97-946, 

C98-1047 and C98-1250. When the Commission established the 

interconnection rates, it adjusted the nonrecurring charges to 

consider bundling. We find U S WEST is entitled to recover all 

nonrecurring charges as set out in its interconnection tariffs. 

II. ORDER 

A. The CODIlIdssioD Orders That: 

1. The issues presented in the Petition for 

Arbitration filed by Sprint Communications Company, L.P. on 

January 12, 2000 are resolved as set forth in the above 

discussion. 

2. Within 30 days of the final Commission decision 

in this docket, Sprint Communications Company, L.P. and U S 

WEST Communications, Inc. shall submit a complete proposed 

interconnection agreement for approval or rejection by the 

Commission, pursuant to the provisions of 47 U.S.C. § 252 (e) 

of the Telecommunications Act of 1996. 

3. The Motion for Leave to File Motion to Strike 

and Response to Sprint's Late-Filed Notice of Decision 

submitted by U S WEST Communications, Inc. on May 3, 2000 is 

granted. Response time to the motipn is waived . 
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4. The Motion to Strike Sprint's Late-Filed Notice 

of Decision submitted by U S WEST Communications, Inc. on May 

3, 2000 is granted. Response time to the motion is waived. 

5. The twenty-day period provided for in 

§ 40-6-114(1), C.R.S., within which to file applications for 

rehearing, reargument, or reconsideration begins on the first 

day following the Mailed Date of this decision. 

6. 	 This Order is effective upon its Mailed Date. 

B. 	 ADOP'.rBD IN COMMISSIONERS' DELIBERA'l'IONS MBB'l'ING 
Nay 3, 2000. 

THE PUBLIC UTILITIES COMMISSION 
OF THE STATE OF COLORADO 

Commissioners 

G:\YELLOW\COO-0479_00B-OllT.~:LP - 05/05/00 4:23 PM 
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STATE OF IOWA 


DEPARTMENT OF COMMERCE 


UTILITIES BOARD 


IN RE ARBITRATION OF: 

SPRINT COMMUNICATIONS COMPANY 
LP.• 

Petitioning party. 
DOCKET NO. ARB-00-1 

And 

US WEST COMMUNICATIONS, INC .• 
nlkla OWEST CORPORATION. 

Responding party. 

ARBITRATION ORDER 

(Issued December 21. 2000) 

On June 21, 2000. Sprint Communications Company LP. (Sprint) filed a 

petition requesting arbitration of the unresolved issues in the interconnection 

negotiations between itself and U S WEST Communications, Inc., nlkJa Owest 

Corporation (Owest). The issues set forth in the petition included reciprocal 

compensation for traffic delivered to enhanced service providers (ESPs): availability 

and charges for unbundled network elements; vertical features; and access charges 

for local services. Of these issues, only the issue of reciprocal compensation 

remains unresolved by the parties for determination by the Utilities Board (Board). 

Owest filed its response to the petition on July 17, 2000, pursuant to 47 U.S.C. 

§ 2S2(b)(3). Following the filing of testimony, a hearing was held on October 18, 

2000. 
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The initial petition defined the issue as follows: 

Reciprocal compensation should be paid for ISP-bound 
traffic because such traffic is local or should be treated as 
local for purposes of inter-carrier compensation. 

In its petition, Sprint described its request related to the reciprocal 

compensation issue stating, 

Sprint requests that the Board find that traffic terminated to 
an ISP is local and even if it is not "'ocal" in the strictest 
sense of the word, it should be subject to termination rates 
that are equal to those paid for other types of local traffic. 

This statement of its request caused some confusion as to whether the Board 

was being asked. to determine the "termination rate" referred to in the petition. This 

was clarified through questioning at the hearing, enabling the Board to frame the 

ultimate issue for its determination as follows: 

For purposes of this interconnection agreement, will internet 
service provider (ISP) bound traffic be included in the 
quantification of "'ocal traffic" under 199 lAC 38.6, which 
permits the Board to approve monetary compensation in 
circumstances where the total terminating to originating 
traffic for the exchange of mutual traffic between facilities­
based local exchange companies is unbalanced? 

Although Iowa is known as a "bill and keep" state, it isn't a pure bill and keep 

state. Compensation is handled on a bill and keep basis until circumstances exist 

where the total terminating to originating traffic for the exchange of mutual traffic 

between facilities-based local exchange companies is unbalanced. At that time, 

under the Board's rules, the Board has an opportunity to order reciprocal 

compensation, if appropriate. 

&3 
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The Federal Communications Commission (FCC) has ruled that ISP-bound 

traffic is interstate in nature.1 This order was vacated and remanded to the FCC by 

the D.C. Circuit Court of Appeals, ruling that the FCC had not yet provided an 

adequate explanation of why such traffic is exchange access rather than telephone 

exchange service. 

The Board does not agree that the determination in this arbitration proceeding 

turns on the distinction between whether ISP·bound traffic is "local" or "interstate." 

Other state commissions have struggled with this issue and there is no consensus 

among the states as to what is the most appropriate and beneficial way to address 

the issue of reciprocal compensation for ISP-bound traffic. The Board desires that its 

determination be one that will encourage and foster increased competition in the 

local market. 

The Board agrees with much of the analysis of the Massachusetts Department 

of Telecommunications and Energy. Quoting from the Massachusetts order: 

The unqualified payment of reciprocal compensation for ISP­
bound traffic, implicit in our October Order's construing of the 
1996 Act, does not promote real competition in 
telecommunications. Rather, it enriches competitive local 
exchange carriers, Internet service providers, and Internet 
users at the expense of telephone customers or 
shareholders. This is done under the guise of what purports 
to be competition, but is really just an unintended arbitrage 
opportunity derived from regulations that were designed to 
promote real competition. A loophole, in a word. There is, 
however-and we emphasize this point-nothing sinister or 
even improper about taking advantage of an opportunity 
such as the one presented by our October Order. One 

In the Matter o/Implementation o/the Local Competition Provisions o/the Telecommunications Act 0/1996 
and Inter-Carrier Compensation/or ISP-Bound Traffic, CC Docket Nos. 96-98 and 99.(j8, 14 FCC Red 
3689 (rei. Feb. 26, 1999) (ISP Order), vacated on other grounds in, Bell Atlantic Tel. Cos. v. FCC, 206 F .3d 
1 (D.C. Cir. 2000). 
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would not expect profit-maximizing enterprises like CLECs 
and ISPs, rationally pursuing their own ends, to leave it 
unexploited. Create an opportunity and inventive enterprise 
will seize upon it. It was ever thus. But regulatory policy, 
while it may applaud such displays of commercial energy, 
ought not create such loopholes or, once having recognized 
their effects, ought not leave them open. 

Real competition is more than just shifting dollars from one 
person's pocket to another's. And it is even more than the 
mere act of some customers' choosing between contending 
carriers. Real competition is not an outcome in itself-it is a 
means to an end. The "end" in this case is economic 
effiCiency, which Baumol and Sidak have defined as "that 
state of affairs in which, as the specialized literature of 
welfare economics recognizes, no opportunity to promote 
the general welfare has been neglected. Such an 
opportunity is defined as the availability of a course of action 
that will benefit at least some individuals, in their own 
estimation, in a way not achieved at the expense of others." 
Toward Competition in Local Telephony, at 24 (emphasis 
added). Failure by an economic regulatory agency to insist 
on true competition and economic efficiency in the use of 
society's resources is tantamount to countenancing and, to 
some degree, encouraging waste of those resources. 
Clearly, continuing to require payment of reciprocal 
compensation along the lines of our October Order is not an 
opportunity to promote the general welfare. It is an 
opportunity only to promote the welfare of certain CLECs, 
ISPs, and their customers, at the expense of Bell Atlantic's 
telephone customers and shareholders. 

MCI WoridCom Technologies, Inc., D.T.E. 97-116 (issued 5-19-99) pp. 9-10. 

Reciprocal compensation for ISP-bound traffic would Introduce a series of 

unwanted distortions into the market: cross-subsidization of CLECs, ISPs, and 

Internet users by the ILECs customers who do not use the Internet, excessive use of 

the Internet, excessive entry into the market by CLECs specializing in ISP traffic 

mainly for the purpose of receiving compensation from the ILECs, and disincentives 

for CLECs to offer either residential service or advanced services. 
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Without reaching any decision as to whether ISP-bound traffic is "local" or 

"interstate" in nature, the Board will not order the payment of reciprocal compensation 

on ISP-bound traffic. The proposed language of Sprint for inclusion in the 

interconnection agreement as provision (C)2.3.4.1.3 specifies that the traffic is local, 

while Qwest's proposed language identifies the traffic as primarily interState in nature. 

Because it has not reached a determination on the nature of the ISP-bound traffic, 

the Board must reject the proposed language for inclusion in the interconnection 

agreement of both Sprint and Qwest. 

IT IS THEREFORE ORDERED: 

The proposed language for provision (C)2.3.4.1.3 of the interconnection 

agreement between Sprint Communications Company LP. and U S WEST 

Communications, Inc., n/kJa Qwest Corporation, shall incorporate the Board's 

decision that no reciprocal compensation will be paid for ISP-bound traffic. 

UTILITIES BOARD 

lsi Susan J. F.n!e 
ATTEST: 

lsi Raymond K. Vawter. Jr. lsi Diane,Mynns 
Executive Secretary 

Dated at Des Moines, Iowa. this 21 st day of December, 2000. 
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J I dated February 3~ 2000. Following the !clcpbonc eolllerence. Sprint aad U S WEST filed a Joint 


2 I Stipulation regarding Continuance of Arbitration Dares. Upon consideration of the parties' Joint 


3 II StipuJ<lciol"!. and finding good cause thcreCon::. we amended our February 3, 2000 Procedural Order-_ 


4 YThe Fobruary 22. 2000 Procedural Ordez: set the hearinS for April 18 and 19.2000. 


I The paaie£ notified. the Commil8ion that they bad resolVed most g( the iSS\1f!S r-egardins 
, 


6 I interconnccrion, that a hevin, was nee.suy re,ptdins one o( th- issues, and t"-'!- ~~e Temaining 


7 Uissues would be submitted. in. briefs and pre-tiled r:est:imol1Y tor 'Che Commission"s deteaninatton. The 


g npatties then submitted post-hearing briefs on April 18,. 2000. 


9 I PISC'=.§SION . 


• On February 8. 199<5, Praiderll: ClintOn .signed dJ: Act into law which established new 


11 'I teSponsibiliries. for: the Federal Commw:UclliOftS Comm.ission ("'FCC") as well as for the vviOllS state 


t:2 ! commissions.' On July 2, 1996, the fCC issued T~I~(Jlte N'tMb." Portability. CC Docket No. 95­

13 U116. First Report tnd OrcloC' Ul4 F1.ItIher Nonc:c of 'Proposed. R.ul~p FCC; 96-268 ("TNP 


14 gOrde.rj, which establishe4 rqles so that a customer who ehallges his IOQaJ exchange carrier ("LEe') 


H in the same lOGal service area may keep th; same telepbone numb«. 00. July 22. 1996. !he 
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21 I 8, 1996, the FCC releacd. 1",,'cmC1lldflDft D/ the ~ CompctiWJn. PrrJvisiQlU of the 
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24 nJ996, CC Doc:ket No. 96-91, Second lleporr mel Order and. MflmoraDdum, Opinion and. Order, FCC 
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1 I Act.: 


2 I Pursuant (0 the Act, telecommunications c~ers c1esiriftS to mtel'eonnect with the fa.cilitie.s 


.3 I and equipm~t of an ILEe may negotiate rhe lerms o( such in~nDeCtion directl:: "':-:h the !.LEe. 


4 I If tbe parties are unsuccessful in nesoriatinJ' an Agrcanern, my party Co the: negotiation ~ay requ~ 


5 I the Commission to arbirftre any open issu.es regardins interconnection. The Aet requires the 


6 I Commission to resolve my such is.su.e:s wirhin 180 days of • telecoll"lftl.unic:atlons carriers initial 


1 I request 10 the ILEC for intcrcomlecti011. 


& I The arbitration in this matter lOok pl.ac:e, as .scheduled, on April 18 and 19, 2000. 


9 I Pursuant to § 2S2(b)(4XC) of the Ae~ the Commission hereby resolves the issues presented. 


10 I for arbitn.lion.. 

11 I Reciprocal Cgmpwatiop 

12 I Sprint ancl U S WEST have beeQ unable to qrcc Oft wbether Sprint is enli,led to reciprocal 

131 COn:1pensarion £Or traflic w~cb it delivers to aD iDlemet service provider \ISP',) on U S W!.STs 

14 nel:W'&rk. 

1S I Sprint'! position 

16 g It is Sprint's posilion that this Commiuicm has. th. authority and must decidl: an appropria.te 

17 I ma~hanism for inter-c:vrier compensation tot ISP-bounci traffic. Sprint believes that this 

I S I Commission has th. responsibility to resolve interconnection <1isputes between camus, inc:luding the 

19 I instam dispute. SpOilt ballcvClS lhat the: FCC has left it to lWe eommis$ions. pursuant ro Section 252 

20 I of tne A~t. to detcnniDe In appropriale rate for such traftic: until the 'fCC setS permanent rates for 

21 I such traffic. "Dec;1ar&tory Rolina i.D CC Docket No. 9-68:' Ip the Matter o(ImplemWilion of' the 

!~ IJ.gg.I Competitiqg trs:Qsions ia the T!lgmmunisam Act of 1996. CC Dkt. No. 96--98 (reI. 

2.3 February 16,1999). ("ISP Order"). 


24 Sprint eraues !hat the FCC fouad thai: it is reasonable for sure commissions 10 con.tinue 


2S Iapplyins reciprocal compensation toT tSP-bound traffic:. SpriDt stiles that (he FCC has said tha.t 


26 althou.gb it bas not adopted. a specIfic rule JOvernln: dais mattat oCiraterc:uner c&mF-"~on., it I'lOted. 
. 
27 

% 
UDlaa o~_te".y ~crcQCe to -hA." in Ibis Decirioa.ll; to Pacappbs in die Ott£er. . 28 
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that its policy of "U'eatins (SP·bound traffic as local for purposes of interstate access charges woutc1, 

21 if applied in the sc:put.U:-c:ontext of intec'l:amcr eompensation. S1.luest that such eompcsar.i1:ln is d~e 

:3 (or that traffic." Id. ar para. 25. Sprint's po~hi~D is th~~.an. incu.r s~ifiea.n.t costs in tenninaT..lng 

-4 ttaf.6.c [0 {SPs, and that such ttafiie should. be compeasated. Ie b~Ueyes that recipr:Qcal compcnaation 

5 I remains the best mechaoism for cn5uring that ~osts usOC'ial" with. tcnnination of chis type of traffic: 

61 an: paid. Unless {J S WEST pays reciprocal compe.nsa:ti.on 011 ISP-bound tn!fic. Sprint would be left 

1 uncompenSl.tcQ for its legicima.le CostS of terminating such r:ratfic. 


g n Sprint eoncends that ISp·bound crat'fie is either lOQl or mull be treated as local for inter­

9 i c:arrior cocnpens.tion purpose. rend.erins reciproc:al compensation as the o'llly mechanism that 


10 I eUrTcntly (;otrl'pcmatcs Sprint for the C;:OSlS of tenninatlD: calls which US WEST incurs. 

II I In conclusion. Sprint.·s proposed languap is: 

12 A:£ set forth b.mn. do.e Parties apee dlat witi\O""t repel to c:h....:~tcrizatiOD. of 
ttaffit: as inrerstate or local. traf'fie Ciarried ex' cleliVtted to one c;an'ic:r which is then. 

13 delivered to an ~SP, includin" but not Umitocl to ISPs. shall. be compeuated. at tho 
sun«! r.a.IeS as the ~fgCal eompe:nsarion rates for the termination of local tn.£fie for

14 the interim period unbl such time as the FCC detem&incs nteS spec:ific to the transport
and terminauoa oftra!ft.c to ESP's throup a mechMi$m tor itt.terctrricr cQmpensaticn.

15 
U S WEST's positiQ)!

16 n 

U S WEST'. position. is that the fCC will ultimately speak 10 the issue of the appropriate 
17 

me,hod of inter-c:amcr eompeMation for c:llis type of trafftc. U S WEST believes Ihat the FCC's 
18 • . .. 

<consideration o( this issue may preempt stlre coft'lJ1'1iss(gns" decisions regarding rec:iproc:a.1
19 " 

compensation..
20 ­

u S WEST eoatea.ds that: reciprocal compc:nsaUtm only appUes to lQC1.1 c.alls and the FCC ha.s 
21 

ruled that lSP traffic i$ i~ In nature and d1crefore. 1101 wbj= co th.c Rciprocal coarpc:n.sation
21 
23 .. provisions of Section 2..$1(b)(5) at Ihe ACL U S WEST ''''WI chat the FCC has determined that 

Internet traffic dou aot tami:nate at the ISp·s local server. but flows Uvough ths I.;r: s equipment 
24 I . 

and terminares at a d.istaAt intemer. websile that is often in another.ft&tC. IS? Order at Para.. 12. 
2S 

U S WEST contends that reciprocal compe:nsa.tion is appropriate only Cor two-wa.y traffic; 
26. 

whereby eac:h pro....i4es some service to the other. 1n..lba Matter or thl! PcJirion or Aittouch I'yrinf.. 
27 I . 
2& .lne. for Arbitration of an Imer'COMicdon N!r!emtnS with U S WEST. Dockec No. 99A-001!. 
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1 MDecision No, C99-6S 1. PI. 9. US WEST believes that ISP bOUl'l.d traffic is one-way trame and is not 

2 M eligible Cor reciprocal comp~nsat1on. US WEST argues that there is no sound policy reason for it to 

.3 gsubsidiz.e Sprint by paying It reciprocal compensation. Cor ban<1lin: traffic: that is not local. U S 

4 I WEST states that it may have to fe<::OVer' these substantial costS £tom ics ~tepayers. whictl will n:s1.l.11 

5 I in a subsidy of the Internet. 

US WEST's proposed laneuage is:6 

7 As set Corcb. herein. the Parties aJIft that rec:iproc:al compensation only ilpplies 
to Local Traffic: and fUrtha' ag_ rhat me FCC has cietennill.d. that lr.I.ffic orieinateci 

8 by ~ithet' Piny (th. "'OrigiutiCl, Party'j and. delivered to the other Party, wbich in tum 
delivl!l"S the tn.ffic to a:s eahanee4 serYlce proVid.er ([he "Oeliverins Party', is 

9 primlnly in~erlitate mnature. CocsoCluenrly, the Deliverinl Party mUSt identity which. 
if any, of tm5 aamc is LoQal Trame. The Ori,:ina.UDI Party will o,.lv nay t'ec:iprocaI

10 compensation for the ttaffic the Delivering Pany ba:s substmtiated. to be Loc:a1 Traffic. 
In \.he: abscoce ofsv.eh sLlbStalltiation. such traffic sb&U be presumed to be: inteI'SEate. 

11 
Alternatively, U S WEST .aaertcc1 th~l if the Commission ddem\ines that reciprocal 

12 
campensaclon does apply ~o ISP traffic, the rares shOUld not be the local voice reciptQeal 

13 II 
c:ompensa.tion rates. U S WEST n:c:ommended that the Commi.s.sioQ open a separate dock:=t (or the 

14 I . 
purpose or establisl\ins a ••parate tarc for Internet trtffic. U S WEST also indicated that is hi.s the 

IS I 
capability ofd.istinguisbing betWeen vol(:c and'Internet trafftc. 

16 
Staf'f"s ..17 • polmon 

Staffs PQsitioD. is tbl1 tb.e Comm.ission has the authority to decide the reciprocaJ 
18 

c:ompensation issue bO'CWcel'l the parries 'based on authority .iYeA it UDder Section 2Sl of the Ac:t to
19 .. ::;r 

rC$Olvc diS}NtCS bel;Wem carrietS. 
20 

Sta.ff' points ou.t rbat the PCC had dacermined that while ISP ealls were jlJrisdictionally mixed. 
21 

they were pn:domlnaru:ly intersaue under irs nciitional"encl to end" analysis and.shol,ltd be classified. 
22 

as ,·int,mate. .. However. StaffalJo notes that thAI fCC·s.fincling thallSP calls were "'intCl"State" was: 
23 I . 

v¥a* by lb. DC. Circuli Coun of Appeals Uld d\e issue was remmd.ed 10 the FCC for funher I 
~I . 

consideration. Sttdfpoints OUt thar the D.C. Circuil. Court of Ap,...s decisioD calls into questicn the 
25 I 

use by the FCC: of itS traditional end-to-end analysis ro determine whether 1$]> traffic: ahould be
26 • 


classified as ·'int_mate·· ot "local;"

21 -

StaH believes that ISP calls .,. more .imil. to local ca1b than. lonl-ciiscanee ca})$. Staff 
21 
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contends that ISP bound traffic is very similar in naNre to ot~F traffic classified ~ .Aloeal'·, such as 


2 I tAN traffie. 


:3 II Staff concludes that the Commission at this cime need nOE decide boW'to classify ISP c:a.lls for 


41iUriSdictional purposes. Stall also does not believe that the Commission D~ to make such a­

5 
 det£rmination to resolve the present dispute. StafF recomnscads mar this issua bo subjec:[ to funher 


6 e:umina.tion in the context of a. latser &eneric invcsuJalioa such as the wholesa1e cost docket where 


1 • all interested and affected ewers can. participate artd. Sive input in dJ.ese issues. 


S I Commiuion's resolution 


9 I The FCC bas l"ft.ade it elea.r that. in the a'bsOftCe of any FCC r:ule regvding compensation for 


10 I ISP·bound traffic. swe commissions may aamille m.cercOnnection qrecment$ and c.onsider all 

11 helevant faces. including Ihe n.lOliation oClhe agre£ments in lhl! context of'thc FCCs longstanding 

12 I policy of treatitlB this traffic as local. and the conduct of the panies pursuanf to those :lJreements. 

13 mOther. factoni for state commissions to consider include whether int;um~t LEes servin, ESPs 1 

14 I (inc1udinl ISPs) have. done so out of intrastate or interstau: tariffs; whether revenues associated with . 

1S I those $U'\'ices were counted ~s intrastate or interstate revenl:cs; whether !here is evidence that 

1 0 8 incwnbent LECs or CLSC,s made any cffott to ~r chis traffic or otherwise sosrcaate it from. local 
1 

17 I traffic. ,partiCUlarly for the purpose of biUing one another for reciptOcal coD1pc:nsation~. wb.etber. in I 
1g VjtUi"dictions where. In¢t1mbent LECs bill their end. user by messa,e units. incumbent LECs have '\ 

I 

19 ~ included calls co ISPs in local rolcphonc chat,e5; and whether. ifISP cnffic is Qot treated. as loeal and . 
20 Hsubject to reciprocal compensatioa.. incumbent LEes and CLEOi would be compensated fOr ws 

21 U traffic. IS!' Order Pu•• 24. 

21 I When parties as:. "nable to llfOc on an imer-earrier compensation mechanism for ISP-bound 

Z) I traffic, as is the case hcnr.. the FCC has determined chat State commissions mayp through the 

24 I arbitration precess. determlAe wbether reciprocal compensation should. be paid tot this ttalfic. The" 

25 I fCC has also detennlncd. that while: It bas not _pled .. &Specific: tule governing 1'cciprocal 

26 I compensation for ISP-bound tQffic:. the FCC policy treUS .rsp..bowd. nffic as local for P1.U"POses of 
-271 interstate acccss. charles. ISP Order p~ lS. 

21 
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1 I Given the cUscrepaDcy in the treatment of ISP-bo\l,nd t:ra.ffic~ it .. impotUnt to examine rb.e 

.2 DprocC$S involved wjch ISP.boW\Q tram!::. An. ISP call is made when a customer of an ISP. an cnd­

:3 I u.ser makinr an ~r:mer ~all. seek.! to connect with me ISP that b p;:o~~nllh.•.cn~.us.r with access 

4 i to the InLernet Direct Testimony ofJoseph Cni.,pap 11. Assum.i.ftg the u.ac of a dial..up connection. 

S I me end-user COMects' ~Q its ISII Ulins the pu.bJie switched telephone network, The same switch is 

6 I u..scd to originate ISP ~alls as is used. [() oti,matc lor;:al and. lonl distance calls. I!L 

7 IUS WEST admitted. that ISP tta.flic: is rour:ed over the $Ime U S WEST 1'.1elWOrk that a local 

g I call would and that the &arne ,witch is 1oLScd. far both cal!... BoUl calls receive the same $Witc:b.ing. 

9 Dtr3llsrni.s.sion,. mel termination facilities. (TR., pas= 162). In a4ditiOl1, US WEST treats ISPs as local 

10 I not only for purposes ofpurchasing faciliries to ;-onnec:t to the loc.a1 and in=mct nctworlcs. but that 

11 0[he pri~es chvpd. for such fa;:ilities ~ contained in. local tariffs. (TR.. pale 124). 

J2 • Sprint is c;oncemecl £bat if U S WEST is !lot requircc! to pay reeiprocal <:empen.sati.on for 

13 I Intemet traffic. it would relieve U S WEST from paying reciplOQ1 compqs.. tioa for local voice 

14 Icn.fiic as U S WEST cannot disqnguisb between 'Voice and data trafti.c:. U S WEST stated that it is t 

IS Aable to iden.tify Interne, t"ffie lind. distinguish!~ from voiee mlffic. 

16 I \Ve s~ V S WEST's concern that cstablishlD! rct:iproc:al compllDAtiOfl for TSP bound 

\71 traffic: would l'esult in Rlepayers .subshiizing the IntemeL .Further, this Commission n::cogn.izcs that 

18 lSi bO\lnd tra!fic: increaJe1 die need. for aQc1iuonal inftuttuer:us:o. to accommodate iJ:l.et'eased ne['QIcrk r. 

19 I name. Thus, it iii inappropriate Cot this <:om.m.J,ssioa to order' US WEST to construct &cilities to 

20 I handle additional tn.flic: and pay for the privilcp of dome such. lberafore, we believe that 'biU and 

21 Ikeep is the appropriar:a GOIIlpenSa.ti.an method Cot ISP 'bound affic:. 

22 Pe11pirioa. '""S:urrgdv Combia!!l': 

23 I sprint and. U S 'WEST have a. fundamental di~t cOneenDDI the de.Uniuou of 

24 c:om.binaaoftS. HoweYer. both Spria.t and U S \VEST have q:reed to propoae4 conuact J.an.guage 

2$ reprdini this iaue. 

26 Sprinrs position 

27 It i. Sprint's position that SectiOfl 25l(~)(3) tit W: A~' requires ILECs U) provide 

28 -nondiscriminatory access to network. elements on an unbundled basis at any technically feasible 
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point on rues. I.nn~" and conditions that are just, reasonable and nondiscriminatory ...." Sprint 

2 • belie"es that U S WEST's proposed limitation. of pro.nding only ··preexisting" combinations .is 

3 • ~T\l"easonable a:ld discriminatory. Sprint note$ t~t ~tber C~mmi~sioO$ have.held that U S WEST 

4 I must combine elements of the type that it CWTencly combines in its network. 

5 

6 

7 

g 

9 

10 

II 

Sprint"s propoSed languale is: 

S{»rfnt and U S WEST ave & fUndamental disa~ent as to rho definition of 
c:ombinatioDS. As used in this Section (E), U S WEST defines combinations, 
includina but not limited to the UNE Platfona. as tho5e clements whic:h are already 
prc:c~i5tiAg combinaliolt$ in me nerwork.. M -:acc:1 in this Section (E). Sprint believes 
that U S WEST has an obligation to combine UNEs, including but not limited to ~ 
UNE Platform.. Wherever the elements are, eithet' c\&l'\"ently combined or nonnally 
combined, rneilIlin: cxistin~ or new dCID~ SpriDt belie,,8S U S WEST has an 
obliluion to provide those elemellts ill combination. The Parties aclalowlcdge that 
the term ··currently eotnbmed" in R.ule S1.3lS9(b) is still pcdtrLg fi&bth CirCuit Court 
of:treats Lsterpmatioa. The outcome of this c!i.putc may re~uire tunher neBotiation 
of itional rate:s. ~rms and c:ondilions to account (or new combinacions. 

12 I U S WEST's position 

1:5 II U ~ WEST belie~ rha1: me phl'ac "clUI'Cntl1 combint:d.·· describes those pre--c:xisting or 

14 I already combined unbundled netWork elceats (UNEs). which U S WEST will provide to ·Sprint as , 
IS 

16 

17 

18 

19 

lINE in aec:ord&DC:c with 47 C.F.R. Sl.31S(b). 

(j S WEST's arsume:nt is largely 'h1LS~ all the lanpale in Rule 31 S whic:h scates thac 

••[ e]xcept upon request. 1ft incu£'TIbent LEe shall ru:>l separate requested. network elements thac the 

incumbent LEe eurrel1tly combia"." l5i. U S WEST believes that the langua.ge of 31 S(b) has a strict· 

1.Il4 narrQ-w foeus. l1 S WEST believes that the plain me.mn, or the language "currernly combined" 

20 nis: customer specific and suggests a eondlliOD mat presently exists. IS:. 

21 u s WEST's proposed languqt is: 

22 Sprint and U S WEST havo a fimdamental disagreement 115 to the d~finiti.on of 
=mbinations. As used ill this Section <E>. U S "WEST dtfia.... ~mbination:i"

23 inelwtiDJ but DOC limited EO the UNE Ptacform. as those elements which arc alrudy 
~Unl combinatiODS in the Il.,.,ork- As used. m this Section (S). Sprint believes . 

24 thaI U S ~ has lIB obligation ~ combine UNEs. includiDc 'bQt not limited to the 
UNE Platform. Wherever the elements are, either cuu-mlly combined or notmally

2S c.ombinec!. manina Qistin, or l1CW elc:moDts. s,nnt believ.. U S WEST ha5 an 
obligation to provide mose .lemenzs in combination. 1he PlRies aclcnowledp that 

26 the term "currenlly combin.t" in Jtule S1.31S9(b) is still pendinl Eilbth Circuit Court 
of Appeat. IAtetpr-.uon. The oUICome oftllie dispute may require Wnher ne&atiarion 

27 ofa4ditional tates, lenns and conditions to accoUnl for new combinations. 

28 
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~tlfCS position 

2 I Scaff believes th~( lhe Commission should accept Sprint's d.efinition or the tel'l"Q ·'cUlTe.ntLy 

3 I c;ornbincd.·· c:ontained in 47 C.F.R. Section S1.31S(b} ,jnce U S WEST's definition i:i unduly narrow 

4 "and would .prQduc:e an unreasonable result. 

S R Staffbclicvcs that US WEST. lnr.-rpIewton of "CUffeotly combined" is anticom.petitiv\! iI:l 

6 gna.ture. Staff statc:s that U S WEST witness Hooks reeommeadec1 thu. the CommiHion defioe 'the 

7 nterm to mean elements ac:tuaUy combined at 'Cb.~ rime 1:he reque$t is I'ftad.e for the particular customer 

8 Nto 'Whom the cue is providing the semc:c. U S WEST £Xhibit. '. P*3es 3-5. Staff ar,IUes that the lJ 

9 IS WFST defanition would result in the eooJ.T.D,OUS adminiltl'&tive task ofhaving to. keep trac:k of the 

to I specific network. cOl1.6su:atiQn for etaeb or~ S WEST's almost three million ArizoM QlSlomers and 

11 I that the costs (0 provide service to CQ&lO~ may be so u.nre:asouble in SOIDe i.t\staaccs as. to 

12 I preelude the CLEC hm ~en otreri.ng competitive &er\'ic:e to Cbe CUStOll1cr in question. 

1> I Commission'. motu.don 
14 a The Commission I.JrCCS with SprtDl and Staft' aad therefore adoplS Sprint's proposed 

IS I definition of "currently combined.." U S WEST', ripd interpretation of the term "currcrttLy ... . 

16 I combined" would undem'lino tbe competitive purposes of the AC:1: and has the potencial to a.a~ect the 

t 7 I ability of competitive caniers to con:t.pe(e irs Arizou. It is teUonablc. to cOnclucie. as the Minnesoca 

tS I Public Utilities Commission did. that "currently combined- rarerl to the company·$ nomtal busine:s$ . 

\ 9 Upractices and ordinary opcruioft of itS nctwolit and' not the spccifie eonfisurati0n ror each of ita 

'-0 I individua.l c:u.stomers. 

21 I ,ombiAatiolls orVN£s ItOE sHrreptly c;ombip;ed 

22 I Sprint and U S WEST diA:r- ou wbec:her or 1lOt U S WEST must provide Sprint with 

231 c:ombinatloDS ofUNE. d2at are tJ.Ot curre!l.tly combined or pre-extsdng witbiD U S WEST's net'\vork:. 

24 ~print's posicjon 

2S 1 SS'rint believes that dUs iuuo is essentially the same u dle previous one. Sprint 'beUeves th2t 

26 U S WEST must provi4, it 'With a.ocess to UNEs Wider c:qual mros an4 c:orulitio'D.S as it provide5 to .211 iuel!. Sprint vgues that U S WEST CImlOI resrrict iu provision or TJNE combinations to "pre­

28 exi.tin.'· combinations for Sprint, \lfhca it {lib to impose Ihe same r=sui,(:tions on its.lf. Sprint 
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believes lhaf under U S WEST's restrictions. i.tS ability to effectively compere is hjft(fe:ed.. David 

2 I Stahly Direct pa;e 2.4. 

3 Sprint's proposed. langUage is: 

4 Upon n:qlIC$t U S WEST shall perform the f'uni:tions nccesary to' combine 
unbundled network elements in ally mamer, ."en if lhose clementS are not currently 

$ combmcd tor a "vcn c:1Dt0JnCl', pmvic:tecl Ulac such corabiaaUon is technically feasible 
and would not impair the &bUllY ot cnhcr ezrrillfS to obrain acce~ to unbu.ndled

6 ncnvork c!etnC1ts or to iutoreonnCCl With t1 S W'e.S1'-$ nc:'CW'ork. 

7 a u s ~ST's position 

8 H US WEST belie'Ve5 rhat it is under no obUgatiora to provide UN.I! combinations for UNEs that 

9 ~ are not c"rrentiy combined or pre.existin, ,.rUhin U S WEST's nf:tWQrk. U S WEST is willing tei 

10 II provide Sprint with t.J'N£s mat are 'lcu:rrmdy combined" eoasi.stent with the decision of the Eighth 

11 UCircuit. In Iowa Utilities BOard. the EghIh Clmlit vaea.ted the rtdes requiriftg lLECs to combine Cor 

12 ICL£Cs clcment$ that are not alrady combined. Iowa Utilhig Bo!l:'C! v, fCC. 120 r.3d 753 (a~ 

13 Circui[ 1997). affd in pm...rcv·d in pitt. AU:T Com. ~owaUgJitis:s BoN9. 119 S.Ct. 121 (1999).. 


14 US WEST"s proposed.langua&e is: 


15 
 U S WEST will hOt o!, behalf of Sp~ cte&Cc com.binacions of network 
elements, !.c:iliti~ or reat:tJres thal it doc:s. not ba.,. in an alr«.ady ~mbined State.16 

f7 US '\VEST win not.,. on 'behalfotSpriDt. combin. any elelnerlt iD its ~rk or 
any UNE combination Witb Sprinfs network elements. featureS Of , .. iVlee:s to CTei.te 

18 a finish.ed service. Sprint must pcdAnn this work tar itself within its I:OUocation' 
actmlemem.

19 

20 • Sliffs position 

SWfbelieVC$ that liveQ the EiJhUl Cireuit·s 0ri&iIW NUn. on 47 C.F.lL Sections S1.3 t S(c) ­
21 

(f). which is now under review, the 195'6 Ac:t·can.not be read at this time to mandate an obliption on ' 
nl' . 

u S WEST's part to combine elenumtS nat already eoCDbined II Sprint's request... However. Staff 
23 I 

believes that suctt. • pRtvision placed. in the pant.' aJRCIDerlC would D.Ol be ineomi'ilcnt ..vith the Act 
24 I 
25 • based. on the rec:f:r\t Ninth Circu.it opiniOIL MClIetec:onw.wniclljons Corpor&~iS?1l \I. y S WEST 

Communic;atiQD!, 204 P.3d 1262 (9" Cir. March 2,. 2000).
26 It 

Staff' cites a Ni.ncb Circ.uit Com otAppeal. opinion in Which the Court upheld. a provisloA in 
27 , 

an iruerc:onnection ,a-ent betwClm Mel aad 'U' S \VEST whic:h rWiui;red U S WEST to combine28 • ..,..--- • ..., 
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uncombined UN'Es at the: request of Met. IsL The COUrt reasoned mat while the Eiltuh Circuir's 

2 I n&iing on 51.31 S (c;.).(t) is'still vali4. a pra~$ion re(J"irinl U S WEST to combine UNEs not eWTeTlUY 

3 I comblncci is con.sistent with Ehe: 1996 /4.c.t, Therefore, Staff is of the opinion that the ':': :runission c:a~ . . ­
4 i1 order U S W'EST to combine elements at Spriiic"s requ.~t and. 5t1c:h a pro'lo"ision is consistent with the 

5 I 1996 Act. 

6 RQwrniMion', rSloIutiM 

7 H This Commission has eoasisb!!Ill.yand adamantly supported. comp.titi.on .far the p~le of Arizona. . 

8 I We. gcncr&lJy concur wid! U S WEST that che 1.a.w does not cu,mm\ly obliptc it to bundle those 

9 I elements that it doos not ~urrcndy bundle for its O'W'IJ. CUStomers. U S WEST should provide Sprinr 

10 11'.hQse bund.led elements mar. it currently oO'er:s 10 its own CNStOmers. Ho-ever7 ifU S WEST bundles 

11 I its elemea.ts ditreren.tly ill the fUlW'e or the'state of the law cbaDaes. men ir s.I!uLlI mue thOle. bundled 

12 I elements a.vailable to Sprmc as welt 

13 I Nog-reeurrllg charges tar WE 9V1blDatioll 

14 I The parties also diAgeed as to wb.ecb.er or not U S WEST should. be penniued ~o ~over its 

1S I non-.-e;uni.ng eosti for each eleme'Qt that comp~ a part of. pre-existing UNE combination. 

16 I sprint', wsi'ign 

, 7\ Sprint contmds rl'Iat U S WEST is not entitled t6 & non·reeurrin: ellUlc equal to Ute sum of 

18 the pv ol_m.erlt non.·rec:urrinl «=harSH for providing currently combined elements. Sprint is wiUln£ • 

19\ to pay lelicimate 1lOr1 .. ~ char... thac ~\lD1 for real costs inc:mred. in pro"iding access to 

20 unbundled. a.ecworlc elements. However. Sprint believes thu U S WEST's position distorts the 

2t Imeani.ni o(Sectlon 2S1(d)(I) orEbe A.¢ Sprint arauc=s that any recovery ofnon-reeurrinc ~harges 

22 I Cor conversion otpree.istins arransementS. ~c:ludinl reeovery orncm-recUftiDA cbUJes Cor a bUlin: 

23 I cbaqe or record chaD&e, coasda:tta RCC:Iver:y c>f-Phaacom· t cbarICS. Sprlac beUcYel thaI. this results 

24 I in a. wiadM to U S WEST which is discrimiDatory and ",":t.compctitivc. 

2S I Spftnt7 s eOlU.lntion is dlat USWEST' pcr:fonrss no other work justifyinl m;oyery Qf non-­

26 reeu.mftg cbaraes. Than:Cort, RcO"Iety of suc:h ftOll-cost bucc:I cbarge5 by U S '1.f'I!ST is arbitn.ry. 

21 unjust. unrcasotrlble and violates Seetioll151 of Ihe Act. • 

28 I Sprint has propOsed tba1 no COIll'l'aCt Impqe'b. irac:ludcct. 
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1 IU $ WEST's pgsitiog. 

U S WEST dOtlS not believe that then: is a. reasonable dispute over its right to recover the non­

) n recurring COStS that it incurs to provide Sprint with a.c:cess to UNEs. U S WEST relies OEl Section. .. .- .. ~ 

1 12S2(d)(1) of me Act which requires Char. incWTlbent Iccal exc:::han.c c:::amers be parmiued to recover 

5 B the casts they incur to provide aeens to UNl!s. U S W'!ST belicves thai thb right to cost recovety 

6 I in~lude:s the non-rcc:;:urrln, costs Ibat U S WEST incan to provide t)N'£$. 

7 US WJ:ST's propG$cd languap is! 

8 No~g char,C$ for each unb\UlcUt4 netWork el!:1'nUlt lilac ~mprisc the 

9 tJ'NE I;ombiftadon shall apply \lll'hczl a tJ'NE combil:rl:cion is or:'dered. 
recw:rinr charps are described. in Sprint's A.greement and Exhibit A. 

The:s~ nOD­

10 I Statt.s RPsition 

Staff does DOl b.lieve that then: is suffiaica.t $UPpon ill d1c rccotd. to su:ppon US WEST's 

[21 pO$ition that it is entitJe4 to recover eaeh separate non-neurrilll chatp for every c:lunenc cffertd 

13 

l4 

t 5 

16 

17 

13 

19 

20 

21 

22 

within the UNE c:ombi.M!i01l., 

Starr q:rees with U S WEST"s' contClltion diet· it is emj,lcd to recover its ca.st for providing 

tfl'-;"'Es, including non-recurring costs t.o pt'Ovii1e SPMl with t.1NE combiDaEiO'Ds. However, Staff 

believes that U S WEST should. flot be aU.oW'Cfl to imPQ$C sepJl'3tl: non-recurrinl charges for each 

element in anY' pre-Gi.dna r;ombinatioa prc:l'vided. to SprioL Stalf'DelicY. tbat there i:s iMu£fi.cient 

support i.n the record. tor US WEST's posidoD. tIlu the costs it incurs when it pro'lfidG the elements 

individuallY is the s&q1c as the CO$t that ~he CODIpany meqn 'When it ptOvi.cI.=$ the pre-exist.mg 

combined elements in the agrepn_ 

Commissipn's rpol1Uisw 

We cPQCU1" With U S WEST that it. is el11illed. to reasonable :mel prudent ~g charges 

23 1chat account for: the costs iar:urre4 in providing access to unbua.clle4 n.er:work element:." Accordingly. 

24 U S WEST. c:au teeovcr irs teUOaab1e and pruclcDt costS for pl'OYidfDa In lndlvidal. unbundled 

2S network elemenL U S WEST em also r:eeover iCS teaSODablc and prudent costs for providinS pre. 

26 'e:ltistins combined elemec~ in Ihe .arep~.. U S WEST is not mtitled to • separate charge for each 

27 individual eteme.nt eoftlbine4, bu, is eDIitled to its .rasocnblc ahd. prudent coStS for providing the: pre­

28 
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eXisting c:ombined elements.' If' the patties cunot asree on the app~ria.te costs.. the:y can establish 

2 I interim rates sUbjeet to re~nd for review in the genenl COSt doel<:et. 

... ... .. ..:; • • • '* • 	 * 
4 I Having considered the entire record. bueUi and beini fully acl~ed. in [he: prua.ises. rhe 

nCommission. fiu~. couclud4!l, ald o.rcJas thar: 

6 rwPINGS OJ:: FACT 


1 
 1. Sprin'l: has beCft sranted .a.utharity by me Commission to proVide competitive: 

g • telecommunications servic:es to the public in A:ri:z.ODL 

9 2. u S WEST is eertificated. to p~vid.c loc~ C'lIr.cbt.up and ixltraLATAIteJecommuruc81ions servielll to. the "ubUc in ArizoDa :aP\U'SWrI1t 'to Article XV of the Arizona 

11 Constitution. 


12 
 ). On January It. 2000. Sprint .filed. with the ConunissioQ 1& Petition purs\Wlt to the Act. 

13 4. On Febnzary 7. 2000, U S WEST fi.l~d ics Response EO &he Petition. 


14 
 s. Pursuant to the .Amended. Proc;;llClura) Order dated Febnwy 22, 2000. an 'arbitration 

I was scb.eduled for April 18 and 19, 2.000~ II the.. CC7lDtDisslcm.·S oftic:es in Phoenix . 

1~ \ 6. 'The parties submitted pre-filed teStimony. and. agreed. tb.. most of the outstanding 

17 iswes should. be t'tISOlved buecl Oft that testimony II1d on· post-hearing brim. 'the hearing was 

18 con\lened as schcd.u.llld. for the pu.rposes oCresolviug the ~iprocal compeasalion issue. 

19 	 7. OIl April 21, 2000. Sprint filed & Post-ArbiQ'Uton 'Brief. On April 28. 2000. U S 

I WEST filed & PO$t-Arbitr .. .fion Brief. On May 2.2000, Staff filed. Post-Arbittation.l:trief. 

21 8. The Commission hIS analyzecl me issues ptescnttd by the parties and has resolved the 
. 


22 I i$sues as staled in the Disr;ussioft above. 


23 ,. The Commission bereby :ad.optl the Discussion and. i~rporate$ the parties' posiuQI\S 

24 	I and the Coaunissioc's raolubon ofthaissue:s h.cteiD. 

10. PUl1uant to A.A.C. lll4-2..1506(A), 1Ile pard_ win be oni...a fa prepare 2I\d sign an 

26 I interc:oMectlon agRem.enl incorporating the iswes Q resolved. by rhe Cor.nmissi!Xlo for rcv;ew by che .271 Commission PUfNaAl to the At:t. within thirty da.)'$ fn>m Che date of this Do;ision. 

• 	 28 
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CO~LYSIONS OF LA\V 


2 
 1. Sprint Is ~ pubUc semce corporation within the meaning of Article XV or the Arizona. 

J I Consti tUcion. 

4 2. Sprint is a telceornmtmications ~e:rwithin the mcaiUng of47 U.S'.C. § %52: 

s 3. US WEST is a public $ervic.. ccnporation within the rneaa.ing of Miele 'XV of [he 

6 I Arizona Consti~Q'ion. 

7 4. U 5 WEST i$ an !LEe \Vithin the meaning of47 U.S.C. § 252. 


! 
 5. The Commission has juris4ictiOD o"er sprini and U S WEST and of the subjeet maucr 

9 I of the Petition. 

10 I 6. The Col111'ni"iol1.·$ resolution or the issueS pendillJ herein \$ j'\S an4 l:Cuonable • 
. ­

11 I m~ the requirements or the Act and. regulations prescnDed by m.e fCC l'Ul'Iuant to the ACT.. is 

121 c:on$iste.nt with the be$t interests of lbe parties. and is in. Chc public: mte~. 

13 ORDEll 

14 I IT IS "I"HE.kEPOJU! OIU>ERED that the Commi:uion b.eraby adopts and incorporateS 1.$ itS 

15 I Orcl.er the resolution ofthe iscuas contained ill the abovo Discussion. 

16 • IT IS FtTR.THE'R. OitDE1tED that Sprinr: Commwtications Comptlfty, L..P. and U S WEST 

17 I Communications, Inc. shall P'Npart an4 Sign IQ intll'COMCCnOn acrccmcnt iftCOrporating the terms of 

1& I the COmnUssioll's resolutions. 

19 

20 

21 

22 

23 

24 

2~ 

26 

27 

. 28 
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1 I IT IS FURTHER.'ORDERED that tbe signed inter«:onncetion aP'"IDet:l1 shaH be submilted to 

2 the Commission Cot' its revie.., within tbiny days of the date of this Decision. 

3 0 IT IS FtJ'RTHER ORDERED that this De~ifion shall become effective i.mrn~iateL)'. 

41 BY ORDER OF THE ABlZONA CORPORAT'lON COMMISSION. 

S 
.". 

: f("~ ~~Nd COMMISSIONER 

8 

9 IN WITNJiSS WHEaEOF, II BlUAN C. McNEll., Executive 
Sccn:tarj' of the A.rizona. COtpOtIlioc Commit.sion, l"..ave

10 heteu.Zlto set my hand mel caused the official seal of the 
Ccn:r.unisliou co be affixed at the Capitol, in the City ofPhceni;4:, 

11 thia ~ clay of;;J4ne. _JI 2000. 

12 

13 

14. ~ 
lSIDISSENT 
16· SG=bbS 
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18 

19 

20 

21 

22 

23 

24 


25 


26 


27 
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Complaint ofMCI WorldCom, Inc. against New England Telephone and Telegraph Company d/b/a Bell 
. Atlantic-Massachusetts for breach of interconnection terms entered into under Sections 251 and 252 of 
the Telecommunications Act of 1996. 

APPEARANCES: Alan D. Mandl, Esq. 
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-and-


Hope Barbulescu, Esq. 
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Bruce P. Beausejour, Esq. 
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-and-


RobertN. Wedin, Esq. 
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Boston, MA 02110 
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Cherie R. Kiser, Esq. 

Gina Spade, Esq. 

Mintz, Levin, Cohn, Ferris, Glovsky and Popeo 
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Washington, D.C. 20004 


-and-


David EUen, Esq. 
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Intervenor 

Jonathan E. Canis, Esq. 

Enrico C. Soriano, Esq. 
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Washington, D.C. 20036 
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Richard M. RindIer, Esq. 
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SUMMARY 

I In Febru.ary 1999, the Federal Communications Commission ("FCC") declared that telephone traffic 

. bound for Internet service providers C'ISP-bound traffic") and thence onward to Internet websites is a 

single inlerstale call ("one call") and is therefore subject to FCC jurisdiction under the 1996 

Telecommunications Act ("1996 Act"). The FCC's "one call" ruling effectively undercut the 

jurisdictional claim ofany state utility regulatory agency over lSP-bound traffic, insofar as an agency 

asserted that calls to Internet websites were severable into two components: (1) one call terminating at 

the ISP and (2) a subsequent call connecting the ISP and the target Internet website. The FCC did not 

judge state regulators' decision that rested on other bases, apart from noting that decisions resting on 

state contract law or other legal or equitable considerations "might" still be valid until the FCC issued a 

final rule on the matter. 


, 

In MCI WorldCom Technologies, Inc., D.T.E. 97-116 (1998) ("Order"), relying on prior FCC's 
decisions that seemed to give greater scope for state jurisdiction over ISP-bound traffic, the Department 
of Telecommunications and Energy ("Department") had earlier ruled in favor ofMCI WorldCom (a 
competitive local exchange carrier or "CLEC") upon its complaint that the interconnection agreement 
with Ben Atlantic-Massachusetts, under Section 251 of the 1996 Act, required the payment of reciprocal 
compensation for handling one another's ISP-bound traffic. The Order held that this interconnection 
agreement required reciprocal compensation for terminating ISP-bound traffic. The express and 
exclusive basis for the holding was (a) that the link between caller and lSP in ISP-bound traffic was 
jurisdictionally severable from the continuing link onward from the ISP to the target Internet site, (b) 
that ISP-bound traffic was thus "local" under the 1996 Act and the interconnection agreement, and (c) 
that ISP-bound traffic was, therefore, subject to Department jurisdiction as an intrastate rather than an 
interstate call. The Department noted that other CLECs' interconnection agreements with Bell Atlantic 
contained identical provisions and directed Bell Atlantic to treat them accordingly. The Department's 
Order claimed no other basis for its assertion ofstate jurisdiction over ISP-bound traffic (Le., it asserted 
n~ jurisdictional claim based on state contract law or other legal or equitable considerations, such as the 
FCC had noted might underpin some state decisions). 

In March, Bell Atlantic moved the Department to modify its Order in light ofthe FCC's ruling. After 
considering the motion and responsive comments, the Department today concludes that the FCC ruling 
has superseded its own 1998 Order and has struck down the sole and express basis for its assertion of 
state jurisdiction over ISP-bound traffic. The net effect of the FCC's ruling is to nullify MCI WorldCom 
Technolities, Inc., D.T.E. 97-116. Relying, then, on Section 252 of the 1996 Act, the Department has 
directedel1 Atlantic and the CLECs to negotiate their renewed dispute over payment for handling each 
other's ISP-bound traffic. The Department has offered to mediate the dispute, if necessary, and to 
arbitrate the matter, if required to. 

To guide the parties in their negotiations, the Department has set forth certain views on competition in 
telecommunications and on its need to avoid regulatory distortions that falsely mimic competition but, in 
fact, simply lead to inefficient, market-entry advantage for certain CLECIISP entities through 
regulator-imposed income transfers. 
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C. A Further Word about the Department's October Order .............. Page 37 
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I. INTRODUCTION: THE DEPARTMENT'S ORDER OF OCTOBER 21, 1998 

On October 21, 1998, the Department ofTelecommunications and Energy ("Department") issued an 
Order granting the petition ofMCI WorldCom, Inc.ill ("MCI WorJdCom") and directing New England 
Telephone and Telegraph Company d/b/a Bell Atlantic-Massachusetts ("Bell Atlantic") to continue 
reciprocal compensation paymentsru for the termination of local exchange traffic to Internet Service 
Providers ("ISPs") in accordance with its interconnection agreements. MCI World,Com Technologies, 
Inc., D.T.E. 97-116, at 12 (1998) ("MCI WorldCom" or "October Order" or "order"). The Department 
stated that it expected Bell Atlantic to app1y its definition oflocal exchange traffic to all interconnection 
agreements between the ILEC Bel1 Atlantic and other Competitive Local Exchange Carriers ("CLECs"). 
Id. at 14. . 

In MCI WorldCom, the Department detennined that a call to an ISP ("ISP-bound traffic"ill) is 
fwictionally two separate services: (1) a local cal) to the ISP, and (2) an infonnation service provided by • 
the ISP when the ISP connects the caller to the Internet. Id. at II. Because the Department decided that a 
call from a Be1l Atlantic customer to an ISP that is tenninated by MCI WorldCom-and by extension, 
other CLECs--is a "local call," for purposes of the subject interconnection agreements, CLECs 
transporting and terminating calls to ISPs were deemed eligible for reciprocal compensation. Id. at 
12-13. However, in its Order, the Department explicitly recognized that proceedings pending "6Cfore the 
Federal Communications Commission ("FCC") could require it to modifY its holding. Id. at 5 n.11. 
Finally, concerns that ISPs in Massachusetts may be establishing themselves as CLECiSolely (or 
predominantly) to receive reciprocal compensation from Bell Atlantic prompted the Department to 
request infonnation that would enable it to determine whether to open an investigation into the 
regulatory status ofparticular CLECs. Id. at 13. 

II. EVENTS SINCE OCTOBER 21,1998 

On November 6, 1998, Bell Atlantic filed a Motion for Extension of the Judicial Appeal Period for all 
parties until 20 days after the FCC issues a ruling on reciprocal compensation for ISP-bound traffic. On 
November 10, 1998, the Department granted Bell Atlantic's motion. 

Also on November 10, 1998, MCI WorJdCom filed a Motion for Reconsideration arguing that a 
Department decision to open an investigation into the regulatory status ofcertain CLECs would be 
inconsistent with the Act.ffi On February 25, 1999, the Department issued an Order denying MCl's 
!'A~ti~n ~or Reco~si~eration, fin~ing that ~e Department's general ~upervi~ry and regulatory 
JunsdJction pennlts It to request mfonnatlon from telecommunications earners and to use that 
infonnation in detennining whether to open an investigation.ill MCI WorIdCom, D.T.E. 97-116-A at 4 . 

On.Fe~~ 26, 19~, ~e ~C.C issued a Declaratory Rul}ng and Notice ofProposed Rulemaking in 
which It decIded that Junsdlction over ISP-bound traffic IS interstate. In re: Im~lementation of the Local 
Competition Provisions in the Te1ecommunications Act of 1996, CC DOcKeto. 96'098, oeclaratory • 

40f27 85 
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Ruling (reI. Feb. 26. 1999) (ltIn:eraet Traffic Orderlt); Inter-Carrier com;:;nsation for ISP-Bound 
Traffic, CC Docket No. 99-68, Notice of Proposed Rulem8klOg (reI. Feb. 6, 1999) (ltNPRM iI

). The 
FCC concluded that ISP-bound traffic does "not tenninate at the ISP's local server ... but continuers] to 

• \ the ultimate destination or destinations, specifically at a[n] Internet website that is often located in 
~ another state." Internet Traffic Order at' 12. Having decided that jurisdiction over ISP-bound traffic is 

. detennined by the nature of the end-to-end transmission between a caller and an Internet site, id. at ,,. 12 
and 18, the FCC determined that because ISP-bound traffic is interstate, that jurisdiction overtile 
question of reciprocal compensation for such traffic, on the claim that it is local, lies with the FCC. Id. at 
,. 12. However, the FCC reserved for:future rulemaking the question ofpayment for ISP-bound tra:ffiC 
among LECs. Id. at,. 21. Until that rulemaldng is final, state commissions retain some, undefined 
measure of autliOrity over ISP-bound traffic-consistent, of course, with the FCC's declaratory ruling on 
jurisdiction. Id. at ,. 22. In the interim, state commissions either may continue, where appropriate, to 
enforce existIng reciprocal compensation obligations between carriers under interconnection agreements 
or may, as needed, modify those obligations based on its findings in the Internet Traffic Order. 
Id. at" 25-27. And, citing this Department's concern over "gaming" ofreciprocaJ compensatJon in its 
October Order, the FCC "note[d] that issues regarding whether an entity is properly certified as a LEC if 
it serves only or predominantly ISPs are matters of state jurisdiction." Id., at ,. 24 and n. 78. 

On March 2,1999, Bell Atlantic filed a Motion for Modification of the Department's MCI WorldCom 
Order ("Motion for Modification") asking the Department to detennine that its interconnection 
agreements do not require reciprocal compensation payments for ISP-bound traffic. Bell Atlantic argues 
that because the FCC determined that ISP-bound traffic is interstate and not local traffic, the reciprocal 
compensation requirements of the 1996 Act and the FCC's rules do not govern inter-carrier 
compensation for this traffic (Motion for Modification at 2). 1berefore, Bell Atlantic contends that it is 
no longer required to make such payments. Bell Atlantic further states that it will escrow reciprocal 
compensation payments for ISP ..bound traffic until the Department detennines whether to modify MCI 
WorldCom (id.)'w The Department originally established deadlines ofMarch 19, 1999 for opponents' 

• 
responses to tlle Motion for Modification and March 26, 1999 for Bell Atlantic's reply to those 

responses. 


On March 10, 1999, Bell Atlantic responded to objections to its unilateral decision to escrow payments. 
Bell Atlantic filed a Motion for Stay Pending Decision on Motion for Modification ("Motion for Stay"). 
The Motion for Stay sought pennission to escrow reciprocal compensation, pending a Department ruling 
on its Motion for Modification.ffi 

The following entitiCsill filed comments in response to the Motion for Modification: Teleport 
Communications-Boston, Inc., and Teleport Communications Group, as AT&T companies, and AT&T 
Communications ofNew England, Inc. (collectively" AT&T"); Cablevision Lightpath ..MA, Inc. 
("Cablevision"); Choice One Communications, Inc. ("Choice One"); a coalition ofMassachusetts 
CLECs and ISPs (the "Coalition"); CoreComm Limited and CoreComm Massachusetts, Inc. (jointly 
"CoreComm"); Focal Communications Corporation ("Focal"); Global NAPs, Inc. ("GNAPS");!!l 
Intermedia Communications, Inc. ("lntermedia"); Leve13 Communications, Inc. ("LeveI3");llin MCI 
WorldCom; NEVD ofMassachusetts, LLC (''NEVD"); PaeTec Communications, Inc.; Prism 
Operations, LLC ("prism");illl RCN..BecoColll, LLC ("RCN"); and RNK, Inc. ("RNK")W Bell 
Atlantic filed reply comments on March 15, 1999J.!!l 

On March 23, 1999, the Department issued MCI WorldCom, D.T.E. 97 ..116-B (1999) ("Escrow Order") 
granting Bell Atlantic interim relief from our prior order and authorizing Bell Atlantic to place disputed 
reciprocal compensation payments in escrow, pending a final decision on its Motion for Modification. 
That Order scheduled oral argument on the contending claims, but argument was later postponed@ 

On March 31,1999, RNK filed a Motion for Clarification, Suspension ofEscrow Order, and 
Reconsideration ofEscrow Order ("RNK. Motion for Clarification"). RNK. seeks clarification on five 
points: (1) the relationship ofthe Escrow Order and specific terms contained in RNK's interconnection 

• 	 agreement with Bell Atlantic concerning the identity of the escrow agent, the rate of interest on the 
escrow account, and the responsibility for escrow costs; (2) whether escrow authority applies to 
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reciprocal compensation accrued only after March 23, 1999, the date of the Escrow Order; (3) whether 
escrow appJies to reciprocal compensation due and payable for traffic only in excess of the 2: 1 ratio; (4) 
whether the Escrow Order uses differing meanings for the tenns "Internet-bound traffic" and . 
"ISP-bound" traffic; and (5) whether the authority to escrow granted to Bel) Atlantic should even apply • 
to CLECs. like RNK, which provide multiple telecommunications services besides simply serving ISPs 

.(RNK Motion for Clarification at 4-8). Unti] the Department rules on these issues, RNK argues, the 
Escrow Order should be suspended fu!:. at 8-10). RNK also argues that "extraordinary circumstances," 
partiCUlarly the escrow's adverse financial effect on small start-up CLECs, dictate that the Department 
reconsider the Escrow Order (id. at 10-11). Responses to RNK's Motion for Clarification were filed on 
AprilS, 1999 oy Bell AtJantic:-ONAPS, and the Coalition. 

Finally, on April 16, 1999, GNAPS filed a complaint against Bell Atlantic. The complaint seeks 
adjudication ofGNAPS's claimed right to receive reciprocal compensation payments for calls that Bell 
Atlantic customers make to ISPs, where such customers receive their dial-in connections to the public 
switched network from GNAPS. 

Comments have been extensive. After reviewing them, the Department sees no need for the oral 
argument originally scheduled in its Escrow Order of March 23. Therefore, Bell Atlantic's Appeal of the 
Hearing Officer's Ground Rules is dismissed as moot. RNK's Motion for Clarification is addressed in the 
context ofour ruling on Bell Atlantic's Motion for Modification.!.11l 

III. POSITIONS OF THE PARTIES AND COMMENTERS 

A. Bell Atlantic 

Bell Atlantic claims that the Department's Order in MCI WorldCom must be modified because its 

conclusion that ISP-bound traffic was local was based on mistakes ofboth fact and law regarding 

jurisdiction over ISP-bound traffic (Motion for Modification at 8). According to Bell Atlantic, the FCC 

in its Internet Traffic Order determined, contrary to the Department's finding in MCI WorJdCom, that an 

ISP-bOund call cannot tie separated into two components but is a single, uninterrupted transmission from 

a caller to a remote website @. Bell Atlantic contends that because ISP-bound traffic is not local, such 
•traffic is not subject to reciproCal compensation under the Act, the FCC's rules, or any ofBell Atlantic's 
interconnection agreementsll§.l (id. at 9). Moreover, Bell Atlantic argues, the FCC, contrary to the 
Department's October Order andtne CLECs' present claim, rejected the argument that because ISPs have 
local telephone numbers, calls placed to those numbers are local calls @' Bell Atlantic indicates the 
fact that the FCC exempted enhanced service providers ("ESPs") from access charges indicates its 
understanding that ESPs in fact use interstate access service; otherwise, the exemption would not be 
necessary Q9J. Furthermore, Bell Atlantic argues, the FCC's recent GTE and Internet Traffic Orders 
have made Jt clear that Internet-bound traffic is interstate and therefore has no severable local component 
fu!:. at 10). 

Concerning its contracting intent, Bell Atlantic states that it has not agreed to pay reciprocal 
compensation for ISP-bound traffic (Bell Atlantic Reply Comments at 8). Bell Atlantic argues that as a 
threshold legal matter and as a matter ofcontract law, the factual issues raised in the pleadings filed in 
opposition to the Motion for Modification may not constitute grounds for a determination that reciprocal 
compensation should be imposed for ISP-bound traffic under the interconnection agreements ~. Bell 
Atlantic contends that when the wording ofa contract is unambiguous, the contract must be e oi'ced 
~ccording to its te~@ at 8-9). B~use the Department has previously determined the agreements at 
Jssue to be unambIguous, Bell Atlantic argues that the Department should not now admit parole or 
extrinsic evidence relating to the parties' intent regarding the agreements (id.). Bell Atlantic argues that 
~ubJic policy and the impact on CLECs and ISPs have nothing to do with 'WIiat the contracts actually say 
(!!!J. Accordingly, Bell Atlantic contends that ISP-bound traffic is not eligible for reciprocal 
compensation under Bell Atlantic's interconnection agreements and, further, that the CLECs have 
already received substantial compensation to which they are not entitled under those agreements (BeU
Atlantic Motion at 10). 

With respect to continued reciprocal compensation for ISP-bound traffic, BeII Atlantic states that it does • 
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not dispute that the-FCC has not precluded the payment ofreciprocal compensation for ISP-bound traffic 
in all circumstances, but that the Department's conclusion .in MCI WorldCom was not based on any of 
the grounds permitted by the FCC (Bell Atlantic Reply Comments at 5). According to Bell Atlantic, the 
FCC stated that state commissions that have ordered the payment of reciprocal compensation for ~ . Internet-bound traffic might conclude, depending on the basis of those decisions, that it is not necessary 

to revisit those detenninations @Fat 6). Bell Atlantic notes, however, that MCI WorldCom did not rely 

on any of the other bases that the CC recognized (~. Bell Atlantic contends, in the alternative, that if 

the Department wishes to consider whether reciproca compensation should continue to be imposed for 

Internet-bound traffic, the Department must resolve the disputed factual assertions raised by the parties 

in an adjudicatory proceeding that permits the parties to present evidence @. 


B.CLECS 

First, the CLECs point out that the FCC explicitly stated that "nothing in this ~nternet Traffic Order] 
precludes state commissions :from determining, pursuant to contractual princip es or othei' legal or 
equitable considerations, that reciprocal compensation is an appropriate interim inter-carrier 
compensation rule pending completion ofthe [FCC's] rulemaking" (8 ~~g., Intermedia Comments at 5; 
Prism Comments at 3; Focal Comments at 11; NEVD Comments at , clong Internet Traffic Order at , 
27). 

Next, the CLECs argue that the FCC's ruling on the jurisdictional analysis ofcalls to ISPs in its Internet 
Traffic Order in no way requires the Department to revisit MCI WorldCom; rather, in their view, it 
reaffirms the Department's Order <:c e.g., AT&T Comments at 3; COaIition Comments at 3; MCI 
WorldCom Comments at 7-8; Cor omm Comments at 1; RNK Comments at 2)~ Level 3, for inStance, 
argues that "the Department was quite clear that the determination it was makin, was for the purpose of 
classifying the traffic in the Agreement. It was not making a jurisdictional decislon." Level 3 also argues 
that the FCC made it clear that its jurisdictional decision on ISP-bound traffic should not interfere with 
the decision made by a state commission (Level 3 Comments at 5; see also Choice One Comments at 
3-5). According to the CLECs, the Department did not declare that m':60und traffic is "local" in the 
sense of "jurisdictionally intrastate," but only that those calls are more appropriately viewed as local 
traffic instead of long distance calls. The CLECs contend, therefore, that there is no conflict between 
MCI WorldCom and the FCC's Internet Traffic Order (see ii8'i GNAPS Comments at 6; RCN " Comments at 2, iif~ MCI WorldCom, D.T.E. 97-116, at .; 3; PaeTec Comments at 3). The CLECs 
maintain that Be antic chooses to focus only on the FCC's decision concerning jurisdiction, whereas 
the FCC specifically recognized the limit of that analysis (MCI WorldCom Comments at 10; CoreComm 
Comments at 3, citing Internet Traffic Order at 120) by stating that "the Commission continues to 
discharge its interstate regulatory obligations by treating ISP-bound traffic as though it were local" (MCI 
WorldCom Conunents at 11; RCN Comments at 4, citing Internet Traffic Order at , S). 

CoreComm asserts that the FCC divided the analysis in its Internet Traffic Order into two parts, "one 
focusing on the nature oflSP-bound traffic for the purpose of resolving juriSdictional issues and the 
other focusing on the separate issue of what sort ofregulatory treatment should be accorded such calls" 
(CoreComm Comments at 3). CoreComm supports this argument by quoting the rust sentence ofthe 
FCC's Internet Traffic Order: "Identifying the jurisdictional and regulatory treatment of ISP-bound 
communlcatJons requires us to determine how Internet traffic fits within our existing regulatory 
framework" (CoreComm Comments at 4, F~g Internet Traffic Order at 1 1 (emphasis added by 
CoreComm». CoreComm argues that the recognizes the difference between "jurisdictional 
analysis" and "regulatory treatment" (CoreComm Comments at 4; ~ also Focal Comments at 10-11). 

The CLECs also contend that § 2S2(eXl) ofthe Act gives the states the authority to interpret the 
interconnection agreements that they approved (see, e.g., RNK Comments at 3; NEVD Comments at 3). 
The CLECs base their arguments on the FCC's statement that "[n]othing in this [Internet Traffic Order], 
therefore, necessarily should be construed to question any determination a state commission hiS made, 
or may make in the future, that parties have agreed to treat ISP-bound traffic as local traffic under 

" 
existing interconnection agreements" (see e.~., Coalition Comments at 4; PaeTec Comments at 6 n.16; 
Level 3 Comments at 5; RCN Comments at -4; NEVD Comments at 4, eachtitintlnternet Traffic 
Order at 124). MCI WorldCom contends that "under weJl-established priiiCiji es 0 contract 
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.. 
construction, parties' intent is detennined with respect to the time ofcontracting, not at some subsequent 
date" and at the time 'When it entered into its interconnection agreement :with Bell Atlantic, both it and 
Bell Atlantic intended to treat caUs to ISPs as local traffic subject to reciprocal compensation (MCI 
WorldCom Comments at 14; see also AT&T Comments at 4). In addition, the CLECs argue that the 
FCC identified "illustrative" factorsIIZl a state commission could consider when determining whether 
the parties to an interconnection agreement intended to subject ISP-bound traffic to reciprocal 
compensation. Furthermore, the CLECs argue, the Department previously considered these factors and 
correctly concluded that ISP-bound traffic is subject to reciprocal compensation under existing 
interconnection agreements (s~.~ MCI WorIdCom Comments at 12-14;RCN Comments at 5-7; 
lntennedia Comments at 4-5; Comments at 5; PaeTec Comment. 5). MCI WorldCom, for 
instance, contends that the Department, in MCI WorldCom, considered the factors the FCC identified in 
the Internet Traffic Order at ,. 24, and reached a conclusion that Bell Atlantic and MCI WorldCom 
agreed to compensate each other for termination ofall local calls by finding that (1) the characteristics of 
ISP-bound traffic are identical to any other local calls. (2) Bell Atlantic and all other camers charge their 
customers local rates for ISP-bound traffic, (3) the ISPs' premises are located within the LATA, thus 
meeting the definition oflocal traffic in its AgreementJ.ill and (4) that ISP-bound traffic is subject to 
reciprocal compensation obligation for the same reasons that other kind ofcalls - such as calls to private 
networks - are subject to reciprocal compensation (MCI Comments at 3-4, 12-13. cj!ing MCI 
WorJdCom at 10). Accordingly, while the FCC and the Department may consider 0 er compensation 
mechanisms in the future, reciprocal compensation under the existing interconnection agreement should 
not be modified (Level 3 Comments at 7; Prism Comments at 6-7). 

AT&T argues that existing interconnection agreements should remain in full force, pending 
renegotiation by the parties and the FCC's completion ofits rulemaking on inter-carrier compensation 
for ISP-bound traffic (AT&T comments at 6~o;tEs the AT&T-Bell Atlantic Interconnection Agreement 
§ 7.3 (providing "Parties shall negotiate in g 81th such affected provisions with a view toward 
agreeing to acceptable new tenns as may be required or permitted as a result ofsuch legislative, 
regulatory, judicial or other legal action"». 

The CLECs bolster their argument concerning intent by noting that the telecommunication industry's 
custom and usage regarding ISP-bound traffic at the time the interconnection agreements were executed 
support their assertion that calls to ISPs are considered local and, therefore, subject to reciprocal 
compensation.il!l Even Bell Atlantic, the CLECs contend. recognized that calls to ISPs were local as it 
aptly demonstrated in its formal "Reply Comments" submitted in the FCC's proceeding to develop rules 
to implement §§ 251 and 252 ofthe Act ~C e.g•• Level 3 Comments at 5-6; GNAPS Comments at 3-4, 
C~~6g In Re: 1m lementation of the Loca om ition Provisions in the Telecommunications Act of 
1 , oc et no. ,ep y omments 0 e anUc at su ltte ay, . Arguing 
in favor ofan actual compensation mechanism as opposed to a bill and keep arrangement supported by 
the CLECs, Be]) Atlantic declared that (1) calls to ISPs are local, (2) subject to reciprocal compensation. 
and (3) the rates Bell Atlantic proposed for such reciprocal compensation were reasonable (I e.g.~ 
GNAPS Comments at 3-4; Focal Comments at 8; NEVD Comments at 12,~tiC~In Re: Imp ementation 
ofthe Local Com juon Provisions in the Telecommunications Act of19, docket no. 96*98, 

ep y omments 0 e antic at su ml y, . e Cs argue that the fact that 
Bell Atlantic did not accurately predict the impact of its proposal (which eventually prevailed) should 
not provide a valid basis for Bell Atlantic to repudiate its agreements (Level 3 Comments at 6). While 
Bell Atlantic may not have foreseen the traffic imbalance caused by many ISPs opting to take service 
from a CLEC, Bell Atlantic should, as the party with the much more substantial sales, marketing. and 
technical experience, be assigned any risks 8ssociated with its poor foresight (NEVD Comments at 13). 

GNAPS further supports the CLECs argument that Bell Atlantic considered dial-up ISP calls as local by 
citi~ to Bell Atlantic's "comparably efficient interconnection" ("CEI") plans for its own Internet access 
sernce (sa!:.8.:, GNAPS Comments at 9; Focal Comments at 8-9). In its CEI plans, Bell Atlantic stated 
~t "[1]or iif-Up access, the ~nd-~ will place a local call to the Bell Atlantic Internet hub site from 
elthc;r a local resIdence or busmess hne or from an Integrated Services Digital Network ("ISDN") 
servtce" (if e·e·, GNAPS Comments at 9, ~ti~Amendment to Bell Atlantic CEI Plan to Expand 
Service Fo oWIng Merger with NYNEX at. B Pol 96-09 (filed May 5, 1997); Focal Comments 
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8-9). AccordingJy, GNAPS asserts that it is obvious that BeJl Atlantic understood fully the general 
industry practice on treating ISP-bound calls as local (GNAPS Comments at 9-10) 

PaeTec argues that Bell Atlantic, in its interconnection agreements, could have specifically carved out 
ISP-bound traffic as non-local in the same manner as other traffic with all the characteristics ofJocal 

. calls was excluded from reciprocal compensation obligations (paeTec Comments at 6 (claiming that the 
Bell Atlantic-MCI WorldCom interconnection agreement specifically identifies Feature Group A traffic 
as not subject to reciprocal compensation». Because ISP-bound traffic was not excluded, PaeTec argues, " Bell Atlantic's attempt to excJude such traffic now from its reciprocal compensation obligations is 
entirely a.E:2!! hoc rationale now that the balance ofthis traffic goes against it Q! at 6--7). Moreover, 
PaeTec states, Bell Atlantic has a serious credibility problem with respect to this Issue: ifBell Atlantic 
now is to be believed that it never intended to include ISP-bound traffic within the reciprocal 
compensation provisions of its interconnection agreement with MCI WoridCom, then one must also 
believe that Bell Atlantic intended to transport and terminate all traffic originated bya MCI WoridCom 
customer to a BelJ Atlantic customer that happened to be an ISP, without any compensation at alJ from 
MCI WorJdCom (id. at 8). RNK argues that another indication that Be)) Atlantic intended ISP-bound 
traffic to be "local"'lor reciprocal compensation purposes is the fact that Bell Atlantic has paid for and 
accepted credit for local traffic that included ISP-bound calls (RNK Comments at 2). RNK thus makes a 
"course ofconduct under the contract" argument to supplement the "usage of the trade" argument raised 
by GNAPS (GNAPS Comments at 9-10). 

With respect to state law grounds, the CLECs argue the. Department has authority to require reciprocal 
compensation for Internet-bound traffic as acknowledged in MCI WoridCom (Prism Comments at 3-4; 
RNK. Comments at 3; NEVD Comments at 4). Prism argues iI18t tliere is no federal law that prohibits 
applying reciprocal compensation to non-local calls, and points to the FCC's statement that "[i]n so 
construing the statutory obligation, we did not preclude parties from agreeing to include interstate traffic 
(or non-local intrastate traffic) within the scope of their interconnection agreements, so long as no 
Commission rules were otherwise violated" for support (prism Comments at 7, Citintfliternet Traffic 
Order at 11 24); see also, NEVD Comments at 7). In addition, the CLECs also argue appJying tlie fact 
iliaITSP-bound iiifiiC1.aas been exempt from interstate access charges establishes that such traffic is 
subject to reciprocal compensation \iii e.g., Prism Comments at 6; PaeTec Comments at 5; NEVD 
Comments at 6). The CLECs argue t, pursuant to the FCC's Internet Traffic Order, "state 
commissions, not this Commission, are the arbiters ofwhat factors are relevant in ascertaining the . 

"	 parties' [contracting] intentions" (paeTec Comments at 9, citing Internet Traffic Order at 124). Referring 
to GL. c. 106, § 1-205(5), PaeTec asserts that because there are no express or implied terms in the 
interconnection agreement excluding the usage of trade that a telephone call to the telephone number of 
an ISP terminates when the call is answered, that usage of trade must be considered part of the definition 
ofreciprocal compensation in the interconnection agreement" (paeTec Comments at 10-11). 

The Coalition asserts that ifcalls to ISPs are interstate as explained in FCC's ruling, then one may need 
to question how Bell Atlantic can carry such traffic because it currently Jacks the authority to do so until 
it meets the requirements § 271 (Coalition Comment at 6). In addition, the Coalition contends that ifthe 
Department were now to adopt the single transmission analysis used in the FCC's ruling, then serious 
questions would arise concerning the consistency of this new analysis with the segmented transmission 
analysis used in VoiceMail.D.P.U.97-101(1998)(id.at 7). Lastly, the Coalition points out that there is 
"a significant question ofestoppel and reliance on sUcli practice by the CLECs that have expended very 
significant financial and human resources based upon the established practice that traffic to ISPs requires 
ILEC payment ofreciprocal compensation" @ at 7). 

Regarding public policy concerns, RNK asserts that growth of the Internet is in the public interest and 
that the absence ofreciprocal compensation will result in irreparable harm to CLE.Cs and Massachusetts' 
consumers (RNK Comments at 5-6). The CLECs also contend that sound economic policy and 
regulatory fairness require full compensation for their significant network costs related to delivering 
calls to ISPs (Cablevision Letter at 2; GNAPS Comment at 4; Focal Comments at 7; RNK Comments at 

...6; NEVD Comment at 14). 


W Conceming the due process issues, MCI World Com contends that if the Department were to reconsider 
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any issue, the proper _procedure would be for the Department to hold an evidentiary hearing in order to 
investigate the parties' intent regarding calls to ISPs at the time they entered into the interconnection 
agreements (MCI WorldCom Comments at 17-18). RCN argues that the Department should leave MCI 
WorldCom in full force pending the completion ofevidentiary hearings on whether the Order contiiiUeS • 
to be vaHd (RCN Comments at 7). GNAPS asserts that if the Department wishes to make a 

. re-determination on the intentions of the parties in the affected agreement, the Department should 
conduct an evidentiary hearing to explore how the factors identified in the FCC's Internet Traffic Order 
apply (GNAPS Comments at 8). 

IV. ANALYSIS AND FINDINGS 

• Effect ofthe Federal Communications Commission's. Internet Traffic Order 

on the Continued Validity of the Department's Order in MCI WorldCom 

On February 26, 1999, the FCC declared that the 1996 Act, 47 U.S.C. sec. 251 (b)(5), mandated 

reciprocal compensation for the transport and termination of local traffic only. The FCC further held that 

this mandate does not extend to ISP-bound traffic, because ISP-bound traffic is not local but is interstate 

for purposes ofthe 1996 Act's reciprocal compensation provisions. ISP-bound traffic is thus not subject 

to state enforcement under the 1996 on the grounds that it is local traffic. Internet Traffic Order at Ttl 12 

and 26 n. 87. 


In ruling in favor ofFederal versus state regulatory jurisdiction over ISP-bound traffic and in construing 
47 U.S.C. sec. 251 (bX5), the FCC focused on the"end-to-end" nature ofthe Internet communication. 
The initiating caJJer or customer is one "end" of the communication, and the terminating "end" is the 
web or other Internet site called by the customer. The FCC rejected arguments that would segment such 
traffic into intra- and inter-state portions and thereby also rejected a consequent, artificial segmentation 
ofjurisdiction. Id. at' 11. The FCC noted that it "analyzes the totality ofthe communication when 
determining theTurisdictional nature ofa communication ... [and] recognizes the inseparability, for 
pwposes ofjurisdictional analysis, ofthe information service and the underlying telecommunications." 
Id. at 113. The FCC considers each such commercial transaction as "one call" "from its inception to its 
completion" and accordingly rejects the jurisdictional limitation implied by arbitrarily isolating the • 
initial part ofthe call from the rest ofthe stream of interstate commerce. Id. at 1 11.G2l 

This line ofanalysis is certainly not swprising or even novel. For decades, decisional law has 
expansively analyzed questions of Federal versus state jurisdiction under the Commerce Clause, U.S. 
Const. Art. I, sec. 8, cl. 3, in this way. See, e.g., Katzenbach v. McClung, 379 U.S. 294 (1964) 
(practically unlimited view ofthe reach ofCongress to local activity under the Commerce Clause if 
effect on interstate commerce can be posited). Unless and until modified by the FCC itselfor overturned 
by a court ofcompetent jurisdiction,G!l the FCC's view of the 1996 Act must govern this Department's 
exercise of its authority over reciprocal compensation; and the FCC so advises us. Internet Traffic Order 
at 127. ­

In October 1998, the Department had ruled on this very same, jurisdictional question in M CI 
WorldCom, D.T.E. 97-116.ml On March 2, 1999, Bell Atlantic moved the Department to modify its 
bider in MCI WorJdCom in light ofthe FCC's Internet Traffic Order. Bell Atlantic's Motion for 
Modification, at 10, states that ISP-bound traffic "is now, ana always has been, interstate traffic .•. ,and 
CLECs have received substantial compensation to which they are not entitled under those [i.e., their 
respective interconnection] agreements." 

In MCI WorldCom, the Department construed the 1996 Act as conferring jurisdiction upon it to hear 
Mel World Com's complaint about interpretation ofits interconnection agreement with Bell Atlantic. 
MCI WorldCom, D.T.E. 97-116, at 5. In exercising this 

juri~iction, the Department found "that a call from a Bell Atlantic[-Massachusetts] customer that is 
tenrunated by MCI WorldCom to an ISP is a 'local call: for purposes ofthe definition ofJocal traffic in • 
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the Agreement [between Bell Atlantic and MCI WorldCom], and, as such, is eligible for reciprocal 
compensation." ld.; at 5, 12-13. The Department noted that although the parties to the matter had "raised 

• 
numerous issues,-n-the Department's Order "need only address the question of whether a call terminated 
by MCI WorldCom to an ISP is local, thus qualifying it for reciprocal compensation under MCI 
WorldCom's interconnection agreement with Bell Atlantic." ld., at 6 (emphasis added). The 
Department's October Order thus confined its enquiry in this matter solely and exclusively to whether 
the ISP-bound traffic in question was "local" (i.e., intrastate) or interstate calling. This limitation ofthe 
basis for the Department's holding was express; and no other basis may be reasonably inferred from the 
Order. The October Order's effectiveness was thus ransom to the validity of its legal orjurisdictional 
conclusion. 

To repeat, lest it be misunderstood: there was no other basis for the Department's holding in MCI 
WorldCom, D.T.E. 97-116. Ifthat express legal basis were to prove untenable (as, in the event, it has), 
the effectiveness of the Order could not hold. And the Department recognized and acknowledged as 
much. Id., at 5 n. 11 and 6 n. 12. . 

As it happens, the Department's "two-call" theory cannot be squared with the FCC's "one-caII" analysis. 
In rendering its "two-call" decision on reciprocal compensation for ISP-bound traffic, the Department 
twice acknowledged that FCC authority over the question may trump or supersede the Department's. 
Noting that the FCC might exercise its superior jurisdiction in a manner inconsistent with the 
Department's view ofthe law, the Department twice observed that, in that event, its own Order might 
require modification or change. Id. That twice-repeated cautio~ of the risk attendant on proceeding 
with reciprocal compensation forISP-bound traffic before the FCC spoke appears to have been 
discounted or to have gone unheeded, ifone is to judge from the numerous filings in response to Bell 
Atlantic's Motion.for Modjfi~ation. The substance ofthese filings is rehearsed above and need not be 
repeated here. 

• 
MCI WorldCom also expressed reservation that an enterprise "established solely (or predominately) for 
tlie purpose of funneling traffic to an ISP (particularly ifthat ISP is an affiliate) •.• may jeopardize its 
regulatory status and entitlements as a local exchange carrier." Id., at 13. The reservation was over the 
potential for "gaming" the regulatory scheme-with the consequence ofsiphoning off revenues but 
achieving no advance in true, efficient competitive entry (24) This reservation was the subject ofa 
motion for reconsideration by MCI Telecommunications Corporation, addressed by the Department in 
MCI WorldCom Techn~ies, Inc., D.T.E. 97-116-A (1999). The significance of the reservation was 
recognized in Internet TIC OTder, at .. 24 n.78. 

In its October Order, the Department exercised its authority to resolve the MCI WorldCom complaint. 
The Department based its Order on the express and exclusive premise that "[a] call to an ISP is 
functionally two separate services: (1) a local call to the ISP, and (2) an infonnation service provided by 
the ISP when the ISP connects the caller to the Internet." MCI WorldColIl, D.T.E. 97..116, at 11, 12-13. 
To be sure, the FCC evidenced discomfort in trumping states' aUthority under Section 2S1(b)(S) and . 
spoke equivocally about the effects of its declaratory order on decisions already taken by state 
commissions such as the Department. Internet Traffic Order at " 27 and 28 (25) Even so, the message 
for the Department's MCI WorldCom OTder cannot be miSiiken. 

The Department based its October Order on a mistake oflaw, i.e., on an erroneous characterization of 
ISP-bound traffic and on a consequently false predicate for concluding that jurisdiction was intrastate. 
By basing its jurisdictional analysis and fmding on a miscbaracterization ofthe nature oflSP-bound 
traffic, the Department exceeded its grant of state regulatory authority under the 1996 Act. Although the 
vague and equivocal terms ofParagraph 27 of the FCC's Internet Traffic Order may suggest that some 
state commissions "might conclude" that their reciprocal compensation orders remain viable, the FCC 
has, to put the matter baldly, rendered the DTE's October Order in MCI WorldCom-as a practical 
matter-a nullity. Pace the FCC's consoling notion that some states' Oiders might stand on state 

..~ "contractual principles or other legal or equitabl~ considerations," Internet Traffic Order at .. 27, our 
~ Order stood squarely, expressly. and exclusively on a "two call" premise. 1'h8t foundation bas 

crumbledW There is no alternative or supplemental finding in our October 1998 Order to rely on in 

q;L-' 1/6/99 4:25 PM 11 of27 

WWW.:.t4IC..UI4.U
http:11l1.,.fI


--~~--~~~-~~~~~~~ ~---

.. nnp:llwww.sune.ma.USlOpUltelec::omN ,·1 1 b-c::I~n-ll b·C::.n 

mandating continued. reciprocal compensation for ISP-bound traffic. In view of the FCC's practical 
negation ofthe Jegal and analytic basis ofour October Order, we see no logical alternative to vacating 
that Order in response to the Motion for Modification. We hereby vacate MCI WorldCom, D.T.E. 
97-116 . 

. Unless and until some future investigation ofa complaint, if one is filed, concerning the instant 
interconnection agreement determines a different basis for such payments, there presently is no 
Department order ofcontinuing effect or validity in support ofthe proposition that such an obligation 
arises between MCI WorJdCom and Bell Atlantic. Although MCI WorldCom and Bell Atlantic may still 
disagree about reciprocal compensation obligations under their interconnection agreement, there is-post 
February 26, 1999-no valid and effective D.T.E. order still in place to resolve their dispute. Unsatisfying 
as it may be to say so, all that remains is a now-unresolved dispute. 

The consequences may be adverse for enterprises that acted aggressively in reliance on the nullified and 
now-vacated Department decision in MCI WorldCom's favor (ignoring the Department's express 
warnings that its decision could be changed by FCC findings). But no amount ofwisbful thinking can 
our justify clinging to a vitiated decision; nor can it empower the Department to countermand what the 
FCC has detennined. The attempt ofsome parties and commenters to base their arguments on the vague 
tenns ofParagraph 27 ofIntemet Traffic Order is futile. If that paragraph has any effective meaning (a 
matter open to doubt, given the FCC's reference to its pending ruJemaking), then surely it is that only 
those pre-26 February decisions by state commissions founded, not on a "two call" jurisdictional theory, 
but rather on state contract law or some "other legal or equitable considerations" mightyet remain 
viable-at any rate, "depending on the bases ofthose decisions" and, ofcourse, "pending the completion 
of the rulemaking" the FCC initiated. Internet Traffic Order at 127. It seems patent that the FCC had in 
mind state decisions already, or yet to be, tak~-and that only to the extent such decisions might fit 
this vague criterion. The Department's October Order was not so based-with the result that, were that 
Order not vacated, it would float, untethered, in a jurisdictional void. MCI WorldCom may choose to 
renew its complaint upon some claim that Massachusetts contract law "or other legal or equitable 
considerations" give rise to mutual obJigation on its and Bell Atlantic's parts to pay reciprocal 
compensation for ISP-bound traffic, even despite the FCC's jurisdictional pronouncemen~ 

How useful such a renewal might be is not predictable. We suggest a perhaps more promising course 
below. 

Pending, however, such a renewal ofthe complaint and ultimate resolution of the matter, Bell Atlantic's 
Motion for Modification ofMarch 2, 1999 is granted, in that the Department's Order in MCI WorldCom, 
D.T.E. 97·116, is vacated. Although that Order adjudicated only the Bell Atlantic-MCI WorldCom 
dispute, it professed to have broader implication (see Section IV ofthe October Order); and so, the 
suggested, broader applicability ofthat Order must, since the issuance oflntenlet Traffic Order, be 
doubted. MCI WorldCQIIl, D.T.E. 97-116 at 14. However, Bell Atlantic hiS aaea: since the OCtober 
Order, on the understanding that our findings in MCI WorldCom applied to all interconnection 
agreements; and now a cOl1'espOnding but converse understanding based on the instant Order appears 
wammted. In fact, as far as reciprocal compensation payments not made to MCI WorldCom or other 
CLECs as ofFebruary 26,1999 are concemed,Q.Q} no CUITeDtly effective Department order categorically 
requires Bell Atlantic to pay, in some way, for handling CLECs'ISP·bound traffic. Bell Atlantic bas 
proposed making payments under its interconnection agreements at a ratio not in excess of2:1( 
tenninating-to-originating traffic)..Q.!l This arrangement is reasonable for the nonce, i.e., until the dispute 
is settled. 

Reciprocal compensation need not be paid for terminating ISP·bound traffic (on the grounds that it is 
local traffic), beginning with (and including payments that were not disbursed as ot) February 26, 1999. 
Yet it still appears there were and may still be costs incurred by local exchange caniers in tenninating 
such traffic. These transactions are not, however, "local" within the meaning ofSection 5.8 ofthe Bell 
Atlantic-MCI WorldCom interconnection agreement. During negotiations, the parties to this agreement 
may detennine that adequate pricing and other terms for these transactions are already governed by other 
contract provisions (and, certainly, arguments along these lines have been advanced in the CLECs' 
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comments; see Section III.B. supra). Or else, accepting or at least acquiescing in our view of Section 5.8 
of the interconnection agreement, they may jointly conc1ude that the present agreement is silent on,the 

e; 
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point and needs to be supplemented to provide new terms for these mutual services. They are free to 
arrive at either judgment in coming to tenns over the present disputeJB} The best outcome is for Bell 
Atlantic and MCI WorldCom (or other CLECs where other interconnection agreements are concerned) 
to arrive at a resolution themselves. A far less satisfactory outcome is for the Department to have to 
interpret, or even to supply, tenns, because the parties cannot agree. Ifthe parties act wisely, it need not 
come to that, however. "Section 252 sets up a preference for negotiated interconnection agreements. II 
AT&TCorp. v.Iowa Utilities Board, _ U.S. at -..oJ 119 S.Ct. at 742 (Thomas, J., dissenting). 
Accordingly, we strongly advise potential complainants to follow this more promising and, in fact, 
statutorily preferred route before initiating any complaint based on "contractua1 principles or other legal 
or equitable considerations" with the Department. Moreover, it would be inefficient to have parallel 
complaint adjudications going on while mediation or arbitration is under way. 

The FCC has tentatively concluded that "the inter-carrier compensation for this telecommunications 
traffic should be governed prospectively by interconnection agreements negotiated and arbitrated under 
sections 251 and 252 of the 1996 Act. Resolution offailures to reach agreement on inter-carrier 
compensation for interstate ISP-bound traffic then would occur through arbitrations conducted by state 
commissions, which are appealable to federal district courts. It Internet Traffic Order at 130. Although 
the FCC has not fonnaDy adopted this tentative conclusion, in the currently unresolVed ofinter-camer 
compensation for ISP-bound traffic in Massachusetts (i.e., apart from 2:1 payments for the nonce), we 
expect carriers to begin the voluntary negotiation process provided in section 252 ofthe 1996 Act, in 
order to establish, insofar as may be warranted, an inter-carrier compensation mechanism that would 
apply to compensation for all ISP-bound traffic that was not disbursed as ofFebnlary 26, 1999, as well 
as a1llater-occurring ISP-bound traffic. Ifneed be, we would be willing to provide a Department 
mediator to facilitate agreement, pursuant to the mediation provision ofsection 252(a)(2). If these 
negotiations do not resolve the present interconnection agreement dispute, the Department can arbitrate 
the matter under section 252(b). At that time, consistent with the discretion we have been given by the 
F'.:C (at least until the NPRM is settled), the Department would resolve whatever issues are put before it. 
But such fonnal process implies time, and time's value in business suggests that the parties would be 
better off themselves resolving the matters that divide them. 

We DOte .also·tbat teriniDation'ofthe oblipti~.~JQr,reCiprocafcompensation payments for ISP-bound 
traffic (because that traffic is no lon$er deemed local) removes the incentive for CLECs to use their 
regulatory status "solely (orpredommately)" to fmmel traffic to ISPs. This development also removes 
the need for any further Department inquiry into the regulatory status ofcertain CLECs, the question 
raised by the October Order ~ B. Competition and Efficient Entry 

Having, then, assessed the effect of the FCC's declaratory ruling on our October Order, we turn to larger 
policy questions about the role ofthe Department in promoting efficient entry by new providers. The 
many comments fi1ed in this case, asserting the importance ofrequiring reciprocal compensation for 
ISP-bound traffic to advance toward the policy goal ofpromoting competition in the local exchange, 
make clear that it is necessary for this Department to express to the negotiators its views on what 
competition really means. 

Much futile debate in public utility regulation, especially in the current environment ofdeveloping 
markets, revolves around unexamined or sometimes distorted use of the terms 'competition' and its 
derivative 'competitive'. Loose, misleading, or self-serving meaning often underlies disputes and sows 
confusion.!lll 

It underlies this dispute as well. 

In so saying, we do not prejudge any fonnal renewal or prosecution of the dispute before us last October, 
where such a renewal might rest "on contractual principles or other legal or equitable considerations," as 
distinct from general policy arguments. But, as the parties and commenters in this docket will be 
negotiating, we believe it would be useful to highlight, in general terms, how the Department views• 
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. 	underJying policy anq economic issues. Otherwise, the parties must negotiate in a vacuum. In addition, 
certain of the interconnection agreements are coming due for renewal, e.g., MediaOne's agreement. 

; 

.. 	The mtqualified payment ofreciprocal compensation for ISP-bound traffic, implicit in our October • 
Order's construing of the 1996 Act, does not promote real competition in telecommunications. Rather, it 

.. enriches competitive local exchange carriers, Internet service providers, and Internet users at the expense 
ofte)ephone customers or shareholders. This is done tmder the guise of what purports to be competition, 
but is really just an unintended arbitrage opportunity derived from regulations that were designed to 
promote real competitio~A loophole, in a word. There is, however-and we emphasize this 

point-nothing sinister or even improper about taking advantage ofan opPOrtunity such as the one 

presented by our October Order. One would not expect profit-ma.xjmizmg enterprises like CLECs and 

ISPs, rationally pursuing their own ends, to leave it unexploited. Create an opportunity and inventive 

enterprise will seize upon it. It was ever thus ..But regulatory policy, while it may applaud such displays 

ofcommercial energy, ought not create such loopholes or, once having recognized their effects, oUght 

not leave them open. 


Real competition is more than just shifting dollars from one person's pocket to another's. And it is even 
more than the mere act ofsome customers' choosing between contending carriers. Real competition is 

not an outcome in itself-it is a means to an ~ The "end" in this case is economic efficiency, which 

Bawnol and Sidak have defined as "that state ofaffairs in which, as the specialized Iiteratme ofwelfare 

economics' recognizes, no opportunity to promote the feneral welfare has been neglected. Such an 

opportunity is defined as the availability ofa course 0 action that will benefit at least some individuals, 

in their own estimation, in a way not achieved at the expense ofothers." Toward Compeption in Local 

Te]ephony, at 24 (emphasis added)QOO1l Failure by an economic regulatory agency to insist on true 
competition and economic efficiency in the use ofsociety's resources is tantamount to countenancing 
and, to some degree, encouraging waste ofthose resources. Clearly, continuing to require payment of 
reciprocal compensation along the lines ofour October Order is not an o~ty to promote the 
general welfare. It is an opportunity only to promote the welfare ofcertain CLECs, ISPs, and their • 
customers, at the expense ofBell Atlantic's telephone customers and shareholders. 

The Department has consistently rejected attempts over the years to make some customers and 

competitors better offat the expense ofothers, all in the name ofpromoting competition. For example, 

when the propriety ofstranded cost recovery was being debated for the electric industry, the Department 

(with the sanction ofthe Supreme Judicial Court and ofthe General Co1.1J1Q!l) found that electric 

companies should have an opportunity to recover all of their prudently.incurreci, non-mitigable stranded 

costs. This decision was (and still is) opposed by some on the cJaim that it purportedly reduces the 

benefits ofcompetition; but the Department has rejected the notion that the mere shifting ofcosts to 

other customers or shareholders can be considered a "benefit" ofcompetition. Similarly, in its recent 

decision in the natural gas unbundling docket, the Department stated: 


Our role is not to guarantee the success ofentrants. Rather, our role is to put in place the structural 
conditions necessary for an efficient competitive process - one where marketplace decisions ofboth 
producers and conswners are made on the basis ofincremental costs. An efficient, unbundled gas 
!ndustry framework would allow customers to compare the LDCs'(local distribution companies] 
mcremental costs to marketers' incremental costs. However, this comparison cannot be made ifhistoric 
~ost commitments are imposed asymmetrically on the LDCs. In other words, ifLDCs must include the 
mefficient costs ofpast commitments in their prices, while marketers are not required to include those 
co~ for customers who choose to migrate, then marketplace decisions, at least in the near term, are 
!>emg made on the basis ofan asymmetric allocation ofhistoric cost responsibility, not on the basis of 
mcremental costs. This does not lead to efficient competition. 

Gas Unbundling, D.T.E. 98-32-B, at 30 (1999) (footnote omitted). 


As the FCC has noted, reciprocal compensation payments for ISP-bound traffic are probably not 
 • 
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cost-based. Internet Traffic Order at 'Il29. The revenues generated by reciprocal compensation for that 
incom' ng traffic ~e most likely in excess ofthe cost ofsending such traffic to ISPsQ2}ISP-bound 

• 
traffic is almost entirely incoming~ so it generates significant reciprocal compensation payments from 
Bell Atlantic to CLEC~ an imbalance which enables CLECs to increase their profits or to offer 
attractive rates and services to Internet service providers-or to do both. Not surprisingly, ISPs view 
themselves as beneficiaries of this "competition" and argue fervently in favor ofmaintaining reciprocal 
compensation for ISP-bound traffic. However, the benefits gained, through this regulatory distortion, by 
CLECs, ISPs, and their customers do not make society as a whole better off, because they come 
artificially at the expense ofothers. . 

Where an increase in income results from regulatory anomaly, rather than from greater competitive 
efficiency in the marketplace~ a regulator is well advise to take his thumb offthe scale. We do so today. 
Arguing that we should not correct the distortions created by reciprocal compensation payments because 
they benefit ISPs and their customers is much like saying that one should not encourage people to quit 
smoking, and so avoid adverse personal and public health consequences, merely because some members 
of society make a living growing tobacco. Decisions Uke this should be driven by concerns for overall 
societal welfare-and not by concern for preserving the hothouse environment ofan artificial market 
niche~ 

C. A Further Word about the Department's October Order 

The foregoing analysis makes clear how the FCC's Internet Traffic Order affected MCI WorldCom, 

• 

D.T.E. 97-116, but may raise the question ofwhy~ in the first place, we required Bell Atlantic last 
October to pay reciprocal compensation for ISP-bound traffic. We did so not because we felt that it was 
a good policy or that it promoted competition, but because we felt bound by the then-current state of 
decisional law, relying to a large degree on the FCC's own previous pronouncements to the effect that 
Internet calls represented two distinct services (particularly, the FCC's prior treatment ofESPs as 
discussed in Internet Traffic Order, at1s!i!1). However, unease with the result did prompt the question 
of whether certain enteIprises bad nominally established themselves as CLECs "solely (or 
predominately)" to benefit from reciprocal compensation. That unease underlay the caution that the 
October Order would have to be reconsidered, were the FCC later to undercut its legal footing. In 
October, it appeared that the FCC's previous "two call" analysis was determinative of the issue. Then 
Internet Traffic Order clarified the FCC's earlier two-service analysis and fatally undercut our conclusion 
that ISP-bOund traffic had to be deemed local under the interconnection agreement. 

Some commenters have argued that Internet Traffic Order does not require us to modify our October 
decision. We disagree for the reasons 8lreacJy stated, but that it not the point. The real question for us is 
not whether the FCC's February decision requires us merely to modify our October decision, but 
whether we should cast about for some reason, any reason, to sustain that questionable result (42) On the 
contrary~ we view the FCC's decision as "liberating," in that it gives us the discretion to do what we 
would have liked to have been able to do back in October-namely~ to get the parties to the 
interconnection agreement to set rationally based, economic bounds on reciprocal compensation 
payments for ISP-bound traffic. The negotiations we have directed should be able to accomplish just 
that. 

In conclusion, we observe that there have been calls for regulators to apply a battery of 
telecommunications.regu]atory requirements, including access charges, universal service levies, and 
service-territory obligations, to the Internet and ISPs. We do not agree with this approach. As noted by 
the FCC, the Internet has been successful beyond the wildest imagining-in large part because it has 
generally operated outside ofa confining regulatory framework. Internet Traffic Order at , 6. 

However, the Internet should not benefit from CLECs' and ISPs' "gaming" regulatio~ either. Certain 
CLECs and ISPs have figured out a way to use reciprocal compensation-a regulatory requirement 

• 
originally designed to promote local telephone exchange competition for all customers-as a revenue 
source for increased profits, lower Internet access costs, and maybe even improved Internet access. But 
someone else is "picking up the tab." In the near-term. that "someone else" appears to be Bell Atlantic. 
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But perhapsW.., ov;:r the longer term, it could be Bell Atlantic's telephone customers under the price-cap 
regime, NYNEX Price-CaffiOrder, D.P.U. 94-50, at 181-83 (1995), if the Department were on its own to 
insist on imposing some 0 er basis ISP-bound reciprocal compensation on the agreement and if that 
insistence amounted to an exogenous regulatory variable, imposed despite the FCC's jurisdictional 
declaration in Internet Traffic Order.· 

Perpetuating this regulatory distortion would not be rational: the Internet is powerful enough to stand on 
its own, without such effective subsidies. Ending this regulatory distortion would encourage efficient 
investment in Internet and other telecommunications technology. Efficient investment promotes real 
competition that benefits all customers. Few, ifany, may have foreseen this potential for distortion when 
the 1996 Act became law. But the FCC's negation of the legal basis for MCI WorldCom, D.T.E. 98-116, 
requires that we review and correct, not willfully cling to, demonstrated error. It woUld be regrettable to 
forego an opportunity to bring about a rational economic result. As the parties to the instant and other 
interconnection agreements attempt to sort out their disputes, they need to consider the Department's 
policy disposition if it is ultimately called upon to supply the solution. 

V.ORDER 

After due consideration, it is hereby 

ORDERED: That the Motion for Modification, filed by New England Telephone and Telegraph 
Company d/b/a Bell Atlantic-Massachusetts on March 2, 1999, is ALLOWED in that the Order of 
October 21, 1998 in MCI WorldCom Technologies, Inc., D.T.E. 97-116, is hereby VACATED; and it is 

FURTHER ORDERED: That the Motion for Clarification, Reconsideration and Suspension ofEscrow 
Order, mea by RNKt Inc. on March 31, 1999 (which incorporates by reference the Letter for Specific 
and Expeditious Relief, filed by R.NK. Inc. on March 31, 1999) is DENIED; and it is 

FURTHER ORDERED: That New England Telephone and Telegraph Company d/b/a Bell 
Atlantic-Massachusetts shall not be required, until further notice from the Department or until 
negotiations result in different payment terms, to escrow any reciprocal compensation payments for 
Internet-bound traffic or be required to maintain the present escrow arrangement; and it is 

FURTHER ORDERED: That New England Telephone and Telegraph Company d/b/a Bell 
Atlantic-Massachusetts shall not be required to make reciprocal compensation payments, in excess ofa 
2:1 terminating-to-originating traffic ratio, beginning with any payments made or to be made after (and 
including payments undisbursed as of) February 26, 1999. 

ByOrderoftheDqmnmen~ 

James Connelly, Commissioner 

W. Robert Keating, Commissioner 

. 


~ 
\!!!!'" 

Paul B. Vasington, Commissioner ~ 
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Pursuant to § 2S2(e){6) ofthe Tel~communications Act of 1996. appeal of this final Order may be taken 
to the federal District Court or the Federal Conununications Commission. Timing of the filing of such 
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appeal is governed by the applicable rules of the appellate body to which the appeal is made, or in the 
absence of such, within 20 days oithe date of this Order. 

CONCURRING AND DISSENTING OPINION OF JANET GAIL BESSER, CHAIR AND EUGENE 
1. SOLUVAN, JR., COMMISSIONER 

I. IN1RODUCTION 

Although we agree that the FCC's Internet Traffic Order invalidated the factual two-call premise ofthe 
Department's October Order, we disagree with the majority's conclusion that this invalidation 
automatically serves to relieve Bell Atlantic from any and all obligations to pay compensation for 
ISP-bound traffic tenninated by CLECs. D.T.E. 97-116--C at 2S, 40. For the reasons stated below, we 
believe that the Department should determine whether existing interconnection agreements require the 
parties to pay reciprocal compensation for this traffic. In addition, we would have required Bell Atlantic 
to continue to escrow the disputed payments while this, matter is determined. Finally, we would strongly 
encourage the disputants to negotiate new commercial arrangements regarding 'this traffic. Accordingly, 
we concur in part, and dissent in part from the majority's decision. 

II. DISCUSSION 

A. The Department's October Order 

The Department's October Order explicitly and clearly limited the basis for its conclusion that calls 
terminated by CLECs to ISPs qualified for reciprocal compensation by determining only that such calls 
were "local." MCI WorldCom at 6. Although the parties in that proceeding raised numerous issues, 
including various substantive policy and economic reasons for paying reciprocal compensation, the 
Department never explored these issues through hearings and discovery. Id. The October Order made no 
findings with respect to any other bases for reciprocal compensation nor Gia that Order specifically claim 
that other bases did not exist. Id. Rather, the October Order clearly determined, relying solely on a 
two-cal1 anaIysis,(44) that ISP-bound traffic constitutes "local" traffic thus "qualifying it for reciprocal 
compensation." Id. at 12-13. 

B. The Effect of the Internet Traffic Order on the Department'S October Order 

On February 26,1999, the FCC determined that ISP-bound traffic was considered interstate based on a 
one-call analysis. Internet Traffic Order at Tl1,3. We agree with the majority that 'this decision removes 
the basis we used to support our conclusions in the October Order. However, we disagree with the 
majority's view ofthe immediate consequences of the Internet Traffic Order for our October Order. 
Without the local call basis, and without deciding the vaJidity ofany other potential bases, the majority 
concludes that Bell Atlantic is no longer obligated to pay reciprocal compensation for ISP-bound traffic. 
D.T.E. 97-116-C a1'25, 40. 

The conclusion that Bell Atlantic is no Jonger obligated to pay reciprocal compensation ignores the fact 
that Bell Atlantic bad been paying reciprocal compensation well before issuance of the October Order. 
MCI WorldCom at 1-2, n.6. Thus, if our October Order is in fact a "nu1lity"{4S) as the majority states, 
D.T.E. 97-116=C at 24, then the logical conclusion would be that Bell Atlantic should revert back to 
paying full reciprocal compensation pursuant to its interconnection agreement until such time as the 
Department determines whether other legitimate sources ofsupport for this obligation e~ Internet 
Traffic Order at 124 . 

Moreover, we do Dot fmd anything in the Internet Traffic Order that supports the conclusion that MCI 
WorldCom should be vacated. D.T.E. 97-116'"C at 40. We do not agree that the MCI WorldCom order 
no longer gives rise to any rights or obligations; rather, we believe that the MCI WorldCom Oi'der was• 
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valid at the very least until issuance of the Inteniet Traffic Orded47) We therefore disagree with the 
majority's decision that BeD Atlantic is not required to pay fuDds due before issuance of the Internet 
Traffic Order. D.T.E. 97-116-C at 28 n. 30. 

Finally, we also strongly disagree with the majority's suggestion that the Internet Traffic Order may have 
eliminated any and all obligations for Be1l Atlanti~ ever to have paid any reciproC8l compensation for 
ISP-bound traffic. While we may agree that Bell Atlantic's obligation to pay reciprocal compensation for 
this traffic was called into question on February 26, 1999, that ruling merely changed the state ofthe law 
from that date fOIWard. Reciprocal compensation paid from Bell Atlantic to the CLECs before that date 
was made pursuant to valid, legal obligations, consistent with state policy, and we disagree with any 
intimations to the contrary by the majority. 

The Internet Traffic Order requires the Department to resume the investigation we thought we had 
concluded in Octobel' 1998. The FCC recognized that this might be the case for a number ofstate 
commissions, stating that it 

recognize[s] that our conclusion that ISP-bound traffic is largely interstate might cause some state 
commissions to re-examine their conclusion that reciprocal compensation is due to the extent that those 
conclusions are based on a finding that this traffic tenninates at an ISP server, but nothing in this 
Declaratory Ruling precludes state conunissions from determining, pursuant to contractual principles or 
other legal or equitable considerations, that reciprocal compensation is an appropriate interim 
inter-carrier compensation rule pending completion of the rulemaking ..•. (emphasis added). 

Internet Traffic Order at 127. 

The majority views the authority granted to state commissions in 127 as "vague" and "equivocal." 
D.T.E. 97-116-C at 24. However, we believe that this interpretation is not warranted. First, we have 
statutory obJigations to fully investigate and adjudicate disputes subject to ourjurisdiction. G.L. c. 30A; 
see also G.L. c. 159, §§ 12(d), 16, 19,20. We should not prejudge whether arguments yet to be put forth 
Wlitigants have or lack merit without the benefit ofa complete record developed with the fundamental 
due process rights ofcross-examination and rebuttal. Second, the majority chooses to read 1 27 in light 
ofConunissioner Michael K. Powell's concummce. However, a concurring opinion (or, we 
acknowledge, a dissenting one for that matter) does not make the law. Consequently, we would accept 
the FCC's majority view and the authority it grants to state commissions as controlling until lawfully set 
aside, either by a reviewing court or a subsequent FCC decision. We note the difference between a 
suggestion that we "might" want to or need to "re-examine" our earlier conclusion, and an order from the 
FCC or other appel1ate body vacating, nullifying, remanding, or overruling our MCI WorldCom 
decision. Furthermore, we are buttressed in our view that 127 contains more th8D "a consoling notion," 
D.T.E. 97-116-C at 24, by the fact that, ofthe eleven state commissions that have considered the 
reciprocal compensation issue since the Internet Traffic Order, none have found that it is dispositive of 
this issue nor have any detennined that LECS' existing obligations to pay reciprocal compensation 
should be changedjgl 

C. The Effect ofthe Internet Traffic Order on the Escrow Order 

Our reasoning with respect to Bell Atlantic's reciprocal compensation obligations in the wake ofthe 
Internet Traffic Order does not lead us to conclude that we oUght to require Bell Atlantic to pay 
reciproc81 compensation for ISP-bound traffic to the CLECs during the completion ofthis proceeding or 
for the pendency ofa new one. Although we agree that the FCC now has (mal jurisdiction to regulate 
and establish a compensation mechanism for this traffic, the FCC recognized that it has no regulatioDS 
currently in place concerning these issues and issued an NPRM to rectify the situation. Internet Traffic 
Order at" 1,9,21; NPRM at" 28-36. However, for the interim period, the FCC made it clear that 
states could continue to determine how compensation for this traffic should be structured. While the 
Internet Traffic Order grants broad discretion over this compensation issue to the states for this interim 
periOd, this discretion is not unlimited. Thus, while it may be appropriate for a state to continue 

• 


• 


• 
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reciprocal compensation for contractual, policy or equitab~e considerations, or to develop and implement 
some other inter-camer compensation mechanism, we have difficulty interpreting the FCC's order as 
authorizing a rate of "zero"(49) for this traffic, for the folJowing two reasons. First, the Act requires local 

... exchange carriers to compensate each other for the transport and termination of traffic that originates on 
~ one carrier's network and terminates on another carrier's network. 47 U.S.C. § 251(b)(5). Second, a 

',carrier's transport and termination of this traffic has some non-zero associated costs, as the majority 
acknowledges~D.T.E. 97-116-C at 28-29. Thus, we believe that inter-carrler compensation is due but 
recognize that the ultimate level of this compensation remains to be determined. Accordingly, we would 
have continued escrow in recognition of the legitimate dispute regarding these funds and to preserve 
them for immediate payment upon fmal decision or settlement. Accord D.T.E. 97-116-B (authorizing 
Bell Atlantic to escrow certain reciprocal compensation payments beC8use escrow constitutes an 
accepted method to preserve disputed payments during a commercial dispute, and because various 
interconnection agreements require escrow of funds in the event ofa dispute). 

'D. Discussion Concerning Negotiation and Settlement ofthis Dispute 

While we agree with the majority that a negotiated settlement is the ideal outcome, we have concerns 
about the process that it would use to reach such a resolution. The process the majority articulates lacks 
any meaningful incentives for the parties to reach a settlement for two reasons. First, the elimination of 
Bell Atlantic's obligation to pay reciprocal compensation into escrow for ISP-bound traffic provides a 
sure recipe for delay and non-settlement because Bell Atlantic now has little incentive to negotiate{lli 
and the CLECs have reduced leverage. Second, without an active adjudication proceeding concunent 
with the negotiation/mediation/arbitration process established by § 252 of the 1996 Act, no route exists 
for the Department to end the dispute by issuing a final order. 

E. Competition and Efficient Entry 

• 
Finally, we respond to the majority's colloquy on cOmpetition and efficient entry. In our view, this 
discussion is not directly related to the dispute before the Department in the instant proceeding. The 
substance ofthe discussion was not addressed directly by the parties or by the Commission as a whole in 
our deliberations. Therefore, we do not consider it to be a useful or appropriate addition to the Order.!m 

The majority does attempt to make a connection between the discussion in Section IV.B. and the issue of 
payment ofreciprocal compensation for ISP-bound traffic, for example on page 32 where it states, "we 
do not prejudge any potential renewal of the dispute before us last October, where such a renewal might 
rest 'on contractual principles or other legal or equitable considerations' and not on substantive policy or 
economic issues." The majority appears to make this statement because it has reached a conclusion on 
the substantive policy and economic issues, to borrow its words, "in a vacuum. "~ In fact, one can infer 
from this conclusion that the majority has determined that there is no other basis for paying reciprocal 
compensation without consideration ofevidence or argument. 

Not only did the Department's October Order not reach the question whether there were bases for 
payment ofreciprocal compensation other than the "local call" basis on which we relied then, but we 
also did not address any of the substantive policy or economic issues that, as a public utilities 
commission charged with protecting the public interest, it is our job to address. Doing our job - that is, 
taking evidence and hearing argument before reaching a reasoned decision· is not "cast[ing] about for .. 
. any reason to sustain [a] questionable result." Id. at 38. Rather, it is doing the work necessary to 
determine whether a result is, in fact, questionaDfe or not questionable. As we have already indicated, 
continuing the cunent proceeding or opening a new one to address whether there are other bases • 
including consideration ofsubstantive policy or economic issues - for payment ofreciprocal 
compensation for ISP·bound traffic should be the Depa.rtment's next step in resolving the current 
dispute. 

• Janet Gail Besser, Chair 
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Eugene J. Sullivan, Jr:, Commissioner 

SEPARATE STATEMENT OF JANET GAIL BESSER, CHAIR 

In addition, while I question the value of including general pron01mcements in an order such as this, I 
cannot let what I see as the majority's incomplete or inaccurate characterization ofthe Department's 
policy on competition go unaddressed. When the majority quotes from a previous Department order on 
the subject, I obviously take no issue with its restatement ofDepartment policy. The Department's 
deliberations in Gas Unbundling, D.T.E. 98-32-B (1999), centered on the prerequisites and regulatory 
framework for promoting competition in the gas industry. The passage quoted by the majority on the 
role ofentrants was part ofa larger discussion ofwhat constitutes full and fair competition - an 
oft-stated goal of the Department in the context ofboth electric industry restructuring, Electric 
Restructurint D.P.U. 95-30 (1995) and Electric IndmRestructuring, D.P.U. 96-100 (1997) and gas 
unbundling, .T.E. 98-32-B at 4. There are also other m iVlauaI statements in this section with which I 
agree. 

However, I am concerned that the overall tone of the discussion does not capture the Department's 

policy on competition and efficient entry. In the current context, the passage from Gas Unbundling 

appears to be used to bolster criticism ofnew entrants for pursuing their own self-interest, despite the 

majority's assertions to the contrary~ The majority's narrow focus on the actions ofnew entrants here 
does not do justice to the Department's policy on competition, a broad and comprehensive policy that we 
have spent much of our time developing over the last several years to enable the utility industries to 
make the transition from traditional regulation to competitive markets and to o~ these markets to new 
entrants who will bring with them innovation and pressures for efficient operation. In my view, the 
Department's policy on competition is best and most succinctly captured in the principles we articulated 
in 1995 to guide the restructuring of the electric industry, D.P.U. 95-30, and used again in 1997 to lead 
off the Department's gas unbundling initiative. Department Letter to Gas Local Distribution Coml'anies, 
D.T.E. 98-32 (July 18, 1997). In this Order, I fear tIiit the majority has f8JJen into the trap it identIfied of 
the "[1]oose, misleading, or self-serving usage [that] often underlies disputes and sows confusion." 
D.T.E. 97-116-C at 31. Therefore, I must respectfully disagree with its overall characterization of 

Department policy on competition and efficient entry. . 


Janet Gail Besser, Chair 

1. J MCI WorldCom, Inc. is the successor-in-interest to WorldCom Technologies, Inc. which is the 

successor-in-interest to MFS Intelenet Service of Massachusetts, Inc. (lfMFS"). MFS is the entity that 

filed the original complaint in this docket. 


2.2 The Telecommunications Act of 1996 ("1996 Act") requires each incumbent local exchange camer 
("ILEC") (Bell Atlantic is the ILEC in Massachusetts) to open its monopoly networks to effective 
competition before that ILEC will be authorized to provide long-distance telecommunications services. 
Section 251 (b X5) of the Act requires all local exchange carriers to compensate each other for the 
transport and termination oflocal traffic that originates on one carrier's network and tenninates on 
another camer's network. 47 U.S.C. § 251 (b)(5). The Federal Communications Commission has 
interpreted this provision as limiting reciprocal compensation payments to the transport and tennination 
of/oca/traffic. See 47 C.F.R. § 51.701. 

3. There are severa1 ways to describe dial-up, Internet calling. For consistency, we adopt the FCC's term 
'ISP-bound traffic'. 

4.4 MCI also requested an extension of the judicial appeal period. The Department determined that this 
request was moot because the Department had previously gJ'8Ilted Bell Atlantic's motion to extend the 

(Of 

• 


• 
.!rI 

• 


http://,,ww.state.ma.USldpUlteleCOml97-11O-C/97-116-c.1


. . 

http://WWW.state.m ••US/opUlteleCOIlll:>./-II.O!\;/::1/-tl\1-\..1I 

judicial appeal period for all parties. MCI World Com, D.T.E. 97-1 16-A at 5 (February 25, 1999) . 

5. 5 Before the issuance ofD.T.E. 97-116-A, the Department's Telecommunications Division issued data 
requests to ten CLECs to determine whether their customer bases were predominantly or solely ISPs, 

• 	 and whether any affiliate relationship exists between the CLECs and their ISP cus.tomers. Responses 

. were received on or before January 20, 1999. 


6. 6 Bell Atlantic does not indicate how it will differentiate ISP-bound traffic from local traffic carried 
on its network. Instead, Bell Atlantic sets up a 2:1 proxy by stating (1) that it will escrow amounts in 
excess ofthe 2:1 ratio, billed to any CLEC that terminates at least twice as much traffic as it sends to 
Bell Atlantic, but (2) that if a CLEC demonstrates that the imbalance is associated with "local" traffic, 
Bell Atlantic will pay reciprocal compensation charges for those calls (Motion for Modification at 2 
n.3). 

7. 7 Bell Atlantic notes that it filed the Motion for Stay to ensure that there would be "no ambiguity 
regarding [Bell Atlantic's] ability to withhold payments while the Department considers the Motion for 
Modification" (Motion for Stay at 3 n.2). 

8. 8 In addition to parties to D.T.E. 97-116, the Department allowed comments from all facilities-based 
CLECs with intercolUlection agreements with Bell Atlantic. 

9. 9 On March 4, 1999, GNAPS filed a petition for intervention. The Department has yet to rule on that 
petition. . 

10. ]0 Level 3 is the succes~r-by-merger ofXCOM Technologies, Inc., which is an intervenor. 

• 

11. Prism formerly was known as Transwire Operations, LLC. 


12. ]2 RCN, Choice One, the Coalition, Focal, GNAPS, NEVD, Norfolk, Prism, and RNK are not 
parties in D.T.E. 97-116. 

13. 13 With the Department's permission, MCI WorldCom filed its response on March 15, 1999, and 
Bell Atlantic filed its reply to MCI WorldCom's response on March 18, 1999. . 

14. Bell Atlantic's appeal ofthe hearing officer ruling on oral argument need not be ruled upon, for 
today's Order renders it moot. 

15. " 

16. Bell Atlantic indicates that its intercolUlection agreements only require reciprocal compensation for 
local traffic and that, to be "local," the call must originate and terminate within a given local access 
transport area ("LATA") in the Commonwealth ofMassachusetts <!!h at 9). 

17. These "illustrative" factors are: 

whether incumbent LECs serving ESPs [Enhanced Service Providers] (including ISPs) have done so out 
of intrastate or interstate tariffs; whether revenues associated with those services were counted as 
intrastate or interstate revenues; whether there is evidence that incumbent LECs or CLECs made any 
effort to meter this traffic or otherwise segregate it from local traffic, particularly for the purpose of 
billing one another for reciprocal compensation; whether, in jurisdictions where incumbent LECs bill 
their end users by message units, incumbent LECs have included calls to ISPs in local telephone 

• 
charges; and whether, iflSP traffic is not treated as local and subject to reciprocal compensation, 
incumbent LECs and CLECs would be compensated for this traffic . 
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Internet Traffic Order at , 24. 

18. But see Internet Traffic Order. at , 12 ("The fact that the facilities and apparatus used to deliver • 
traffic to the IsP's low servers may be located within a single state does not affect our [FCC's] • 
jurisdiction"). 

19. J9 The CLECs cite the Alabama Public Service Commission's recent conclusion "that the industry 

custom and usage at that time [the interconnection agreements under review herein were entered] 

dictated that ISP traffic be treated as loca1 and, therefore, subject to reciprocal compensation. " (AT&T 

Comments at 5; MCI Comments at 14-16, citi%In Re: Emae~ Petitions oflCG Telecom Group 

Inc. and ITC Deltacom Communications Inc., abiUiia PS oc et 26619 at 25 (MiT. 4, 1999». 


20. The FCC characterizes the Internet as "a powerful instrumentality ofinterstate commerce." Internet 
Traffic Order at , 6. Although the FCC admits its treatment ofenhanced service providers ("ESPs") haS 
something ofan intrastate flavor, id. at' 5. describing the Internet in this way virtually dictated the 
FCC's "one ca1l" analysis. See alsoAccess Charge Reform, CC Docket No. 96-262, First Report and 
Order, 12 FCC Red at 15983, 1631-33 (1997). The FCC has evidently determined to close this avenue of 
caselaw by distinguishing it, somewhat artificially, from its holding in Internet Traffic Order. 

21. The recent "transferring [of] the States' regulatory authority wholesale to the Federal 

Communications Commission" for which Justice Thomas recently faulted the Court's majority in AT&T 

Corp. v. Iowa Utilities Board suggests that judicial reversal is unlikely~ AT&TCorp. v. Iowa Utilities 

Board, _ U.S. -J at-J 119 S.Ct. 721, 741 (1999) (Thomas, J., dissenting). 


22. Although numerous CLECs intervened in the proceeding, the Department had before it onJy the 

complaint ofMCI WorldCom for alleged breach ofcontract by Bell Atlantic. The Department did, 

however, note the implications ofits Order for other interconnection agreements. MCI WorldCom, 

D.T.E. 97-116, at 14. The contract in question was the "Interconnection Agreement betWeeil New • 
England Telephone.and Telegraph Company and MFS Intelenet ofMassachuseus, Inc." dated 26 June 
1996, and filed with the Department on 10 July 1996. Ofparticular note, are § 1.38, the definition of 
'Local Traffic', and §5.8, ReciprocaJ Compensation Arrangements - Section 251 (b)(5). 

23. The point was noted for a third time in MCI WorldCom Technologies, Inc., D.T.E. 97-116-A, at 2 

(1999) . 


24. The matter ofefficient entry by providers versus inefficient entry evidently weighs heavily upon the 

FCC as well. Internet Traffic Order at , 6. 


25. The equivocation is subtle but evident in the word "necessarily" as used in the penultimate sentence 
of, 27. It did not escape the notice ofone FCC commissioner. As he so often politely but cogently does, 
FCC Commissioner Michael K. Powell points out the essential incoherence ofthe majority's dicta about 
state decisions affected by the Internet Traffic Order: "Such reasonableness does little to preserve those 
state decisions most likeJy to be disturbed by our 'one call' jurisdictional analysis, namely, decisions 
based primarily or exclusively on a 'two-caJl' theory. In short, I think touching on the issue ofshared 
jurisdiction muddles our conclusion that there is federal jurisdiction with respect to these questions. " 
Internet Traffic Order, Concurrence ofCommissioner PoweU, text at n. 1. There is evident division 
among the FCC commissioners over the impJications of this "shared jurisdiction theory" (to use 
Commissioner Powe1l's term). See Separate Statement ofCommissioner Susan Ness, fourth paragraph 
(it "remains reasonable for the states ... to treat this [lSP-bound] traffic as local"). It may be that the 
FCC's temporized ("muddled" in Commissioner PoweU's terms) jurisdictional analysis is a reaction to 
the sizeable minority of the Supreme Court, who joined Justice Thomas in expressing dismay at the 
FCC's earlier incursion into a traditional state province inATclTCorp. v. Iowa Utilities Board (see note 
21 supra). 

26. The FCC's use ofthe word "equitable" is ambiguous. It is not clear what equitable powers a •regulatory agency could, in any event, claim to exercise, as it acts under a statutory grant. The FCC's 

{0'3 
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observation was ev.idently intended to cushion the jurisdictional blow, but all it does is muddle the 
message, as Commissioner Powell has observed. Internet Traffic Order, Concurrence of Commissioner 
Powell, text at n. 1. e 27. The parties to this docket have diligently provided the Department with other states' decisions on 

. reciprocal compensation rendered since Internet Traffic Order was issued. We have reviewed those 
filings. Other state commissions considered ilie effects of the FCC's ruling on their situations, on the 
interconnection agreements before them, and on prior decisions rendered. We have before us only our 
own October Order and the interconnection agreement construed by that Order. Useful as it has been to 
know what other states have made of the FCC's ruling, it is equally useful to recall Commissioner 
Powell's observation about the effects ofthat ruling: "Furthermore, having reviewed a nwnber ofthe 
state decisions in this area, I am persuaded that the underlying facts, analytical underpinnings and 
applicable law vary enormously from state to state." Internet Traffic Order, Concurrence of 
Commissioner Powell, page 2. 

28. The FCCs wording ("any determination a state commission has made, or may make in the future tt
), 

Internet Traffic Order at,. 24, must be read in light ofthe only plausible,saving grounds for such state 
determinations set out by the FCC in 127 (state decisions taken, before or after February 26, that rest on 
"contractual principles or other legal or equitable considerations"). State decisions whose conclusions 
"are based on a finding that this [ISP.bound] traffic terminates at an ISP server," id., are in another 
category, however. And our October Order falls into this latter group. ­

29. We do not, at this point, hazard ajudgment whether such an alternative basis exists in the Bell 
Atlantic-MCI WorldCom i~terconnection agreement before us. If such a basis can be convincingly 
shown, then it would not be the Department's role to save contracting parties f;rom later-regretted 
commercial judgments. See Complaint ofA-R Cable Services? Inc., D.T.E. 98-52, at 5 n. 7 (1998). 

• 
30. This finding partly addresses RNK's Motion for Clarification. Bell Atlantic's Motion for 
Modification ofour October Order intimates that reciprocal compensation payments made for 
ISP-bound traffic before February 26, 1999 were never truly due and owing under the interconnection 
agreement. Bell Atlantic notes that "there is no severable 'local' component ofan Internet call but such 
traffic is now, and always has been, interstate traffic •... Internet-bound calls are not eligible for 'local' 
reciprocal compensation under BA-MA's interconnection agreements, and CLECs have received 
substantial compensation to which they are not entitled under those agreements." Bell Atlantic's Motion 
for Modification, at ] O. Despite Bell Atlantic's intimation, the question ofrefund is not before us, and so 
we take no position on the status ofpayments made by Bel1 Atlantic for reciprocal compensation for 
ISP-bound traffic prior to February 26, 1999. To do so now would be premature-assunung that D.T.E. 
even has jurisdiction over the question ofrefunds and considering the instructions below as to 
negotiations, mediation, and, if it must come to that, arbitration. But we shall not require Bell Atlantic to 
make (i.e., to disburse) any payments that were not made as ofthat date. See text immediately infra. 

31. In the current absence ofa preci~ means to separate ISP-bound traffic from other traffic, we believe 
that Bell Atlantic's 2:1 ratio as a proxy is "enerous to the point oflikcly including some ISP-bound 
traffic. However, this 2: 1 proxy is rather like a rebuttable presumption, allowing any carrier to 
demonstrate adduce evidence in negotiations, or ultimately arbitration, that its terminating traffic is not 
ISP-bound, even if it is in excess ofthe 2:1 proxy. Where disputes arise, however, the disputants are well 
advised to work the matters out between themselves, rather than bringing them to this forwn after 
Jess-than-thorough negotiations. 

32. See Internet Traffic Order, at 124 D. 77. 

33. The frequent misuse and abuse of, competition' and allied terms calls to mind the colloquy between 
Hwnpty Dumpty and Alice, when she objects to his arbitrary and idiosyncratic meanings for words: 

• "When 1use a word," Humpty Dwnpty said in rather a scornful tone, "it means just what I choose it to 
mean-neither more nor less." 

loti 
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"The question is," said Alice, "whether you can make words mean so many different things." 

"The question is," said Humpty Dumpty, "which is to be master-that's all." 

Lewis Carroll, Through the Looking-Glass. and What Alice Found There (Boston: Lee and Shepard, 1 st 
U.S. edition, 1872) chapter VI, p. 124. 

34. See, e.g., the career accomplishment cited in Bell Atlantic Reply Comments on Motion for 
Modification, March 15, 1999, Attachment A, Resume of David F. Callan: "Identified niche opportunity 
related to asymmetrical traffic patterns under Federally mandated interconnection architecture." The 
premise of a mandate, ofcourse, no longer holds post Internet Traffic Order. . 

35. As noted by Justice Breyer in AT&TCorp. v. Iowa Utilities Board, "[t]be competition that the 
.[1996] Act seeks is a process, not an end result." AT&T Corp. v.lowa Utilities Board, Opinion of 
Breyer, J., U.S. at ---' 119 S.Ct. at 751. When the exercise of regulatory authority artificially brings 
into play additional providers but some one else in the market is "picking up the tab" for those new 
players' entry, that is not competition. It is, rather, handicapping one horse so the others in the field may 
as likely cross the finish flJ'St, despite their otherwise slower speed. There is no real gain in the efficient 
deployment ofsociety's resources and thus no net social gain. While some may make the case for 
incubating infant industries, the purportedly temporary "life-support" measures entailed in doing so 
often become necessities (even entitlements) that cannot, practically speaking, later be withdrawn. 

In the case ofreciprocal compensation for ISP·bound traffic, "shifting dollars from one person's pocket 
to another's" occurs when Bell Atlantic's reciprocal compensation payments are in excess ofa CLEC's 
costs to tenninate ISP-bound traffic. ('The discussion in the text infra makes clear that we believe this 
result likely obtains. See also note 34 supra and note 39 infra.) In addition, Bell Atlantic contends that 
the reciprocal compensation payments it has made are in excess of the costs that Bell Atlantic avoids by 
no longer terminating this traffic. Therefore, Bell Atlantic is making payments to CLECs for recovery of 
costs that are not being incurred and is paying more than its own avoided-cost savings. As a result, Bell 
Atlantic's shareholders or telephone customers are losing money, and CLECs are either earning 
additional profits or passing through these "savings" to their own customers as putative benefits of 
competition. Such benefits are not related to any efficiencies achieved or value added by CLECs. They 
are simply the result ofregulatory distortion. 

36. See, also, Thomas J. Duesterberg and Kenneth Gordon, Competition and Deregulation in 
Telecommunications, p. 26 (1997), "Pricing policies and investment incentives for all parties, including 
the incumbents, must simultaneously be developed so as to create an efficient telecommunications 
system. Ideally, this means that prices offinal goods and services, as well as ofintennediate goods 
purchased by competitors, should reflect real economic costs." 

37. It is perhaps not fashionable to quote him in a regulated industry, but Adam Smith put the matter 
justly in 1776: 

No regulation ofcommerce can increase the quantity of industry in any society beyond what its capital 
can maintain. It can only divert a part ofit into a direction into which it might not otherwise have gone; 
and it is by no means certain that this artificial direction is likely to be more advantageous to the society 
than that into which it would have gone of its own accord .. 

Every individual is continually exerting himself to find out the most advantageous employment for 
whatever capital he can command. It is his own advantage. indeed, and not that of the society, which he 
has in view. But the study ofhis own advantage naturally, or rather necessarily, leads him to prefer that 
employment which is most advantageous to the society. 

• 


• 

. 
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Adam Smith, A.n Inquiry into the Nature and Causes ofthe Wealth ofNations (Oxford: University of 
Oxford, 1869), vol. I, bk. 4, ch. 2 (the chapter concerns restraints on imports, but the point is broadly 

• 	 suggestive in assessing proposed government actions) . 

. 38. The Supreme Judicial Court in Massachusetts Institute ofTechnology v. Department ofPublic 

Utilities, 425 Mass. 856, 866-67 (1997); and the General Court in St. 1997, c. 164. 


39. Similarly, ISG-Telecom Consultants, Int'l., a Florida industry consultant that specializes in helping. 
ISPs tum into CLECs, has characterized the income derived from reciprocal compensation as "gravy" 
income. See Bell Atlantic Reply Comments, March 15, 1999, Attaclunent F (Affidavit ofPaula L. 
Brown), Subattaclunent C to Attachment F (tenth unnmnbered page), copy ofInternet communication of 
ISG-Telecom, entitled "Taking the Plunge from ISP to ISP/CLEC. Is it Right for YouTn", copyright 
1996,1997,1998, 1999: 

Although reciprocal compensation could be a new revenue source for the ISP/CLEC, we at 
ISG-Telecom NEVER recommend creating a business plan or business case model around reciprocal 
compensation. ISP/CLECs that choose to become CLECs to participate in reciprocal compensation 
should be aware of the current regulatory climate. Reciprocal compensation, in light ofrecent FCC 
considerations, should be considered "gravy" income ONLY [emphasis in original]. 

See also Internet Traffic Order, at,. 24 n. 78, wherein the FCC recognizes the question ofconsistency 
with the statutory scheme ("e.g., definition ofa carrier") ofsuch "anomalous practices" as "free 
[I]nternet access while getting paid for it. " In a word, "gravy." 

40. See notes 34 and 39 supra. 

• 

41. See note 20 supra. 


42. The situation is not without earlier parallel. The Department faced a similar choice and like counsel 
in 1994-95. The Department's policy regarding "environmental externalities" in electric regulation was ... 
overturned on purely legal grounds by the Supreme Judicial Com in Massachusetts Electric Company 

• < 

v. Department ofPublic Utilities, 419 Mass. 239,243-50, 252 (1994) (imposing such externalities was 
"beyond the range of its statutory authority to do so"), the Department-barely a month after the Court 
had corrected it-flatly rejected counseJ that it somehow cling to judicially discredited precedent. Boston 
Edison Com'S8i?" D.P.U. 95-1-CC, at 12-14 (1995). We can be no less forthright here. A clean bJ'e8k 
with error is . utary. 

43. We employ emphasis advisedly. Only where "reguIatory,judicial, or legislative changes uniquely 
affecting the telecommunications industry" (and other stated cost changes) impose resultant additional 
cost can Bell Atlantic qualify for recovery under the exogenous cost adjustment provisions of its price 
cap mechanism. NYNEX Price-Cap Order, D.P.U. 94-50, at 181-83. Extra-statutory, vpluntary 
contractual undertakings are another matter-and Bell Atlantic was and is free to choose such 
undertakings for its own business reasons, Internet Traffic Order at 124 n. 77. See, also, Complaint of 
A-R Cable Services Inc., D.T.E. 98-52, at 5 n. 7; and see note 28 supra. Yet, negotiation or mediation rmay settle the question, and .so it may not be presented for Department decision for arbitration. 

44. We note this was not, contrary to the majority's assertion, a "mistake of law." D.T.E. 97-116-C at 24. 
In fact, the FCC had, on May 7, 1997, noted that "[w]hen a subscriber obtains a connection to an [ISP] 
via voice grade access to the public switched network, that connection is a telecommunications service 
and is distinguishable from the [ISP's] service offering." In the Matter ofFederal-State Joint Board on 
Universal Service, CC Docket No. 96-45, at 1789, Report and order (reI. May 7, 1997); see &Iso 
Internet l'rilffic order at " 13-16. Accordingly, our October Order was consistent with existing law, 
subsequenily ch8rigea, and was not a mistake of law. . 

• 	 45. Black's Law Dicti~ (6th eel. 1991) defines the phrase "null aDd void" as meaning "that which 
binds no one or is incapae ofgiving rise to any rights or obligations under any circumstances .•.." 
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. 46. We view this dispute as remaining active; in our view, MCI World Com need not re~fi1e its complaint 
in order to re~invigorate this suit. Cf. D.T.E. 97-] 16-C at 25. However, we believe it would be a more 
efficient use ofresources for the Department to re-notice these issues for resolution in the context ofa .. 
~eneric adjudication applicable to all relevant interconnection agreements. • 

47. This has implications, for example, for RNK, which sought funds owing before issuance ofthe 

Internet Traffic Order (RNK Letter for Specific and Expeditious Relief dated March 31, 1999). 


48. WorJdCom, Inc. v. GTE Northwest Inc., "Third Supplemental Order Granting WorldCom's 

Complaint, Granting Staffs Pen8Jty Proposal; and Denying GTE's Counterclaim," Washington Utilities 

and Transportation Commission, Docket No. UT-980338 (May 12, 1999) (Commission found no reason 

to aJter prior decision in MFSIUS West Arbitration, and that prior finding that calls to ISPs are local 

ca11s subject to reciprocal compensation should apply to MFS/GTE agreement as well); In the Matter of 

the Application ofGlobaJ NAPs South. Inc. for the Arbitration ofUnresolved Issues from the 

Interconnection Ne otiations with Bell Atlantic-Delaware, Inc., Delaware Public Service Commission, 


oc et o. ,r er o. ay, 1 omnussion affirmed arbitrator's award that found 

interconnection agreement adopted by Global NAPS did anticipate treating ISP-bound traffic as local for 

purposes ofreciprocaJ compensation, because agreement did not contain provisions for segregation of 

ISP-bound tr8ffic or other special procedures for such traffic; arbitrator aJso found that FCC Order not 

dispositive of issue and that GNAPS entitled to receive reciprocal compensation for ISP-bound calls 

un1ess and until FCC issues ruling to contrary); In the Matter of the Petition ofGTE Hawaiian 

Te~1lhone Companf' Inc. for a Declaraton:; Ordert1Ult'Traffic to Internet Service PrOviders is Interstate 

and ot Subject to ran rt and Termination Co nsatio Hawaii PUblic Utilities COmmission, 


oc et o. - , eclslon.an er o. ay ,1999) (Commission found that previous 

finding that reciprocal compensation should be paid for Internet traffic not in conflict with FCC Order); 

In the Matter ofthe Complaints oflCG Telecom Groum Inc. MCImetro Access Transmission Services, 

Inc.• and Time Warner TelecQ!!L'{~j\merit~h Ohio, 0 0 Public Utilities commission, Case No. 

XA .,,;aM R4W AAA . i;.. » - - ­
97-1 557-TP-CSS et 81 (May S, 1999) (commission found that FCC Order does not affect earJier • 

decision and that pending new FCC rule, state commissions have authority to establish inter-carrier 

mechanism and to decide whether and under what circumstances reciprocal compensation is due); 

Electric Li htwave Inc. v. U S WEST Communications Inc., Oregon Public Utility Commission, Order 


o. - pn, ommlSSlon e t IC is local under terms ofexisting 

interconnection agreements, agreeing with the Alabama PSC that parties were required to specifically 

exclude ISP traffic from the defInition of local traffic or aPl'licabiJity ofreciprocal compensation, if that 

was parties' intent); Proceeding on Motion ofthe CommiSSIon to Reexamine Recillrocal Compensatio~ 

"Order Instituting Proceeding to Reexamine Recipr&al Compensation, " New Yor PUblic seiVice 

Commission, Case No. 99-C-0529 (April 15, 1999) (Commission opened new docket to reexamine 

reciproca1 compensation policy, particularly costs and rate structures applicable to large-volume call 

termination to single customers, and to set permanent rates for such by August, 1999; Commission noted 

that FCC order aJlows states to continue requiring payment ofreciprocal compensation for 

Internet-bound traffic); In Re Petition ofPac-West \elecomm, Inc. for Arbitration Pursuant to Section 

252 of the Telecommunications Act of 1996 to ESiilish an Interconnection A~t with Nevaaa 

Bell. "order Adopting ReVised Ai'bitration DeCision, WNevada PUblic Utilities OiiiDllssion, DOCket Nos. 

~001 5 and 99-1007 (April 12, 1999) (Commission found FCC Order does not alter fact that 

ISP-bound traffic is treated as local for rate-making purposes and that ISPs are no different than other 

local business customers; Commission noted there is no practical way ofdistinguishing ISP-bound 

traffic and fact that there is substantial imbalance between calls terminating to CLEC does not support 

conclusion that subsidy flow exists); In Re: R uest for Arbitration concemin com laint ofAmerican 

Communication Services ofJacksonVl e. nco a e.SDlre ommumcations. nc.-' ­

et 
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Section 256 of the Telecommunications Act of 1996, "Order on Draft Arbitrator's Report," California 
Public UtI lues ommISSIOn, App IcatIon -11- arch 30, 1999) (in context ofarbitration of new 
interconnection agreement, Arbitrator found that Pacific Bell is required to pay reciprocal compensation 
for ISP-bound traffic, concluding that such compensation was not eliminated by FCC Order); In Re: 

. Emer enc Petitions ofICG Telecom Grou Inc. and ITC DeJtacom Communications Inc. for a 
c araton: u mg, a u IC eTVlce ommlSSlon, oc et o. arc, 

("CommissIon found ILECs should pay reciprocal compensation for ISP traffic -under terms of
' interconnection agreements; Commission also found that parties intended those calls to be local because 

they did not exclude ISP traffic from local traffic at time agreements entered into); In the Matter of 
Enforcement oflnterconnection AEent between Intennedia Communications, Inc. and BelISouth 
Telecommunications lnc., "order . ymg Motion for Stay," North carotina utilities commission, 
Docket No. P-SS, sUB 1096 (March 1, 1999) (Commission denies further stay for BellSouth of its 
November 4, 1999 order requiring payment ofreciprocal compensation for ISP traffic; Commission 
found that any further stay must be obtained from court on appeal; in comments to district court, 
Commission argues that FCC Order does not distW'b Commission's earlier order). 

49. We note that Bell Atlantic has voluntarily offered, and the majority has accepted, to continue paying 
reciprocal compensation for traffic up to an imbalance of2:1. The majority notes that because there is no 
technological means to segregate legitimate local traffic from illegitimate ISP-bound traffic, this ratio "is 
generous to the point oflikely including some ISP-bound traffic." D.T.E. 97-116-C at 28 n.31. However, 
according to the majority, there is no legal requirement that Bell Atlantic pay any reciprocal 
compensation to one another for this traffic; accordingly, the effective legal "rate" is zero. Id. at 25. 

SO. The majority's reference to a possible impact on Bell Atlantic's ratepayers (via a price cap exogenous 
cost) ifBel1 Atlantic was ordered to continue paying reciprocal compensation is premature and 
speculative at best. Whether Bell Atlantic would be eligible for such exogenous cost recovery is 
dependent on a number ofcomplex factors which we would not presume to prejudge. 

5I. Given its conclusion that Bell Atlantic has no obligation to pay reciprocal compensation for 
ISP-bound traffic, it is not clear to us why the majority thinks Bell Atlantic would engage in negotiation, 
as it encourages Bell Atlantic to do, because ifsuch discussions were to lead to an agreement for 
compensation, then Bell Atlantic would begin to pay its local competitors for traffic that, according to " the majority, it has no obligation to pay. 

52. We note that the Department occasionally provides general guidance at the close ofan order on a 
specific adjudication, but the guidance is directly related to the substance ofthe order. For example, in 
Essex Counb} Gas Com;:oy, D.T.E. 98-27 (1998), the Department included direction on the showing 
proponents 0 a merger ould make to ensure expeditious consideration oftheir petitions. This type of 
guidance, directly related to the specific case at hand and flowing from the evidence presented, is, of 
course, appropriate. . 

53. The majority concludes, "Clearly, continuing to require payment of reciprocal compensation along 
the lines ofour October Order is not an opportunity to promote the general welfare" without the 
Department having examined this question. D.T.E. 97-1 J'-<; at 34. 

54. See, e:s., D.T.E. 97-116-C at 32-33 ("There is, however - and we emphasize this point - nothing 
ilJegaror Improper in taking advantage ofan opportunity such as the one presented by our October 
Order. One would not expect profit-maximizing enterprise[s] like CLECs and ISPs, rationally pursuing 
their own ends, to leave it -unexploited.It). 
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STATE OF N'JRTH CAROUNA 

UTILITIES doMMISSION 


RALEIGH 

DOCKET NO. P-561 , SUB 10 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of 
BellSouth Telecommunications, Inc., .) 

Complainant, ) ORDER DENYING 
v. 	 ) RECIPROCAL 


) COMPENSATION 

US LEC of North Carolina Inc., ) 

Respondent ) 

HEARD: 	 Commission Hearing Room 2115. Dobbs Building, 430 North Salisbury 
Street, Raleigh, North Carolina. August 16, 1999 - August 24, 1999 

BEFORE: 	 Chairman Jo Anne Sanford, Presiding; and Commissioners Ralph A Hunt, 
Judy Hunt. William R. Pittman, J. Richard Conder, Robert V. Owens. Jr., and 
Sam J. Ervin, IV 

APPEARANCES: 

For BenSouth Telecommunications, Inc.: 

Edward L. Rankin, III, General Counsel- North Carolina, and Andrew D. 
Shore, BeIiSouth TelecommuniCations, Inc., 1521 BeUSouth Plaza, Post 
Office Box 30188, Charlotte, North Carolina 28230 

R. . Douglas Lackey, Bennett L. Ross, and J. Phillip Carver, 
BenSouth Telecommunications, Inc., 615 West Peachtree Street, Suite 
4300, Atlanta, Georgia 30315 

Edward S. Finley, Jr., Hunton & Williams, Suite 1600. One Hannover 
Square, Fayetteville Street Mall, Post Office Box 109, Raleigh, North 
Carolina 21602 

For US LEC of North Carolina, Inc.: 

Joseph W. Eason and Christopher J. Blake, Moore & Van Allen, PLLC, 
Post Office Box 26501, Raleigh, North Carolina 21611 

U3 




James P. Mcloughlin, Jr., Moore & Van Allen, PLLC, 100 North Tryon 
Street, Charlotta, North Carolina 28202!.4003 

Ky E. Kirby, Swidler, Berlin, Shereff and Friedman, 3000 K Street, N.W., 
Washington, D.C. 20007 

For Metacomm, LLC: 

Jim W. Phillips, Jr. and Marcus W. Trathen, Brooks, Pierce, MclendOn. 
Humptyey &Leonard. LLP., Post Oft'ice Box 1800, Raleigh, North Carolina 
27602 

BY THE COMMISSION: BeilSouth TelecommunicatiOns, Inc. (BeIlSouth) initiated 
this proceeding on September 14, 1998. by filing a Complaint and Request for Declaratory 
Ruling. BeIiSouth alleged that US LEC of North Carolina Inc. (fonnerly US LEC of North 
Carolina. LLC) (US LEC) was improperly invoicing BellSouth for millions of dollars of 
reciprocal compensation for minutes of use resulting from telephone connections 
established between the BeliSouth and US LEC networks for the purpose of generating 
reciprocal compensation. BeIiSouth stated that no reciprocal compensation was due under 
the parties' Commission-approved Intercomection Agreements, the Telecommunications 
Act of 1996 (Act, 1996 Act. or T A96), or the public policy of this State for minutes of use 
attributable to such connections. Also, on September 14, 1998. US LEC filed a Complaint 
against BeliSouth in Docket No. P-55. Sub 1107 (the US LEC Complaint case). The thrust 
of US LEC's Complaint was that BellSouth had breached the partie.' then current 
Interconnection Agreement by failing to pay amounts due US LEC. The money sought by 
US LEC consists mostly of the reciprocal compensation at issue in this proceeding. 

BellSouth and US LEC each filed an Answer to the other's Complaint on 
October 26, 1998. On November 20, 1998. the CommiSSion issued an Order Conceming 
Procedure and Scheduling Hearings. In its Order, the Commission consolidated the two 
cases for discovery, but not for hearing, set forth procedures and a timetable for serving, 
responding to, and objecting to data requests, and estabfi8hed deadline. for discovery and 
prefiling testimony. On November 25, 1998, Metacomm, LLC (Metacomm) filed a Petition 
to Intervene in this docket. By Order dated December 17, 1998, the Commission allowed 
Metacomm to intervene. It also ordered that any prefiled testimony of Metacomm be filed 
on the same day as that of US LEC. 

On January 13, 1999, <the Commission issued an Order Concerning Protective 
Order which directed the parties to adopt the Protective Order proposed by BeUSouth, with 
one noted exception. By Order dated March 23, 1999, the Commission issued a revised 
schedule in this matter. It established a discovery deadline of June 16, 1999, and set the 
hearing in this docket to begin on August 16. 1999. and the hearing in the US LEC 
Complaint case to begin on August 23, 1999. 

2 

li~ 




.. 


On July 7. 1999. the Commission i,sued an Order directing the Public Staff to 
provide direct technical and other assist8npe to the Commission in these proceedings, 
rather than participating as a party. On ~uly 16, 1999, the Public Staff filed a letter 
indicating itS willingness to provide direct assistance to the Commission. 

On August 3, 1999. the Conmission .ued., Order, sua sponte, directing that the 
hearing in the US LEC Complaint case 'NOUld\ begin on October 25, 1999, and stating that 
the Commission would allow up to two weeks for the evidentiary hearing in this matter. By 
Order dated October 12. 1999, the Commi.sion continued the hearing in the US LEC 
Complaint ca.. until at least 30 days following its decision in this proceeding. 

The Commission issued a Prehearing Order on August 11, 1999. On that same 
date, US LEC and Metacomm filed a Joint Motion asking the Commission to order 
BeilSouth to identify its "causes of action," By Order dated August 13. 1999, the 
Commission denied the Motion. 

Discovery in this proceeding was prodigious. The parties deposed more than 90 
witnesses. and they each propounded and ,nswered several sets of data requests and 
produced a voluminous amount of docu",.nts. The Commission ruJed on numerous 
objections to data requests, as well as several motions conceming discovery matters, 

The parties prefiled the testimony of several 'witnesses. During the evidentiary 
hearing. on August 20, 1999, US LEC and Metacomm filed a Revised Joint List of 
Witnesses. By that filing. US LEC and Metacomm notified BeliSouth and the CommiSSion 
that they were withdrawing the prefiled testimony of nine of their seventeen witnesses. 

In order to streamline the presentatiQn of proof at the evidentiary hearing. ~ 
Commission allowed the parties to deSignate as part of the record deposition testimony 
and exhibits. On September 3, 1999, the parties filed a Statement Regarding Depositions 
in the Record. The Statement included the list. of the full depositions, and the deposition 
excerpts, which the parties had designated as part of the record. By Order dated 
September 17, 1999, the Commission admitted!into evidence and made part of the official 
record in this proceeding all depositions arid deposition excerpts designated by the 
parties. 

Numerous other motions and pleadings have been filed in this docket, and various 
Orders have been issued by the CommiSSion addressing those motions and pleadings, 
All of those motions, pleadings, and Commi$Sion Orders, with the exception of some 
pleadings and data request responses US LEC and Metacomm filed under seal, are 
matters of public rec:orcI and are contained in the official files maintained by the Chief Clerk 
of the Commission. 
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At the evidentiary hearing, which began as scheduled on August 16, 1999, 
BeliSouth offered the testimony of the following fact witnesses: W. Keith Milner (Senior 
Director - Interconnection Services); JoAnn Ward (Systems Designer - BeliSouth 
Business Systems, Inc.); Max Boykin (MIS Director - Meineke Discount Mumera, Inc.); 
John McMahon (General Manager and VP Sales - BeIiSouth ausiras Systems, Inc.): and 
Jeny Hendrix (Senior Director -Interconnection Services Revenue Management, Network 
and Carrier Services). BellSouth also offered the expert testimony of Albert Halprin and 
William E. Taylor, Ph.D. In addition, Mr. Milner offered a portion of his testimony as an 
expert on network i8aueS. Metacomm offered the fact testimony d the following witnesses: 
Mitd1eIl Self (Shelby City Schools): Michael Crovi (Mecklenburg Area Catholic Schools); 
and Andrew Mcintosh (Metacomm). Metacomm also otrered the expert testimony of 
Don Wood. US LEC offered the fact testimony of employees Gary Grefrath and 
Michael Robinson. It also offered the expert testimony of Kathleen Wallman and 
William H. Lehr, Ph.D. 

THE REGULATORY FRAMEWORK AND RECIPROCAL COMPENSAnON 

Until this decade, a lingle regulated company such as BellSouth was ordinarily the 
sole provider in any given area of local telephone exchange service (completing calls 
within a local calling area) and exchange access service (connecting customers to long 
distance companies such as AT&n. Congress adopted the 1996 Ad in part to replace 
that plan with a competitive market for local telecommunications services. 

To spur competition, the 1996 Act imposes a series of new federal obligations on 
incumbent carriers. .§!! 47 U.S.C. § 251 (b), (c). Of particular relevance here, the statute 
establishes rules to ensure that competing telephone companies may -interconnect" their 
networks so that callers who subscribe, for example, to US LEC's local telephone service 
can receive calls from, and place calls to, individuals who subscribe to BeUSouth's service. 
See id. § 251 (c)(2). 

Under the 1996 Act's interconnection rules. all local exchange carriers must 
-establish reciprocal compensation arrangements for the transport and termination of 
telecomnu'1ications.- ~ § 251 (b)(5). In basic terms. -reciprocal compensation- works·.. 
fotlows. When a customer of C8nier A places a call to a customer of Carrier B in the same 
local area, Carrier A pays Carrier B for ~erminating" or completing, that local call. 
Similarly, when a customer of Carrier B calls a customer of Carrier A, Carrier B pays 
Carrier A. Reciprocal compensation il generally computed on a minutes-of-use basis. 

The 19961d. requires a local carrier to pay reciprocal compensation only for local 
calls. The FCC accordingly ruled in its 1996 Local Competition Order' that 

1 First Report and Order, Implementation of the Local Competition Provisions In the 
Tetec:ommunicati Act of 1996, 11 FCC Red 15498 (1.). mocIfied on !'ICOO.. 11 FCC Red 13042 
(1896) ("Local Competition Order"). vacated in part. Igwa Utili, &de v. fCC, 120 F.3d 753 
(8th Or. 1897). l'Iyd In art. arrd In pan sub nom. AT&T Com. v.1owa UtIlI, Bel., 119 S. Ct. 721 
(1999). 
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-tadion 251(b)(5) reciprocal compensati~ obJigations .hould apply only to traffic that 
originates and tenninates within a local area. 11 FCC Red at 16013, 1[1034. A completely 
diffarent set of rul.s gov.ms non.local, long-distance traffic. 

Acting pu'SU8rlt to Section 252(a), BelISouth and US LEC .ntered into negotiations 
iii 1996 in an effort to reach a -binding aureemenr that would implement the duti.s 
imposed by the new 1996 At;t. Those negotiations were successful, and the partie. 
e~:ecuted an Interconnection Agreement. ,.". Commission approved that Agreement in 
January 1.997. The Commission approved ~ subsequent Agreement. which contained 
language identical to the first Agreement. retlarding the parties' reciprocal compensation 
obligations. The third and current Agreement between the parties expired on 
O.cember31,1999. 

The initial S.IISouth-US LEC AgraerrMfIt contained several provisions dealing with 
reciprocal compensation. Consistent with Sadion 251 (b)(5) - which, as not~ abov., 
r.quir.s carriers to pay reciprocal ~tion only for local traffic - the Agreement 
(Section IV.B.) states that -[.]ac:h party wiU.,.y the other for terminating its local traffic on 
the oth.r'. network the local interconnediOn rat.... set forth in the Agreement. Th. 
Agreement (Section t. C.), in tun, deftneS .,~ traffic as -.-.y telephone call that originat •• 
in on ••xchang. and t.rminate. in...the sarrie exchange .• 

Dispute resolution provision. in each qt the Agreement. give .ither party the right 
to petition the Commission when a dispute ariSes as to the int«pretation of 'a)ny provision 
of this Agreem.nt or as to the proper impl'mentation of this Agreement." Moreover, 
f.d.ral law giv.s the Commission the authofity to ".nforce the substantive terms of the 
agreements mad. pursuant to Sections 251 and 252." Iowa Util'. ed. v. f.CC.. 120 F.3d 
753 (ftA Cir. 1997), aftd in part and rev'd in DIrt sub nom. AT&T Com, v. 'OWl Utils. Bst.. 
119 S.Ct. 721 (1999). 

BeIlSouth's Complaint asked the Commission to .nforce the substantive t.rms of 
the Agreements by finding that the minutes of Use at issue in this proceeding do not qualify 
for payment of reciprocal compensation un~ the terms of the Agreements. Moreover, 
BeIiSouth's Complaint asked the Commission t~ find that the minutes of use do not qualify 
for reciprocaJ compensation .. a matter of public policy. We review this Complaint under 
the authority given the Convniasion pursuant t~ the Agreements and the 1996 Ad and also 
pursuant to our g.neral supervisory power$ granted by the North Carolina General 
Assembly in Chapter 62 of the General Statut••• the Public Utilities Ad. 
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FINDINGS OF FACT 


Parties and Jurisdiction 

1. BeliSouth is an ina.mbent local exchange carrier (ILEC) opetating in portions 
of nine southeast states. Its service terntory in North Carolina includes Raleigh, 
Greensba'o, and Charlotte. US LEC is a competitive local exchange carrier (CLEC) that 
operates in selected southeast and mid-Atiantic markets. US LEC is certified by the 
Commission as a competing local provider (CLP). US LEC owns and operates switches 
in only three North Carolina cities - Raleigh, Greensboro, and Charlotte. Richard Aab 
is the controlling shareholder and Chairman of the Board of US LEC. Metac:omm was 
formed in September 1997, to attempt to generate reciprocal compensation for US LEC, 
which US LEC agreed to share with Metacomm. Richard Aab also owns a controlling 
interest in Metacomm through RTA Associates, LLC, of which he is the sole owner. MCNC 
is a quasi-goverrvnental agency created by the North Carolina General Assembly in 1981. 
This Commission has jurisdiction to hear and rule upon the complaint in this docket. 

Interconnection Agreements 

2. In accordance with their obligations under the 1996 At:J., BeliSouth and 
US LEC have been parties to three Interconnection Agreements since 1996. Their current 
agreement expired on December 31, 1999. US LEC and eeliSouth negotiated their first 
Interconnection Agreement filed with the Commission pursuant to Sections 251 and 252 
of the 1996 Act, and the Commission approved the Interconnection Agreement by Order 
dated January 29, 1997 (1997 Agreement), under authority granted by Section 252(e) of 
TA96. Following the expiration of the first US LEClBeliSouth Interconnection Agreement 
on October 31, 1998, US LEC opted into the terms of a voluntarily-negotiated and 
Commission-approved Interconnection Agreement between BeliSouth and ALEC, Inc. 
(1998 Agreement). Following the expiration of that Interconnection Agreement in 
June 1999, US LEC opted into the terms of a voluntarlly-negotiated and 
Commission-approved Interconnection Agreement between eeliSouth and Intermedia 
Communications, Inc. (1999 Agreement). However, it Is the Convnission's understanding 
that the parties are continuing to operate under this agreement. The optad-into 
Interconnection Agreements are substantially similar in all material respects to the first 
US LEClBeliSouth Interconnection Agreement. The Commission approved all three 
Agreements pursuant to its duties under the 1996 Ad. All three Agreements require the 
parties, among other things, to pay each other reciprocal compensation for terminating 
local traffic originated by an end user on its network and terminated by an end user on the 
other party's network. The first Interconnection Agreement between the parties, under 
which they were operating at the time US LEC entered into relationships with Metac:omm 
and MCNC to induce them to originate minutes of use for which US LEC would bill 
BeliSouth reciprocal compensation, stated: "US LEC and BeIiSouth enter into this 
Agreement with the understanding that the earners would be intercomeding with each 
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other for comparable typas of calls and that the usage would likely be reasonably 
balanced, I.e., US lEe wOUld be terminati~.1to BellSouth approximately the same level 
of u.age that BenSouth would be terminat~ to US LEC.It Pertinent part. of the three 
Interconnection Agreements are 88t out or Cited in Appendix A. 

Establishment of Netw9r1ro 

3. US LEC deliberately aaated a ~ge imbalance bebN8en itself and BeIISouth 
by terminating a greater amount of tralflC originating on BeliSouth's network 1han it would 
be terminaling to aenSouth. In furtherance\ of its plan to create a traffIC imbalance and 
thu. large reciprocal compensation rev.".".. for itself. US lEC, among other thinge, 
induced MCNC and Matacomm to origins" connections on BeIiSouth'. network and 
terminate them to US lEC telephone n~rs by agreeing to pay them <40% of all 
reciprocal compensation aensouth paid USllEC for minutes of use for which they were 
responsible. 

4. In the fall of 1997, Metacomm and MCNC established networks to generate 
reciprocal compensation for US lEC and commissions for themselves. They established 
cor-.l8Ctiona by having routers c:amected to cift:uits purchased from BeIiSouth call routers 
connected to circuit. provided by US lEC~ They leased transmission facilitie. from 
aeliSouth capable of originating up to 672 connection. Simultaneously. PUI'Iuant to 
US lEC's inetnJctions, Metacomm and MCNCiprogranmect their rautere to disconnect and 
immediately racomect each connec:tion every ~ hours and 59 minutes. 10 that US lEC's 
switches could create the records US lEC which needed to bill BeIiSouth for reciprocal 
compensation. 

Withdrawal of MCNC 

5. MCNC withdrew its participation .In the reciprocal compensation arrangement 
after its management learned that the "unusual configuration and mix of equipment" 
making up the network was intended to ge...... revenue from COMedions without regard 
to actual traffic or content traversing the con~ions. MCNC withdrew ita participation 
even though it stood to gain millions of dollars in commissions from the minutes of use 
generated on its reCiprocal compensation network before the time it terminated ita 
relationship with US lEC. The MCNC executive who investigated the network configured 
by MCNC's former consultants testified in this proceeding that he did not think it was 
appropriate for aellSouth to have to pay reciprocal compensation for connections 
established for the purpose of generating reciprocal compensation. 

Further Eyolution of M.tacomm Network 

6. To ensure that its reciprocal Compensation plan succeeded, US LEe 
provided th8 financial, technical. and other SliJpport Metacomm needed to maximize the 
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nt.mber and duration of connections it -established originating out of aellSouth's networt<: 
and terminating to US LECs networK. Other than US LEe, Richard Aab has been the sole 
source of the funds needed by Metacomm to establish the connections to generate the 
minutes of use for which US· LEe has billed BaIiSouth over $100 million in reciprocal 
compensation. 

7. It is unclear whether Metacomm's initial plan included serving end-user 
customers. At some point after US lEC and Metacomm implemented their reciprocal 
compensation plan, US lEC demanded that Metacomm-develop real originating tratrlC for 
its network.· In response to US lEe's -demand,· and to -provide Metacomm a hedge 
against any unforeseen actions yet-to-be taken by BeIlSouth, the PUC, MCNC, at aI.,· 
Metacomm provided customers with what it described as -dedicated access.· Metacomm 
offered potential customers free access to the Internet via its network through at least the 
date the then-a.ITent Inta'connection Agreement between BeIiSouth and US lEC expired. 
Metacomm's offers for free service were dependent upon the customer accepting an 
amount of capacity predetermined by Metacomm which in no way depended upon the 
customer's needs. Metacomm paid sales agents more than $400,000 ($25,000 per 
customer) to persuade customers to sign up for free access to Metaconvn's network. It 
cost Metacomm $885,000 a year to serve each customer. At. the time of the evidentiary 
hearing, Metacomm had approximately 25 customers. This number had remained stable 
since September of 1998. At. the time of the evidentiary hearing, virtually no customers 
had paid Metacomm to acce .. Metacomm's network. There is evidence in the record 
regarding only seven of Metacomm's customers. One customer, Charlie Horse Fann, 
never accessed or attempted to access Metacomm's network. Metacornm nevertheless 
originated connections from a router located at the horse bam to a terminating router for 
approximately one year, and US LEe has billed BellSouth reciprocal compensation for all 
of the minutes of use attributable to the connections established by the router at the horse 
bam. Another customer, Meineke Discount Mufflers, Inc. (Meineke), did not access 
Metacomm's network for an overwhelming majority of> the time MetacolI""s router at 
Meineke's premises WIllI opening connections to US lECs network. like the connections 
originated by Metacomm at Charlie Horse Farm, US lEC has billed BeliSouth for every 
minute connectiona were eatabUshed by the router at Meineke's premi.... 

plan Not Rmaled 

8. US lEC and Metacomm took active steps to not reveal their reciprocal 
compensation plan to BeliSouth. 

BellSouth', Knowledge of the Network and the Flow of Reciprocal Compensation 

9. BeIiSouth's knowledge of the US LECIMetaconvn network configuration, and 
its understanding of the resulting flow of reciprocal compensation. evolved over time. 
Employees of some subsidiaries of BelISouth, such as BeIiSouth Business Systems (BBS), 
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appear to have had some suspicion of the s~tuatior:;..rlier than other employees of other 
subsidiaries. It took a certain &mOI.I'1t of time\before'the entire picture became clear to the 
parties who would be responsible for dle payment or non-payment of reciprocal 
compensation, or for raising objections ~ US LEC regarding whether payment of 
reciprocal compensation for the traffic was Jppropr;ate. BaIlSouth brought its complaint 
to the Commis.ion within a .....onable U,. aftar those person. became aware of the 
nature of the traffic traversing the US LECJMetacomm network. 

Amounts of Minutes Generated 

10. Metacomrn genanatas more ~ 650 million minutes of c::cnnec:tions between 
its routers per month. resulting in monthly reaprocal compensation billing by US LEC to 
BeliSouth of more than $8.5 million. By U. and of 1999. if historical billings continued, 
US LEC'. reciprocal compensation billingS to BailSouth attributable to minutes of use 
generated by Metacomrn would be approximately $150 million. As of May 1999, US LEC 
had billed BellSouth 78 times the amount of reciprocal compensation that BailSouth had 
billed US LEC. 

11. There is no basis upon which tel» n.lle that reciprocal compensation is due for 
some minutes of use by Metacomm'. aiJatomars. The configuration deployed by 
Metacomm to generate reciprocal compansliltion is the same when a customer accesses 
the network as when Metacomm is simply L,jaing routers located adjacent to one another 
to establish connections for the purpose of generating reciprocal compensation. 
Metacomm did not messl.ft actual customer minutes of use. There i. no way to estimate 
actual aJStomer minutes of use in a reaso~y accurate way which would not be arbitrary. 

EVIDENCE TO SUPPORT FINDINGS OF FACT 

This .ection of this Order is not int...,ded to list an of the record evidence which 
supports each finding of fact. As noted abo•• the record includes numerous volumes of 
deposition testimony and exhibits in additiQn to the transcript from the hearing and i ... 
therefore, quite voluminous. This section is, r__• intended to reference the most salient 
evidence which supports our findings of fact. 

EVIDENCE IN SUPPORT 01= FINDING OF FACT NO.1 

BaIlSOUIh is • "ocal exchange company" within the meaning of G.S. 62-3(168) and 
an "ina.mbent local exchange carrier" within the meaning of Section 251 of the 1996 Act. 
Its service territory in North Carolina incl~ Raleigh, Greensboro, and Charlotte. 

US LEC is a competitive local = carrier that operata8 in selected southeast 
and mid-AtJantic matkats. US LEC is cartifi . by the North Carolina Utilities Commission 
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(Commission or NCUC) as a ClP. It owns and operate. switche-.s in three North Carolina 
cities - Raleigh, Greensboro, and Charlotte. 

Richard T. Aab owns stock representing 94% of US LEC's total voting power. 
(Tr. Vol. 1, p. 97.) Consequently, he is -able to control the board and all stockholder 
decisions and, in general, to det.-mine (WiI1out the conant of the Company's other 
stockholders) the outcome of any corporate transaction or other matter submitted to the 
stockholders for approval.- (US LEC Fonn 10-1<, filed March 23,1999, at 15.) US LEC's 
President is Tansukh Ganatra. US LEC executive Mike Simmons h8d responsibility 
initially for the -projects- which underlie this dispute. Wilbur Williams assumed that duty 
from Mr. Simmons at the end of 1997. Both men reported to Mr. Ganatra, who oversaw 
and directed their efforts. 

Tom Finn and Steve McNeill formed Metacomm in September 1997 to take 
advantage of US LEC's offer to share reciprocal compensation it received from 8eIlSouth. 
In June 1998, Richard Aab acquired a controlling interest in Metacomm. (Tr. Vol. 1, p. 97; 
Ex. WKM-23.) Mr. Aab's -long time business partner and personal friend,· Andy McIntosh, 
replaced Mr. Finn as the CEO of Metacomm in January 1999. (Tr. Vol. 7, pp. 100, 120.) 
Metacarrm intavened in this proceeding to protect its interests in receiving a commission 
from the reciprocal compensation payments billed by US LEC to 8eIISouth and to assist 
US LEC in defending the network they both designed and developed for the express 
purpose of generating reciprocal compensation. 

MCNC was created by the North Carolina General Assembly in 1981. 
(Tr. Vol. 1, p. 81.) Among other things, MCNC operates the NC-REN network, which 
provides Internet connectivity via dedicated facilities to colleges and universities located 
in North Carolina. (Blatecky Dep. 413.) Alan alatacky is MCNC's Vice President of 
Information Technologies and a member of MCNC's Executive Management Committee 
(EMC). He has worked at MCNC since 1982. (Tr. Vol. 1, p. 82; Blatecky Dep. 8-9.) 
Frank Hart was the President of MCNC until earty 1998. It was aeliSouth witness Milners 

, understanding _ he was forced to resign as a result of entangling MCNC in the -US LEC 
project: (Tr. Vol. 1, p. 128.) 

EVIDENCE IN SUPPORT OF FINDING OF FACT NO.2 

In accordance with their obligations under the 1996 Ad.. BeIiSouth and US LEC 
executed their first Interconnection Agreement on November 1, 1996 (1997 Agreement). 
eTr. Vol. 6, p. 209; Ex. JOH-1.) Sedion 1.0. of the 1997 Agreement defines -local 
intarcomaction,·. in relevant part, as -the delivery of local tramc to be terminated on each 
party's local network so that end users of either party have the ability to reach end users 
of the other party.. Section IV is titled -Loc:allntercorv18Ction.· Paragraph a of that section· 
state. that -[e]ach party will pay the other [reciprocal compensation] for terminating its 
local traffic on the other's network at the rate set forth in the agreement: -Local traffiC" is 
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defined as -any telephone call thatoriginatesiin one exchange and tenninate::; in either the 
same exchange, or a corresponding t;xtended Area Service (EASj exchange.· 
(Section I.C.) These same provision$ appear in most of the approximately 
700 interconnection agreements BellSoUth has entered into with various ClPs. 
(Tr. Vol. 6, pp. 209-216.) 

The 1997 Agreement contains an add~ provision which was added to address 
and allay US LEC's cancem that traffic, and u:u raciprocaI compensation payments, might 
be imbalanced in favor of BeIlSouth. S~ IV.C. states: 

US lEC and BeIlSouth enter is ttjislpeement with ttl. ynderstanding that 
the carrjers would be intercgnnecting With each other for cpmparable tvpes 

=-::===~
the term of this Agreement traffic is irllbalanced to the degree that US lEC 
feels a cap on tamol.I'Its owing unc:fer If1s Agreement is required. US lEC has 
the option to adopt the comparabl~ billing provisions contained in any 
agreement BeliSouth negotiates or i:1as entered into with another ALEC 
which contains cap provisions, after ~gust 8, 1996 provided that US lEC 
adopt the billing provisions of such ot~ agreement that are comparable to 
those contained in this Section IV. 

(emphasis added). 

The 1997 Agreement expired by its terms on October 31, 1998. On June 26, 1998, 
US lEC exercised its right under Section '252(i) of the Ad to adopt another ClP's 
interconnection agreement by adopting ~IISouth's agreement with ALEC, Inc. 
(1998 Agreement). The 1998 Agreement lexpirecl on June 15, 1999. (Ex. JOH-2.) 
In August 1999, after US lEC's reciprocal eompensation plan came to light. US lEC 
avoided arbitration with BellSouth over the d~nition of -local traffic" by again exercising 
its right to adopt the interconnection agreem,nt between aeliSouth and a different ClP. 
Intermedia Communications, Inc. (1999 Agc8ement). The 1999 Agreement expired on 
December 31,1999. 

The 1998 and 1999 Agreements al~ require the parties to pay one another 
reciprocal campansation for the tennination of ~Iocal traffic.· All three Agreements contain 
proviSions far reciprocal compensation to be ~id at a rate of approximately 1.33 cents per 
minute. (Tr. Vol. 8. pp. 156-57.) . 
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EVIDENCE IN SUPPORT OF FINDING OF FACT NO.3 

Nter executing the 1997 Agraament, US LEC ~ to imbaIanc:e traff"1C in its favor. 
Firat, US LEC's president, Mr. Ganatra, required his management employees to install and 
maintain BelISouth Basic Rate ISDN (BRI) service at their homes to COMect to US LEC's 
network cluing nonbusiness hcx.n, and he encouraged them to keep the lines coMected 
or anailed up. 24 hours a day for the express purpose of generating minutes of use for 
which US LEC would bill BeIiSouth reciprocal compensatiOn., (Tr. Vol. 1, p. 82; Vail 
Dep. 246-49.) For every US LEC employee who participated in the -Employ" SRI 
Program: US LEC could generate more than $1,000 par month. (Tr. Vol. 1, pp. 134-35.) 

In ac:tc:Iition, Mr. Ganatna negotiated an agreement exacutad on June 1, 1997, to pay 
sales agents SO-65% of the I'8CiprocaI compensation US LEC received from BeliSouth for 
terminating calls to information providers and others whom the sales agent reauited as 
USLEC customers. <.SII US LEC's response to Interrogatory No. 37 of BellSoufh's Fourth 
Sat of Data Requests to US LEC.) In addition to the commissions paid under the 
agreement, US LEC rewarded the sales agent's principal in December 1997, with a 
warrant to purchase 99.000 shares of US LEC stock. (Vail Dap. 57-59.) 

In 1997. in response to funding cuts by the General Aasambly, MCNC began to 
investigate opportunities to commercialize MCNC assets andIor to create new, 
profit..generating businesses. In the summer of 1997, MCNC hired Torn Finn and Steve 
McNeill as consultants to assist MCNC in identifying and implementing business 
developmantopportunities. (Tr. Vol. 1, p. 81;mWBlateckyDap.17-80.) 

In August 1997, US LEC Executive Mike Simmons approached his former 
co-wor1<ers Steve McNeill and Tom Fim, and -suggest(ed] an .,.a.gament in which MCNC 
could share in revenues owed to US LEC by BeIiSouth..... (Ex. WKM-3, at 1.) The 
arrangement was intended to exploit the reciprocal compensation provision in US LEC's 
Interconnection Agreement with BeiISouth. At a meeting 8IT8ngad by Messrs. Finn and 
McNeill, Mr. Sil'M1Ol'\S and his colleagues at US LEC described to Mr. Blatacky and others 
at MCNC how the reciprocai compensation provision in the US LEClBeliSouth 
Interconnection Agreement could be a tremendous moneymaker for US LEC if traffic was 
imbalanced in favor of US LEC, and how MCNC could share in the wealth if it assisted in 
generating the traffic to create the imbalance. During this meeting, Mr. McNeill, in the 
presence of Mr. Simmons and others from US LEC. told MCNC's representatives that 
imbalancing traffic in order to bill BeIiSouth enormous arncu1ts of reciprocal compensation 
would benefit BelISouth. because it would help BeIISouth demonstrate that sufficient 
competition existed in BellSo\.rth's local market and thereby allow BeIlSouth to offer long 
distance services. 2 The consultants then sold MCNC management on the idea of 

2 This same statement was later repeated to others, including one of the vendors who 
proYidec:lequipment for the MCNC reciprocal compensation network. (Tr. Vol. 1, p. 130) 
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establishing the network suggested by Mt. Simmons and using it to provide Internet 
connectivity to schools. (Tr. Vol. 1, pp. 81-82; Blatecky Dep. 81-88, 355-358; 
Ex. WKM-3, at 1.) . 

I 

In order to take personal advantage ~ the reciprocal compensation sharing offered 
by US LEC, Messrs. Finn and McNeill formed • separate company, Metacomm, to set up 
a second reciprocal compensation network !idnical to, but independent from, the one it 
planned to establish for MCNC. They recruited two partners to provide financial backing 
based on promises of quick profttl in the r101 of millions of dollars,- (Ex. WKM~18.) 
Messrs. Fim and McNeill also solicited the ~Iistance d the other MCNC consultants and 
employees who would work in setting up the MCNC network to simultaneously set up a 
network to generate reciprocal compen.,!fon for Metacomm', benefit. This group 
consisted of Andy carwile, Dave Sinnott. Brown, Larry Densmore, and Michael Fox. 
They ail made great efforts to ensure that M~NC did not find out about their activities on 
behalf of Metacomm.' (Tr. Vol. 1. p. 96; Extl WKM-17, 19.20,21,22.) 

On September 3, 1997, US LEC ~ into identical agreements with MCNC and 
Metacomm to pay them 40% of all recipr0c81 compensation BeliSouth paid US LEC for 
traffIC created by the two companies. (Ext. WJ<M-4 and WKM-1ES.) 

EVIDENCE IN SUPPORT OF FINDING OF FACT NO.4 

The record shows that immediately aft'" signing the commission agreements on the 
sharing of reciprocal compensation, MCNC ~Metac:omm began setting up the networks 
suggested by US LEC. The networks the'-Tgured were identical in design and 
remarkably simple. MCNC and Metacomm . located routers (computers) in leased 
·POP sites.· They leased from BellSouth ISD~ lines and DS3 high-transmission facilities 
capable of originating up to 672 connectior)s and connected them to their originating 
routers. They progremmed the routers to dial telephone numbers supplied to them by 
US LEe. Connections originated by the • were transported to BellSouth's switch, 
then to US LEC's switch in the same city in iwhich the connection originated, and then 
trensported by leased facilities to terminatingl rout ..... 

Metacomm set up originating routers inl POP sites located in Raleigh, Greensboro 
and Charlotte. MCNC planned to do the same, but withdrew its participation after setting 
up only the Raleigh and Ctwtotte pop Sites. In each city, the two companies' POP Sites 
were located in contiguous, leased spaces. 1All of MCNC's connections terminated in 
Raleigh or RTP, and most of Metacomm's ~erminated in Raleigh, regardless of their 

I Mr. Blatecky .tllted at his deposition uJt had he been IIW8I'I of hi. consultants' and 
employee'. ac1Jvitie. on behalf of Metacomm, 1I]t would have concerned (him] a g ... at deal 
[b)ecause the.e folks .... on our (MCNC'I] payrbll and lhould be working for us.- (Blatec:ky
Dep.392.) 
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originating location. Metacomrn's Raleigh originating routers called terminating routers 
located next to them in the same building. The stated objective d US LEC and its partners 
was for Metacomm and MCNC to keep as many of the available connections -nailed up. 
on a continuous basis so that US LEC could bill BeIlSouth the maximum amount of 
reciprocal compensation for the open connectiOns. (Tr. Vol. 1, pp. 84-87; 97-99; 
Ea. WJ<M.8, 9, 24; .-1Im US LEC's responses to Int8lTOgatory Nos. 2·5 of BeliSouth's 
Fifth Set of Data Requests.) 

US LEC dit1lCled MCNC and Metacomm to disconnect and immediately reconnect 
each connection every 23 hOLn and 59 minutes, because US LEC's switches could not 
aeata billing records needed to bill BeliSouth reciprocal compensation if the connections 
were left up continuously. Pursuant to US LEC's instructiona, MCNC and Metacomm 
programmed their routers to recycle each circuit once per 24-hour perjod. 
(Tr. Vol. 1, pp. 88-89; 99; Finn Dep. Ex. 3.) 

The plan US LEC proposed to MCNC is set forth in a memorandum produced by 
MCNC. It states: 

MCNCIUS LEC ISDN Remuneration Application 

One provision of the Telecom Reform Al::t of 1996 requires that Incumbent 
Local Exchange Carriers (ILECs) provide a tennination fee to new 
Competitive Local Exchange Carriers (CLECa) for any switched call that 
Originates from an ILEC and terminates at the CLEC.•.. 

This provision of the Telecom reform ad provides a unique opportunity for 
CLECs (in this case, US LEC) to pass along a portion of those termination 
fees (paid per minute) to customers who are willing to purchase services 
from US LEC. MCNC has entered into an agreement with US LEC where 
they will provide ISDN connectivity from remote MCNC locations serviced by 
BeliSouth to MCNC, whktl is served by US LEC. There.-e remote locations 
being serviced by BeliSouth in Raleigh, CharioUe, and Greensboro and all 
of these sites dial back to MCNC via ISDN. 

Each remote site will haYe one or more OS3s (BellSouth) feeding an M13 
channel bank which delivers 28 PRls to the access equipment (CI.I1'8ntly 
Cisco 3640&). The [routers} then initiate 23 calls per PRI which terminate at 
MCNC (US LEC) on a sitnilar sat of access equipment. Given that each DS3 
has 28 PRIs and eachPRI can initiate 23 calls (644 calls per DS3), there is 
a major opportunity for reyenue to grow significantly with each pair of DS3s 
(one remote and one central) that are adiYated. 
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The technical requirements for thi'. iapplication are fairly simple. The 
equipment must primarily be able to originate and answer 644 caUs per DS3 
as well u take these calls down and. bring them back up once per 24 hour 

:":'ii2i:ur:r::'%/S':=~J~;~!!a=s::t:a:]:r':t!: 
~"!!!IQUIIb tramc a,,, Bdna UDdlllsl~The othe major requirements entail monitoring 
and management capabilities as we: as uptime reporting ... with BeliSouth 
and US LEC availability reports. ' 

(Ex. WKM-5.) (emphasis added). 

The Commission notes that the abo~uoted memorandum makes no reference 
to the need for any actual use of the cirCuits for the reciprocal compensation to be 
generated. According to the memorandum,! all that was needed to flow aaoss the lines 
from BeliSouth's network to US LEC's netw+rk were -routing updates.· 

i 

EVIDENCE IN SUPPORT Op FINDING OF FACT NO. S 

In October 1997, MCNC tenninated T~ Fim, Dave Sirmtt and Jason Brown (who 
later became Metacomm employees) becaf:' it discovered that they had noncompete 
agreements with their former employer th prohibited them from working for MCNC. 
(Tr. Vol. 1, p. 90; Blatacky Oep. 382-83.) , e following month, MCNC fired Mr. McNeill 
and Mr. Densmore because Messrs. MC~iII and Densmore sent US LEC a letter 
misrepresenting that Mr. Densmore was the ing chief exeaJtive oIIicer of MCNC to have 
US LEC write en $85,000 advance commissi check to Mr. McNeill. Mr. McNeill shared 
the money with Mr. Densmore and MCNC enltPloyeelMetacomm consultant Michael Fox. 
(Tr. Vol. 1, p. 90.)' . 

After terminating its consultants'~J~CNC President Frank Hart assigned 
Alan Blatecky to investigate the network ~gured by MCNC's former consultants in 
cooperation with US LEC. Mr. Bletecky dispoverecl that the network was not currently 
designed to serve schools or any end users, ¥ was designed and being operated at that 
time simply to keep open c::onnections betweelj\ routers for the sole purpose of generating 
reciprocal compensation. Mr. Blatacky ~ented his findings in two memoranda he 
prepared for MCNC's EMC in early Jantay 1~. (Tr. Vol. 1, pp. 90-91: Exs. WKM-6 and 
WKM-7.) He concluded: -Essentially the prOJect is based on having cirCUits operational 
with no data or content That is. the circuits .re being turned up and no traffic traverses 
the circuits.· (Ex. WKM-6.) He further statedl 

The US LEC project was established haPhazardly end was predicated solely 
on the potential revenue stream from .,ellSouth to US LEe for termination 
charges. The result is that the network that is being brought up is optimized 
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. .. 	 to generate revenue from these termination charges without regard to actual 
treffic or content. 

(Ex. Wl<M-7.) Mr. Slatacky testified at his deposition in June 1999. that he stood behind 
these statements and saw no need to amend them in any way based on information he 
learned in the intervening year and a half. (Tr. Vol. 1. p. 129; Slatecky Cap. 417-24.) 

Other evidence confirms Mr. Blatecky's conclusions. The Cisco equipment 
representative who installed the routers for MCNC stated that Michael Fox told him that 
the network was being configured solely to establish empty connections. and not to serve 
end-user customers: 

A. 	 VVhat I said Michael Fox repeatedly told me was performance 
was not a requirement. because there was no data, period. He 
didn't say that there was a test phase. 'Cause if it was a test 
phase, then performance eventually would be a requirement. 
Do you see what I'm saying? 

Q. 	 Uh-huh (yes). 

A 	 I didn't say anything about test requirements. I just said there 
was no requiraments for data going across this network, 
period. 

Q. 	 So, in other words, what you W8I'8 told by Mr. Fox is. ·We want 
to set this network up, but it's never going to be usecf? 

A 	 Just a-I was told by Mr. Fox. back again to my record, that it 
was to help US LEC and BellSouth - US LEC as a CLEC, 
competitive local exchange carrier, and BellSouth in an FCC 
Nling for long distance. That was the purpose Iwas told. 

Q. 	 So was it your understanding this network. was never going to 
be used? 

A 	 It was my understanding that the network was not to be - was 
not going to be passing data. There was no requirement for 
data on that line. That was my understanding. I wouldn't say 
it wasn't being used. Ifs being - I mean. itS Nnning. Ifs used. 

Q. 	 So it's just a network that's going to get set UP. and nobody 
was evet going to pass data or do anything with it? 

A 	 That was my knowledge. 
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r(r. Vol. 1, p. 130 (quoting \Nhelan Dep. 53-~).) Metacomm's Mr. Finn likewise conceded 
that. at least after his oustar, MCNC sought only to execute the ·simple plan- to generate 
reciprocal CCIft1P8I'\I8tion lolely through open connedions. and dld not intend to make its 
reciprocal compensation network available" end users. (Ex. WKM-3, at 2.) 

: After dlscovering the true nature d the!network c:anf1gUl'8d by itl former consultants 
and US LEC, MCNC withdrew its participatl~ in the ·US LEC project.· MCNC did not 
think it appropriate to let up a network and "intain empty connection. over it solely to 
generate. reciprocal compensation. (Blat~ Oep. 421-22; Hart Dap. 245-47.) By 
terminating ita agreements to purchase DS3a and other facilities from 8eIlSouth, MCNC 
incurred substantial termination liabiliti_ to B4W1SouIh. (Tr. Vol. 1, p. 91.) The.. liabilities, 
~ogetherwith the milliona in cammiSSion=it to receive from US. LEC for establishingat 
empty connectiOnS, were not enough to MCNC to participate in a business which 
it concluded -did not have integrity: (Blat • Cap. 421, 429.) 

EVIDENCE IN SUPPORT Of FINDING OF FACT NO•• 

Through the winter of 1997 and intoi·e spring of 1998, Matacomm continued to 
expand its network by increasing the number connections nailed up through BeIlSouth's 
and US LEC's switches. The goal of both US EC and Metacomm was to awate as much 
reciprocal compensation revenue as POSSib~!via this type of traffic. In December 1997, 
when US LEC's Executive Vice President ported to US LEC'I President, Tansukh 
Ganatra, that Metacomm had activated new I 'rcuits at its Greensboro originating router 
location and planned to tum up additi~1 circuits the next day as well, Ganatra 
responded: -Greatl!! Show me the moneyt!!I"- (Ex. WKM-27,) 

. . 

By mid-December 1997, Metacomm! had five DS3s tenninating in excess of 
640 empty circuits each to US LEC numbers. ~s plan was to employ the "full utilization of 
18 DS3s (six in each of the three cities) ~y April 1998. (Finn Dap. Ex. 20.) After 
discussions with Mr. Ganatra at US LEe, Me~m quickly expanded its plan to include 
12 D83s at each of its three originating rquter I~tions. for a total of 36 DS3s by 
July 1, 1998. In a letter to Mr. Ganatra confir;ming Metacomm's growth plana, Tom Finn 
stated that Metacomm'. -goal is to expand ~ network at a rate that remains consistent 
with US LEC', expectations and is cognizant ~BellSouth's constraints. The Company will 
rely on its close working relationship with iUS LEC to ensure that the incremental 
profitability afforded through its network expaf1Sion doe. not reach a point of diminished 
returns .. (Finn Dep. Ex. 21.) l 

US LEC was extremely excited about ~ revenue Metaconvn's empty comedians 
were creating for it. In early-March 1998, Win;,ur Williams reported to Mike Simmons on 
the -succe ..- of the Metacomm projed: -W,. will have nine Metacomm DS3s pumping 
$250,000 per month each, net installed by F~. That is the total installed to date. With 
the BellSouth 25% PIU, that number could ~ as high as $4001< per 083. Pretty bad, 

I 
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huh?- (Ex. WKM 57.) Mr. Williams calculated that nine OS3s -running full time- would 
result in monthly revenue of $3.173.148. with '1,903,887 (60%) going to US LEe and 
$1.269.281 (40%) to Metacomm: (Ex. WKM4O.) By March 1999, Metacomm was 
originating comec::tions through more 1Iwl twenty 0S3s. a'1d US LEe was billing Bell South 
over .9 million per month for Metacomm's traffic. (&II US LEe's response to Interrogatory 
No. 25 of BeUSouth·s Fourth Set of Data Requests.) 

Mr. Ganatra exhorted his empIoyeeI to ensure that the Metacornm -network" 
created .. much revenue for US LEe 88 possible. For example, in May 1998. when 
Mr. Ganatra discovered that Metacomm traffic appeared to be deaealing. he sent an 
e-mail memorandum to his senior managers noting the decrease, and stated: &fs2HsI 
something is not right and this is serious stuffUm Remember that our lifeline Is In the 
billings to aeliSouth. . . .please aSlUre me that whatever is wrong will be fIXed on a 
retroactive basiS! (WI<M-25.) (empha. in original). In June 1998, when Wilbur Williams 
reported to Ganatra that the Metacomm routers were performing -poorly" - that is, they 
were not -pumping minutes· to US LEC at full capacity - and that he had told Metacomm 
to get the routers turned up -immediately.- Ganatra responded: -Keep the 'pressure' onl 
We and the minut..'.... (WJ<M-26.) (emphasis in original). 

In January 1998. US LEe began providing the money needed by Metacomm to keep 
its network up and generating the empty minutes for which US LEe billed BeliSouth. On 
January 19. 1998, US LEe provided Metac:ornm with a $500.000 unsecured -advance· on 
reciprocal compensation commissions payable to Metacomm. The following month. it 
provided an additional '700,000 unsecured advance. US LEe placed one condition on 
its cash advances - that -Metacomm grows rapidly to 36 OS3s.· (WI<M--42. at 2.) Indeed, 
US LEC made its initial advance contingent upon Metacomm converting its forecast for 
36 DS3s into a firm sales order by the end of January 1998.' (Ex. WKM-79; 
Finn Dep. Ex. 24; Vail Dap. 148-51.) These were, of course. the 36 OS3s Metacomm 
planned to connect to routers at its POP sites. 

US LEe has -continued to make monthly advances to Metacomm. Each month. 
Metacornm sends US LEe a rnemorw'Idum setting forth its network expen.... and US LEe 
responds with a check for about $1 million so that Metacomm can continue leaving 

.& US LEe c:::I8Ims that Mr. GaMtra', numerous .mds which st8te clearly hi. dtimands that 
the plan gen.nd... much money for US LEC a, possible merely reflect his -excftemenr about 
helping Metacomm provide a valuable s.rvice to .nd-u.... customers. The commission observes 
that none of Mr:. Ganatra·........1. expressing this -excitement" mention or even refer indirecIIy to 
Metacomm serving custom... err. VOl. 1, pp. 136-137; Vol. 4, pp.65-71.) 

IOn June 30, 1998,ln connection with Richard An'. purchase of a controlling interest In 
MetllCOmm, and after Mr. An paid more than $3 mIIIon to Metacomm'. existing creditors, 
M.tacomm and US LEC .ntered into e Security AgrMment with respect to the•• adwnce•. 
(US LEC Cro...exam Ex. 2.) At that point, a. a result of Mr. AIIb'. ownership and control of both 
compani••, M.tacomm and US LEC became -affiliated companieS- for Securities and Exchange 
COmmission reporting purposes. and US LEC had ., obligation to enter into the security ag....m.nt 
with its sist.r company. 
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connection. nailed up to US LEC telephoria numbers. (Tr. Vol. 1, p. 110; US LEC's 
response. to Interrogatory No. 5 of Bellsbuth's Second Set of Data Requests and 
Interrogatory No. 26 of Bell South's Fourth S. of Data Requests.) . 

US LEC's ongoing support of Metacortlm has not been limited to money. US LEC 
provided Metacomm with hunan capital as ~I. For example, wtIan Metac:onm expressed 
concem about not having sufficient -bodies· ,to .ccomplish their mutual goal of installing 
36 DS3s by the SU'TV1'MM' of 1998, US LEC :eby offering to provide technical and 
administrative personnel and to assign employee to a..ist Metacomm full..time. 
(Tr. Vol. 1, p. 110; ExI. WI<M-49, 50, 51,52, .) Similarly, when Metacomm's Tom Finn· 
wrote to Wilbur Williams of US LEC: .PI.... 8ss.ure me that US LEC's current intentions 
(to ·reward us handsomely, etc.·) haven't changed and remain consistent with our 
numerous discussions ... • (Finn Dep. Ex. 38JI US LEC responded: 

• 
I know of no reason why anyone th'" should faal the least bit different 
about US LEC's intentions and satisfaction with the way things are going. 
As I have stated numerous times, YQU guys are a critical block in our 
company and you must be succe~ we will make sure you 
are .... Again. we must have you being ~ and nothing about that has I 

~. . 

(Finn De~. Ex. 41.) 

With its support. US LEC bought =!I over Matacomm. US LEC even made 
hiring decisions for Metacomm. In the spring. 1998, Mr. Fim asked Mr. Ganatra, -May 
I have your approval to hire/contract (@SK per. to get started) both Dave Sinnott and 
Jason Brown?" Ganatra directed: -The answ.r is NO 1l1b.il1iml and it will have to wait 
until 6118198: (Tr. Vol. 1. p. 138; Ex. WI<M~2; US LEC Ex. 18.) 

US LEC did not purchase MetacomlTl directly. Instead. in June 1998. RTA 
Associates (RTA) bought 69% of Metacomm b¥ buying out Mr. McNeill and the two silent 
partners for $1 million each. Mr. Aab also pa~d Larry Densmore. Michael Fox. and Andy 
Carwile over $90.000 for their interests in I Metacomm, and paid over $3 million of 
Metacomm's outstanding debts. (T~.• ~ol. .1! p. 97; WKM-23.) Mr. Aab insisted as a 
condition of his buyout that the former ~ partners enter into side agreements with 
Metacomm. The side agreements conta~, among other things: a release by the 
individuals ofMatacorTm, RTA, and US LEC~· ell liabilities of any kind (, 1): a release 
of the individual by Metacomm only <V 2); a omi.. by the individuals not to participate 
in any way in a suit or other proceeding in position adverse to Matacomm, RTA, or 
US LEC (, 1); a confidentiality clause whicl!1 each individual acknowledged would be 
breached if he adiscusses any contract to which Metacomm, RTA, or US LEe or any of 
their affiliates or subsidiaries is a party, or disdusses the business of Metacomm, RTA or 
US LEC ... with any persons: unless Metacomtn provided written authorization <V 9); and 
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a redtal that Metacc:rnm. RTA, 81d US LEe VMt"8 each intended beneficiaries of and could 
each enforce the agreement (, 13). tSa.1lJL.. Finn Cap. Ex. 70.) 

-" 

EVIDENCE IN SUPPORT OF FINDING OF FACT NO.7 

US LEe was concerned that BeliSouth would object to paying reciprocal 
cornpansation for the empty connections nailed up by Matacom", and MCNC to generate 
reciprocal compensation. In a February 27. 1998 memoranc:lLm to Tansukh Ganatra, 
Wilbu" Williame wrote: ·The kay question is whether or not [Matacomm's network] would 
stand up to sautiny if BelISouth aied foul for MY type of router-to-router configuration and 
would we be taking an l.l"lnacessary risk?"' (WKM-41.) In an effort to Ihield Metacomm's 
network from I.I1W8l1tecf sautiny, US LEC demanded that Matacarrvn find a way to originate 
-real originating traffic" on Its network. In response to US lEC's demand, Metacomm 
began for the first time to inveltigate allowing customers to access its network. In a 
March 13. 1998 memorandum to his Metacomm partners, Tom Finn wrote: 

In direct support of US LEC's demand (and to again differentiate Metaconvn 
frcm MCNC), Capital Holdings introduced ni negotiated with several other 
firms to establish 1) a bankable business plan which would survive scrutiny; 
2) develop III1 originating ~ for the network. In addHion of this effort 
meeting US LEC's demand, it also provides Matacomm a hedge against any 
unforeseen"actions yat-to-be taken by BellSouth, the PUC, MCNC, et at 

(Ex. WKM-42. at 2.) (emphasiS in original), 

Thereafter. on March 20, 1998, Matacomm entered into a written agreement with 
Learningstation.com to allow Laamingltation to host its educational applications on 
Metacomm's network. (Finn Cap. Ex. 33.) Matacomm agreed to pay Leamingstation to 
bring aJStomars onto Metacomm's network. by promising to pay Learningstation more than 
$50,000 for each DS3 connected to the network in order to anow access to 
Leamingstation's applications. (Jsl 11 1.) The record evidence is that only SDI customer 
ever used the Metacomm network to ecceaa learningltation's applications. 

US LEC allowed Metaconm to sign up only those customers located in BellSouth's 
service territory. US LEC apparently recogniZed that originating Matacomm traffic through 
the switch of a smaller .LEC could cause the .LEC serious financial harm. VVhen 
Matacomm inquired about a potential customer servact by Concord Telephone Company, 
with whom US LEe hal an Interconnection agreement. US LEe instructed: aBack lINI8y 
from Concord for the moment. A DS3 would break their bank: (Ex. wt<M-8O; see also 
Finn Dep. Ex. 54.) 

All of the Met8COmm partners did not agree with the need to add custom.. to 
Metacomm's network. Wilbur Williams reported to Mr. Ganatra: ·Steve McNeill is only 
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interested in setting up router-to-router cJr.guralions (Metacomm) and the rest of those 
I ." 

guys are trying to build a business ~t wou.ld be sustainable even if reciprocal 
compensation went lNI8y .... Their interne struggles seem to continue, which is the 
busine•• building idea versus the greedy igs ~ only want to aaate dollars (Steve).­
(Ex. WKM-56.) Moreover, in a late-1997Imemorandum to Metacomm investors Terry 
Phillips and Phil Miller, Metacomm's T~ Fim addressed their -disappointment and 
frustration- regarding the MCNC and Metacomm business plan. (Finn Cap. Ex. 13.) He 
said he ·shererd] many of the same 's~nge feelings' conceming the ethics of this 
business- as they did, but continued to ju$tify the plan as an acceptable -arbitrage- of 
BellSouth. He stated that ·US LEC writes huge checks to BeIlSouth on the first of each 
month for traffic generated by US LEC that Jerminates on BellSouth switches. - Thus, he 
told his investors that aellSouth should r8ciprocate by paying US LEC for Metacomm 
traffic. He said if BeUSouth was required te) pay, -everyone- would win: -BeilSouth gets 
long distance approval and the' CLECs get what they were already promised. All that 
Metacomm does is share in the revenues it!creates for US LEC - that's it.· ffii.) 

In response to its partners' intamal ~bale concaming whether to allow customers 
to access itS network, Metacomrn ~ed selling its network to US LEC. In an 
April 29, 1998 letter to Messrs. Ganatra and ~ setting forth his proposal, Mr. Fim wrote: 

[W]e understand the value of 18 nail~-up DS3s switChed through US LEC 
facilities over the next year. We know r:t US LEC's ability to take adVantage 
gf -ride- a similar third ".rty Intercon~ect Agreement through July of 1999. 
We appreciate that US LEC has gr.atly and recently benefited from the 
reverut and earnings that we have mljltually generated. We recognize that 
US LEC will accrue additional benefits ~rough an acquisition of Metacomm. 
We 'eel compelled to remind you that we have done everything you have 
asked of us (and more) and have de,? operated with nothing but US LEC's 
best interest in mind. ! 


* *i * 


It would be oyr intention to work CloSely wnh you to ensyre the survjyiQg 

:~ntvWith~r!':C:(::~:~~!= !hr:-c!fda8ct;f':~~i== 

valuation of jts own. Thjs entity has bUn desqibed to YOU before. W, f., 
~~=:.'b~ 

BYlf!lUS/!llign.CQ!J). Dwa tn!~'" - 11m . :-a"m:::==:::m:.=::i;:::::lna-:f . 
Incumbrance of not matching the goals of the current Metacomm ;;;,rs. 

(Finn Dep. Ex. 37.) (emphasis in original). In Jsubsequent letter, Mr. Fim stated that his 
proposal to sell Metacorom to US LEC ·should accomplish three objectives:. 

I 
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1. To replace the current ownership of Metacomm wit, • team that has a 
longer-term view of the busine.. oppOrtunity, is willi"" to share the risks. 
and would ....ngineer the current network to support end user traffic: 
Metaconvn's current members want -our. its investors have lost confidence. 
US LEe's agenda and that of Metacomm's seems to have diverged, causing 
a strain on continued relations that do not serve anyone's interest 

2. Curing this period of U'1C8rtainty, the -new team- will ... enable the network 
re-engineering efforl... 

3. Leamingstation.com needs to be funded so that it could reasonably 
expand its sales, marketing and implementation force to create the demand 
which supports the network re-engineering efforl.. 

(Ex. WKM-48.) 

In response to Mr. Finn's inquiry about a buyout. Mr. Ganatra gathered and sent to 
Mr. Aab the -raw data- Mr. Ganatnl believed US LEe needed to .make a decision about 
acquiring Metacomm. (Ex. Wl<M-47.) The -raw data- consisted solely of a spreadsheet 
setting forth the money US LEe stood to eam based on 15 Metacomm DS3s generating 
traffic at a rate of 98% of capacity . . 

In response to US LEe's demand, Metacomm began soliciting end-user customers 
for its network in March of 1998. AccorcIing to NIdy McIntosh'. swam testimony. -[t]he first 
customers were placed on the network in May of 1998." (Tr. Vol. 7, p. 149.) 

Metacomrn offered potential customers free Internet acce .. via its -test netwo~ if 
the customer agreed to allow Metacomm to install at least four PRls (92 circuits) and a 
router on the customer's premises. (Tr. Vol. 1. p. 101.) Metacomm made its offers for free 
access on a "take it or leave it basis,· such that the customer was faced with accepting far 

• Mr. Carwile testified at his deposition that .. the time he stopped working for Metacomm 
in June 1ees. there were no customers aec.ssing the Metacomm network. In acldition. dates 
Mr. McIntosh repre ...... in &hibit 3 to his testil I lOfty thIIt Metacomm first signed up customena Mel 
the date those customerl were in fact given acce" to the Metllcomm network cliffer signiftcantly. 
For example, Mr. Mcintosh'. ExhIbit AM-3 shows some of the Mecklenburg Area catholic Schools 
as coming onto the Metacomm network in March 1998. Mr. Crovi. the technology dintetor for the 
Catholic Schools testified, however, that the schools did not even decide to use Metacomm'. 
network untH April 1. 1888. and thM no faciliae. were installed until the Summer of 1988, after the 
end of the school year. (Tr. Vol. 7, pp. 57,66-e7.) He also testified thM the schools did not begin 
to UN the network to its fuI potential until January of 1888. (Tr. Vol. 7. pp.87-88.) 

Mr. Self from the Shelby School Oistrict te.tlfied thM the Shelby SChools did not access the 
Metacomm network until Christma. of i., and that 811 achooIs in his disirict were not connected 
to the network untI February of 1888. This is in stark contrast to Mr. Mcintosh'. exhibit showing the 
Shelby Schools a. coming on line In August of 1998. 
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more capacity than it needed or refusinq Metacamm', free offer. Mr.. Self from the 
Shelby City Schools testified at the heari~g, for example, that the ISH reason that he 
accepted Metacomm's offer was because it was free, and that he understood the offer for 
four PRls per ad100l to be a take it or lea~e it otter. (Tr. Vol. 7, pp. 370041.) Mr. Boykin 
from Mein~ke Muffler testified that his I understanding and reason for accepting 
Metacomm s offer was the same. (Tr. Vol. ~, pp. 91-92.) 

In addition, in order to induce cust~ers to sign on for free 8CC8II to its network, 
Metacomm implied to potential Q.IStonws tt$ BeIISouth had knowingly -joined forces- with 
Met8comm to provide this free service.. (tJ"r. Vol. 5, p. 94; Ex. WKM-34.) Metacomm 
promised that free 8CC8S1 to its -test InetworI( would continue through at least 
June 15, 1999, the date the 8eIlSouth-US LEe 1998 Agreement was set to expire. 
(Tr. Vol. 1, p. 101.) Since adopting the 1999~ this past summer, Metacomm has 
continued to allow virtually al/ of its cu. to access the network at no cost. 
(Tr. Vol. 7, pp. 222-224.) Metacomm paid s.le. agents more than $400,000 (125,000 per 
aJStomer) to persuade customers to Sigl1·for this free acce.. to Metacomm's network. 
(Tr. Vol. 7, pp. 224-226; McIntosh s-Exam Ex. 4; Metacomm's response to 
Interrogatory NO.3 of 8eIISouth's Second et of Data Requests.) 

In order to provide end-user custome·access to its network. Metacomm placed a 
router on the QJstomer's property. It conned the router to clusters of primary rate ISDN 
lines (PRls) or, in some cases, to a DS3, 'Nhi • Metacomm leased from BeIiSouth and had 
instaUed at its customer's premises. Thei ISDN lines Metacomm placed at customer 
1ocIItionI_MeI8camm'. """~""'-Io h BeIISoulh_1 

t
 
office serving the aatornar. Metacomm . the routers to dial US LEe telephone 
numbers 10 that the cor."'18Clions were through BeIiSouth's switch to US LEe's 
switch in the same city, and then from US LEe's switch over dedicated facilities to another 
Metacomm router, usually in Raleigh. (Tr. Vol. 1, p. 102.) It costs Metacomm $885,000 
a year to ,erve each customer. (Tr. Vol. 7, pP. 233-234.) 

i 

AI, with all of the connections it es~blished, M~acomm programmed its routers 
located at customer premises to nail up Iall available circuits and to recycle each 
connection once every 24 hours so th$ US lEe could create a billing record. 
Metacomm's customers could not use lhesa connections for any purpose other than to 
access the Metacomm network. AceordinglYE·Metacomm's CEO, Andy McIntosh, testified 
that Metacomm's customers "would describe' as a dedicateclservice.- (Tr. Vol. 7, p. 167; 
.ID 1.1.!2 Tr. Vol. 7, p. 163, quoting Mclnto Dep. p. 40.) Metaeomm'. former CEO, 
Tom Finn, testified simil.-ly that "Metacomm', customers enjoy dedicated acce...• 
(Fim Dep. 37.) According to Metacomm,! its network did not become ·stable· until 
December 1998. (Tr. Vol. 7, p. 121.) 
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Metacomm claims to have 35 end-user customers for its -dedicated service.·' 
(Tr. Vol. 7, p. 210.) Its customer base has not increased lince September 1998. 
(Tr. VOl. 7, pp.21.....215.) 1'here is evidence in the record regarding only seven of these 
customers: Charlie HOrM Farm; Meineke Discount Muffler, Inc.: Alexander Children's 
Center; eDS; Aerial Images; Mecklenburg Area Catholic Schoofs; and the Shelby City 
Schools. The evidence shows the following with respect to ead1 of these customers: 

Charlie Hqu Fann. This Metacomm customer is in the business of boarding 
horses. Metaconvn installed a router and four PRIs at the horse bam so that it could 
establish 92 connections at one time, and originated cor."ections from the horse bam to 
a tenninating rcuter fer approximately one year. The owner of the horse bam testified that 
he never 8CX)8sl8d or attempted to access Metacamm'1 network. He further testified that 
Dave Sinnott from Metacomm knew that he was not using Metacomm's network.' 
(Tr. Vol. 1, pp. 104-106; Pharr Dep. 15-17.) 

Meinelsl. Meineke's director of MIS, Max Boykin, testified at the hearing that he 
allowed Metacornm to install a router and a DS3 at Meineke's location solely because it 
was free. Mr. Boykin testified that Meineke's sole use of the network consisted of 
connecting two personal computers to Metacomm's router and using them to access the 
Internet d&.l'ing'wor1dng hours for only a couple of months. He said that in October 1998, 
when Meineke entered into an arrangement for another company to provide all of 
Meineke's approximately eo employ..s with Internet access using only a fraction of the 
capacity installed free of charge by Metacomm, he disconnected the link between 
Meineke's computers and the Metacomm router, and Meineke did not use the network. for 
any purpose thereafter. Mr. Boykin told Metacomm's sales agent at the time he accepted 
the equipment that he may not use the Metacomm network, and later told the sale. agent 
that he was in fact not using il' (Tr. Vol. 5, pp. 105 and 107.) 

Shelby City Sd!ooIs. Metacomm presented the testimony of Mitchell Self from the 
Shelby City Schools. Mr. Self testified that the Shelby schools signed on to become a 
Metacomm customer in the fall of 1998. The schools did not begin accessing the 

7 Me1ICOImI counts uch school in the Mecklenburg Area catholic SchoolS and Shelby City 
School District II a separate customer, even though the school system is in reality the only 
cultomer. When ..en school system is counted U I lingle customer. Metacomm hal about 
25 custom..... 

• US LEe ....Iled that ~ owner of the horse bam ordered facilities to establish an ISP. 
but the ho.... bam owner'l own testimony contnIdicts US LEe', claim. The horae bam owner. 
Mr. Pharr, who is allO employed by Metscomm', principal a., agent Computer Networ1t Power. 
testifiec:l that he wcUd not have lCC8Pted the flcilitiell there wal any cost to him. and that he -just 
don't care to play with computers- when he gets home from hil job u a computer consultlnl 
(Phlrr Oep. 16,21.) 

•Metac:omm likewise knew that its cultomer UNCC wal not using its network. (§J.I Sinnott 
Oep. Ex. 27.) 
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Metacomm network until Christmas of 1998, and all schools were not connected until 
February of 1999. The Shelby schools qo not use the Metacomm network to access 
Leamingstation's applications. Mr. Self testified that the sole reason he chose Metacomm 
over a competing proposal from BeUSouth .. that Metacomm was offering access to its 
networ1< free of c:twge. He did not have ~ choice with respect to the amount of capacity 
to accapt from Metacornm. Mr. Self also testified that actual use of the Metacomm network 
was confined to school hours. (Tr. Vol. 7, r. 9-49.) . 

Mecklenburg Area Catholic SchooIl eMACS), Michael Crovi from MACS testified 
that his schools have been using the Me~ networ1c at full capacity to access the 
Internet and Leamingstation since .Ia"I..tary r:l1999. MACS is the sole customer using the 
Metacomm network to access Leamingslatiqn's applications. Metacornm provides MACs 
with four PRls at each school location. '-t. Crovi testified that if MACS has to pay for 
Metacomm's service, it will cut back to one-half of a PRI at its high school and middle 
school, and to ona-quarter of a PRI at e~ of its elementary schools, and that this 
reduced bandwidth would meat the schoo~· needs. (Tr. Vol. 7, pp. 75-86.) 

Alexander Children's Center. Aerial miaa-. and EPS. All three of these customers 
testified that they accepted Metacomm's equipment because it was free. All three.further 
testified that they do not use all of the ~ provided by Metacomm, nor do they access 
the network 24 hours a day. For example, patherina Brooks from Alexander Children's 
Center, a-group home and learning center fori troubled youths, testified that the Center did 
not give its students access to the Metacomm network. It used the network only to give 
its approximately 40-50 administrative erTiPloyaes 8CC8II to the Internet These 
employees used the netwatk mostly during ~iness hours. Mr. Anderson for EDS testified 
that his company uses the Metacomm netWork to transfer information between its two 
facilities. He testified that if he had to pay f¢»r access to Metacomm's network, he would 
reduce his capacity from its current level of tWo DS3s to one DS3. (Anderson Dep. 7-8.) 

I 

EVIDENCE IN SUPPORT 0+ FINDING OF FACT NO •• 

The record conclusively shows that IUS LEC attempted to avoid revealing its 
reciprocal compensation imbalance plan to ~ISouth. <It!. e.g., Tr. Vol. 9, pp. 6-7.) The 
record is replete with evidence of US LEC ~ its associates' preference that BellSouth 
not discover the truth behind the Metacomm inetwork. For example: 

• At the outset, US LEe directed the ""tacomm principalslMCNC consultants to 
conceal from BeliSouth the true use Qf BellSouth's facilities. US LEC executive 
Mike Simmons instructed: 

e careful we do not 'pm aUf beans here. You should 
approach this as if MCNC';dial into our (US lEC's] 
facilitie., but will not be online ,II of the time. In other words 
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they may have all trunks connected to us (US LEC] at the 
same time, but not all of the time. MCNC will be telling 
BELLSOUTH that they will be dialing -others- not just us. 

(Tr. Vol. 1, p. 134; see ailO Ex. WKM-81.)(emphasis added). 

• After MCNC's initial tum-up of massive numbers of empty circuits in Raleigh 
created problems in BeliSouth's end offices and BeIiSouth asked who the 
connections were being established with, Andy Carwile told BeIiSouth network 
personnel that they were -mostly going through a CLEC- and -did not provide the 
CLEC name.- All connections were, in fact. being directed to US LEC. (Tr. Vol. 9, 
pp. 8-9; Grefrath Cross-Exam Ex. 1.) 

• When BBS representatives asked Metacomm about their applications in an effort 
to better serve their customer. Metacomm refused to disclose its plans, citing 
confidentiality concerns. They remained steadfast in this position even when BBS 
offered to enter into confidentiality agreements, as it commonty does with its 
customers. (Tr. Vol. 5, pp. 10-12.26-27.) 

• US LEC had Metacomm and MCNC each confirm in a -side letter. - rather than as 
part of their reciprocal c:ampensation comrnissjon agreements with US LEC, that the 
traffic generated on their networks was local and not subject to the ISP dispute 
between BeliSouth and US LEC. 10 that in the event US LEC had to prove the 
Metacorrm and MCNC traffic was not subject to its separate dispute with BeIiSouth 
concerning ISP traffic, US LEC would -not need to show the (reciprocal 
compensation sharing1 contract: (Yr. Vol. 9. pp. 15-19; Grat.8th Cross-Exam 
Ex. 3.) 

- When MCNC, after leaming the truth about what its consultants intended to 
accomplish in conjunction with US LEC. told US LEC that it planned to tell 
BeliSouth's North Carolina president, Billie Ray, of its contradual .-rangement with 
US LEC. and that it had been duped by its former consultants and US LEC into 
establishing its reciprocal compensation netwcrk, US LEC threatened to sue MCNC 
for breach of the nondisclosure provision in the commission ag....ment. Dr. Hart 
responded with his -solemn oath...that [MCNC's] discussions with BeIiSouth would 
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not mention us LEC in any fashion ~.•to (Tr. Vol. 1, p. 135; Ex. WKM-82; 
HI also Williams Dap. Ex. 317) 

• 	 US LEC insisted that its name not J connected in any way with the Metllcomm or 
MCNC reciprocal compensation networks. US LEC's name is not listed with an of 
Metacomm'. other vendors in Me~'1 contract offering "free service,· even 
though there would have been no q,Jers of free service but for US LEC. US LEC 
likewise instructed that it not be mentioned in connection with MCNC's -Education 

. Initiative,· even though it would ~ provided one-h8lf of the telecommunications 
facilities if the initiative was to beccpme a reality and receive free publicity for its 

. participation in a seemingly worthwttile endeavor. 

• 	 US LEC demanded that Met~ take US LEC's name out of a memorandum 
which Metacomm planned to send to ,a potential aJStomer. (Finn Dap. Ex•. 67, 68.) 

• 	 Metacomm told BeilSouth that it had bmn.t;ng proposals from US LEC to provide 
originating fllcilities in order to obtain ~-pricing from BelISouth. It later admitted 
that this was not true. (Tr. Vol. 5, p. 23; Metaconvn's response to Intenogatory 
No. 25 of BeliSouth's Second Set ~ Data Requests.) . 

!

• 	 Mr. Aab required that Metacomm's ~artners agree not to disclose anything about 
Metacomm's or OS LEC's busines.,s or the tWo parties' contracts as a condition 
of Mr. Aab's acquisition of MetaCOJ11iin. 

• 	 VVhen BeIiSouth refused for many m~nths to pay US LEC'. invoices for reciprocal 
ccmpensation for Metacomm and MaNC traffic pursuant to Its mistaken belief that 
the billed minute. were attributablet!to ISP traffic, US LEC did nothing to con:eet 
BeilSouth's misperception. US LEC s apparently willing to wait for an expected 
favorable decision in the ISP dispute . nd then take BellSouth's money, paid under 
the mistaken belief that It was for IS,! traffic. 

i 

• Cr. Holt ~ kept hiII_ Alan ~ occomponiocI Cr. Holt to Holt'.... mooting 
with Mr. RIIY. BIatecky testified th. they diSCUiSed in geneI'III UCNC'. termination li.bAItie. to 
BeIlSouth .......ult of c.ncellng the contr.cts ra~nt to which MCNC WII. purch.sing fllcilltiel 
fRMn BeIISouth n that Mr. RIIY ...ferred MCNC . • BSS 1NMgW. Mr. BlIItecky testified ttl. the 
diSClSlion with Mr. RIIy did not include IInY mention of MCNC'. ntCiprac:aI compensation commlnion 
8r'1W1g8m1ntwith US LEe. Mr. RIIy WIll deposedlin this matter .nd hi. ntcOIIection was the same. 
BenSouth uted in ...sponse to ~t. ntque~ ht it fIrIt IeMHld of US LEe'. ntciprac.1 
compen••tion wring ....rnent with MCNC: in July 1888. <III BeIlSouth'.....ponu to 
Interr'ogIItory Nos. 18 Md 19 of US LEC'I2"" Set ,! o.ta Reque....) BeIISouth did not confirm the 
existence of US LEe'. identical .g....mant with ",...comm until It WIll .ble to conduct dilcovery 
in this proceeding. 	 i 
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us LEC and Metacomm were successful in not revealing their reciprocal 
compensation plan to BellSouth for many months. Indeed. BeIiSouth was constrained to 
make the substantive allegations in its Complaint upon information and belief. 

BeliSouth first became suspicious about the use to 'Which Metacomm was putting 
the circuits it was ordering from BenSouth following a blockage of BeUSouth's interoffice 
tn.I"Ika between its Greensboro Eugene Street end office switch and the Greensboro local 
tandem switch in ea1y-1998. BeliSouth discovered that the blockage was caused by a 
translation error whict1 was directing hundreds of circuits opened by Metacomm to a toll 
tru1k group. In Investigating the blockage problem. BellSouth observed that Metacomm's 
circuits maintained their connections through all of the night and into the next day. 
BeliSouth then '"force released" the trunks that Metacomm was using and that were 
blocking the entire tnIIk group. The released lines stayed idle for about five minutes and 
then reconnected all at one time. (Tr. Vol. 1, pp. 75-76.) 

As a result of this extraordinary event. BeIiSouth sought to determine whether traffIC 
was actually being carried over the nailed up c:omectians or if a problem condition existed 
that would preclude the trunks being used by oeMr end-user customers. BellSouth 
performed tests on a sample of Metacomm circuits and discovered that although most of 
those circuits were connected for over 20 hours per day, no telecommunications were 
flowing over those trunks. (Tr. Vol. 1, p. 76.) 

BeIlSouth conducted an extensive internal investigation to au.npt to determine why 
Metacomm was keeping lines open continuously with no information flowing over 
those lines. AI. about the same time BellSouth concluded its investigation in 
late-Junelearly-July 1998, BellSouth obtained a copy of the reciprocal.eompensation 
commission agreement between US LEC and MCNC. The existence of this agreement 
together with information gathered by BeIISouth that Metacomm would not disclose its use 
of the BeliSouth lines, caused BenSouth to suspect that US LEC had a similar reciprocal 
compensation commission arrangement with Metaeomm. BellSouth wrote to US LEC, 

. cited the results 0( its investigation, and stated its position that it did not believe reciprocal 
compensation was due for continuously open .. empty circuits. The parties met on 
July 31, 1998. but did not reach a resolution. Consequently, BeliSouth filed its Complaint 
and Request for a Declaratory Ruling initiating this proceeding. (Tr. Vol. 1, pp. 76-77.) 

EVIDENCE IN SUPPORT OF FINDING OF FACT NO •• 

BBS and BelISouth Telecommunications, Inc. are separate corporate entities, but 
both are subsidiaries of BenSouth Corporation. BBS sells and implements installation of 
telecommunications facilities and services to business customers. BBS emplOyees have 
an obligation to keep information pertaining to its customers confidential. and not share 
the information with other entities within Bell South. (Tr. Vol. 5, p. 10.) BBS has no 
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... sponsibility far regulatory issues or inter·ction agreements with CLPs. (Tr. Vol. 5. 
p.12.) 

Metacomm, as a customer of BB~. never told BBS that it planned to nail up 
connections to US LEC regardless of whether any traffIC was actually flowing over those 

: connections. (Tr. Vol. 5, p. 14.) I 

Metacomm's seaecy with BBS regarding its applications and its network was 
unusual.. Some BBS representatives specUlated as to what Metacomm might be doing. 
(Tr. VOl. 5, p. 14.) One BBS _I.."..r-thai MeIacomm IraIfic "might" be 
terminating at a CLP to pennit the CLP to b II BeIlSouth for reciprocal compensation, but 
that employee believed that BeIiSauIh had, an I'1ICOrd taking the position that it would 
not pay reciprocal compensation for traffic t.,ninating to an Internet service provider and 
therefore dismissed the idea. The employe. also could not understand how Metacomm 
would benefrt from payments to a CLP. (T~ Vol. 5, p. 16.) , 

No one from BSS took action to bring ~USPicions regarding the configuration of the 
Metacornm netwcrk to the attention of someone within BeUSouth's organization that might 
have led to an investigation. Early on, B!S employees did not see it as their jobs to 
·police- Metacomm's activities. (Tr. Vol. 5'i' 17.) , 

In early 1998, some employees of BB~ apparently had some understanding of the 
general concept of reciprocal compensatiQn and pollibly the potential for calls being 
routed to a CLP generating high levels of~reel' cornpensItion. (Tr. Vol. 5, pp. 43-44.) 
Around January 8, 1998, a meeting took pi ce between BaS personnel and Metacomm 
personnel. Notes from that meeting reflect , there we... stat..,.nts to the effect that the 
network would be a -closed envirorvnent" and that computers would -only call each other.­
(Tr. Vol. 5, pp.48-49.) Arou1cI January 18, 1E33 people within either BBS or BenSouth 
T elecommunicationa, Inc. had notice of a erence call regarding implementation of 
Metacomm's equipment. Those persons he , notice of what the equipment was, and that 
Metacomm was going to be connecting to CLPs. (Tr. Vol. 5, p. 80.) Around the early 
summer of 1998, BBS was told that Metar''s conriectioris were going to a CLP or to 
CLPs. (Tr. Vol. 5, pp. 51-52.) 

By September 1998, aeUSouth had 'filed • complaint against US LEe with the 
Commission. BBS understood that Metacomrh played • role in the US LEC practices upon 
~ich !he complaint was based. When ~BS learned of the complaint. it asked for 
Instructions as to how to deal with Metacomm. H received instructions to continue treating 
Metacomm like any other customer. (Tr. Va,. 5, p. 18.) 
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EVIDENCE IN SUPPORT OF FINDING OF FACT NO. 10 

US LEC does not dispute the fact that it has billed BeliSouth for every minute of 
every connection established between routers on the MCNC and Metacomm networks. 
It does not depute the fact, U to the enormous billings of Metacomm and MCNC traffic, 
it had billed aeliSouth 78 times the.amcu'It of reciprocal compensation that BellSouth had 
billed it through May 1999. At the time of the hearing in this case in August 1999, 
Metacomm had stabilized its network to the point that it was able to generate more than 
650 million minutes of essentially empty connections between its routers per month, 
resulting in monthly reciprocal compensation billing by US LEC to BellSouth of more than 
sa.5 miUion for Metacomm traffic alone. Metacomm traffic accounts for nine out of every 
10 minutes of use for which US LEC bills BelJSouth reciprocal compensation. By the end 
of 1999, if monthly billings continued on the same level, US LEC', reciprocal 
compensation billings for Metacomm traffic would be approximately $150 million. 

EVIDENCE IN SUPPORT OF FINDING OF FACT NO. 11 

The Metacomm network configuration - routers nailing up comedions to other 
rout..- creates effectively dedicated circuits. The location of the -originating router" at 
a customer's premises rather than at a Metacomm POP site does not change the analysis. 
Metacomm programmed its routers at customer locations to nail up every avanable circuit 
on a virtually 24ot'1cx.r basis, regardless of customer need or usage, thereby providing what 
Metacomm's CEO himself desaibed as a -dedicated service.· 

All parties agree that actual usage, if any, is irrelevant to the question of whether 
every minute of use generated by the Metacomm network is compensable. US LEC and 
Metacomm contend that reciprocal compensation is due for every minute that a router held 
a circuit open to another router. According to US LEC and Metacomm expert witness, 
Ms. Wall."." the aJStomer -is not a factor.· (Tr. Vol. 9, p. 113.) Her testimony is clear on 
this point: 

Q. 	 So for purposes of your analysis basically it doesn't matter 
whether Metacomm has customers or whether it doesn't have 
customers. And if they do have customers it doesn't matter 
whether they use the network or not? 

A 	 True. 

UslJ Consistent with its -customers are irrelevanr position, US LEC maintains, for 
example, that reciprocal compensation is due for the millions of minutes of use attributable 
to comactions established by the Metacomm router at Charlie Horse Farm, even though 
the horse bam owner never used the Metacomm network for any purpose. Consequently. 
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according to us LEC, Metaconvn's fail1ft Jme..... 8Irf actual custom« usage does DQt 
render otherwise compensable minutes ofi use noncompensable. . 

Even if the Commission had ---..L that there is some basis upon which minutes 
of aau.I usage by Metacomm's .,,;;.--;rstomers might be compensable, which it has 
not. there is no competei1t, material, and substantial evidence in the record upon which to 
estimate actual customer minutes of= reasonably accurate way. First, there is 
direct record evidence that only six cu . - MACS, Meineke, Shelby City Schools, 
EOS, Aerial Images, n:I Alexander Childnl~Js Cent«-...ad the network in any way. The 
evid_nee is that Metacomm customer:ie Horse Farm never used the routers 
Metacomm placed at its facilities 81d that ineke used it in a limited way for only a short 
period after the Metacomm router at its . i•• began -pumping minutes- to US LEC. 
Other than these six customers, there is ~ specific b.sis in the record to conclude that 
any other Metacomm customer used the netWork at all. To reach .uch a conclusion would 
be purely apeculative. Given the tenacUy With which US LEC and Metacomm conducted 
discovery and advocated their ca.e, the CQlTlmiSlion note. that US LEC and Metacomm 
did not present any evidence of actual u~ by the 20 or so other Metacomm customers. 

For the six customers who appear tJ have used Metacomm'. network, there i. no 
competent, material, and substantial evidence upon which to estimate their usage. 
Metacomm supplied each of them, on a take-it-or-leave-it basis, with capacity which 
exceeded their needs. Thus, even if • ~omer estimated that it used the Metacomm 
network for 50% of a school day (as opposed to the 24 hours a day that the routers on his 
premise. were connected to Metacomm's ~rminating routers), there is no way to know 
whether the customer's usage would have been supported by a fraction of the capecity 
installed by Metacomm. The fact that no cu tomer said that it would pay for the capacity 
provided by Metacomm free of charge, .n~ at least MACS and EOS testified that they 
~uld use far less capacity to meet ~i~1 needs if they had to pay for it - is strong 
eVidence that actual usage (number of Clrcu~ x minutes) would have been far Ie... Thus, 
there is no defensible way to estimate aelLUlI usage for those customers who did use the 
network. Any estimate of actual Metacomml customer minutes of use would be arbitrary. 

. CONCLUSIONS OF LAW 
I 

cd . iIntLuctlon I 
I 

This docket has presented many challenges to the Conmission. It is not Simply the 
sheer volume of the filings and discovery, .,..ming into the thousands of pages', nor is it 
simply the amount of money involved, a consfrvative estimate of which at this time is well 
over a tu1drad million dollars. It is rather the application of the facta - which in a broad 
sense are largely undisputed or undisputable - to the contract and the law. 
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Both parti.s, for r.asons of fheir own, have attributed a degree of clarity to the 
contradS that they do not po....., CXIIT1ing in the process to directly opposite conclusions. 
The contracts, it is tnJe, are somewhat deceptive in their simplicity. They are in many ways 
-gard.n-v.riety,· flrst-generation interconnection agreements that on their face appear 
....xceptionabl.. n.y are ttwerora not the 10ft of contracta one would find void on their 
face. For that reason, the CommiAion mUit necessarily examine the language of the 
COl draCts themseIveI. The ultimate diffICUlty which the Convnission must confront com.s 
from the interpretation that US LEC I88ka to put on the contractS. It is simply not cr.dibl. 
to believ. that • network such as that which US LEC and Metacomm constructed was 
within the pmies' contemplation when they entered into the contracts. The contracts are 
ambiguous as here applied to the Metacomm network and require interpretation through 
.xtrinsic .vid.nce, especially •• to the public interest. 

Th.re were, of course, numerous is.ues that the parti.s argued forcefully and at 
great length. These included questions that outwardly appeared simpl. but, upon closer 
.xamination, were extremely complex - issues such as what is • -'Iephone call- and 
what constitutes ~ications.· However, it is the Commission', view that, before 
.v.n r.aching sUch qu.stions, we must .xamine whether, in light of what US LEC and 
M.tacomm actually did in constructing their network, the interpr8tation that they wish to 
put on the contract is reasonabl. and in the public int.rest Our answer is • resounding 
-no.· Accordingly, the Commission will follow the prudent prineiple followed by the CCU1s 
and we will only decide those questions that absolut.ly need to be decided to reach the 
appropriate result. Thus, we beli.ve that it is suffici.nt that we have found, among other 
things, that the contract is such that its t.rms must be int.rpreted in light of the public 
interest and that the n.twork is an effectiv.ly dedicated one. For these reasons, and the 
oth.rs sat out below, we have found that US LEC is not entitJed to reciprocal 
compensation. 

CONCLUSION NO.1" 

The Commission should" consider extrinsic evidence In Interpreting the 
Interconnection Agreementa. 

POSITIONS OF PARneS 

BELLSOUTH: B.USouth beli.v.s that the Interconnection Agreements are clear 
that reciprocal compensation is not due for the traffic at issue, but noted that US LEC 
argu.d that th.y are just as "clear that reciprocal compensation is d.... regardl... of 
whetta I1nY t.leaxnmunications traverse the nailed up cira.sits or whether any customer 
of M.tacomm us.d them. BeIiSouth stated that, if the Convnillion concludes that the 
Interconnection Agreements are ambiguous on this i..., it may property consider 
.xtrinsic .vid.nce as to the meaning of the contracts. In B.IISouth's view, this .vidence 
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demonstrates U'I8t the parties did not intend ~or such traffic to be subject to the reciprocal 
compensation provisions of the InterconnecrionAgreements. 

US LEC: US LEC maintained that ~IISouth has not established that there is any 
ambiguity in the definition of ·Iocal traffic" contained in the Interconnection Agreements 
that would permit the Corrmission to look ~ the plain language of those Agreements. 
Only if such ambiguity is found, and is not resolved through application of the statutory 
rules of construction, is extrinsic evidence ,dmissible to explain the intent of the parties 
and resolve ambiguity, US LEC argued. . 

METACOMM: Metacomm also aJued that the contractual terms in this case 
are unambiguous and that therefore, as a matter of law, the Commission cannot consider 
extrinsic evidence. The definition of:·I traffic is straightforward and apparent 
by reference to everyday experi and the Commission's Order in 
Docket No. P-55. Sub 1027. Metacomm stat. that BellSouth is attempting to interject new 
terms and qualifications on otherwise unambiguous language rather than attempting to 
ascertain a comtct interpretation of a term that is fairly susceptible to more than one 
meaning. If ambiguity is found, parol .vi~ is admissible to explain the intent of the 
parties and resolve the ambiguity. MetaCfXM1 stated that. assuming for the sake of 
argument that the Convnission considers extryuaiC evidence, the evidence supports finding 
that the traffic is local traffic. I 

DISCUSSION 

BellSouth stated that, under GeOrgi~ law, which applies to the interpretation of 
these contracts, the meaning of ambiguous cpntract terms may be resolved by reference 
. to the conduct of the parties that eVidenl·such intent. Further, It is appropriat~ to 
consider industry usage or custom in dete ining the meaning of • contract proviSion. 
BelISouth argued that US LEC knew when it ft. t began operations that the traffic at issue 
in this case is -not the type of traffic for which the parties agreed to pay each other 
reciprocal compensation. BellSouth cont3· that, if the traffic was clearly compensable, 
US LEC would not have done everything ible to conceal its scheme from BeilSouth. 
BellSouth also stated that US LEC aU . BeIlSouth to labor for months under the 
misimpression that US LEC's reciprocal qompensation invoices to BellSouth were 
atbibutable to ISP traffIC when it could have t~ld BeIlSouth and the Commission the truth 
and demanded payment immediately. lnat.d, US LEC insisted that Metacomm allow 
customers access to its network in order tCi) provide a-hedge.· US LEC demanded 
customers even though the Metacomm nelwcfk supposedly provided compensable local 
calls without customers. I 

BeIiSouth insisted that US LEC knew!that BeIlSouth did not intend at the time it 
entered into the Inten:onnection Agreement~ to pay for minutes of use generated by 
-nailed up· empty connections originated an~ terminated by the same party. eeliSouth 
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stated that it has hundreds of Interconnection Agreements witA language identical to that 
in the Interconnection Agreements upon Ytf1ich US LEC relied to make its argument, but 
no other CLP has .-gued that reciprocal compensation is due for the type of traffic at issue 
in this proceeding. 

US LEC stated that. assuming there is any ambiguity in the Interconnection 
Agreements, BeliSouth's Acces. Services Tariff Is persuasive evidence of BeliSouth's 
understanding of the terma In the Interconnection Agreements. The tariff contains the 
words "tnItfic.- -call,· a'\d -end user' a'\d, US LEC argued, each of the definitions supports 
US LEC's reading of those terms. The tariff states that traffic iimply -denat .. a volume 
of IC [interexchange carrier] access minutes of ... or calla.· (Emphasis supplied). 
BeIlSouth cited to no statement of intent by the pa1ies in the contract, no industry practice, 
no industry definition, and no case that defines -local traffid' or -traffid' according to 
anything other than minutes of use. 

Further, US LEC stated that the definition of a -call- in the Access Services Tariff 
contains none of the limitations Ytf1ich BelISouth is seeking to impose. The tariff states that 
a call denotes a customer communications attempt in which the camplete addrals code 
is provided to the serving dial tone office. It begins with an otr-hook signal initiated by an 
interexchange carrier or end user (calling party) and concludes with an on-hook signal 
after attempted or completed communication to an end user (called party) or to an 
interexchange carrier terminal location. US LEC stated that BeIlSouth'. definition is 
consistent with the industry definition, and that a ~elephone call- is generally understood 
in the industry as -any demand to set up a connection ...[t]he actions performed by a call 
originator...[t)he operations required to establish, maintain, and rei.... a 
comection...[t]o use a connection between two stations: US LEC asserted that 
Metacomm and MCNC meet these definitions. 

eellSouth defmes the term -end usaf in the AcceaI Services Tariff as follows: -any 
individual, partnership, association. corporation, governmental agency, or any other entity 
which (A) obtains a convnon line, ....·a pay te ••phone or ob~na Intrastate service 
..,...,gemems In the operating territory of the Company or (B) subscribes to intrastate 
service(s) provided by an interexchange carrier or uses the services of the interexchange 
carrier when the interexChange carrier provides intnlstate serviCe(s) for its own u...• 
(Emphasis supplied). US LEC stated that Metacomm and MCNC obtained local services 
from. BeliSouth in its operating territory, and were plainly BeUSouth's subscribers and 
end users. 

In US LEC's view, aellSouth's performance of its contracts is also persuasive. 
BeIlSouth has treated Metacomm and MCNC as end users, customers, and subscribers. 
The offerings made by BenSouth to Metacomm and MCNC were standard switched local 
services offered through special assemblies a'\d the una billed to Metacomm and MCNC 
were retail, not wholesale, prices. 
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US LEC contended that if its claim Ifor reciprocal compensation'!s denied, the 
Convnission will be disregarding the -clear I"'guage- of the Interconnecti.Pn Agreements 
between the parties, and will in essence ~ rewriting the contracts in order to provide 
BenSouth with retroactive protection agai"ft an unforeseen risk. As evidenced by the 
preceding diacuuion, however, the terms of the contracts are by no means .. clear as 
US LEC asserts. The evidence shows ~t when the Interconnection Agreement was 
originally negotiated by the parties and ~ by the Commission in 1997, US LEC and 
SellSouth believed that the flow of reciprdcal compensation between them would be 
~Iy belanced. or possibly favorable to ""South. At that time, the idea of setting up 
a network of routers and high-volume linesl in order to generate the greatest possible 
number of calls and the largeSt possible dal", for reciprocal compensation, had not come 
to the mind of either party. The evidence at~ng showed that the first diSQJssiona 
that ultimately led to the development of the network took place in 1997. When 
US LEC and SellSouth negotiated th:J!.nterconnection Agreement in 1996, the 
circumstances which have naN developed ,completely unforeseen. This is nQt a case 
in which the language of the parties' contr8fl is dear and unambiguous and leaves no 
room for interpretation. Rather, the terms of the agreement. as applied to this 
unanticipated situation, are ambiguous ahd actually require interpretation by the 
Commission. I 

In summary, convnon sense dictates u,at extrinsic evidence should be considered 
in this proceeding. BellSouth and US LEClMetacomm argued that the Interconnection 
Agreements are clear on their faces, but ea~ party daims that the Agreements support 
its position. Thus, there appears to be ambig~ity, and extrinsic evidence may lawfully be 
considered. Further, consideration of extnnsic evidence is not only lawful, but is 
necessary in order to reach conclusions ~ regard to certain important issues in this 
proceeding. Consideration of the intent of the various parties, and the pa1ies' conduct that 
evidences such intent. will be useful in reachi,. conclusions on these questions. Further, 
consideration of industry usage or custom in d$ennining the meaning of particular contract 
proVisions will be useful. I 

CONCLUSlbN NO.2· 
I 

The public Inte ....t requirel that the Int~onnectlon Agreementa be conatrued In 
luch • way _ to dlllllow the pIIyment of reCiprocal compenlatlon for the networks 
at illue. i 

posmONS Of PARnes 
I 

BELLSOUTH: BeIlSouth argued that ~ Commiuion must consider public policy 
in rendering a decision in this matta'. BeIlSouthi believes that lince Metacomm and MCNC 
originated traffic for the purpose of generating teciprocal compensation, the Commiuion 
should find the traffic noncompensable for p~lic policy reasons. 

I 
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US LEC: US LEC stated that public policy may be considered in determin!ng 
whether the minutes of use in this proceeding are compensable under the terms of ht 
Interconnection Agreements. US LEC argued that in order to foster the growth of 
competition and innovation in North Carolina, public policy requires enforcement of the 
Intercamec:tion Agreements according to their terms. Further. US LEC believes that the 
public policy in North Carolina does not permit retroadive elimination of valid reciprocal 
compensation obligationa once they have acaued. However. US LEC maintained that 
public policy should not be invoked in this proceeding to relieve BeUSouth from its 
obligations to pay reciprocal compensation for minutes of use on the MCNC and 
Metacomm networks. 

METACOMM: Same as that of US LEC. 

DISCUSSION 

BeliSouth maintained In ita Brief that the General Assembly has charged the 
Commission with the responsibility to protect the public interest by supervising and 
controlling public utilities operating in North carolina. BeIfSouth pointed out that US LEC 
witness Wallman candidly acknowledged that the Commission's first and foremost 
responsibility is to protect the public interast and that the CommiSSion could and should 
consider its public interest responsibility in determining the compensability of the traffic in 
question. eellSouth argued that under the public interest analysiS of the record in this 
case, the Commission can make only one conclusion and that is that US LEC is not due 
reciprocal compensation for Metacomm traffic. Further, eeliSouth concluded in its Brief 
that Sadlon 62-2 of the North Carolina General Statutes declares it to be the public policy 
of the State to -protect fair regulation of public utilities in the interest of the public,· to 
"prevent unfair or destructive competitive pradices, - -to assure that facilities necessary to 
meet future growth can be financed by utilities operating in this State on terms which are 
reasonable and fair to both the customers and existing investors of such utilities,· and to 
"encourage and promote harmony between public utilities: BeliSouth pointed out that 
numerous provisions in Chapter 62 give the Commission authority to proted the public 
interest through its regulation of public utiliti... BeIlSouth also stated in its Brief that the 
Metacorrm nelwtn unnecessarily utilizes an enormous amount of capacity in BenSouth's 
switches which would be available for use by legitimate customers in adual need of the 
switching functions for which the switches were designed and installed, and BellSouth 
network personnel. could devote their time to serving legitimate customers rather than 
installing and maintaining facilities over whichMetacomm generates meaningl ..s traffic 
24 hours a day. Finally, SellSouth also stated in its Brief that since the filing of its 
Complaint until the present, BeliSouth has consistently stressed the propriety and 
importance of a p&.d:Hic interest analysis of the US LECJMetac:omm reciprocal compensation 
scheme vmile US LEC and Metacomm have attempted to persuade the Commission that 
conSideration of public policy is irrelevant and unnecessary, and that the Commission's 

36 

11+6 




analysis should begin and end with a \ determination of what the Interconnection 
Agreements mean. \ 

\ 

BellSouth maintaiMcl in its Brief that r- traffic in question violates public policy for 
the following reasons: i 

(1) 	 The traffic was originated fOr the 80Ie purpose of generating reciprocal 
compensation; \ . 

(2) 	 Determining the traffic to be icompensable would harm competition in the 
State; l 

(3) 	 Other regulatory bodies and\ courts haVe ruled that analogous schemeS 
violate public policy; and \ 

(4) 	 The Commission should pi8f\ce the corporate veil between US LEC and 
Metacornm. \ 

BeIiSouth argued in its Proposed O~ that Metacomm and MCNC originated the 
traffic at iSlue for the purpose of ger18I\8ting reciprocal compensation. BellSouth 
maintained that the Commission should ~ude that traffic generated for the purpose of 
generating reciprocal compensation il Rot subject to the payment of reciprocal 

, 	 \campensatIon. 	 i 

\ 

Further, BeUSouth stated in its Brief ~ local telephone competition in this State 
would be harmed severely by granting US L~~:or any other provider that is interested in 
performing the lame scam, what amounts, to a license to print money. Additionally, 
BellSouth argued in its Proposed Order th~ if the Commilsion adopts the interpretation 
of -local traffIC" recommended by US LEC ~ concludes that reciprocal compensation is 
due for the minutes of use at issue here, V- Commission's decision would seriously 
damage the development of local telephonf. competition in North Carolina. BeIiSouth 
argued that such a decision would be contrarY, to public policy and would be a dilincentive 
for carriers to compete for and serve genuine customers. 

\ 

BailSouth ,180 stated in ita Proposed35that finding the traffic noncompensable 
is lound public policy and consiltent with ru inga of other regulatory bodies and courts. 
BeUSouth argued in its Brief that the F . ral Communications Commission (FCC) 
addressed in rulemaking proceedings a similarj get-rich-sc:heme. BeIlSouth stated that the 
FCC ruled that calli placed for the ~ of generating compensation are 
noncompensable. I 

I 

Finally, aellSouth maintained that Me"comm did not operate independently from 
US LEC. but rather, al US LEC's agent in carrying out its reciprocal compensation plan 
and ~hat ,the COnnecti~ establilhed by ~tacomm were the equivalent of US LEC 
keeping lanes open to itself. BellSouth argu,d. that ellowing the payment of reciprocal 
compensation for IUch connections would be contrary to the public interest. BellSouth 

\ 
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stated in its Brief that the case breakl down to a Richard Aab-owned company 
(Metacomm) calling numbers furnished by another Richard Aab-owned company (US LEC) 
in order to create revenue for two companies he owns and control.. BeliSouth concluded 
that in its role of protecting the public interelt from deatructive competitive practices, the 
Commission should pierce the corporate veil and conclude that no reciprocal 
compensation is due. 

US LEC and Metacomm shUed in their Joint Proposed Order that the law is clear 
that the liberty to conlract carries with it the right to exerci.. poor judgment in business 
transactions and that the Commission should not rescue BellSouth, on public policy 
grounds, from strategiC decisions that later tum out to have unintended consequences. 
US LEC and Metacomm maintained that the evidence demonstrat .. that SeliSouth's 
senior management was involved in, and aware of, the tenns of the Interconnection 
Agreements with US LEC, as well as interconnection agreements with other CLPs. 
Further, US LEC and Metacomm stated that BeIiSouth failed to prove that Metacomm was 
transmitting sham traffic for the sole purpose of generating reciprocal compensation, that 
US LEC's agreement to share reciprocal compensation with Metacomm was an unlawful 
kickback, and that Metacomm's traffic interfered with the public switched network. 
Therefore, US LEe and Metacomm argued, SeilSouth failed to demonstrate a sufficient 
public policy justifICation to abrogate the tenns of the Interconnection Agreements. 
Further, US LEC and Metacomm argued that there is nothing wrong with US LEC and 
Metacomm availing themselves of the opportunity that the excessive reciprocal 
compensation rate presented and that such a response should be expected from new 
entrants in a competitive marketplace. US LEC and Metacomm recommended that the 
Commission agree with witness Wallman that, in futLn cases, the Conmiuion will be able 
to use objective aiteria to protect the public interest from allegedly sham traffic. 

US LEC, in its Brief, outlined the following issues for the Convniuion to consider 
when evaluating public pOlicy in this case: . 

(1) 	 North Carolina. and Federal telecommunications policies require the 
unyielding enforcement of the Interconnection Agreement. to foster the 
paramount telecommunications polici .. of local competition and innovation 
and BeIlSouth's hostility to competition and imovation motivates its strategy 
here; 

(2) 	 Enforcing contracts as written is a paramount public policy that controls this 
cue; 

(3) 	 Retroactive moalfication of the Interconnedion Agreements is beyond the 
Convniuion's authority; . 

(4) 	 Having failed to prove its allegationa of -sham traffIC'" and -kickbacks·, 
BeIlSouth has utterly failed to offer a public policy juatification for rewriting 
or abrogating the Interconnection Agreements; 

38 

/"so 




,I 
.1 
I 

(5) 	 BeilSouth created an attractive revenue opportunity by insisting that the 
Interconnection Agreame~ contain a reciprocal compensation rate 
substantially above cost; ~.• if the Convnlssion wants to acldress the 
root cause of this procaadir1l and any concerns it might have about the 
amount of reCiprocal compe",ation at iSSue. it must address one and only 
one issue: SeliSouth's abovarcost Interconnection rates; and 

(6) 	 BaIiSouth's argt.m8nts and the Commission's finding in the Fresh Look 
procaading should apply ~. . 

US LEC assated in its Brief that the bommission must give priority to the policies 
given priority by the General Assembly,! which has emphasized the desirability of 
competitors to the ILECs end price ... serv~ competition in the marketplace. likewise. 
US LEC pointed out that TA96 is Intended to 'accelerate rapidly private sector deployment 
of advanced telecommunications and i~ion technologies and services to an 
Americans, and to do so by opening all tel~rnmunications markets to competition. 

US LEC further stated in its Brief ttuh the paramount public policy to be guarded 
and nurtured by the Commission requires ~ enforcement of the contracts exactly as 
BeliSouth wrote them. Further, US LEC argued that if the Commission found that as a 
matter of public policy the minutes of use are' not compensable, it will do so after US LEC 
has performed all of the services necassa~ to be paid for the minutes of use. US LEC 
maintained that this would be a retroactive mddification·of the Intercomection Agreements 
that would amount to a refLmd to BailSouth a'id would be anticompetitive. US lEC stated 
in its Brief that the fundamental policy the Commission is bound to implement in this case 
is the protection of the sanctity of contract. ! 

US LEC further argued in its Brief that1 

in North Carolina, the law of contracts and 
the public policy doctrill8l encompassing that, body of law are a bOna fide public policY of 
this State. US LEC maintained that there can be no doubt that 8eIlSouth was competent 
to contract and that BeliSouth failed to prove~'t US lEC did anything but negotiate fairly 
and honorably. Further, US LEC argued the for the marketplace to work, there must be 
certainty in the terms, whether wise or not., that govern the relationship betwHn the 
contracting parties. US LEC stated that if ~IISouth'l senior executives who formulated 
BellSouth's policy with respect to intercon~ion with ClPs across its territory erred, it 
should not be a public policy goal of the Cdmmiasion to protect the multi-billion dollar 
behemoth from its own greed. I 

I 

US LEC also maintained in its Brief it,.t if the Commission were to rewrite the 
Interconnection Agreements to relieve Ben$outh of any part of its obligation to pay 
reciprocal compensation for Metacomm or MCfiC traffic, it would be retroactively rewriting 
t~e Interconnection Agreements to deny US ~C its contractual benefit after US LEC's 
fight to payment had accrued, in violation of,North Carolina law. US lEC argued that 
8eIlSouth seeks excuse from its payment of r8dprocal compensation based on its value 
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judgmentS that there is no public policy benefit flowing from the telephone calls at issue. 

! 
I 

down the path of allowing retroactive challenges to reciprocal compensation obligations 
+ US LEC stated that the Commission must think long and hard before it follows BeIiSouth 

based on criteria invented after the fact since this path would lead to administrative 
gridlock. 

Additionally, US LEC argued in ita Brief that not just any public policy is grounds to 
abrogate the Interconnection Agreements. US LEC maintained that BeliSouth has 
attempted to argue that public policy shoufd not allCM that rec:iprocal compensation be paid 
in order to prevent the generation of·stwn tr"aftk:-, the payment of kickbackl or the growth 
of -reciprocal compensation machines· which US LEC argued BeIiSouth was unable to 
prove. US LEC stated that in its opinion BeIiSouth's public policy justification for 
abrogating and rewriting the Inten:onnection Agreements boils down to nothing more than 
BeliSouth does not W8'It to pay. US LEC also noted in its Brief that BeIiSouth has no less 
than admitted that the only ·public poliCY- at issue for BeUSouth is to save money since 
BeliSouth has admitted that but for the money BeliSouth must pay US LEC in reciprocal 
compensation, BeIiSouth is indifferent to how US LEC or Metacomm build or design their 
networks. US LEC also maintained that in the absa'Ice of threat to a well-defined and 
dominant public policy that proves the illegality of the Interconnection Agreements is aear 
and certain. BeIISouth has no gro.n:ts to seek modification or abrogation of its contractual 
obligations to US LEC. US LEC quoted Wallihan v. Hughett 82 S.E.2d 553, 558 
(Va. 1954) which states • ...and courts are ave .... to holding contracts unenforceable on 
the ground of public policy unless their illegality is aear and certain.· 

Further, US LEC maintained in its Brief that it is beyond question that BeliSouth 
insisted on the above-cost rate to create the revenue opportunity that it aaims should not 
now be enforced. US LEC asserted that it had no choice but to respond to the risk by 
soliciting, when it could. businesses that it hoped would have high volumes of tenninating 
traffic. US LEC maintained that it not only had a legal right, but an obligation to avail itself 
of the revenue opportunity that the reciprocal compensation rate presented. US lEe 

. stated that had it r)Ot done so, its viability 8S a competitor was threatened. US LEC stated 
that technological innovations like the one Metacomm created are generally the product 
of the revenue opportunities that are created by above-cost prices or rates. US LEC 
maintained that whether called arbitrage or good business sense, the resuH is public 
benefit from the iMOYation itself and from correction of price anomalies. US LEC 
mentioned that international call-back was a technological innovation that developed to 
take advantage of revenue opportunities but was attacked as fraudulent. US LEC stated 
that in the encI, it was found that call-back services could place a significant downward 
pressure an foreign rates to the uHimate benaflt of United States' ratepayers and that the 
service promoted the public interest by providing incraased competition. US LEC further 
maintained in HI Brief that if there is a public policy issue to be addressed, and if the 
Commission believes that it would have been preferable for MCNC and Metacomm to 
configure their networks without factoring in revenue from reciprocal compensation, the 
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only way to ensure the lowest-cost netWork design and operation is to attack the root 
causa of the problem - BallSouth's imposition of above-cost interconnection rates. 
US LEe stated hi today to itS knowtedga=1y one contrad exists ·that ltill contains such 
a high reciprocal compensation rate (t contrad expired on Oacamber 31, 1999). 
US LEC argued that market forces are acting the root cause of the problem, just as 
market forces correded the root cause oflthe international call-back controversy. 

rmally, US LEC argued in its Brief b.t historically BeltSouth has been one of the 
loudest opponents of aft'arts by others to ~uade the Convnission to abrogate contrads 
on publtc policy grounds. US lEC statedl that in the Fresh look proceeding, BeIlSouth 
argued that the CommilSion had no:' to abrogate the contracts ClPa made with 
BeliSouth pursuant to N.C. GeneraI'Stat Sections 62-134(j) and 62-133.5(f) which 
contain pre-competition provisions in Bell outh's favor. US lEC stated that BeIiSouth 
stated in ill rapty comments in that proceac:tihg that. ·PJ strains credulity to assert now that 
the General Assembly, in light of this exP/ipt move away from regulation, had somehow 
implicitly granted the Commission authority also to eviscerate the very con~ds it had 
made available to telecommunications public utilities.· The Commission agreed with 
BeliSouth, holding that the statutes and ~ law cited by the Fresh look proponents ·did 
not constitute the clear grant of authority ~ecessary to justify and support Commission 
intervention in statutoriIy-authorized, valid and binding contracts between IlECs and their 
customers.. I 

I, 
In its Brief, Metacomm outlined the t,stimony of US lEC witness Wallman vmere 

wHnesa Wallman stated, "Yea, I believe that .,. Commission could decide that at some ­
that if a businelS were not real, if a business were a sham, a contention that I believe is 
not seriouIIy raiHCI in this record based on ~ I've heard and read, that the Convnission 
could decide that in the public interest that ¢:ompensation should not be paid. But I say 
again I'm confident, based on what rva s~, that the Commission need not have any 
doubt hare that this is a real business, with ~I ~al business plan, with real financing, with 
real talented people who are working on it, mat aims to deliver a vision and services like 
scalable broadband. And I think they're eot1ntortably on the right side of the line here.· 
Metacomm argued that none of BellSouth's 1pubJic policy" arguments justify a departure 
from the contract. Matacomm further maint,inad that if the' Commission concludes that 
the configuration used by Metacomm was cbntrary to public policy. there was no basis 
upon vmich Metacomm, or any other entity tor that matter. could have known that such a 
configuration was ·unacceptable.· Metacor11m concluded that the contract must not be 
abrogated on the basis of such an irrele~.ant, wrong ·policy" goal in a potentially 
unconstit.ution manner. Matacomm also ma ntained that to the extent that public policy 
concams .. cansider'ad, they favor enforcing ,the contrad sinea CLPs must be conf'ldent 
that their agreements with .lECs will be honQred and enforced. 

Based"on the evidence in the record an6 the North Carolina General Statutes, the 
Commission believes that it should undou~adly consider matters of public policy in 
determining whether the rrunutes of use at issu8 are compenaabIe. The parties, of course, 
differ on exactly which public policy considaratiqns should affect the outcome of this case. 
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Foremost, BellSouth argued that a network that is set up primarily for the purpose of 
generating ~'8Ciprocal c:ompansaticn should not be found to constitute compensable traffic 
as a matter of public policy. US LEC and Metacomm, on the other hand, argued that the 
foremost public .policy is to require the enforcement of the Interconnection Agreements 
accorcting to their terms. 

. '" '" . 
As noted in the intrDduction to the Condusiona of Law, the case before us involves 

the construction of a contract, the terms of which on their .face do not appear to be 
particula1y obnoxious. It is in many ways a somewhat ordinary, firat..generation 
interconnection agreement. The concern arises regMtlng ttw manner in which US LEC 
has construed the contract to justify how it has behaved with reference to the contract. 
The Commission has concluded above that -[t)his is not a case in which the language of 
the parties' contract is clear and unambiguous and leaves no room for interpretation. 
Rather the tanna of the ag ....ment. as applied to this unanticipated situation, are 
ambiguous and actually require interpretation by the Commi..ion .... Thus, there appears 
to be ambiguity, and extrinsic evidence may lawfully be considered.· 

This being the case, the Commission is frM to consider whether enforcing the 
agreement in accorctance with the interpretation propounded by US LEC is in the public 
interest.11 That the public interest can be considered in construing a contract is 
well-settled. .bI. genefally 17 A AmJur 2d. Contracts, §257 -264 (1991); Restatement of 
Contraet& Second 1207 (1981) (-In choosing among the reasonable meanings of a promise 
or agreement or a term thereof, a meaning that serves the public interest is generally 
PI aferred"); 3 AL Corbin on Contracts §55O (1960); 11 R.A Lord, Williston on Contracts, 
§32.18· 32.19 (4th edt 1999) (-(C]ontracts affecting the public interest .. to be liberally 
construed in favor of the public interest-). There are also numerous cases in . 
Georgia supporting the proposition that contracts should be construed fairly and 
reasonably. SIt Whitnev V. Hagan, 65 Ga. App. 849. 16 S.E. 2d 779 (1941); 
C,V. Hill & Co. v. Winberg, 67 Ga. App, ex. 19 S.E. 2d 430 (1942); Talerica V. Grove Park 
plumbing SorviC8.103 Ga. App, 591, 120 S.E. 2d 38 (1961); Be01CO Mattreu 
Company v. Southeatt Bedding .Co., 196 Ga. ~. 509, 396 S.E. 2d 238 (1 Q90). Indeed 
with respect to public interest consideration in Clear-Vu Cable. Inc. v. Town of Trion, 
244 Ga. 790, 262 SE2d 73 (1979), the Georgia Supreme Court wrote: 

[W]e approve the Restatement position insofar 81 public contracts are 
conc:emed that -In choosing among the reasonable meanings of a promise 
or agreement or a term thereof, a meaning that serves the public interest is 

'"..,. CommiNion also believes that enforcing the contract al US LEC would have It would 
produce ., unreasonable ntIUIt. allowing US LEC to beneftt from its own hyJMIr..ggressMt practices 
and doing no1hing to bther the beneftciIII purposes of the contract - viz.. to facilitate the exchange 
of subItMtive tratrIc aerols relevant networkIln a sumleu and etrective manner consistent with 
the requirements of the Telecommunications Act. 
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generally prefened.· Again insofa~·.s public franchises are concerned, we 
adopt the Restatement view that - very contract impos.. upon each party 
a duty of good faith and fair deall in its performance and enforcement.· 

, I 
Moreover, with respect to the ragul.ed industries, the Commission is specifically 

charged at numerous places in Chapter 6~ with protecting the pubrrc interest. ba e.g., 
G.S. 62-2(1) f'To provide for fair regulation~litieS in the interest of the public"); 
62-2(3) (prevwttion d -U'1fair Of cIestnJc::tiw • practice"); 62-30 (general powers 
-necesury or incident to the proper di~ of its duties .. ); 62-31 (power to make and 
enforce rul .. which are -reasonable and nec:ess.ary'); 62-32 (superviaory powers); 
62-34 (investigation of companies); 62~7 (investigations); 62-43 (fixing standards, 
classifications, etc.); and 62-110(f1) (to a~opt rules pertaining to telecommunications 
interconnection and universal service ·in a lmanner consistent with the public interesr). 

While ordinarily contracts are reaSonably clear and do not require extrinsic 
construction, this is not an ordinary case. lr1,deed, it is a most extraordinary case, both in 
the nature of the network constructed iand in the immense sums of reciprocal 
compensation said to be owed. In considering this matter in liStd d the public interest, one 
camot simply look at the facts in isolation but must look at them in their totality. Such facts 
~~ I . 

I 
1.' That US lEe and Meta~ are not totally separate and independent 

companies but .. rather owned by the ~man, Richard Aab; These companies have 
entered into a 40% commission agreement ,0 share reciprocal compensation revenues. 

2. That US LEe and Metacomm P'lrt together their network with the generation 
of reciprocal compensation being its -driving force.· However, the aeliSouth switch was 
not as a technical matter necessary to provi~ the service which they IOught to provide. 

3. That, to that end, US lEe and Metacomm kept the routers -nailed up· on a 
23 hour, 59 minutes per day, 7..aay per week baSis, laking them down for one minute per 
day only for billing purpose.. I 

I 
4. That, for a Significant peri:f·f the life of this network, there were no 

customer a1Ck.Isera on this network. Neva less, US LEe is claiming compensation for 
a period of time in which only signaling data exchanged over the network. 

I 
S. That the number of customer ~sers is relatively insignificant and many 

have been provided with capac::ity far exc:eed~ their needs. Such customers were initially 
provided this service for "free.. I 

~. . That, as d August 1999, US LE¢ has invoiced BeIISouth for approximately 
$100 million. The average level of invoicing is approximately $9 million per month. 

I 

43 1 

I 
I 
I 

/55· 

http:ragul.ed


• • • • 

, 7. That, to the extent ~hat BaIISouth and other companies have the same 
pertinent language in their Intercunnection agreements, US LEC and other CLPs can 
exploit such agreements to generate massive III'I1OUnts of reciprocal compensation, were 
such an interpretation to be validated. 

It is to be expected that same facts, viewed in isolation, may be construed to be 
innocent enough, ...., prai88WDl1hy. Of course, tel8CXJI'M'U'\icat c::orI1HInies enter into 
c:ommissian agreements all the time. Of course, telecommunations COmpa'lies seek to 
make a profit, and ana of their sources of ~ may be reciprocal compensation. Of 
course, it is a goad thing that customer enckISera should have acceu to advanced 
telecammunications services. All of these things are true. But, when the facts of this case 
are viewed in their totality, it is apparent that what we have here is nat an example of the 
invisible hand in search of economic efficiency but rather the attempted exploitation of a 
perceived loophole to generate massive transfer payments from ana entity and its 
shareholders to another entity and its shareholders. It is the Commission's responsibility 
to protect the public interest as a whale, nat to condone the individual interest seeking 
profit at the expense of others. as is sa manifestly the case here. 

The Commillion further observes that validating this network arrangement for the 
purposes of reciprocal compensation would be ultimately destructive to competition and 
represents a severe misallocation of resources. Competition in telecommunications is in 
the public interest because competition promotes the effICient allacation of scarce 
resources and tends to drive prices to their marg;nallevels-dired benefits for consumers. 
The destructiveness arises nat only from the ctaining of resources from existing ILEes but 
from the incentive to prospective recipients of reciprocal compensation to construd 
artificial and inefficient netwotksresulting ultimately in endangerment to the public 
switched network12 In other words, the ultimate effect of validating the practice here would 
be to discourage the sort of innovation which couIcI be of raaI benefit to the society at large 
as well as individual customers. . 

12 It should be noted that Metacomm's network i, not designed uniq\M1y for the aellSouth 
system; it can be replicated on the system of .ny LEC who.. interconnection .g....menta provide 
for the payment of reciprocal compensation" • uniform per-minute rate. It is not designed solely 
for use with US LEe .. the terminating carrier; on the contrary, .ny CLP or LEe can set up • aimilar 
system of routers .nd high-volume lines designed to generate the largest pouIbie number of cans 
terminating on its own system. The Metacomm networtc can be gre.tIy expanded - indeed. there 
is no technologk* reason why It COUld not be expMded many time. over, 10 •• to generate even 
more prodigious compensation claims. Thus, the profits that can be realized from reciprocat 
compensltion will VIItIy exceed tho.. thIt • carrier can earn by providing I VIIriety of useful 
services. The succauful competitor would not be the one providing the best 0VInIII service but 
rather the one that could most rapidly Ink together the _sf chIins of rauterllnd high-volume 
lines in order to ....e reciprocal compensation. The threat to ILECs, especiIIIy the ,maDer OMl, 
would be re.1. Conlider thIt US LEC backed flWftI from Conconi Telephone Complny because 
,.} 0S3 would bre.k their b.nk.· . 
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The Convninion finds it curious indNd th.Jt US LEC and M.tacomm have been at 
pain. to a.sure the Commission that the 8ffect$ of th.ir undertaking. are limited in time 
and scope to existing agreements and ht future agreements will .urely be changed to 
prevent them from doing what they are doirl\g now. Thi. amounts to an implicit admission 
that what they are doing now is destrUctive ~ in the long R.I'I insupportable-if it were not. 
what would be the harm in allowing thi. network and otha's .imilarly constructed to 
c::ontint.» to produce reciprocal compensatipn into the indefinite future? In any event. the 
Corrminion finds US LEC'. and ~'. representations of no future harm to be I... 
than complet.ly reassuring. \ 

\ 

AIthaugh the potential risks associ~ed with the Metacomm network are extremely 
s.rious, they are not counterbalanced ~ 'ignificant public benefit.. The Metacomm 
cu8tom.rs who use the network are relatiyely few in number. Most of them have been 
provided much greater capacity -than th.y ~ abI. to use. The Int.rnet accen. software 
acce'8. and other services provided to ~'. customers could just as easily be 
made available through dedicated tines. :.;EISMacintosh testified that if Metacomm no 
long.r had access to reciprocal compe 'on revenu... it could "drop 8 switch," i .•.• 
dilCCm8Ct itself from BeIlSouth'. sy.tem, a . d continue providing the very same serviceS 
to its customer.. (Indeed. if Metacomm ~. to use dedicated lines for its services, this 
would eliminate the risk that a heavy VOlumeitratfiC on the US LEC network might tie up 
B.IISouth'. switch.s and block or delay tel one service to the general public. So far 
this risk has not materialized, but it could analize if the US LEC network is expanded, 
or if other carriers set up .imilar networks=.)·This acknowledgment by witness Macintosh 
clearly demonstrates that from a practical ic .tandpoint, there i. nothing new and 
improved that M.tacomm is bringing to marketplace. If its network were a "bett.r 
mouaetrap,II offering competitive advantages to its customers, M.tacomm should have no 
problem offering the same service without ul"lking itself to BefISouth's switches. But in fact. 
if it were not for the lure of reciprocal compensation, the network would never have b8en 
installed in this manner: and witness MaclntOth testified that if the Commission ultimat.ly 
denies US LEC's claim for reciprocal compehsation in this case. he will recommend that 
Metacomm cease operation. In the last analy,.is, none of the witne.... for Metacomm or 
US LEC were ev.r able to show that as .. result of tapping into the public switched 
t.lephone network and generating a claim fOr reciprocal compensation, Melacomm and 
US LEC were able to provide any useful servide to Metacomm'. customers that they could 
not otherwi •• have provided. I 

\ 

Th. courts have ott.n held that the lheart of a contract is the intention of the 
parti••, and the parti ••' intention can best lbe d.termined by .xamining the purpose 
of the agreement, the language usedl and the surrounding circum8tances . 
.EJ:L., B.avm v. l.Seur. 188 Ga. 393, 3 S.Ef 2d 667 (1939); Brjgaditr lndU§trfes Com. 
v. figgjo, 148 Ga App. 705, 247 S.E. 2d 170 (1978); Whitney v. HIQIO, 65 Ga. App. 849, 
16 S.E. 2d n9 (1941); &KIll v. Holman & Moodx. Irxc.. 288 N.C. 484, 219 S.E.2d 190 
(1975); McDooald v. Medford, 111 N.C. App. 643, 433 S.E.2d 231 (1993). When a 
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customer served by one .telephone camer makes a local :all to a customer served by 
another carrier, the originating camer receives compensation through its customer's 
regul..charges for local service, but the terminating carrier ctoes not. Clearly the purpose 
of the reciprocal compensation provision in Sections AI.A. and AI.B. of the 1997 
Interconnection Agreement, and of the corresponding provisions in the 1998 and 1999 
Agreements, was to provide fair compensation to each party,for its services in terminating 
calls originating on the other partys system. The parties did not intend to encourage, or 
provide incentives for, each other to reap enonnous profits through reciprocal 
compensation by installing equipment that would artfficially generate huge numbers of 
cans; at that time, they did not foresee the installation of this type of network. As 
diSOJSsed above, the widespread use of networks such as US LEe and Metacomm have 
developed has the potential to wreak havoc on the public switched telephone network, 
destroy eltablished telephone companies that have served the public adequately for 
years, and stifle the development of beneficial innovations in telephone service. It is 
unreasonable to SUggest that the parties Intended to bring about. or aeate the risk of, such 
harmful consequences. If Sections IV.A a"Id N.B. of the Interconnection Agreements are 
to be interpreted in accordance with their purpose and the parties' intent, the comeclions 
generated by US LEC's network of routers and high-volume lines must be held not to 
qualify for reciprocal compensation. 

US LEC and Metacomm have suggested that the Commission should forbear from 
becoming what they call -network police. - To do 10, they urge, would hinder imovation. 
The Commission certainly agrees that innovation should be encouraged, but this is not 
real innovation. As explained above, the -innovation- that US LEC and Metacomm have 
created here is primarily an innovative way to transfer money from BeliSouth's pocket to 
their own. The service they provide, which appears relatively unremarkable by modern 
standards, could have been provided without the BeIlSouth switch; and, although the 
customer end-users have certainly received a bargain, it has been at the expense of 
others. The Comn"Iission (and BeliSouth for that matter) has no particul .. objection to US 
LEC and Metacomm conslruding their network in any way they see fit 10 long as they do 

. not expect someone else to pay for it. 

A ruther consideration in our analysiS relates to Section IV.C. where US LEC and 
BellSouth stated their understanding that they would be interconneding with each other 
for comparable types of calls and the ·usage would likely be reasonably balanced.· VVhile 
the Commission believes that this provision is not legally enforceable to the extent that, 
of itself, its violation would be a basis for withholding reciprocal Compensation, the 
Convnission believes that US LEC's and Metacomm's behavior in deliberately unbalancing 
traffic through such an artificial means can cartainly be taken into consideration as an . 
additional factor relating to the public interest. US LEC has attempted to defend its 
behavior as a defensive readion to what it viewed as an exceuively high reciprocal 
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compensation rate which it felt BeIlSouth had imposed upon it. t3 VVhile it can certainly be 
conceded that SeliSouth hoped and perhaps even expected to profit from this rate, it is 
also the C8I8 hit BenSouth hoped to do this from the natural flow of tramc. By contrast. 
US LEC and Metacomm sought to create and did in fact create a massive imbalance of 
traffic in a .".,.,.,. inconsistent with U1is U'1deIstanding. The Commission would be remiss 
if it did not consider this as bearing on the public interest. Such practicas should not be 
encouraged. 

Fioally, US LEC has made much of the -sanctity of contracts.· This assumes that 
the contract at issue is straighlfolwan:t and t.I'I8mbiguous to begin with - something which 
is decidedly not the case in this docket.. In the instant case, the more -sacreer principle 
is not to' give the contract an unreasonable construction which plainly conflicts with the 
public interest, properly understood. 

In conclusion. the Commission believes that it is not sound public policy to' interpret 
the contract to allow US LEC to be compensated for reciprocal compensatien generated 
on a netwont specifically designed to exploit the terms of the parties' Interconnection 
Agreements. Therefore, the Commission concludes that public policy requires that US 
LEC not be compensated for the minutes of use at issue in this docket. 

CONCLUSION NO. 3 

The physical configuration of the MetacommlMCNC network Is that of an effectively 
dedicated network and ia ineUglble for reciprocal compensation. 

POsmONS OF PARTIES 

BELLSOUTH: BellSouth argued that the MetacommlMCNC traffic is the product 
of a closed, dedicated network configuration that does not allow the termination of calls 
to ubiquitous locations within the local exchange and that there is no dispute that 
reciprocal compensation applies only to calls that are swit~d in nature, as opposed to 
dedicated. 

Specifically, BeIlSouU1 pointed out that the network is COI"Ifigu"ed to have Metacomm 
routers in continuous comection (-nailed up.) with other Metacomm routers. Connections 

13 US LEe hal actually gone further and portrayed itself in positive terma .. confemng public 
benefila by cruting pressure to comtct price anomal.s - in this caM, the rate for reciprocal 
compensation. US LEes argument i. rather like that of the thief who argues that he is c:onfening 
a public benefit by encouraging the creation of beUer locks. The fact is that the downward pressure 
on reciprocal cornpenution rates has III'isen quite indepencIently of US LEC's actions. In any event, 
any tangential benefit US LEC may have confet11Kl by highlighting the issue of reciprocal 
cornpenution rat.. is more thin canceled out by negative public interest implications of what It has 
done. 
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go to points that the end-user customer cannot control. Metacomm and US LEC ins~rted 
the BeliSouth switches into the configuration solely to attempt to generate reciprocal 
compensation. The relevant question, however, is whether, through these switched 
facilities, it has provided its customers with the ability to terminate calls ubiquitously. The 
answer, according to BeIiSouth, to this question is -no.-

Metacomm has admitted that, at least from the customer's view POint. the network 
is a dedicated service. Metacomm CEO, Andy Macintosh, testified that Metacomm's 
customers '"would describe it as a dedicated service- (Tr. Vol. 7. p. 167). Metacomm's 
former CEO, Tom Finn, testified similarly that -Metacomm'. customers enjoy dedicated 
access· (Finn Dep 37). Metacomm, in its petition to intervene, stated that it was 
-developing a virtual private network" and in its reply in support of its petition, it has 
-developed a unique private wide area network... • 

US LEC: US LEC argued that since BelISouth and US LEC switches were used in 
the network, the network was not dedicated. There is no precedent for characterizing a 
network with a switched component like this one as dedicated. Thus, the calls are 
switched and terminate to a number in the same exchange. 

METACOMM: To charaderize the Metacomm network as -quasi· or -8ffedivelY­
dedicated is to invent a new regulatory category. BeIiSouth has not cited to any state 
commission or FCC decision concluding that a service was an -effectivelY- or -quaSi­
dedicated service. The calls placed on the Metacomm network do in fad use BellSouth 
and US LEC switches and the public switched telecommunications network (PSTN). The 
fact that a customer's perspective is dedicated does not transform physical connections 
and the underlying telecommunications service into a dedicated (i.e., nonswitched) 
service. Indeed, Metacomm could call anywhere in the local exchange and did in fact 
reprogram its routers to call new numbers from time to time. The irnportai,t factor in the 
analySiS is the service that the camer provides, not the service the carrier's customer 
provides. 

DISCUSSION 

The network configuration at issue in this docket and the legal consequences that 
flow from it are very significant to this controversy. VVhile the network configuration can 
be described more or less straight forwardly, a description of the legal consequences 
flowing from that configuration is perforce more c:onvoIuted. For the reasons set out below, 
the Commission concludes that the network at issue is an effectively dedicated network 
and is not entitled to reciprocal compensation. 

BeIlSouth contends that the network configuration is essentially that of a dedicated 
network and the traffic on it is, therefore, not entitled to reciprocal compensation. 
BellSouth points especially to the inability of encklser customers of Metacomm to have 
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ubiquitouS access to nunbeIs other than those presaibec:J by Metacomm. BeIiSouth also 
noted that the Metacomm routers are in continuous connection - in BellSouth's phrase. 
-nailed up. virtually at all times (23 hotn, 59 minutes a clay, every day, taken down for one 
minute per day only for billing p.rpoaes). Metacomm and US LEC argued that the network 
is not dedicated because it includes the BeIiSouth switches. They charged that BeliSouth 
is trying to make up a new regulatory category of -quasi-dedicatecr networks. While 
admitting that it may appear dedicated from an end-uaer cuatomer's per8R8C'tive, 
Metacomm argued that this is irrelevant because the important thing Is the network's 
objective Itn..ICtu'e - which indudes a BelISouth switch. Metacornm added that, while end­
user customers may not be able to dial other numbers than Metacomm presaibes, 
Metacomm can and has reprogrammed ill routers to call new numbers from time to time. 

None of the parties disputed that reciprocal compensation is not due from a 
dedicated network. Metacomm and US LEC simply denied that it 11 a dedicated network. 

This case appears to be one of rarst impression. Such cases frequently require the 
extension of old concepts to new situations by the process of analogy and functional 
comparison. (This is also, in a broad sense, how the common law operates.) So it is with 
the definition of ·dedicate~ in the context of telecommunications. It is of no particular 
significance - given the fast-moving nature of telecommunications at the present time ­
that there has been no specific regulatory category into which this network configuration 
neatly falls. 

Before arriving at a legal conclusion as to the nature of the network here, the 
Commission believes that the important thing is to examine how the network actually works 
rather than focusing exclusively on the ownership Interests In its constituent parts. 
Certainly, it must be conceded that Metacomm inserted a BeIiSouth switch into the network 
configuration; but the pertinent question in the Commission's view is whether the 
Metacomm network amounts to an effectively dedicated network. We should not elevate 
form over substance. 

Accordingly, the fi... issue to examine is: What are .the essential characteristics of 
a dedicated network as the term is commonly understood? Telecommunications 
dictionaries provide a clue as to the industry understanding. A dedicated network is one 
which functions to provide constant, always-on transmission capability from one discrete 
paint to another discrete point. 

Thus, NewlCO'S Telecpm Djd;ooary (11th ed., 1996) defines a -dedicated channel 
or circuit" as -[aJ channel leased from a common camer by an end user used exclusively 
by that end user. The channel is available for use 24 hours a day, seven days a week, 
52 weeks a year, assuming it works that efficiently: Similarly, Newton', defines a 
Wdedicated line- as -[a}nother name for a private leased line or dedicated channel. A 
dedicated line provides the ability to have a constant transmission path from point A to 
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point B ...It may be part of a network with the ability for many to dial into it.- The 
McGraw=HilllllustrJted Te!ea:!m Pictionary (McGraw-Hill, 1998) sets out a similar definition 
for a ·dedic:ated cira.it. - It is defined as follows: • Also called a private line. A private line 
is a pair of wires..that runs from your location to a location that you want to be connected 
to with a dedicated high-speed data c:omec:tion. Once a private line is installed, it is there 
all day, every day .... ·'.. 

From these definitions, it is clear that a dedicated network is one that provides 
constant, always-on transmission and goes from one specific point to another. As it 
happens, this i8 an accurate desaiption of how the Metacomm network works. The 
network is always on and goes from one point (8 Matacomm router) to another (a 
Metacomm router). The enckJser customers have no choice as to what these points are. 
Thus, BellSouth's emphasis that the end users had no choice on the numbers they could 
call, coupled with the network's always-on nature, was well-placed. 

If this is the case, why is the BelISouth switch even in the conrlgUration? Metacomm 
witness MacIntosh answered that -[t". Giving reason for this configu'ation is that it results 
in the generation of rec:iprocaI compensation wtwt calls are placed over the network.· He 
fu1her asserted that there are -collateral benefits such as 8CCI88 to BeIlSouth's ubiquitous 
switched network.-1

• (Ir. Vol. 7, p. 129) . Witness Macintosh conceded that Metacomm 
could -drop a switch· - i.e., not use aeliSouth facilities - and provide the same 
connectivity and service to its customers. (Ir. Vol. 7, p.23O) The Commission does not 
believe that the mere presence of a BeliSouth switch converts a network that otherwise 
has the essential characteristics of a dedicated one where the -driving reason- for its 
insertion is to generate redprocal compensation. 

Metacomm does in fact concede that from the end-user customer's point of view. 
its network appears as a dedicated network (Ir. Vol. 7, pp. 166-167). but it denies the 
relevance of this fad. The Commission believes, on the contrary, that this fact is highly 
relevant in evaluating whether the network is on balance an effectively dedicated one. 
This is especially true in light of Melacomm's contention that this configuration conferred 
additional benefits such as access to BellSouth's ·ubiquitous switched network.- There 
was no substantial "'ubiquitous switched network" banefd to the encJ..user customers 
because they could not call anyone else on the network. aside from Metacomm.'· 

'4 Note also Metacomm witness MacIntosh stating, "there is a longstanding usage in Che 
telecommunications industry with reference to the tenn 'dedicated' and that typically means 
purchasing facilities that one links 'from one point to another point..•[F]rom our customer's point of 
view they ..e a service thIIt is always on.... (Tr. Vol. 7. p. 185: ... also Tr. Vol. 7, p. 186-187) 

11 ~ Tr. Vol. 7, p. 141. ".,. configunrIion aIovJed Metacomm to ..... in the nM:iprDca1 
compenAIion proceeds that the netwoIk generated. - WItness Macintosh also cited 0YeIC0I"ning the 
-local access bottleneck" and greater bandwidth. 

. '1 Metacomm argues thet is could change the numbers and in fact has. However, numbers 
can be changed on a -dassic" dedicated line configuration If one takes the trouble to reprogram the , 
switch. In neither cue can anyone freely and casually call any number other than those which are 
programmed. 
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Indeed. the inability of Metacomm end-user customers to call outside numbers is 
highly significant. A network which is -nailed up. and in continuous operation from one 
point to another is by definition a dedicated network. By necessity. it exdudes choice by 
the encl-user customer of the numbers that can be called. 

Finally. as noted above. none of the parties disputed that reciprocal compensation 
is not due from a dedicated network. Metaconvn and US LEC simply deny that it is a 
dedicated network. and their main rationale for this is the presence of a BeIISouth switch. 
However, as analyzed by the CommiSSion, the presence of the BeliSouth switch does not 
change the essential nature of the Metacomm network as a dedicated network. 

There are additional reasons why reciprocal compensation should not be paid for 
traffic generated over a dedicated network. First. dedicated networks are traditionally 
provided over private lines. and private lines are flat-rated and are thus insensitive to the 
type or quantity of traffic called. Economically. this makes a great deal of sense. The 
private Jine is always on and ready for use from one point to another. For any significant 
quantity of such traffic. a switched line charged on a ulage baSis would be far too 
expensive to sustain and would be economically impracticable. Accordingly. in such 
situations, the private line represents the most economically efficient way by which such 
traffic is transported. 

Of course. what Metacomm and US LEC have dOne in this case is to stand matters 
on their head and to construct a network whereby they contend that BellSouth owes them 
far more money than the other way around through the device of inserting the 8eIlSouth 
switch. This leads to the second reason for finding that such a network does not generate 
reciprocal compensation: it would be contrary to the public interest to do 10. The public 
interest issues are discusled in more detail elsewhere. but the cardinal point here is tt:tat 
the Commission cannot on the one hand discharge its responsibility to protect the public 
interest and on the other hand give sandion to a network it has found to be effectively 
dedicated, where the -driving force- for the insertion of the BeliSouth switch was to 
generate vast quantities of reciprocal compensation for US LEC and Metacomm and their 
shareholders. Allowing reciprocal compensation in such circumstances promotes neither 
economic effICiency nor true competition. Rather. it would institute an opportunity to -make 
a killing" through the exploitation of a perceived loophole. The Commission's responsibility 
is to promote the common good, not simply the opportunity of one company to profit at the 
expense of others - and, ultimately, of the public at large. 

The mischief does not necesaarily end with US LEC and Metacomm. AlthOugh US 
LEC and Metacomm took pains to assure the Commission that the danger was stridly 
limited in time frame, BeliSouth disagreed. and it is impossible to know for sure. What is 
known is that the initial Interconnedion Agreement here is a rather common, 
first-generation interconnection agreement whose life was in the instant case effediveJy 
extended to December 31, 1999. Like provisions in other Agreements may continue to 
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exist through the agency of pick-and-choose into an indetenninate future both for 
BeliSouth and other LECs. To countenance this practice by US LEC and Metacomm 
would be to declare open s..son on the LECs who have such contracts. Some 
.companies, like Concord Telephone Company, may be too small to provide much 
sustenance to US LEC or its imitators; but larger companies could provide for a more 
extended meal.17 The Conmilsion believes that it is in the public interest that this practice 
be stopped from spreading. Accordingly, the Commission concludes that the physical 
configLl'8tion of the MetacommlMCNC network renders the traffic ineligible for reciprocal 
compensation. 

CONCLUSION NO.4 

""re Is no basis upon which to conclude that soma minutes of use by Metacomm's 
customers are compensable. 

POsmONS OF PARTIES 

BELLSQUTH: There is no basis upon which to rule thatredprocal compensation 
is due for some minutes of use by Metacomm's customers. Further, there is no way to 
estimate actual QJstomar minutes of use in a reasonably accurate way which would not be 
arbitrary and capriciou~. 

US LEe: It is not possible to estimate or approximate the times in which data was 
either being transmitted or received by Metacomm's customers. Actual transmission and 
reception of data by each customer varies by individual customer needs and personal 
habits. No evidence was introduced during the hearing to estimate times in which data 
was either being transmitted or received by Metacomm's customers. 

METACOMM: The quality or quantity of the underlying data transmissions 
associated with partiQJIar minutes of use is not relevant to BelISouth's payment obligation 
under the terms of the Interconnection Agreements. 

17 The euentiaIIy predatory nature of US lEe's network plan is nowhere durer than in the 
case of Concord Telephone Company. US LEe recognized that originating Metacomm traffic 
through the switch fA a .."...,.llEC could cause the IlEC serious fiMnciaI harm. When Metacomm 
inquired about _ potentilll customer served by Concord Telephone Company. with whom US LEe 
has ., Inten::onnection Agreement, US lEe instructed: -Back.".., from Concord for the moment. 
A 0S3 woukt bnNIk their bank.· (Ex WKM-BD; He -!so rm Dep. Ex 54). At least in this instance, 
US LEe was _ discerning predator when it CIlm8 to its choice of prey. 
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DISCUSSION 

The parties were specifically requested by the CommissiOn to address whether 
there is a basis upon which some minutes of use by Metacomm customers might be 
compensable. The parties were unanimous that there was not 

In its response, BeIlSouth stated the configuration deployed by Metacomm to 
generate reciprocal compensation is the same when a customer accesses the network as 
when Matacomm is simply using routers located adjacent to one another to establish 
connections for the purpose of generetirw reciprocal compensation. Metacomm did not 
measure actual customer minutes of uie. 

BeliSouth contended that even if the Commission concluded that there is some 
basis upon which minutes of actual usage by Metacommts end-user customers might be 
compensable, there is no competent, material, and substantial evic:tenc:e in the record upon 
which to estimate actual customer minutes of use in a reasonably accurate way. First. 
there is record evidence that only six customers - MACS, Meineke, Shelby City Schools, 
EOS, Aerial Images, and Alexander Children's Center· used the network. The evidence 
is that purported Metacomm customer Charlie Ho.... Farm never used the routers 
Metacomm placed at its facilities and that Meineke used them in a limited way for only a 
short period. Other than these six customers. there is no basis in the record to conclude 
that any other Metacomm customer used the network to any significant degree. To reach 
such a conclusion would be purely speculative. 

BeliSouth further contended that for the six customers who appear to have used 
Metacomm's network, there is no competent, material, and substantial evidence upon 
which to estimate their usage. Metacomm supplied each of them, on a take it or leave it 
basis, with capacity v.t1ic:h exceecIed their needs. Thus, even if a customer estimated that 
it used the Metacomm network far 50% of a school day (as opposed to the 24 hours a day 
that the routers on their premises were conneded to Metacomrn's terminating routers), 
there is no way to know whether the customer's usage.would have been supported by a 
fradion of the capacity installed by Metacomm. The fact th8t no customer said that it 
would pay far the capacity provided by Metacomm free of charge, and at least MACS and 
EOS testified that they would use far less capacity to meet their needs if they had to pay 
for it - is strong evidence that actual usage (number of circuits x minutes) would have 
been far less. Thus, there is no defensible way to estimate actual usage for those few 
customers who did use the network. Any estimate of actual Metacomm customer minutes 
of use would be arbitrary and capricious. 

US LEe in its response, stated that no difference exists between the usage that 
Metacomm's customers make end the duration of the Metacomm network calls that 
US LEC terminated - durations that both BeliSouth and US LEC have recorded. The 
service that Metacomm extends to its customers is an always on service. As a 
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consequeilce, the usage of Metacomm's customers is effectively 24 hours a day, seven 
days a week. Their usage is no different from the hypothetical computer users whom 
BeliSouth witness Halprin agreed legitimately would create a reciprocal compensation 
obligation'if they maintained an open phone line between them for a month but actually 
passed messages for only a few minutes each day. 

US LEe stated that BeIlSouth does not dispute that no canier must or can measure 
the duration of data transmission during a call, as opposed to the dLntion of the call itself. 
Periods of data transmission by Metacomm's aJStomers have not been measured by 
BeIiSouth. Metacomm, or US LEe because that type of measurament is not required by 
law, industry practice, or the terms of the Interconnection Agreements, and not capable of 
being measured under todaYs switching technology. Indeed, the only means of measuring 
those transmissions is by invasive line testing and monitoring of each call which cannot 
be conducted on a wide scale, and likely would be an unlawful interception if done. The 
minutes that US LEe terminated, and that US LEe and BeliSouth W'8f'8 required under the 
Interconnection Agreements to record, were the minutes of Metacomm's usage, not that 
of Metacomm's customer's data transmission. 

US LEe further contended that imposition of a voice or data transmission 
measurement in lieu of actual call d·uration would create e standard for reciprocal 
compensation that is campletely different than the parties provided in the Interconnection 
Agreements. Further, it would impose a standard on US LEe that is different than 
BeliSouth has applied in the context of its reciprocal compensation billings to US LEe ­
which have been based strictly on the duration of the call. with no "discounts" for periods 
of silence. And finally. since no other carrier in the indl,Jstry can or does measure when 
voice or data is aossing a phone line, this "new standard" would impose extraordinary 
burdens on US LEe which no other carrier in the industry must or can bear. 

US LEe believed that just as BeliSouth charged Metacomm for the facilities and 
services it provided to Metacomm, so too is US LEe entitled to compensation for 
terminating the Metacomm network traffic that was produced as a result and that was 
passed by eellSouth to US LEe..Neither US LEe's state-of-the-art Lucent switch nor any 
of BellSouth's switches has the ability to distinguish between different types of traffic 
(whether voice, data, or connections with silent periods) being sent for termination. 

Metacomm contended in its response that all minutes of use .ssociated with the 
Metacomm network are entitled to compensation under the Interconnection Agreements. 
The Agreements clearty require compensation to be paid for .Ulceal "telephone calls"; the 
calls by the Metacomm network are unquestionably "telephone calls" within the meaning 
of the Interconneetion Agreements; and the Agreements contain no exclusion for any 
particular type of traffic, whether it be "Enhanced Service Provider," "Information service 
Provider," or "Internet Service Provider" traffic. 
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Metacamrn stat:Jd that read in the context of the definition of "Minutes of use" (mou) 
provided by the Inten.onnection Agreements, all of the minutes at issue are "customer" 
mil"lJtes of .... as theY.: Were generated in connection with Metacomm's always-on product 
offering. 'There is no need to estimate "customer" minutes of use, because these are the 
actual MOU at issue. 

Metacxmn c:cntended that it is simply not possible to arrive at approximations of the 
times in which data was either being transmitted or received by Metacomm's customers. 
In the end, the actual transmission and recaption of data by each customer would vary 
depending on the individual customer's needs, personal habits (i.e... some customers use 
their computer more than others), and applications accessed over the network. It is 
possible to generally categorize Metacomm's customers by schools and businesses, but 
the precise minutes of use associated with each customer's transmission or reception of 
data would vary among individual schools and businesses. 

Metacamrn stated that BeilSouth's arguments that the Commission should exclude 
compensation for testing and development traffic prior to May 1998 on the grounds that 
traffic for the purpose of testing is not appropriate for compensation should be rejected. 
The Agreements simply do not contain an exctusion for any particular category of traffic, 
including traffic associated with testing and development. 

The Commission cannot consider these connections "telephone calls· in the 
traditional sense, particularty for the periods of time when the connections were open and 
there was no transmission of any data or actual content. or even potential for such 
transmission. It is doubtful that these sorts of connections, where, for the most part, only 
·network holding signals· would actually traverse the network. were contemplated by the 
parties when they exea.rted the Interconnection Agreements. Otherwise, the result would 
be that BeliSouth would have to pay reciprocal compensation for empty comections 
between two routers, established in order to generate reciprocal compensation. 
Furthermore, even when actual Metacomm customers use the network and actual data 
content, as opposed to network holding signals, traverses the network, the parties have 
stated that the minutes during which this data content has flowed over the network cannot 
be measured. Not·only did the parties rule out that the minutes are measurable, no party 
offered any basis for estimating or approximating some minutes as a basis for 
compensation. Accordingly, the Commission concludes that there is no basis for 
measurement of some of the minutes for compensation purposes. More importantly, 
however, there is no reason for the partiaJlar physical configuration of this network except 
for the generation of reciprocal compensation and traffic generated on such a network 
does not appear to have been contemplated by the parties when they executed the 
Interconnection Agreements. Finally, customer traffic on a dedicated network is not 
eligible for reciprocal compensation. All of these considerations support a determination 
by the Commission that it is not appropriate to require the payment of any reciprocal 
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compensation for traffic generated .by the netwoft( in question in this case and upon this 
record. . 

CONCLUSION NO. S 

1lIe doctrines of estoppel, waiver, Md lachM do not act to limit the relief requested 
by BeIISouth. 

POsmoNS OF PARneS 

BELLSOUTH: BellSouth argued that none of the affirmative defenses raised by 
US LEe (estoppel, waiver, and laches) bar the relief requested by BellSouth, because 
US LEe and Metacomm have uncIeari hands and because the equitable defenses are not 
applicable under the facts of this case. 

US LEe: US LEe argued that BeIiSouth's conduct precludes the equitable remedy 
of contract reformation under the doctrines of equitable estoppel and quasi-estoppel. 

METACOMM: Metac:omm exnended that BeIiSouth's representation and conduct 
bar it from now claiming that Metacorrm's netwodc: Is a sham ot that it otherwise is violative 
of public policy. The equitable defenses preclude such action by BeliSouth. 

DISCUSSION 

BeIiSouth stated that US LEC and Metacomm do not dispute that they never told 
BeIiSouth of their arrangement regarding reciprocal compensation or of the intended uses 
of Metacomm's or MCNe's networks. BeliSouth stated that US LEe and Metacomm also 
claim that after BeIiSouth learned of the arrangement, it.acquiesced so that it could profit 
by selling facilities and services to Metacomm. BeliSouth stated that it would have had to 
decide to accept 512 million for facilities so that it could be billed approximately 
$100 million in reciprocal compensation. 

In BellSouth's view, the equitable defenses asserted by US LEe are inapplicable 
because US LEe and Metacomm have unclean hands. They failed to tell BeIlSouth that 
the majority of minutes of use for which BeliSouth initially refused to pay reciprocal 
compensation, based on the mistaken belief that they were being terminated to ISP 
customers of US LEC, were in fact not due to ISP traffic, but rather "traffic· consisting of 
empty connections by Metacomm routers being nailed up through BelISouth and US LEe's 
switches. US LEe and Metacomm knew that BeIiSouth would object to paying reciprocal 
compensation for such traffic. 

BeIISouth further argued that the equitable defenses do not apply in any event 
because the facts do not support them. US LEe and Metacomm based their estoppel, 
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waiver, and laches claims on facts allegedly detnonstrating that BeilSouth knew or should 
have known what US LEe end Metaa:HTm ~~doing. BelISouth stated that its knowledge 
was incomplete and that Metacomm and US LEe perpetuated the misunderstanding. 
aeliSouth did not know that the networks would be -always on· and connected only to 
US LEe. BelISouth acknowledged that It had to acid tnI'1ks between BeliSouth's switching 
offices end US LEC's, but stated that these additions were not made by BellSouth 
Business Systems, the retail entity that met Metacomm's needs, but by employees in the 
networking department of BeIISouth who were responsible for meeting the needs of CLPs 
and IXCs. Moreover, BelISouth Business Systems employees had a duty of confidentiality 
with regard to information about Metacomm. 

Waiver. BeIlSouth argued that waiver requires an intentional relinquishment of a 
known right. If US LEe's version of the facts is true, waiver would still not apply, because 
there is no right or benefit that BellSouth COUld have relinquished. Further, if there was 
sud1 a right or benefit, there is no evidence of an intentional election by BellSouth to give 
up its right to dispute the propriety of reciprocal compensation for the -traffic· at issue. 

Laches. BeIlSouth stated that laches operates to bar a claim where a party waits 
too long to assert It to the material detriment of Its adversary. For the defense to succeed, 
US LEe must show that BeUSouth knew about the sham traffic and delayed in asserting 
its claim to the material prejudice of US LEC. BellSouth stated that It started investigating 
Metacomm's network as soon as it suspected any wrongdoing. Once it gathered some 
basic facts, It put US LEe on notice of its position not to pay for what it suspected was 
sham traffic end invited negotiations with US LEC. which US LEC refused. BellSouth had 
no choice but to file its complaint, which it did Ie .. than a year after Metacomm began 
constructing its network arid within months after blockages caused by its traffic first raised 
BellSouth's suspicions. There was no change in the relations of the partie, which ~Id 
make it unjust to permit the prosecution of the claim, so laches does not apply. 

Equitable Estoppel. BeIlSouth noted that, under the law, the essential elements of 
equitable estoppel are: (1) conduct on the part of the party sought to be estopped which 
amounts to a false representation or concealment of material facts; (2) the intention that 
such conduct will be acted on by the other party; end (3) knowledge, actual or constructive. 
of the real facts. The party asserting the defense must have: (1) a lack of knOwtedge and 
the means of knowledge .. to the real facts in question; and (2) relied upon the conduct 
of the part sought to be estopped to his prejudice. BeUSouth argued that these elements 
are not present. There .. no allegations or evidence that US LEC lacked knowledge of 
the netNork It was canflgUring and the reciprocal compensation issues the network would 
spawn. There is no evidence of any conduct on BellSouth', part IImOUnting to a false 
representation or concealment of material facts. BeUSouth did not know all of the true 
facts until discovery in this action. 
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Quasi-Estoppe/. BeilSouIh contended that quasi ... stcppellikewise does not apply. 
H is gl'DLl1ded upon a party's BCqIliescence or ac:ceptanc:e of payment or benefits, by virtue 
of which that party is thereafter prevented from maintaining a position inconsistent with 
those ads. SeilSouth acknowledged that it accepted the benefits of its Interconnection 
Agreements wHh US LEC, but stated that it is not now attempting to avoid certain terms of 
the agreements. Instead, BeliSouth contested US LEC's interpretation of the reciprocal 
compensation provision of the Agreements. FLI1her, BeliSouth laCked knowledge of the 
capabilities and intended use of the network at issue at the time it began -accepting 
benefits- under the Inten:onnedion Agreements and pursuant to the sale of the network 
facilities and services. BellSouth initiated this actiOn _ soon as it learned of and 
investigated the situation. Thus, BeliSouth argued that quasi-estoppel does not apply. 

US LEe argued that BellSouth's conduc::t precludes the equitable remedy of contract 
refonnation under the doctrines of equitable estoppel and quasi..estoppel. 

Equitable Estoppel. Equitable estoppel arises when: (1) an individual by his ads, 
representations, admissions, or silence when he has a duty to speak; (2) intentionally or 
through culpable negligence; (3) induces another to believe that certain facts exist; and 
(4) suctt other person rightfully relies and acts upon that belief to his detriment In 
US LEe's view, BeliSouth is estopped by its participation in the development of the 
Metacomm network from claiming that Metacomm traffic was a sham or is otherwise not 
compensable. No later than January 1998, BeliSouth kept silent about its objections to 
paying reciprocal compensation for Metaconvn and MCNC traffic when it had a contractual 
and equitable duty to speak. BeliSouth induced Metacomm to order more services and 
facilities. BellSouth led US LEC to believe it coUld continue to accept BellSouth's local 
traffic for termination and be paid for providing that service pursuant to the Interconnection 
Agreements. Metacomm and US LEC relied on BeiISouth's failure to object and its 
marketing to Metacomm to their detriment. US LEC advanced to Metacomm portions of 
the reciprocal compensation to be shared with Metacomm primarily so that Metacomm 
could pay BeIiSouth. Metacomm kept paying BeliSouth and adding customers. US LEC 
also used its switd1 resources to terminate this traffic. 

US LEC argued that the Interconnection Agreements and the law of equity obligated 
BeliSouth to notify US LEC promptly of any billing dispute or lose its right to do so. 
US LEe stated that, not later that January 1998, BelISouth was .... of the operation and 
key elements of the Metacomm and MCNC networks. BeliSouth knew the imbalance of 
reciprocal compensation generated by the Metacomm and MCNC networks. Thereafter, 
every 0S3 a"1d PRJ on the Metacomm network was provisioned by Be1l8outh. Local calls 
were placed. over these OS3s and PRI. to US LEe numbers, 10 BeIiSouth ordered and 
installed one-way trunks outbound from the BeliSouth network to the US LEC network to 
allow calls traversing the Matacomm network to be completed. For every trunk SeliSouth 
provisioned to MCNC or Metacomm, it provisioned a COITespending trunk into a US LEC 
switch to transmit the traffic. The trunks were only outbound from BellSouth to US LEC, 
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so there was no mystery that calls being made by MCNC and Metacomm were being 
tenninated to US LEC IWitd'les and that there was no call flow from US LEC to BellSouth 
on these facilities. More than one BeliSouth employee knew of the volume and direction 
of the traffic, including BellSouth's traffic planner for Raleigh and BitllSouth's projeCt 
manager for Metacomm. Metacomm's connectivity to a CLEC was confirmed to over 
30 people, employed by either BeIiSouth Telecommunications or BeilSouth Business 
Systems. 

Us. LEC further argued that BenSouth knew and understood the reciprocal 
compensation liability arising from the Metaconvn and MCNC networks. US LEC asserted 
that BeIlSouth employees diSQJSsed the reCiprocal c:arnpensation resulting from the MCNC 
and Metacomm terminating traffic directed to the US LEC network. Nevertheless, 
BeliSouth continued to sell facilities and services to Metacomm without objection and to 
accept the payments Metacomm's growth provided it. BellSouth also knew about 
US LEC's arrangement to share reciprocal compensation with MCNC and Metacomm. 
BenSouth's North Carolina President and 8eJJSouth's Assistant Vice President of Sales 
W'8r8 told in January 1998 that MCNC had agreed to share reciprocal compensation with 
US LEC. 8eltSouth cannot argue that it did not have notice of a similar agreement 
between US LEC and Metacomm. It knew of the similarities in the design and 
configuration of the networks. US LEC stated that the fact that MCNC had • sharing 
arrangement with US LEC put BellSouth on notice in January 1998 of the existence of a 
similar agreement between US LEC and Metacomm. Further, as a competitor, US LEC 
was under no obligation to inform BelfSouth of its decision to share reciprocal 
compensation. 

US LEC asserted that BeliSouth was also aware of how MCNC and Metacomm 
intended to configure and market their networks. BeliSouth learned from Metacomm in 
January 1998 and thereafter the configuration of the Metacomm network and how 
Metacomm intended to use its DS3s. BeliSouth knew about every Metacomm customer 
as each was added, because BellSouth was given their identities by Metacomm so 
BeliSouth could install the DS3s and PRls. BeIlSouth never refused to provide service and 
actively sought Metacomm's business before and after' this pi"OCeeding was filed. From 
January 1998 through July 15, 1998, BellSouth never complained to Metacomm or 
US LEC. On July 15. 1998. BeIlSouth stated that it would not pay reciprocal compensation 
for circuits that remained open between a BeliSouth customer and US LEC's network but 
over which no information is transmitted, or for other arrangements entered into SOlely for 
the purpose of generating reciprocal compensation. 

US LEC argued that the Commission must conclude that Metacomm and US LEC 
reasonably relied. to their detriment. on BetiSouth's silence and its expressions of a desire 
to do busine.s with Metacomm. US LEe and Metacomm could have avoided the 
substantial financial and manpower commitment they made to the Metacomm network after 
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January 1998 if BeliSouth had made any of its objections. US LEC could have sought a 
ruling on enforcement of the contract in advance. 

Quasi-Esloppel. US LEC stated that BellSouth is also bamKt by the related doctrine 
of ·quasi~ frDm seeking a I'8Write fA the Interconnection Agreements. BeliSouth's 
efforts to woo Metacomm in 1998 and well into 1999 have two effects in this proceeding. 
First, there is a legal obligation on BeliSouth which results from its acceptance of the 
benefits of the Metacomm contract. BellSouth may not seek out and accept a" of the 
benefits of the contract. accept Metacomm's money, and sell Metacomm more services, 
only to then say that those services were used to perpetrate a sham with Bell South as the 
victim in order to avoid the obligations it well LnderItood would result from accepting those 
benefits. 

Second, there are implications regarding the a'8dibilily fA BelISouth's legal positions 
in this proceeding. The Commission must detennine whether BellSouth's claimed 
defenses are bona fide arguments with legal merit or artificial stumbling blocks simply to 
delay the payment obligation. US LEC stated that the defenses are not bona fide. If 
BellSouth really believed that Metacomm was a carrier or a reseller, BellSouth would have 
billed Metacomm as a carrier or reseller, but it did not. If BeIlSouth believed it was the 
victim of a sham, it would have come to the Commission or a court to be relieved of the 
obligation of installing those facilities. If BellSouth believed that Matacomrn traffic was 
interfering with its network, it would have produced evidence of that fact and would have 
asked this Commission for relief to prevent that harm. 

Similar to US LEC, Metacomm argued that BeilSouth knew from its inception that 
Metacomm's network was originating a large number of long duration calls over 
BeliSouth's network and terminating those calls on US LEC', network. BellSouth 
encouraged Metacomm's growth and transformed Metacomm into one of BeliSouth's 
largest and most valued customers. In Metacomm's view, BellSouth intended that 
Metacomm rely upon its representations of • partnership· building, and Metacomm did so 
to its detriment. BeliSouth continued to accept monthly payments of approximately 
$1 million from Metacomm and encouraged Metacomm to order additional facilities. 
Metaccmm made contractual commitments with customers and vendors and deployed its 
limited resources towan1 building its business. Metacomm committed itself to its business 
plan of constructing a network capable of providing wide bandwidth services to schools 
and businesses in North Carolina. Now BeliSouth claims that Meta~" network is a 
sham, is inefficient, and violates public policy. Metacornm argued that equity does not 
allow BellSouth to use such tactics . 

• 
The Commiuion concludes that the equitable doctrines of estoppel, waiver, and 

laches should not be applied to bar the relief sought by BellSouth. There is a great deal 
of conflicting testimony and evidence in the record regarding what BellSouth knew Dr did 
not know, what US LEC and Metacomm did or did not cflldose to BeIISouth, and the timing 
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of such disclosures and knowledge. Thera is so much conflicting evidence that it would 
be inappropriate to concfude that BellSouth had full knowledge of the US LEe plan and. 
therefore, it would be inappropriate to apply the equitable doctrines of estoppel, waiver, 
or lachal. 

Although it appears that employees in lOme BeliSouth subsidiaries knew some 
pieces of the picb.n, BelISouth argued convincingty that its knowledge and understanding 
of the situation was incomplete. US LEC and Metacomm have not proven that BellSouth 
Business Systems and BeliSouth employees pieced together the knowledge of various 
individuals for ..veral months. Nevertheless. it appears that BellSouth alerted US LEe 
and brought its complaint to the Commission within a reasonable time of itl developing 
suspicions that the -nailed up cannections· ware establilhed for the purpose of generating 
reciprocal compensation. BenSouth noted that it filed its complaint less than a year after 
Metacomm began constructing its network and within months after BeIlSouth first began 
to suspect a problem. The facts certainly do not demonstrate that BellSouth intentionally 
elected to waive its right to dispute the propriety of reciprocal compensation for the traffic 
at issue, that BeIlSouth deliberately delayed in filing its complaint in order to harm US LEC 
and Metacomm, or that BellSouth in any other fashion relinquished its right to pursue its 
claim at the Commission. 

QOtjCLUSlQN tfO, , 

The Commission's decision In Docket No. P·55. Sub 1027 (ISP Order) does not 
control the detennlnatlon In this c ... of whether BeIiSouth should be required to 
pay reciprocal compensation for Uetaconvn traffic unde, the Interconnection 
Agreements. 

POSlnONS OF PARnES 

BELLSOUTH: According to BellSouth, the Commission's decision in 
Dockat No. P·55, Sub 1027, does not require that Metacomm connections which originated 
in one local exchange and terminated to Metacomm equipment located within a different 
local exchange be deemed -local· under the Interconnection Agreements between 
BellSouth and US LEC. 

US LEe: Because the ISP Order interprets the same BeIlSouthlUS LEC 
Interconnection Agreement which is the subject of this complaint proceeding, the 
interpretation contained in the ISP Order is binding. 

METACOMM: According to Metacomm, the arguments made by BeliSouth in this 
case .. premised on the I8n'18Iheory that the Commission rejected in its ISP Order. The 
Commission should decline BellSouth's arguments in favor of a reversal of the ISP Order. 
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DISCUSSION 


On October 24. 1997. US LEC filed a PetitiOn with the Commission In 
Docket No. P-55, Sub 1027, to enforce its Interconnection Agreement with BeliSouth, 
which was approved by the Commission on January 29, 1997. US LEC contended that 
BeliSouth had breached the contract by failing to pay reciprocal compensation for the 
transport and termination of local exchange traffic from BeliSouth end users that was 
handed off by BeliSouth to US LEC for termination to US LEC local exchange end users 
who are ISPs. 

In the ISP Order which was issued on February 26, 1998, the Commission 
concluded that the ISP traffic under dispute was local and that US LEC was entitled to 
reciprocal compensation in accordance with the contract terms. The CommiSSion noted 
that the Intercomection Agreement spoke of reciprocal compensation for local traffic and 
that there was no exception for local traffic to an end user who happened to be an ISP. 
For the purposes of reciprocal compensation, the Commission concluded that the call 
terminated when it was delivered to the called local exchange telephone number of the 
end-user ISP. The Commission further noted that BeIlSouth treats calls from its own 
end-user customers to ISPs it serves with telephone numbers in the same local calling 
area as local traffic; that BeIiSouth charges its own ISP customers local business line 
rates for local telephone exchange service; that when a BeliSouth telephone exchange 
service customer place. a call to an ISP within that caller's local calling area, BeIiSouth 
treats this as a local call pursuant to the terml of itl local tariffs; and that BeIiSouth also 
treats the revenues associated with the local exchange traffic to its ISP customers as local 
for purposes of separations and ARMIS reporting. The Commission also stated that the 
FCC had not at that time squarely addressed this issue and that, while both sides 
presented extensive exegeses on the obscurities of FCC rulings bearing on ISPs. there 
was nothing dispositive in the FCC rulings at that time. The Commission stated that every 
state that had ruled on the matter through the date of that Order had ruled that such ISP 
traffic was local. 

BellSouth appealed the Commission's ISP Order to the Federal District Court for 
the Western District of North Carolina. While the matter was pending before the Federal 
District Court, the FCC issued its Declaratory Ruling in CC Docket Nos. 96-98 and 99-68 
on February 26, 1999, wherein it held that ISP-bound traffic is largely jurisdictionally 
interstate, but further held that it would dedine -to interfere with state commission findings 
as to whether reciprocal compensation provisions of interconnections agreements apply 
to ISP-bound traffic, pending 'adoption of a rule establishing an appropriate interstate 
compensation mechanism.· (Paragraph 21). The Federal District Court remanded the 
case to the Commission by Order dated May 24, 1999. for reconsideration in light of the 
FCC's Declaratory Ruling of February 26. 1999. The Commission appealed the case on 
jurisdictional grounds to the United States Court of Appeals for the Fourth Circuit where 
the matter is now pending. 
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The parties to this case take contrary positions on the issue of whether the 
ISP Order controls the determination of whether reciprocal compensation must be paid by 
aenSouth under the Interconnection Agreements. In the ISP Order, the Commission 
addressed the applicability of the reciprocal compensation provision in the specific context 
of typical diakJp Intemet traffIC; i.e.• the situation where a customer of an ISP connects to 
the ISP by means of a local phone call using telephone exchange service. In that contextl 

the Commission concluded that dial-up calls to the Internet constitute local traffic for 
purposes of payment of reciprocal compensation when the encI-user customer places a 
local telephone call to his or her ISP delivered to the called telephone number in either the 
same exchange or a corresponding EAS exchange. The specific fadual Situation and 
question which was addressed by the Commission in the ISP Order related solely to 
dial~ calls placed to ISPs by enc:t-user customers. It did not address the factual situation 
which has been presented in this complaint proceeding. That being the case, the 
ISP Order is certainly not controlling or dispositive as to the outcome of the instant dispute, 
although it can certainly be looked to for guidance where it may have some relevance. 
The Commission believes that US LEC and Metacomm cannot reasonably rely on the 
I SP Order to justify their position that aellSouth should be required to pay reciprocal 
compensation in this case. The fadual situations are simply too different considering in 
particular the physical canfiguration of the US LEClMetacomm network architecture. This 
case involves facts which are far different from those addressed by the Commission in the 
ISP Order dealing with typical dial-up Intemet calls plac8d by an end-user customer where 
the customer adually dials a local telephone number and the call to the ISP is delivered 
in the customer's same local exchange or an EAS exchange serving the called telephone 
number. 

IT IS, THEREFORE, ORDERED as follows: 

1. That no reciprocal compensation is due for any minutes of use attributable 
to Metacomm or MCNC. 

·2. That US LEC shall, to the extent it has not done so previously. identify the 
number of minutes on each of its reciprocal compensation invoices to BeUSouth which are 
attributable to Metacomm and MCNC. 

3. That US LEC shall cease immediately from billing BeUSouth reciprocal 
compensation for minutes of use attributable to Metacomm. 
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4. That US LEC shall refrain on a going..forward basis from billing BeliSouth 
reciprocal compensation for traffic of the nature ruled noncompensable herein. 

ISSUED BY ORDER OF THE COMMISSION. 

This the 	 31"+ day of 'tn.~ .2000. 

NORTH CAROLINA UTILrrlES COMMISSION 

~td.~ 
Geneva S. Thigpen, Chief Clerk 

1I\IIIID1GD.0I 

Commissioner Judy Hunt dissents. 
Commissioner William R. Pittman concurs. 
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APPENDIX A 
PAGE 1 OF2 

The major relevant provisions of the three Interconnection Agreements are as follows: 

• 	 Third whereas clause, 1997 Agreement 

WHEREAS, the parties wish to interconnect their facilities, purmase unbundled 
elements, and exchange traffic for the purposes of fulfilling their obligations 
pursuant to sections 251,252 and 271 of the Telecommunications Act of 1996 and 
to replace any and all other prior agreements, both written and oral; 

• 	 Section I.C., 1997 Agreement: 

C. Local Traffic is defined as any telephone call that originates in one 
exchange and terminates in either the same exchange, or a corresponding 
Extended Area Service (-EAS·) exchange. The terms Exchange, and EAS 
exchanges are defined and specified in Section A3. of BeliSouth's General 
Subscriber Service Tariff. <Accorg, Section 1.0., 1998 Agreement and 
Section 1.0.• 1999 Agreement) 

• 	 Section IV.A., 1997 Agreement: 

IV. Loea'interconnection 

A. The delivery of local traffIC between the parties shall be 
reCiprocal and compensation will be mutual according to the provisions of 
this Agreement. The parties agree that the exchange of traffic on 
BellSouth's EAS routes shall be considered as local traffic and 
compensation for the termination of such traffic shall be pursuant to the 
tenns of this section. EAS routes are those exchanges within an exchange's 
Basic local Calling Area, as defined in Section A3 of BellSouth's General 
Subscriber Services Tariff. (Accord, Section IV.B., 1998 Agreement and 
Section IV.A., 1999 Agreement) 

• 	 Section IV.B., 1997 Agreement: 

B. Each party will pay the other for terminating its local traffic on 
the other's network the local interconnection rates as set forth in AUamment 
B-1. by this reference incorporated herein. The charges for local 
interconnection are to [be] billed monthly and payable quarterly after 
appropriate adjustments pursuant to this Agreement are made. lete 
payment fees, not to exceed 1" per month after the due date may be 
assessed, if interconnection charges are not paid within thirty (30) days of 
the due date. (Accgrd, 1998 Agreement, Section IV. C. 81d 1999 Agreement, 
Section IV.B.) 

\11 
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• Section IV.C .• 1997 Agreement: 

C. US LEC and BeliSouth enter into this Agreement with the 
understanding that the carriers would be interconneCting with each other for 
comparable types of calls and that usage would likely be reasonably 
balanced. i .•. , US LEC would be terminating to BeliSouth approximately the 
same level of usage that BeliSouth would be terminating to US LEC. If at 
any time during the term of this Agreement traffic is imbalanced to the 
degree that US LEC feels a cap on amounts owing under this Agreement is 
required, US LEC has the option to adopt the comparable billing provisions 
contained in any agreement that BellSouth negotiates or has entered into 
with another ALEC which contains cap provisions. after August 8, 1996 
provided that US LEC adopt the billing provisions of such other agreement 
that are comparable to those contained in this Sedion rv. Each party will 
report to the other a Percentage Local Usage (-PUr) and the application of 
the PLU will determine the amount of local minutes to be billed to the other 
party. For puposes of developing the PLU. each party shall consider every 
local call, including non-intermediary calls, and every long distance call. 
Effective on the first of January, April, July and October of each year, the 
parties shall update their PLU. 

\1f6 




DOCKET NO. P·561 , SUB 10 


COMMISSIONER JUDY HUNT, DISSENnNG: 

In this Order, the majority directs that -no reciprocal compensation is due for any 
minutes of use attributable to Metacomm or MCNC.- In my view, at a minimum, the 
commission should consider requiring that BeUSouth pay reciprocal compensation for 
certain minutes of use where it is clearly established as fact that -real- customers or users 
existed. The parties do not instruct the Commission on hew to ascertain -real- minutes of 
use and all parties argue for -all or nothing- compensation. The mejority, therefore, says 
actual customer minutes cannot be estimated. Nevertheless, the record shews that a 
number of real users or customers did exist and were benefiting from the service. Even 
without request from the parties, the Commission should have the fortitude to establish 
remedy for some minutes of use. 

Further, in this case, BeliSouth bears the burden of proof in its complaint that US 
LEC was improperly invoicing BeliSouth for millions of dollars of reciprocal compensation. 
A contract existed that perhaps is vague and unclear, but if so, it is BellSouth's 
responsibility to prove that they (BeIiSouth) should be relieved of payment responsibility. 
Rather than -proving" this, Bell South attacks the -intenr of US LEC. US LEC (and every 
current and former employee) may not aU be pure of heart. but BeliSouth, in my view, does 
not meet the burden of proof by showing that the contract in wholly invalid. 

This Order also quotes heavily from BellSouth testimony and briefs and fails to 
acknowledge perhaps counter-balancing comments in US LECIMetacomm documents (see 
Executive Summary of Metacomm's post-hearing brief). 

BellSouth's complaint also asks the Commission to find that the minutes of use do 
not qualify for reciprocal compensation as a matter of public policy. The question here is 
whether the majority decision will fuel or chill future, innovative, technological 
developments and promote meaningful competition. Failure to enforce this contract may 
have the effect of preventing new entrants in the high tech community from introducing 
imovations that require regulatory oversight Future new entrants may be understandably 
concemed that regulations tend to protect the regulated. 

'dy HU~ommissioner 

,1Q 




,t 

DOCKET NO. P-561, SUB 10 

COMMISSIONER WILLIAM R. PITTMAN, CONCURRING: 

I concur wholeheartedly with the result reached by the majority on every issue in 
this case. I write separately, however, to highlight what I believe to be the fraudulent, 
unfair and deceptive. and perhaps even aiminal conduct of US LEC and Metacomm. 

Fraud can be defined in a number of ways, including 8[a] false representation of a 
matter of fact. whether by word or by conduct, by falae or misleading allegations, or by 
concealment of that which should have been disclosed, which deceives and is intended 
to deceive another so that he shall act upon it to his legal injury'- Black's Law Dictionary 
594 (5th ed. 1979). The evidence in this case suggests the existence of each of those 
elements in the conduct of US LEe and Metacomm. 

North carolina General Statute §75-1.1, which mirrors federal law, makes unlawful 
"unfair or deceptive acts or practices in or affecting commerce.· N.C. Gen. Stat. 575-1.1 
(1999), 15 U.S.C.A. §45(a)(1) (1997). 8A practice is unfair when it offends established 
public policy as well as when [it] is immoral, unethical, oppressive, [or] unsaupulous ...•. 
Johnson v. Phoenix Mut. Life Ins. Co., 300 N.C. 247,263, 2e6 S.E. 2d 610,621 (1980). "An 
act..is deceptive...if it has the capacity or tendency to deceive.· Id at 265, 266 S.E. 2d at 
622. The evidence in this case suggests conduct by US LEC and Metacomm that was 
both unfair and deceptive. 

The crime of obtaining property by falae pretense is defined as a false 
representation of a subsisting fact or a future fulfillment or event which is calculated and 
intended to deceive. which does in fad deceive, and by which one obtains or attempts to 
obtain property from another. N.C. Gen. Stat. 514-100 (1999); State v. Cronin, 299 N.C. 
229, 262 S.E. 2d 2n (1980). The evidence in this case suggests the existence of 
probable cause to believe a prima facie case of obtaining property by falae pretense could 
lie against US LEe and Metacomm. 

The evidence in this case suggests, in f~ct. that the US LEClMetacomm alliance 
was part of a grand scheme by US LEC to squeeze enough money out of BellSouth to 
finance much of its operation. There is no other reason apparent from this evidence for 
the existence of Metacomm other than the generation of reciprocal compensation 
payments to US LEC. The evidence suggests that Metacomm and (because Metacomm 
is little more than a corporate alter ego of US LEC and its principals) US LEC initially had 
no plans for Metacxmn to serve end users. Probably out of fear of discovery, Metacomm 
was later told to develop some ·real8 traffic for its sham net.work, and it made some 
attempts to do so. Putting a red dress on a hog does not change its essential nature, 
although US LEClMetacomm', misrepresentations and other attempts to conceal their 
scheme from BellSouth worked for several.months. 

1m 




MCNC and some of Metacomm's ·c:Jstomers-, lured by the promise of free high­
technology equipment, free Intemet access and capacity beyond belief, were duped into 
becoming accomplices in this scheme for a time. MCNC withdrew as soon as its 
management discovered the true character of this -network-. Even some of Metacomm's 
investors had -strange feelings· about the way Metacomm did business. Indeed. 

US LEC's pious breast beating about the sanctity of contracts would be laughable 
if it weren't so serious a matter. "Although the law will not generally inquire into men's acts 
and contracts to determine whether they are wise and prudent, yet it will not suffer them 
to be entrapped by fraudulent contrivances or cunning or deceitful management of those 
who purposely mislead them: 17A tw. Jur. 2d Contracts §238 (1991 ). Contracts against 
public polieywill not be enforced. Gore v. Ball, 279 N.C. 192,203182 S.E. 2d 389 (1971). 

Some will argue that the US LEClMetacomm scheme was simply a dever and 
innovative mechanism resulting from the introduction of competition in public 
telecommunications. While clever, the scheme is not particularly innovative, deriving from 
a certain snake which convinced a certain woman that a certain fruit would be good for her. 
The US LEClMetacomm attempt to build a facilities-based competing provider with 
hundreds of millions of reciprocal compensation dollars is certainly the result of 
competition in public telecommunications, but this remora-like approach was clearly not 
contemplated by the Congress or the North Carolina General Assembly in the passage of 
telecommunication competition legislation. Genuine, service-providing, value-adding 
bUSiness, something the US LEClMetacomm enterprise clearly was not, was contemplated. 

Not only is reciprocal compensation not due in this case, perhaps we should take 
a careful look at whether US LEC's certificate should continue to be valid in North 
Carolina. The kind of scheme perpetrated upon BeliSouth is obviously not in the public 
interest. Perhaps we should decide whether allowing the perpetrator to continue to do 
business in this state is in the public interest. 

I~\ 
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LOUISIANA PUBLIC SERVICE COMMISSION 
2 
3 ORDER NO. U-l3839 
4 

S KMC TELECOM, INC. 
6 ~ 

7 BELLSOUTH TELECOMMUNICATIONS, INC. 
8 
9 

10 
11 Dot:ka No. V-ZJIB - 1"Rtt: IWiIioIt o/DlCTeIetnIf, IItC. .,.,.. SST,. It~ Nt:ip1'OClll 
12 ~prtWlsIMuof.""" I~A""""" 
13 
14 (DccidJJd til Open s.mon /wid Octo"'; ji, 1999) 
15 
16 NIIIIIn oftJu 0­
17 
18 KMC Telecom, lIIe. ("KMC-) and Be1ISouthTelecommunieations. Iftc. ("Bsr)em.ed iDt.o 

19 anlnterconDectionAp"eemenr(the-Aareeznenta)onFebruary24,l996wNcbwudeemedapproved 

20 by the Commission on 1urat 20, 1997. That Agreement calls for the payment of ~roca1 

21 compensation for loeal calIsl that originate Oft ODec:ompaDy" network wbk:h are transpOncd to and 

22 terminate on the other company's network. The NCiproc:aJ compeusadoo I'I1C is set out in the 

23 ApIemenl and is not at issue in this matter. What is at issue. ~. is wbetbcr or not reciprocal 

24 eompensatioD is owed for a particular type ofc.ll. !(MC asserts that the parties must pay eac:b other 

25 reciprocal compensation fOr calla thal originate on one party's network that are directed to Intemet 

26 service providers ("ISPs-) wbich are located on the other party's network (WISP traffic"). BST 

27 contests KMC's assertion. arguing. inter alia, that ISP traific does not terminate locally on eirher 

2S party', network and that ISP traffic i. intcmatc. switched excbange access traffic rather than local. 

29 and benc:.e no reciprocal compensation is due for these calls. 

30 

31 JIII'isIIJdio" 
32 
33 luriscfiction for the Louisiaa Public SerW:e Commission is provided for in the Louisiana 

34 Constitution, AnicIe IV, Secbon 21, which states: 

35 The commission sbaD regulate III common carriers and public utilities aDd have such 

36 other repIatoty authority as provided by law. It shall adopt IDd caforce rcatODIble 

37 rules, .ltiaDs,. and procedures oeoesuty for the cIi$cbarp orks dutlcs. and sbaJl 

38 have other powers and perform other duties as provided by law. 


'LOI:aI calli, III ~ by 11.41 oItbe KMClBST '~1ICCIionA~. 
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Tile Commission has the authority to regulate the service oftelephone utilitia; irs power is 

2 sufficiently broad to include adjustment oftelephone service to customer needs. SOUth CemnJ Bell 

3 Tel. Co. v. Louitiana PuI* Service Commissicm, Supp. 1977,351 So.2cl999. Funber. the FCC. 

4 in its DccltuattJly R11lmr specifically lUted. at 124, state commiuicms have the autborit.y to 

S CODll1\le "the parties' asreements to detenniae whether the parties so agreed" to pay reciprocal 

6 compenMtion for ISP-bound traffic. 

7 Additionally, the KMClBST lnUIrcoI:meaion Alreement provides: 

8 36.IR.esoluti011of'Di1pu&a: ExcqnuotbawiJeltated inthis AptemeDt. thePania 
9 

10 
agree that ifany dispute ari.. u to the interpretation of1he AgreemeDt or u to the 
proper implementation ofthi$ Aareemem. the Panies will petition the CommiSlion or 

II 
12 
13 

the FCC for. resolution of the dispute. However, cadi Party reserves lIlY right it 
may have to seek judicial. review oflIlY ruIins made by the Commission or the FCC 
ccmcemins this Agreement. 

14 
IS 36.9GowmiDaLaw:ThisAsreememissubjecttotheAct,andtheeffecti'wtulcsltld 
16 
17 

regulations promulgated punuw to the AGt.and any other I!ppUcable feclerallaw, ai 
wen u the rules ofthe Commission. and shaD be fUrtb.eI- governed by and C01lSlrued 

IS in ICC:Ol'daDce with the domestic law ofthe state ofpe&formanc.e without regard to its 
19 conflicts oflaw princ:ipIea. 
20 
21 
22 ~KIItDry 
13 
24 KMC Telecom.. Inc. ("KMC-) filed this proceeding on January S, 1999 to require BeUSouth 

25 TeIecommunk;ation.s. Inc;. ("BSr) to pay reciprocal corapt!ft.Sation under the KMClBST 

26 11'Iterc01IIIeCt Agreement (the "Agreement"). The complaint wu published in the Commission's 

27 Officill Bulletin on January 22. 1999. On FebnIary 1, 1999 AT&T COIIII11UIIic:aD ofthe South 

28 Central States. Im;. ("AT&r), E.spire CommuniCl.lion.s. Inc. (-E.spire"). and rrC"DeItaCom 

29 Couummica&ioas.,lnc;. (-ITC"DeltaCont·) all filed separate pleadings to intervene in this proceeding. 

30 Cox Louisi.... Telcom n. L.L.C. rCox·) filed • petiUon for intervention on Febnwy 2, 1999 tnd 

31 then on Febl\ll.rf 3, 1999 filed • Motion tOr Leave to File out ofTune Intervartion. SST's IDSMf 

32 wu received into the docbt on March I, 1999. BST filed • ModoG to Strike Intervefttio.. 01' 

33 A.tte:mIdiwly to Limit Plnicipation ofIntervenon OIl March 3, 1999. ITC"DeltaCom Iftd E.apire 

34 filed their oppoaitioas to BST's motion OIl March 10. 1999. AT&T and Cox filed oppositions to 

35 BST'I motion on March 15, 1999. A n.,.ina wu issued 011 April 12, 1999 which.uow.d pvtial 

Number ~Rllliaa ill ce Doc:bt NuaIbcr 960ft IIId NocicI ofPnlposed bJ-meki.. ill ce DodcIt 

01U)ER. NO. U-UI)' 
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1 participation by il'del'VenOrs, induding patticipation during potentially dispositive porrioRa of the 

2 procc:eding. Cox withdrew its request for imerveolion on April 12. 1999. 

3 ITC"Dc:ltaCom filed a Motion for Summary J'LIdgrnent on Muds 17. 1m; KMC also med 

4 aMotiouforSummaryJudgmentonMarCoh 18,1999. AftertbepanieibriefedtbesummarymotioftS, 

S oral araument was beard April 12. tm. The Administrative Law Judge issued aRuling denying the 

6 motions mr summary judgment on May 24, 1999. 

7 Testimony ..... filed by the parties and the huriDs was held on May 26, 1999. PostbeariDa 

8 briefs were filed on August 8, 1999 by KMC, E.spire. BST, and Std: POSIheItitIg n:pIy briel\MrC 

9 filed by KMC, E.spire. BST, Stiff; and AT&T. Further, Leave to File Amicus Briefs was filed by 

10 Soutbeastem CompctitiveCarriers Association(-SECCA"), Cox:,. and Advance Tel, Inc. ("EATEL "). 

11 Cox bad previously intervened in this pr0ceedin8. but withdrew its intervention upon the issuaJlCe of 

12 the Ruling on the Motion to Strike InterventioDI. SECCA also filed aMotion to Intervene with its 

13 AmiQ.lS Brief. BST filed a Response to the Motioaa fer Leave to File Amicus Briei'$ and Opposition 

14 to SECCA's Motion for Law to File Out ofTime Interventions on August 25, 1999. IM.w to file 

15 Amicus Brief$ was sramed on August 30, 1999. The DeW participantS, SECCA, Cox. and EATEL 

16 wished to file responses for abe limited purpose of replying to statrs aDegr:d expansion of tbe 

17 proceec1ing. and their briels were accepted into the docket. 

18 A proposed recommendation was issued by the Administrative Law Judge on September 10, 

19 1999. Exeeptions to the Proposed R.eeommendation were filed by Staft"uxI BST on September 24. 

201m. R.ep1ie$toBST'und Staft"s ~werefiled by KMC. E.spire, and SECCAonOc:tober 

21 I, 1999. Cox filed a Reply to Exceptioftl on October 7, t999. 

22 

23 s..r....,. ofPlll'ti.a ~ 
24 
2S DIC·.~ 
26 
27 In this proceedin& KMC seeks to require BST to pay reciproc:al compensation to KMC for 

28 caJ1s that originate on BST's network wbic:b are directed to ISPs on KMC' s network. KMC ISIIIU 

29 that payment of reciproc:al c:ompcosation for ISP-bound traflic is due UDder tile {(Me-BST 

30 Intereormeaion AgRement (hereinafter nd'erred to as the •.AareemeDt"). while BST argues that die 

31 Alrecment does aot require reciprocal compeasatioft f'or this type of'trafBc. 

ORDER NO. t1-23839 
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KMC tint UMrt. that ISP.bound caDs have bistorica.Uy been treated by the FCC as local caDs. 

2 thereby making the calls eIi8&"ble for reciprocal compen$llion. KMC usa die 1996 

3 Tclecommunic:ationt Act (the -Act") and subsequent FCC orders to interpret the reciprocal 

4 compensation provisiODI of the Asreemcnt. KMC especially points to the portions oftbe PCC's 

s DecIantory Ruling in CC Docket Number 96-98 ad Notice ofPropoled R.u1enud1:ins in CC Docket 

6 Number 99-68 (the -D«lt:vllttXy Ruli",-) wherein the FCC noted ISP traffic historicdy had bMn 

1 treated as local tra1Iie and allowed state comnrissioa.s to continue to interpret iD1:~on 

I asreemeotl. KMC urges that the Dec/.t:uQtory RMltng (at 1i2J) States that the FCC bas treated lSP­

9 bow:!.d traffic as though itMrC local. and the FCC's statement that the traflic is jurisdictionallymixed 

10 does not aft'ec:t the reaufatory tlUU'ne:nl state commissions may aive the traffic. KMC argues that the 

11 fCC bas. since at leut 1983, exemptecllSPs 1i'om payifta iDtm:tate access c.barps. Further,!(MC 

12 asserts that ISPs pay local rates and JLECs rmc::umbentlocal excba.age carrier) treat expeDIC$ ad 

13 n:vcnues related to ISP. as local cxpcases mel revenues. KMC also points to the langnlac of12S 

14 ofthe lNt:k:tralaryRuling, wbieh lWeI that the FCC's "policy oftreatiDg ISP-bound traftic: as local 

1S for the purposes ofimentate access charges would. ifapplied in the separate context of reciprocal 

16 c:ompeasation, IUgest IbIt such compensation is due for that U'aftic.­ KMC argues tbat this JMIIIIaSC 

17 demonIuates that BST must pay rec:iprocal COIl'IpCrIAtion for calla &om BST customers to ISPs on 

18 KMC's aetwork. Fin&Ily. KMC point. to the multiple factors the FCC set out for state commissions' 

19 consideration for analyzing intereonnec:tion ........(fOll.Dd in124 ofthe Det:ltuataryRuling) £or 

20 the Commislioa's considlraQoo. 

21 KMC fiutber argues that the proviaiona ofthe Agreement clearly and wwnbipously call for 

22 rcc:iprocal compensation. KMC UMrta that the IIgI'et!IDeJlt provides for two types of traftk; only: 

23 local mel toO. .KMC fiItdler ..... that ISP-bound ttaftic must ftIl into cae ofthese two types of 

24 trafIk; and that type must be local tndBc. In support of this contention, KMC poiDts to the 

2S ~'s defillition oflocal trafIie (11.41') mel vaues that ifBST wauted to exclude ISP-bourId 

T~ti.1::~=i"A~~~-:,,~1IadI 
biI::umba:a U!.C: OIl OIlIer authorized .... C.... E:xIadIcI Ana s.mc. ZoDII ill ~ local CllIia& _). LoCIl 
IrIIic i1lCludll dallrdic: .". dud ..t.ra1RilllliouDy nIerftIcI ro .. ·Iocal caIIiDI" ud IS .............. 
tervioe (EA$)•• All atbIr UIIIIc; dial ~ IIId ter'iIdIIateI'--ad _ widWa daI LATA it taU III8ic. 
lllao ~ sbaIllbe Local Tndfic __ fOr puI"JICIICS otlocal CIIIIlcrmii'llboa biJliq ""'-IbeputieI be 
dcc:raIcd. 

ON>EllNO. U-23139 
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traffic: from this de£iDition. it would have done so. Further, KMC asserts that the industry treItS this 

:2 type oftraftic u local. \herefon the common undersuDdina wu that the definition of"local uaftie" 


3 would include lSP-hound traflic. 


4 KMC also ltIUes Ihat ISP-bouftd traffic terminUcs OIl KMe's netwOdc. at the ISP 1I:I'YeI'. 


S KMC points to the defbUtion of "termination" fouDd in In re: ImplemeDtation of the Local 


6 Competition Provisions ofthe TelecomrmmicatioasActofl996. CCDocbtNo. 96-91. FaReport 


7 IUd Order. Aup 8, 1996, 11040. wbic:b states that termiDa1ioa is "the switc:hiDa of local 


8 telecommunications ttaftic at the ~ carrier', cod office switc:b,. mel cle1iveIy ofsudI ttaffic: 

9 to the c:aIled party's premises." Thus, KMC Irpcs, UDder tile fCC de&ftit:iorl, the call terminala at 

10 the ISP. Further supporting its eontentioft that SST itselftreats c:aIls as tcrminatins at the ISP server, 

11 KMC points to the 1997 MemotlJldum tiom Mr. Bush at SST to all Cl.ECI (competitive local 

12 exebangc carriet] to inform CLECs that BST would not be paying ISP traflic: re<:iprocal 

J) compensation, BST refers to tJ:afIic terminatins at the ISP server. DlC assertsIhatifthere uulywu 

14 • .need to send thi, Memormdum to darify BST', po&ition OIl the ISP traf6c reciprocal compeasaUoa 

IS iauc. then there was some expeetarion that ISP-bound tnd!ic would receive compeDIltion. 

16 KMC contends that the obIiptioD ofBST to pay rec:iproc:al c:ompensabon on ISP-bound 

17 traffic is fouDd in the Aarecmcnt. However, KMC userts that ex:trinaic evidence additiona1ly shows 

18 that reciprocaJ compeDSation is owed SO that BST', arguaI4ID1 that compensating for ISP-bouad 

19 traffic: would COlt BST too IDlCb is uoaVlliliDl. KMC also IIJ1.ICI that courts cannot amead or amad 

20 a contract to .void some alleged hardship to • party. KMC replies to BST', arsument that thin: wu 

21 no mcctiDa of the minds reprdina rec.iproaJ compemarion by uraiD8 Ihat BST is misc::onstruiD& 

22 Louisiana CODtrKt iDt~tioD law. KMC asserts that 'WbedItt or DOt there wu. meetina oftlle 

23 miDds goes to wbetber or not & c::ontrlCt wu formed, rc1atina to offer IUd acceptanCe. In this 

24 proceedi... lCMC urpa. the disput. i. not if a contract wu formed but what the conuact ..,... 

2S contract interpreIatioa. lCMC. citing C.C. Art. 2OS4, argues that ifthe c:ontrac:t is silent on. poisIt, 

26 then the parties to the CODtnCt 1ft bound to wIIIt law. equity. and uuae determiDe should be tile 

27 0I.ltC0me. 

28 KMC tunhcr states that ifBST is DOt oblipted to pay reciprocal COIDII«IIltion, IbIurd 

29 consequences will rClUlt in that SST would DOt have to pay for Hl'Yices n:o:adcred to it by KMC. 

OIV)JS&NO. t1-Z3139 
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!(MC uswts dill eYen ifthe Commission believes there was DO meeting oftile minds regantina the 

2 payment ofreciprocal compensation, tile doctrine ofunjust enric:bment c:aUs for aST to pay tor the 

3 services rendered. 

4 

5 BST', PosItitM 

6 BST asscm that. the only issue before the Commission is whetber or not BST and KMC 

7 shared. COmmoD intent to pay reciproc:.l compensatioa for lSP-bound trdic under the Ap'eement. 

8 BST contenck that tile puties did not so intIDd.. and that it should not be obtipted to do so 1lOW. 

9 BST first frames its I.IJUIMIll in terms of what is required of D...ECs under the 

10 Telecommunications Act of 1996. BST cites the portions of the Act. 47 USC 252 (d)(2). which 

11 provide for reciprocal cotnpeDSation for local traftic:. SST eomends that calls to JSPs do not 

12 constitute local trUftc, not terminate at the ISP server, theRfore there is no reciprocal C:Ompeaubon 

13 obIiption for tbis traftic owed to KMC. 

14 BST .vpa that because the FCC ...ted in the De~klratOTy /wllng that ISP-bouncI trdic is 

lS Lvp1y intentatc, that trlflic it not subject to reciprocal compensation. Further. BST assens. ISP 

16 traffic is subject to the FCC's resuJltioD governing the transport and termination of interstate or 

17 intrastate interexchange trafti~ 1'bcrefore. to be subject to federal regulatioo. the traftic cannot be 

18 completely local. 

19 SST also cites portions ofthe D«kIraJDty RMIIng wberein the FCC disc:usses the nature of 

20 the call trom. end user to lID ISP. aST UMrtt that in '12-13, tbe FCC states that tile nature ortho 

21 call is analyzed by looIdog at the encko-end commuDication, and the call is Dot broken down into 

22 pieces. Tberef'ore, the ends orISP-bouad tra5c are the end user and the remote Internet site-Dot 

2J 
the ISP server, .. the call loa through the server to the Internet site. Usi.ng tbis 1Il'JUII*'t. BST 

24 
UICI1a tballSP-bound c:aIJs do DOt terminate III tile 1SP ..."... but ~Iy terminates III the maert'let 

2S 
site "CCeUed.. wherever tbllliite may be. FoUowius this UJUment, 85T conteods daaI ISP-bouDd 

26 
trlflic: is imentate, not local, IIId thus not subject to the red.proc:al c:ompensation obJiption of the 

27 KMC Agreement. 

21 
BST stIIles that ISP. use the LEC's local ft«WOrk to iaaUn.a c:aIb by ud to ISP ead user 

29 
euaomera. BST uaerts that the FCC has stilled that the portion orthe call that is &om the LEe to 
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the ISP it interSItc in natw'e. Typically, there is an intemate access cbup UICSIed by II..ECI to 

:1 LEes for interstate calli. Howe"Wl'. the fCC exempted ESP c:allt &om the accesa c:barge in the arly 

3 1980's to promote the arowth oftbe ESP industry. BST asserts that though the exempriOil results 

4 in tho ueatmeat ofc:crtain aspecta oflSP-OOtmd traffic: as local, tho faet that the FCC hid to exempt 

5 it shows tbat the trIfIic: is DOt truly local. 

6 BST tWes that the Act does not require reciprocal compensation when a ea11 originates OIl 

7 one LEC', network and tenninates OIl a remote Internet tite. However, the FCC stated there arc 

8 c:irc:umstances where Slate commissloDs may find reciprocal compensation is owed: 1) Whereparties 

9 have apeecI to reciprocal compensatiOilIUld 2) Where the state commission arbi1rates the agnMIIJlCIIl. 

lOIn thil instanee. the Commission did not arbitrate the Alrecment; rather, K.M:C and BST came to III 

11 Apccment. BST userts that tho AaJrecmcnt does not provide for reciprocal compcnsatioft for lSP­

12 bound tnftic:. 

13 BST argues that ISP traftk bas always been interstate in nature. and iftbere is I.Il)' doubt 

14 regarding this daipation, tho law &\ the time ofcnterins the ~ contlOls. BST asserts tbat 

1 S the lcpIunderstandins at the time the conmct was entered into was that thoFCC treared ISp·bound 

16 traffic: as non-local for IOCDC purposca. Further, BST usens that KMC bears die burden ofprovi:ns 

17 the existeac. ofan obtiption U1IIder the~. To do ao. UP" BST, KMC must prow dial 

18 ISP-bound CIIllare traDsportcd by KMC. arc terminated on KMC', network. and are local. 

19 BST cites many provisions of tho Louisiana Civil Code regarcIiDs coatrICt interpmat.ion, 

20 using theM rules to argue !(MC did I.1Ot carry its burdeD ofprovins that perties sbara a common. 

21 interu to pay reciprocal c:ompensa.tioIl for non-locIIlSP-bound traffic. Further, BST asserts KMC 

22 dic1 not provide I.Il)' c:ompellins extrinsi4; cvidcace rcgardina inh:Dt. as KMC Witnell MJ. 

23 Breckenridge Jt.IlCd tbat KMC dic1 not 1'880tiate the COtItJ"ICt but merely opted into a contract that 

24 was nesotiated by some Other compaay. BST also cites the testimony ofMa. BreckeMdge to show 

2S that KMC did DOt lpecifically coDlider rec:iproc:aJ c:ompensa.tioIl at the time KMC opted into the 

26 Asr=neot. 

27 BST arpes that KMC's complaint stems solely from the mistaken belieftbat eal1I &om the 

28 end user to the ISP are local and tcrmiDat.e at the ISP server. FI.Ittber. BST arsuea that KMC 

29 mistakeDly beIieveI dial reciprocal compcasation is requirecl UDder the Al:.t. BST aIMI1I KMC'. 
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witness BnIck.enridse c:ouId not point to lIllY FCC language that stated ISP-bouDcl calls terminate at 

2 the ISP server for purposes oCredprocal compeasation. 

3 sst IlIFf thai: KMC must take the ~ that it opted into as KMC fiads it. FunbIr, 

4 SST UMrts that under Louisiau. COIlU'aet law, the contrac:t must be interpreted apinat the obligee 

s (lCMC) and in favor ofthe obligor (SST) when a dispute arises. Additionally, BST addressed the 

6 application oftbe FCC liIdors reprding interpretadon oftile Agreement. To this point. BST araued 

7 tbat the factors set forth are only i11ustrative. Furthermore, BST usertJ that many oCtile &ctcn 

8 sugested by thefCC already have FCC rules rqardin& the factors, calli.for LECa to treat the ISP­

9 caUl in cenain ways. Therefore. SST argues. these factors CIDlIOt be used to prove intent ofBST. 

10 BST &rfP.JCIt that the other state commissiOl'll' deci.si0Dl that ICMC cited are not dispositive 

11 oftbis matter. SST UMrts that many oCthe dcc:isiODl \VIII'e issuccl prior to the DttcIarattJry RIIlhtg 

12 and thus are based on a two-c:alllllllysis regarding ISP-bouDd trdic:. 1:he Declaratory Radmg, 

13 argues BST, did not KCept the two-c:alJ malysU aDd any decision baed on that IIIUIlysis mutt be 

14 reconsiderecl. Additionally, BST argues that some of the cases cited by KMC wue arbitntions, 

IS and/or abe intcrc:onnectioft IfP.'eementI at issue Mre not quite the same II the Aareemeat iD this 

16 proceedina. Finally, SST argues that those other cases cited by KMC dealt with &dual 

17 circumstances vr:ry different ttom the ticU of'dUs particular cae. 

18 BST userts that their wilDCll, Mr. Hc:ndrix. established that at the 'lime oCtbe contnIct. BST 

19 UIlderrtood ISP·bouDd trdic WIt not local. Funber, BST did not then ad does not now believethe 

20 Aa mandates reciprocal compensation. SST argues that the definition of -local traftic" in tbe 

21 Agreement does not implicitly iftdude ISP-bouDd tnSic, therefore there was GO need to exdude I1IdJ 

22 traf&c. Additionally, the ISP-bouud ttIftic does not terminate at the lSP .."... Il'JUft BST, 

23 uterIiJI&tecbnical words DWIt beaiWGtechnical meaniags. CODtrary to KMC'sltUemeat BST alto 

24 arauea that it hal ..... bowinaIY paid reciprocal 00UIpenS&ti0n for ISP traftio. In IUppoJ1. BST 

2S 
claims 1hat it bc:pn boIcuna III rec:iprocIl compeasation bilIinp in October' of J99S and identified • 

26 
proceu at least IS early IS JIDUIIy of 1997 to CIlIUre that it did DOt bill reciprocal COIDperISation on 

27 
ISP 1r&ftic:. BelISouth implemented this J)I'OOeII in September of 1997. wrote olfIDOIIIlI prior 

28 tnftic 1hat it hid held. 

ORDER NO. U-13I3' 
PAGE 101 21 

reA 




504 342 4EI67 
OCT-29-1999 09:22 lP5C EX£C. 504 342 4097 P. 10 

Finally, BST arsues that if it was oblipted to pay reciprocal compensation on ISP-bowld 

2 tralBc:, that result. would be absurd as KMC would thea make 338% more nweaue from rec:iproc:al 

3 c:ompeosa1ion thin it does from providin& service to its 10 ISP customers. 

4 Further. BST auerta that SoGUoDll.S9 IU'Id 1.6 of the Ajreemem: arc relevant provisions wbich 

S demonstrate tbat the parties iDteadcd to pay reciprocal c:ompea..uon only on that traffic which is 

6 within the scope ofthe 1996 Act.· BST also araua that ISh provide Switched Excblngc Acceu 

7 Service.. therefore such tn.ftic:; is excblded from reciprocal compensation UDder Section 1.41 orthe 

8 Agreement. 

9 BST arguesthat there is DO evidence tbatKMC is providing a service toSST for wbichICMC 

lOis not being compensated ana that KMC is compensated ror any such costs in the same manner as 

11 BeIISoudI. from the revcPUes that it n:ceives &om its JSP customers. 

12 

13 SIiI/I" 1WIIio" 

14 StaB'asserts that the FCC has determined that c:aUs to ISPs are to be analyzed as ODe can. that 

IS is, the call that soes front the customer to the ISP to the I.Iltimatc Internet lite ia conIiiderecl ODe caD. 

16 Per this ratioDlic. Staffges tN.t ISP-bound traftk: is not subject to $late cnfotcement just becIuae 

17 the c:alI is local, for the c:alI is DOt c:mirdy suc:h. Staft'tbrther asserts that the FCC, in tbe DecItln1ltJry 

18 RMltng, says that $late commissions have the power to intetpret inlercocmection qreemcnts. which 

19 may bind Parties to pay rec:iproQl c:ompcuation for ISP-bound traftic. Thus, Staff eontends, the 

20 

21 StaB'maintains that tbe&c:tors set rorth by theFCC in theDecIarQlOl)'RlIllngfor~ 

22 whether or DOt parties intended to pay reciplocal compensation for c:aI1s to ISPs are iI1ustmive only. 

23 and tbe state commisSonlare the ultimate arbiters ofwbat t1actors are releYUt to interpretiDapcties' 

24 inteations. StafF... tbat in examinirls the intent ofICMC and BST, it is DOt withiD the proyiDce 

2S ofthe court to mate new contraetI for die parties. aDd the court is confiDed to oaIy iDWptetina the 

26 aareement bctWCCll tbe parties. Staff' COftCludes that pen the evidence presented at tbe bearift& 

·159·~~·is.cIac:ribId~IDCl"'to=a==mCntldill m:ow:r OORS ~ 1i:It tile truspbct ad .............. of tM!!!III!ic:Itjcms . OIl oae 

PIny', MtwOdc UId tllnllillllliD& OIl dieGdIIIr hrtJ'........ 


1.6: -As DacriW ift!be At/!- .......desl:nlled ill_nquire4 'by die At/!""r.-....,.. 
i_meted in !be duly authcIriad ruI.- and .....atioaI vf the 1"CC or tile ComaIitIioIt. 
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1 KMC IDd 1ST had different inteDlions when entering into the Agreement. Therefore. Statfurges. 

:z there WU DO meetina orthe minds, or alike uaderstudiJJ& which is necessasy for a valid ~. 

3 Ubimatdy, StIfFaraues. reciprocal compensation is DOt owed under the Aareement because KMC 

4 IDd BST did DOt share an understanding ofthe treatment oflSP-bound traffic. 

, Staff'tbnher asseru that KMC beIn eM burden ofprcofia this proceeding and must prove 

6 that the pIltia intended for Adprocal compensation to be owed for ISP-bound tra&k:. Staifargues 

1 that KMC has not carried its burden or proof and KMC put on an insufticient amouat ofdirect or 

8 extrinsic evidence to support its claim that the parties mutually agreed to pay nciprocal 

9 comperuation. Furthermore. Staff states, there were no negotiujol'lS in the reac:hing of the 

10 A&reemem, as KMC only opted into an existing Interconnection AgreemeDt. Stall' points to the 

11 testimony of KMC'. witness, Ms. lreckeGridp, wberein she tati6ect that KMC did not specifically 

12 consider reQprocaI compeasati.on. Staff'IIIIII'ts that her testimony proves there was DO meeting of 

13 the minds repn:Iina the iauc ofrec:iptOCll compensation for calls to ISPs. 

14 Stafflise took a stanc:e on policy issues surrounding reciprocal compensation. Staft' auens 

IS Ihat eM Commi$$iOIl'S duty is to promote efficient entry by new providers into tbe local excbanae 

16 market. Staffmlintains that the unqualified paymem ofreciprocal compcnsaUoo does not promote 

J7 real competition. Staft'argues that to follow KMC', prayed for RIIUIt. aU that would resu.lt would 

18 be cost sbiftina. taIciDg money tomone IIOUR:c and shifting it to UIOtber, which does not brins about 

19 
• true inereue in competition. FmaIIy,"urged lhIt reciprocal compensation is not owed by BST 

20 to KMC for ISP-bound trUfic. 

21 Staff&led two briefuceptioas to the Proposed R.ecornmeadatiOll. stet like BST. usertI 

22 that KMC properly baa the burdea ofproof11 heIriat because KMC is dtmIndina perfOnnance of 

23 

24 
standan:I fOrm because no J*tY f'Iised such iaue 1& hearina. Further, Staffurps Ihat ICMC c.amc to 

2S 
the ~ table with BST with the AIr-. tbentfore ifthe Aarecnent islWldanl form. it 

26 is KMC's standard form. 

27 

28 l~'~ 

29 
IntetVellOrs, E.spire, Cox. EATEL, AT&T and SECCA, throush their individual ftlinp 
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adopted the positions and araumeots mcpressed by KMC. Intervenors also ~ the CommissioD 

to expressly limit its deQsion in this proceedina to the dispute reprdina the KMClBST2 

3 lrrterc:ollllCC:i1iOD AgrecmedL 

4 
S FtIdIUIl FlruB,... 
6 
1 1. IOdC and BSTbodlpnMde local ClIdw\gc ICl"Yic:es inLouisiaaa. BST is the incumbent local 
8 service provider. KMC baa two IWitcbel withia I..ouisWsa. • Shrevepcn switc:b wbich 
9 bec:ameoperatioaal inNovember, 1997,lind aBatonIloupswitcbwbkbbecame operatioual 

10 in December of 1997. (Tr. Breckearidp at 19, 57) 
11 
12 2. Under Scction901.Dof the LouisiaDaPublic ServioeCommission'sCompetitionltoplations. 
13 
14 

local exc:banpcarriersuerequiredtointercormcc:t theirDllltWOrks, to uusponand terminate 
local traffic cxchaJI&ed on those networks, aud to make lITI.1l8eme1lU for mutual 

15 compensation for providiDg trlnsport and termiDation services. 
16 
11 
18 

3. KMC lAd BST signed an iaUlrc:oDDeCtion asrecment February 24, 1991 ("Agreement"). The 
Agreement is • naioaal acreement betweeIllCMC and BST ill A.IabIma, Florida. (iec:qia. 

19 Keatucky,Louisiana,Mississippi,NorthCaroliDa.SouthCarotinaIDdTeoneuee.(Agroement 
20 at 1) 
21 
22 
23 

4. In ac:cordanc:e with proYisioDs of Section 2520) of tbe TelecommunicItiOlll M of 1996. 
lCMC opled into an existiDs qreement between Mcb'OpOlitm Fiber SystemIlIId BST. 

24 Therefore" the partics did nOt negotiate the terms of'the Aarccmen1 in the traditional .... 
25 there were DO meetinp to hammer out temII ofthe Agreement between lCMC aNi BST. (Tr. 
26 Breckenridge at 27) 
27 
28 S. The Agreem.ent was IUbmitted to the LPSC b'review, aud approved by the Commission in 
29 Order Number U·22404, illUed JUDe 20, 1997, pursuant to USC 252(8). No other 
30 clelem:litlation was IDId4J with reprd to the provisions containcd in either 47 USC lS1 or 41 
31 USC 211. 
32 
33 6. A series ofamendments to the Asreement have been filed. In eICh instance the Commission 
34 did DOC specific:aJIyapprovetbeAir-; rather, the Commissioo published the applicatioa. 
3S aJ10wed the 90 days to.... and with DO iIltcwntions baving beeIl NCeived. tbe........ 
36 was "deemed" approved pursuant to 47 USC 252(1). Dates of CommiaioG letters 
37 respoadinstounendmentrcqucstSireApril3,1998; April 17. 1998; July2O,1998;0c:t0ber 
38 19, 1998; Nowmbcr 5, 1998; JIIlIIIIY 12. 1999; May 17, 1999. 
39 
40 1. Sec:tioa 5.8 of the Agreement letS tonh the CoIJowiDS terms reprdiDg the obIiption ofthc 
41 parties to pay rec:iprOCII COmpenlaUOD: 
42 
43 
44 
45 

5 .•. 1 Ileciproeal Compensatioo app1ica for transport aud tcrminaUoa of local tnfIic 
(inciudDta BAS and£AS-Jib trdic) bi11ab1e by BST or lCMC when. Telepboae 
ExcbIase s.vieeCustomer oriainatcs 011 BSr.orKMC'. aetwork for terminatioD 

46 on me other Pvcy'. net'WOI'k. 
47 
48 5 .•. 2 The penies sball compensate each other for transport IDCl t.cnDination ofLocal trafIic 
49 (IOCIl aJI tIrmiruIlioft) at aliqle i.deDticaI. reciproca1 and equall"lte ..Nt forth in 
SO Exbibit 8. [1'he rate is $0.009 per minute.] 
SI 
52 5.•.3 The Rec:iprocal Compensatioo arnmscnnems Nt forth in. tbia A,treemeat are not 
53 applicable to Switched ExchInp Access Service. All Switched ExcIIanp Acceu 
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SeMc:eand aU ImraLAT A Toll Trdic shall continue to begoyemed by the tenM and.1 
c:ondid.oDl olthe applicable federal and ItBe tariffs.1 

:> 
4 8. The ~ provides the following definitions ofurtain key tenDS: 

.s 
Sectioa ].59: ~ Compensalion- is As Ocscribed in the AGt. and m:cn ~ the6 


1 
 payment ltI'ID8emcats that rec:over eosts iacurreci for the traD$pOrt. ~ tennin1dJOD of 
TeIecormmmicatioll5 uatBc oripJating one Party's nctwotk and. terminatID& OIl the other8 

9 Pany's network. 
]0 

SGiot\ 1.6: • A:I, Dacribed in the A.a." mcaII$" deKribed mor requinlcl by the Act and ..11 
ttom time to time interpreted in the duly autborized rules and regulations oftile fCC or the12 

13 CommiSlioa. 
14 
IS ScetioA 1.41: "Local Traf6c- re£cn to calls between two or more Telephoae &dIutae 
16 service uset$ wheN both Telephone ExcbIDge Service$ bear NPA-NXX desipatioas 
17 wociated with the same loc:aJ calfuls area of the incumbent LEe or other authorized area 
18 (e.g., ExteadedArea Stl'lliccZonosin Idjaceat local caUms area). Local trafticiftduduthe 
19 traffic typeI tba1 have been tnlditionaUy referred to .. "local caJIing- and as "exteaded area 
20 service (E.AS). AU ome.r trafIic that arigiaa1es and terminates between end uaers within thew 

21 LATA is toll traftic. 11'1 no event shaU the Local Traftic area for purposes of local call 
2.2 termination billing between the parties be decreased. 
2.l 
24 . Section 1.70: -rc:lcpbone Exclwlp Service- is As Detincd in the AI:.t. 

25 

26 Secrion 1.63: -Switched Exc:bangc Access Service" meIl1IS the followiDg types ofExchanp 
27 Ac:cess SCl'\'ic:e:s: feature Gr.oup A. Feature Group B, fflllll.lnl Group D. 8001888 ~ and 
28 900 ac:eesI and tMir successon or similar Switched Excbanae Access services. 
29 
30 9. Tric:ia lkIekenriclgc was me only penoCI at KMC inwlved in the fteIOdat,ioD of the 
31 A.greemeDt with BST. Tric:ia Breckenridge decided to opt into an qrcomeot previously 
32 entencl beI:weeft BST and Melropo1itan Fiber SystemS. rather than negotiate the terms ofIII 
II II8f1lIIDIDt with BeUSouth. Ms. BredcenridSe did ftOt read the ~ prior to decidina 
34 to opt iDto it. further. Ms. BttdceDridp was not specifically ccmsideriDg the iuue of 
3S reciprocal compensation when abe decided to opt ioto the Aareement. Ms. Breck.emicts­
36 radfied that Il tile time the Agreement was executed, KMC understood thIl ISP nfIic, was 
37 treated IS local and was included in the Agreement'5 reciprOCll compensation oblip.dons. 
31 Post-HeariDsBriefallS, Tr., Brecbmiclp1l14-16, PrdiledDircctIl 7, Ms. Breckenridp 
39 wasunable, however, to point to ID)' tpeeificJaDsuase in ID)' rulinp ororden that ~pported 
40 her ~ except when prompted by her counsel. 
41 
42 10. Mr. Jerry Hendrix. the penon. who a.ecuted the Aanement OIl behIIfofBST, tll&ified that 
43 BST undentood that ISP tnftic.1ib lID ESP trIftic. is aon-Iocal iDtersmoudic. specifk:I1ly 
44 ~ ICCeII uaftie. Mr. Hendrix taCified thai. as such. aST uadcntood that ISP udk: 
45 was DOt IlIbject to me "'ocaI c:ompcasation obligation c:oataifted in Sec:tioa. 252(b)(5) of 
46 the, 1996 Act. Mr. Hendrix fi.u:tber testified that the Agleemear eqnssly provides that the 
47 ree:iprocII COl'I!IpeJlAtio obJiaaiaft coven only the ttaftie that is m'bject to this atatutory
48 mandate. Further, Mr. ~ teIli:&ed that the ~~ cxdudeI swilChed 
49 exc:baDp acc:e:ss MrVices ftom. the nw:iprocU COIDpCDSItion obIiption IIId that the FCC has 
.so ~ IiDcethe.ty 1980'$that enhanced serviceproviden, ofwbicb I$P$ are a sublet, 
SI pt'O'Yi.d.e txchmp acoea eervices. Therefore. the Asreemeat fIIqnISly excludea ISP trIftk 
52 &om the reciprocal COInpcoIaIion obIipDOft comained therein. 
S3 
54 11. KMC his bi1Iecl BST • total of $2,326,464 in rcdproc:a.J compensation under the KMC 
55 Asreemem· Of this amount. BST bas paid KMC • total ofS165 4'79 for local, aon-ISP 
S6 traftlc, lellvina III 0UUtand1ns balance of52,I60,985. CodnD. aebun.t at 5. • 
57 
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KMC hal a total of taIllSP customers beirlg aaved by its twO switches in Louisiana. The1 12. 
a.mounI of rcdprOCal <:Ol'CIpCDRtion generated by the tl'l.ftic: flowing to those ten ISP2 
c:ustomerf approximates the S2,16O,985 euutanding reciprocal compcmatioa balance that3 


4 KMC claims to be owed by BST. 

5 

6 13. KMC genentecl tpprOximateiy 5636,427 in reveoue fi'om providina service 10 its .. 

7 LouisiarIa ISP eustomen durins the ..... time period that it billed BST $2.16O,98S in 

8 rec:iprocal compeosation for traffic to those ten ISP customers. 

9 

10 14. BST began holding aU reciprocal compensation biltinss to CLECs in October of 1995. At 
11 least IS cady IS January or 1997. BST idcIdied a process 10 ensure that. ISP treftic woukl 
12 not be iDoIuded in its reciprocal compensation billia.p to CLECs. SST implemented this 
13 process in September of1997 and wrote ofFmost aD prior reciprocal compensation billiDp. 
14 
IS u. SST never knowinslY billed or paid reciprocal compeftsaUon Oft any DC:IIHocal traffic, 
16 including ISP traffic. 
17 
18 16. ISP traffic does nor terminate locally at III ISP server, but rathec traaSitI through the ISP 
19 saver for termination at a distult website, somewhere OUtSide ofthe local c;alliDg.... ISP 
20 trdic is, therefore, intenwe exc:baDse aceeI$ tra8ic that is DOt 1Ubjec::c 10 the reciprocal 
21 c:ompcnsItion obliptioD eonWned in Section 252(bXS) oftile Te1ecommunicatior1 NIt or 
22 1996. 
23 
24 17. FCC resuJaUons require that ISP traflic be exempted Ii'om the access char. regime. 
2S Pursuaot 10 this exemption, ISPs are treated IS CDd users for purposes orUICIIing .:cell 

26 cbarps. and the fCC permits ISP, to purc:bue their links to the pubtic Iwitcbed tclepboDl 
21 networkdu'ough intrastate business tarifFs ratherthaa through inc_e II::Ce$S tarifFs. nu.. 
28 ISP, geoeraI1y pay local business rues and interstate tubscriberliae ~ fortbeit switcbed 
29 ICCCSI coMeCCions to local exchange company central oftic::es. In addition, inc::umbent LECI 
30 are n:quired to treat expenMt and revenue associated with ISP traffic as intrutmc for 
31 separations purpose&. 

32­
33 18. There is 110 prwailiaa induIuy custom or treatina ISP traftie d -locII- for rec:iprocal 
34 compeasaUoa purpotes. fCC regulations require that ISPs be treated as cud usen for only 
3S one purpose, the access charge ex.empdcm. 
36 
37 19. KMC failed to produce any evideace to support its claim that ifit does not receive rec:iprocIl 
31 compensationfor trIDIpOrting ISP traflic orisiaaUnaonBeI1South'5network, that it will im:ur 
39 otherwise uocomplllSllkld costs. 
40 
41 20. ISPs are a subset of Enhanced Service Providers ("ESPs) that utilize interstate switched 
42 exc::hanp ac:c::aI MrVic::a to COIID4K:t to local excb.ange c::ompany central ofticcs. 
43 

44 FCC', ~.n., 

45 On Februaty 26, 1999, ill Common Carrier Docket Number 99-61, the FCC declI.red thlt 

46 the 1996 Act • 47 U.S.C. see. lS I(bXS), mandated reciprocal compensation for the transpOrI and 

47 termination of /qcIIl traftic:.,.",. The fCC Nttber be1d that this mandate does not e:x:tad to Isp· 

48 bouncl tra.ffic.. because ISP-boutId traffic is not local but is inter'ltl.t. Cor purposes ofthe 1996 AI:;t's 

49 reoiproc;aI compensation provisions. ISP-bauncl trat!&c isDot JUbjec:t to .....eaforcemeat......the 
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1996 Act Oft the pounds that it islocalttaffic. s.. Dec1uatory lWIina u, 12 &ad 26 n.17. The FCC 

2 ruUnacft"ectively undamiaed tbejurilclictional daim ofSlateutilityreplatorl overISP-bou1u:l trlIftic. 

3 In ruIina in favor offedcral venus state rqp.sIatory jurisdiction over ISP-bouDd traiIic and in 

4 constn.Iina 47 U.S.C. Me. 251(b)(S). the FCC f'oc:uMcl on the -cnd-to-endw nature of tho ID1ernet 

s commuaicatioa. The initiatina cau. 01' cuaomer it OM "eftd· of the communK:atioa. aad the 

6 tcnniDatina "eftd" is the web 01' otber Internet Ike called by the customer. The FCC R;jeeted 

7 aqp.uneIItI that would sepaent such trIIftic: into intra- and iater-state porticms Iftd tbcRby 11110 

8 rejected a c;;Ousequent. vtificial ~oa ofjurisdiction. Id. at 1 11. The FCC DOted that it 

9 "anaIyze$ the totality of the communication when deten:nioinB the jurisdictional nature of • 

)0 c:omrmmic:ation ... [and} recosnizes the insepa.rability, fbr purposes ofjurisdicrioDal analysis. oftile 

11 information IIfVice and the unda1ying telecommunications." ld. at,. 13. Tho FCC consid«I eICh 

12 suda c;;Ommerc:iaI tl'lDSlCdon as "one QIl" -&om its inception to its completion" aDd IQ;Q(dinalY 

13 rejectcr11be jurisdidioalllimitation implied by arbitrarily itolatiDa tile initial pet ofthe ca1Ifiom the 

14 rest ortlle stream of'interswe COIIIID4IR:e. IcL at 1 11. 

IS In its ndins. however, the FCC did DOt in itMIfdetermiDe whether reciprocal c:ompenAtion 

16 is due in IDY partic:uJar instarac:e. Rather, the FCC held that partie$ should be bound by their existing 

17 intcrc:onneetion aar-nents, as iatcrpreted by statecommissions. It found DO reason to interfawith 

18 It&t. commission findinp as to whether reciprocal compc:asation provisions of intercoanec:tiOll 

19 a.sreemenu apply to ISP-bound trafBc. pendiDs adopIion ofa federal rule CltabtisbinB III appropriate 

20 iDtentate c:ompenll&tion mechanilCll. 

21 

22 A.....,., 
13 

The central itIuepracnted byKMClc:ompIaiatis whether KMC aad aST s&and acommoa 
24 intent (mutually .......) to pay ,q.oc:alcompenudon for tnaftic that ociaiMtes Oft the DItWDrlc of 

25 one of'tbe pIr1iea ...is II'aIponed to lID ISP customer serwd by lho network ofthe otIJer party (lSP 

26 
traffic). evtIIl tbousb neither the TeIecomnalluQdions AI:t. of 1996 or lID)' odIcr law or rcpIation 

27 
requires the parties to pay reciprocal compe&sadon for ISP-bound ttafIic. For the reasou staled 

1I 
below, the Louisiana Public Service Commiuioo ("LPSC. 01' "Commillioa") fiDcIa that KMC and 

29 
BST do DOt owe rec:iproc.al CO'IIIpcmUion for ISP traffic under the terms oftheir .AareemeGt. 

0ltDmt. NO. U.231l9 
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1 Article 2045 of the LoubiaDa Civil Code provides that tile "U)nterpremion of a contraCt is the 

2 determination ofthe commoa intent of the parties." "When the words ofa CODtrICt are dell' ad 

3 explicit and lead to 110 absun:l ~ no fbnher imerpretatioa may be made in sarc:b ortho 

4 parties'intcDt.- La. av. Code art. 2046. "A party who demands performanceofllD obligation IDUIl 

S ptoIIetheexistaleeoftheobliptioll.· La. Civ. Code an. l'31;,.LouisianaGemiAg~. v.Rob', 

6 MiAi.Man.,la.c. 666 So.2d 1261, 1270 (La. App. 2"'Cir. 1996X"1bepwtydaiminsri&htSulldenhe 

7 eoftb'llCt beats the burden ofproo£"); Woodwtrd v. FehI, 573 So.2d 1312. 1315 (La. App. 2d ar. 

• 1991X"Th,e party who asserts an obligation must prove it by. preponderaN:e of tile evideDce."). 

SI Thus, KMC bears the burden ofproW\g the existence of an obligation on the put ofBeUSouch to 

10 pay reeiprocal compeasatioa for ISP tra8ic: UDder the KMC Ap'eement. 

11 TIle provisions of the KMC Aareement provide tbat the parties In: required to PlY reciprocal 

12 ~ to eKh other only fbr tho trIl'ISpOl1 and tenniDation of"Local Traftic;" u defined indie 

13 KMC Agreement.. and thI.t "Switched Exchaa&e Access Tr.mc" is ex:pra.sI.yerdnded tiom the tInDI 

14 of that obliption. s.. Factual Fiadinp 7&•. Tbus. KMC bore the burden ofproviftl (1) that it 

15 "tnDsportt" the ISP traflk: for which it claims reaprOGal compezlSIJion. (2) that it "terminates" this 

16 ISP trat1ie on its netwOrk, (3) that such tn8ic filJ& within the de6uitioo of"Local Traftic;· as defined 

17 in the KMC ~ and (4) that SUCh ttaf6c is DOt ·Switched E.xc:haDge Access Tra1Iic," as 

1B defined in the KMC Aareemcat. 

19 

20 lSP TrfIjF DtHII Hili "T~"lActIIV. 

21 One ofthe major disputes inthis mItter basbeen over whether ISP traftic; "tamiDates" 'kx.I11y. 

22 When KMC initially filed its CompWnt that atablisbed this docket., DlC argued that ISP tn8ic 

23 constituted "two eomponeDts. a tc1eeommuDicado component and lID in£onnatioD servic:a 

2A c:omponent." Complaint.. ,..2. This ~ it typic.1Iy referred to u tNt ~model." KMC 

Z5 argued iaitiaIly thIl the te1ecom.raunicat c:omponent "t«miDatecl"local1yItthe ISP.ver. After 

26 the filin& ofils CompIaiDt, the FCC isIued its 1J«:/t:nt()ry &1;", on 1SP tn8ic in which it stated 

27 unequivocally thIl ISP traffic: does not terminaIe locally at the ISP server. 1M rather c:ordiDues on to 

28 distant webIitea outside oftile local c::aJIiq IRa. S. D-dwalOry &1i",.112. 'the FCC baled its 

29 determination Oil a consistent be ofprior prec:edes1t datina back sewral decades. Fwther. the FCC 

OltDEIl NO. U-l'139 
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expresIIy ccmsidered and rejected the"two-QIl modeI.. notiD&tbat its prior precedent. baa atablilbecl 

2 a CO'DIilteat. cnd-to-cnd IDIIlysis for determining where the call orip.tes and tenni:natel. ID..lbl 

3 MAuer of SQutbwestmJ Bell Tel. Co .• CC Dodcet No. 88-1SO. Order Desipatiftg Is.ues for 

4 ~ 3 fCC Red 2339,2341 (1988)("[T)he jurisdic:donal nature oft call is detenninecl by 

s its ukimate orip.ation and temIinatioa. and not '" its intermediate routing.. Emphasis 1IdU:I.); 

6 BellSouth Memory c.u, Petition for Emerpacy Relief'and Dec:lIratory RuIias Yded by BeIlSouth 

7 Corporatioa.,. 7 FCC Red 1619. 1620(1992) ("there is a continuous path ofcommu.nications ICIOII 

8 stlte lines between the caller and the voice mail service!); Teleconnect, Teleconnect Co. v. Bell 

9 Telephone Co. ofPenn.• E-Sa.83. 10FCC 1626. 1629 (l99S). aff'd sub nom. SoutbwestemBell Tel. 

10 Co. v. FCC. I 16F.3d 593 (D.C. Cir 1991X"lBjothc:ourtandCommissioadec:isioosbJM:c:onsidered 

11 thecnd-to-«ldDAnlreofthec:ommwUc:ationsmoresipiflcao.ttbuttheti.eiIUiesUMdtoc:ompletelUCh 

12 c:ommu:nk:ations. ~ding to these precedems, we regulare an iDtenIate wire OOII'IftIWIicalons 

13 UDd« the Communications N:.t fiom its inception to its completion. [Ala intenwe communicatioa 

14 does not CId at an mtenraedw. switdI..•. The iDterswe COI1'IIDUDicati itself fIXhI'Dds fiom the 

15 inception of. call to its completioa. reprdJeu ofany intermediate f'aciIide:LM). 

16 After the iMUanCe ofthe ~ lbding. !(MC IIbandoDOd its reliance on the "two-<:aD 

17 model.. and began to argue that for -regulatory J)\UpOIe$M ISP trdc is "treated" as t.-rninaling 

)8 Ioc:ally. lu suppon ofthis new 1J'8'Ilment. KMC reliesongeoenl sta.tcmcntsin the FCC'sDrc/QrDtoly 

19 RIlling and ,1040 of the FCC Interconnection Order. F.tm Report and Order, In the Matter of 

20 Implcmentation of the Loeal Competition Provisions in the Telecommuftications Act of 1996, CC 

21 DocIca No. 96-98, II F.C.C.ltc:d. 15499 <Aupst I. 1996X"FCC Interconnec:tion On:ler"). 

22 
The .D.t:IDrQloryRIlling provides no support for KMC's c:Iaim; the FCC stated ~ that 

23 -the communiQtiOl'l$ at issue here do DOt termiDate at tbe JSp's local ____• U CLECs ad ISPs 

24 c:ontend. but coatinue to the uJtimIte datinaticm ordesrinatioas,. specificallyItalnternerWlblite that 

2!i 
is ofteDloc:aud in &DOthcr state." Drdtlmtory lOlling, '12. As 1Imher support for the firadiD& that 

26 
a call baa only ODe point of t«'mination. the FCC rccopizcd tbat its -condusioa tbat ISP-bouad 

27 
crdic is buply interstate misht c:ause some Slate commissions to re-exam.irae their c:ondwIion that 

28 
reciprocal compensation is due to the ateDt that those COGCIusioas are baed on • finding tbat this 

29 
trIfIic termirsates at an lsP server .~.. Id.127. EmpIIuis added. 'I1IuI. it CIMOt be .seriously III)IUed 

0lU)1!Jl NO. U-23839 
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that ISP traftic bill men than one point of'termination or that it actuaJly does terminate loc;aJ1y at tho 

2 ISP server, ewn thoup the FCC has stated empbaticaI1y that it docs SlOt. 

1 For these very rasons, it jj impossible to squue KMC'. inteapiecation 0(,1040 oCtile FCC 

4 Intll'QolmeCtion Order with the fiDcIitlp in the Declanllory RuIJIIg. lndeed. if ISP trdic dicl 

5 *'Dinate locally under KMC', interpretation of,1040. reciprocal c:ompeasatiM would be owed u 

6 a matter of'law pursuIftf to scctioft 2S1(bXS) of tile 1996 Act. It is undisputed. ho~. that 

7 reciprocal compensadon is not requirccl by law for this trIftie. $I. DttIckInIIory /l:JJing. ~, n.S7 

8 ("[T]he reciproeal compenII.tioo requirements of'section 2S1(bXS) of the AD. and Scctioo S I, 

9 Subpart H ('R.eeiprocaI Compensaric:lft for Transport and Termination ofLocal TeIecolJlll'l'U!licatOftl 

10 Traffic) ofthe Coznmillion's ruIa do not govem inter.-canic:r corrtpensatioa 1br this traftic.-).' 

11 Finally, ICMC points to certIin stIteI:'MCltS made by BellSouth ill wbich it misuses the term 

12 "terminates." SudI misuses do not affect the intcrpretatioa of the J.sreemeDt. Article,2047 of 

13 Louisiana's Code ofCivil Procedure provida that "[w]ords ofart and tecbaic8I tenDS must be (Iiw:ft 

14 their tedmic;al1DellliDS when the COIltract involves. technic:ll matter'." 1be termiraIrlOD requirement 

15 bas 0DIy one technical meenirlg. u recently confirmed by the fCC. and tbat is the: ultimate end poiDt 

16 oftbe communication. Thus. KMC has fiiIed to c:any its burden ofproving that it actually does 

17 -tenniDatc· ISP traftic OIl its network u is required by the reciprocal eompemation oblipion oftbe 

18 ApJement. 

19 

20 ISPI Prtni4teSwit(:W.".,.~~ 

21 As previously IWcd, SST and KMC cxpn:asIy cxdtlded SwitcWExchaDge AI:oeH Servic:es 

ZZ fi'om tile reciprocal compfI'Il$I.tio obIipcion oftbe KMC Aareement. SST lJ'8Ues that ISPa provide 

23 switcbed exchanse acceu saviccs to their IUbICribers lad that such tndIic i. therefore exprestly 

l4 excluded hill the reciprocal c:ompeasatjon obliption of the ~. SST's claims IN bated 

2S upotl the priorruIinp oftile fCC rcprdina &abanced Service Providm ("ESP."). ofwbich ISPa Ire 

l'J'IIe FCC JIIIII'C:OIIIICCOrdcr ~pubCl tile ape ofdle l'lICIpnqI callpcaudoD 0bJiIIIj0ft: 
"We CIOnCIudItlIIt .... 15l(b)(5)" recIpIocal COIIIptrIaIioD ~ sbauId ~ .,. ID 
tmf& daat ortamara IDd fICnIliaaI.tI Withia aloc:aJ caIIiaI-- . . . 

w. ftDd 1l1li die ~ "" I .... prori$iOI\S or tatioa 251<bX5) Ibr UUtpDrt IIId 
termillldiGaoftnllcdo_1ppIJ101raasportortcrmiaaliollofi:nll:nrlrtoriftUulare~
Ir.IIIIc.• 

ORDER NO. u.n.:." 
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a sublet. Sc, lAc1DratoryRulln:r. 'I, 11.1. In response, KMC claimed that ISP traftic is DOt expressly 

2 ududed in the Agrccmenl. Likewise. the AdministnDve Law Judge did not c:oDSider wbether ISP 

3 lraffio is switc:hed exc:banse accas traftic. but ralhr,r focused on the fact that aspecific ISP exception 

4 wu DOt included in the KMC A&rcement. 

s This Commission c::booses to c:ouider the KtuaI terms oftile KMC ApIement. rather than 

6 speculate u to willi terms could have been in the !(MC Aarecment. The FCC bas rec:opi:zed tiDce 

7 the inc:eptiorl ofthe access cJwp reaime 1hat ESP, UIe switched exchange access servic:eI. In the 

8 MTSlWATS Market SU\lCtUre Order. the FCC fouud that ESP, use interstate access service and 

9 exempted ESPs from paying ~ chqcs. MIS and WAIS Market Structure. CC Docket No. 

10 78-72, Memorandum Opinion and Order, 97 FCC 2d 632, 711 (1983)("Mark:et Stnlc:t1n 

11 Order-X·Among the variety oIusers ofaccess service are .M enhanced service providerl-). S. also, 

12 Amtndmmtj to Put 69 oftbe Commjgjon's IWIes 'detjpg to EnMgccd Secyice Pmyiders. CC 

13 Doc:ketNo. 87-215. Order, 2 FCC R.cd. 430S, 4306 (1987)(ESPs. "likeiilcititi ...bued ~ 

14 c:arriers and rcscIlers. use tbe local network to provide intastate serYicea-); Arnc!ndmcrtts o(PItt 69 

IS ofthe Cgmmissjgn's &utes Relating to EnIvmqrl Service Proyidcrs. CC Docket No. 81·215. Order, 

16 3 FCC Rc:d 2631 (1988)(ESP Exemption Order)(FCC refers to -certain classes ofexdw:ule accesa 

17 users, inducling enhuc:ed MrVice providers"). 

18 The FCC cOllfirmed the status of those services provided by UPs. iDciuding ISPa.. ill its 

19 recent IAckrGltJry RIlling: -Althoup the Commission has rec:opiz.od dw enbaDced service 

20 providers (ESPs). iachtding lSi's. use intcntatc ICCCI$ services, since 1983 it bas eumpted ESPI 

21 from the payment ofcertain inter1tate ICCeU charges.... nus. ESPs ..,..u.y pay loc:aI buaincu 

22 rues ud interstate subscriber line c:barps for their switchecllCCeSS CODMCtions to 1OC4II c:xcbaDse 
2J compmy cemraI ofticea.· Decktrrttory Rldhtc. ,S (Empbuis added). 

24 In Iiabt oftbe above quoted FCC precedent that has found consistently that ISPs use swiIChed 

2S 
tlCChange ICceSlICiW:es, IUCb services do fill witbiD tbe exception conti. ill Sectioo S.8.3 oftlte 

26 ICMC Asreerneat. Sa FKtuaI 'F'mdins No.7. 

27 

28 

ORDER NO. tJ..23&19 
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1 Th DlC...".."..,., PrtmMts fiat tlae PtII'Iia IlIIGUW ttl tID NoIIIbI6 More na tlae 

2 '''';kt~
:3 
4 Any doubt as to the parties' intent, as apressed in the KMC Agreement. regardiDi the IGOJ)e 

oftbendprocalcompensationobtiplionisrcmovedbythuxpressstatane'ftUreprdinsintenttOUDd 

6 in ScctionI 1.59 and 1.6 of that Apeemenl. &#1 Factual Fmdina 'No. I. Given that the parties 

1 cxpra$Iy state that the reciprocal eompcasatiOD obIiption in the AgrecmeDt is "as deIcribed in or 

S required by the [1996] A4 and as &om time to time interpreted in the duly authorized rules II!d 

9 regulations oCtbe PCC." it is dear tbat the parties intended to do nothins ftIOR or less than the 1996 

At;t required. As previously seated. tbe 1996 Act does not obtipte tbe panics to pay rec:iproc:al 

11 . compensation for any non-local, interstate tratlic. The adminisa-ativc lawjudge did not analyze these 

12 provisions of tile KMC AgreemeDt in radUns the COftCIwIionI contained in the proposed and finIl 

13 recommeadariol'ls. 

14 

DlCFIIik4 ttl ~ l!xIriIt6k E~ tIutt tlae PtIrtia llllaiktl ttl PIq ~ 
16 ~for ISPtIfl/Jie. 
11 
18 Even ifthe terms oftbe leCipIocai c:ompensation obliption ofthe A8feement were fouad to 

19 be Imbiauout.. KMC failecl to mee! its burden dtprodudng suft'k:.ient atriMic evidence to establish 

that tbe panics mutually intended to pay reciprocal compensatiocl fornon-local. ISP trafti4;. The only 

21 representatM ofI<MC that was respolllible for decidiDa the terms oftile interco~ qrecmcnt 

22 to be entered with BST, Ms. Tricia Bredceoridge. testified that (1) IICIithcr abc nor aayono else at 

23 !(MC hadmyconwrsatioas withBST reaardinStbotamsoftbc ~qrecmcmt (Hearia& 

24 TrlIIlIICript, pp. 24. 21). (2) she cboM to opt into In qreement that some other compI1lY had 

nqodeted with BST rather tINIn nesotiate her own -,greement (ld. pp. 21-28).. (3) she did DOt read 

26 the I81'eemeat dIat she c:hcIe to opt into (lc:t. p. 2.9). and (4) she was not IookiDs spoeUicaJIy at 

21 reciprocal compentation __ when she was dec2diDs what apeement to opt into. Id. 

28 In light ofm. swom testimony orthe !(MC witMu. it is difIicuIt to cooceivc olbow KMC 

29 is in a positioa to claim the benefit of1lIIY possible unbifJuity in the KMC ~. pea the 

"valier attitudethat KMC took in _ering the Aareemeat. Ms.. Breckenridgeclaimed that she relied 

31 OD various umpec:ified fCC orden IUld the lid that BST "treated" ISP traffic as 10CII for other 

32 purposes and thus assumed that it would be -treated- IS local for puIpOICI5 of reciprocal 

OIU)D. NO. lJ-13839 
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1 compenaation. Ms. Breckenridge could not, however, tpeCifica1ly idem:ify what FCC orders .be 

2 actually relied upon. Ev.:n ifMs. Breekenridse was relyina upon any spec::iic FCC orden., it is cI.ar 

3 that her iDtCJl)retaboo ofthose orders was incorrect. 

4 Not only did BST property incerpret the prior PCC ruIiap resardinl the na.IW'e ofISP udic, 

s BST presented other extrinsic tMdenc::e to establisb that it DeVer iatended to pay reciprocal 

6 c:ompeasation for nOIl-locIl. ISP traffic and that it would never have asrecd to pay reciprocal 

7 compensa1ion for such traftic due to the neptive economie consequences that sudl an lIJ'I"aIIIement 

8 would have eDlUred. 

9 rtrSt. BST presented uncontroverted evidence ofthe e:trons that it UDdcnook to easure that 

10 it did not bill any CLECs reciprocal ~ for ISP traffic.. or any other non-1ocaJ traffic. In 

11 October 1m,SST bepnboldinaall reciprocal COID'pe"Iation billiDp toCLECs, indudiDareciproc;al 

12 eompensation billiags for local trIffie. Prior to eatIrin& the KMC A;recmcm. BST bad idemitied a 

13 method to ensure that it would not biD reciprocal ~ for ISP traftic and was workiDs to 

14 implement the eahaftcemeat to its biJlias system. This enhancement was implemented i:D SeptIlDbcr 

IS of 1997, before KMC had IWID bcpn billing BST for reciprocal COmpensaboD, IIld BST wrote off 

16 most all ofthe prior traftic that it had withheld from reciprocal compelllltion bnling. 

17 The WICOntrOvened evidenc;e establishes that SST never Ic.nowinsfy billed or paid reciprocll 

18 compensation for ISP traffic. T'bese &cts distinguish this case trom the m.uncrous other cases upon 

19 wbich lCMC cites and reties. Other Rqional Bell Operating CompeDies ("UOCs-) did not 

20 UDdertake any effort to ideatii)t or separue out ISP trdic. Indeed, some RBOCs had esa.b1iJbed , 

21 c:ourse ofconduct ofbiJqand payq n:c::iprOC'4I c:ompc:nution for RVeraI month$ befOre informing 

22 CLECs that they would no longer pay reciprocal compensation for ISP tra8k:. 

23 F'maIly. SST put forth evideac:e that itwould DOt have I(P'eed to pay reciprocal ccmpom'ltiOll 

24 
for ISP traffic because sucb IDIITangement would ~ c.ertainly rauIted in ecoaomie harm to BST. 

2S 
GiYell that CLECs 1UCh .. 1CMC primuiIy. iCnot ~Y• .-w bu...... c:ustomen includiDa 

26 
1SPa, while SST serves the vut majority ofim... end-users, payiDa reciprocal cornpens.uion OIl 

27 
ISP trdic would result in absurd AIJlOWIlS of reciproc:aI compensation f1owin, to the CLEcs. 

28 
ladccd. in this panicu1ar cue, KMC biDed BST reciprocal COInpeftSltion for ISP trdic that wu 

29 
IpprOximatdy 340% more than KMC tec:eived in tlINeJUe &om providiDa ICtUII senic:e to ita teo (10) 

ORDER NO. U.23139 
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lSP CUltomersin Louisiana. SH Factual Fmdinp Nos. 11-13. The DiCptiw izrIpaet on compcti.tioD 

2 in the local awitet .. well .. the potential tor abusiD& the TeCiprocal compenNtion obliption &om 

3 penniUiDg II.ICh In 1Il'II:IIfPII1l11R obviouI. 

4 In reIpODSe, lCMC claims that it it docs not rec::eiw reciprocal comp.aAtiOD for ISP traffic 

s ftom BST, it will be provic:tiD& a service to BST for fRe and will iDCUt certain uncompeDSatec:l COltS. 

6 KMC did not put forth any evidence as to die IIIt\I.re or ImOUIlt oftbese c:oau that I04C daimecl 

7 would go WIICOIDpCNIIted aDd the Comminioa refi.IIc$ to simply take lCMCs word 111 face value. 

8 DocketNumber U-23839 was coftlidered mldecided at the Commiuion'sOctober 13, 1999 

9 BusiDeSl and Executive Session. On substitute motion ofCommissioner Bloaman and seconded by 

10 Commissioner Sittig. with Commissioner Dixon con<:U1Ting and Commissioners Owen aDd FJeld 

11 ctitwttin& the Commission VOlcd to reject the Administrative Law Judge'. RecommeftcIatiOD md 

12 adoptAId the Staff'Recoaunadatioll torejeet ICMC'. claimfor reciprocalc::ompeMltion for ISP-boulld 

13 tta8ic. 

14 IT IS THEREFORE ORDERED 
IS 
16 That KNC's requat for paymeat ofreciprol:al. compensatiOIl for ISP-bound traffic is 
17 hereby deaied. 
18 
19 BY ORDER OF TIlE COMMISSION 
20 BATON ROUGE, LOtllSIANA 
21 October 28, 1999 
22 
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BEFORE 


THE PUBLIC SERVICE COMMISSION OF 


SOUTH CA.ROLINA 


DOCKET NO. 1999-259-C - ORDER NO. 1999-690 


OCTOBER 4, 1999 


IN RE: Petition of ITC"DeltaCom Communications, 
Inc. for Arbitration with BellSouth 
Telecommunications, Inc. Pursuant to the 
Telecommunications Act of 1996. 

) 
) 
) 
) 

ORDER 
ON 

ARBITRATION 

I. INTRODUCTION 

T1is arbitration proceeding is pending before the South Carolina Public Service 

Commission ("Commission") pursuant to Section 252 (b) ofthe Telecommunications Act 

of 1996 ("1996 Act"). This proceeding arose after ITC"DeltaCom Communications. Inc. 

("ITC"D.,ltaCom',) and BellSouth Telecommunications, Inc. ("BeliSouth") were unable 

to reach agreement on all issues despite the good faith negotiations conducted over an 

extended period of time. On June II, 1999, ITC"DeltaCom filed a Petition for 

Arbitration with BellSouth in South Carolina. BellSouth tiled its Response to 

ITC"DeltaCom's Petition on July 6, 1999. The Petition and Response included a list of 

some seventy-three (73) issues to be decided by this Commission. 

The Hearing of this Arbitration was held on September 8 - 9, 1999. with the 

Honorable Philip T. Bradley, Chairman, presiding. Prior to the evidentiary hearing, the 

parties were able to resolve approximately forty (40) of the disputed issues that were 

originally listed in the Petition. Thus. this Commission will only address in this Order 

the rcmaming disputed issues as of the date of the Hearing. At the evidentiary hearing. 
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ITC"Del1aCom was represented by Mitchell Willoughby, ESquire; B. Craig Collins, 

Esquire; David I. Adelman, Esquire; and Nanette S. Edwards, Esquire. ITC"DeltaCom 

offered the testimony ofChristopher 1. Rozycki; StephenD. Moses l
; Michael Thomas; 

Michael Starkey and Don 1. Wood. BellSouth was represented by Caroline N. Watson, 

Esquire; William F. Austin, Esquire; Lisa Foshee, Esquire; and Thomas B. Alexander, 

Esquire. j3ellSouth offered the testimony ofAlphonso 1. Varner; Dr. William Taylor; D. 

Daonne Caldwell; David L. Thierry; David D. Scollard; Ronald M. Pate and W. Keith 

Milner. 

The purpose of this Arbitration proceeding is the resolution by the Commission of 

the remaining disputed issues set forth in the Petition and Response. 47 U.S.C.§ 

2S2(b)(4)(C}. Under the 1996 Act. the Commission shall ensure that its arbitration 

decision meets the requirements ofSection 251 and any valid Federal Communications 

Commi~;ion ("FCC") regulations pursuant to Section 252; shall establish rates according 

to the prc,visions ofSection 252(d) for interconnection. services, and network elements; 

and shall provide a schedule for implementation of the terms and conditions by the 

parties to the Agreement 47 U.S.C. § 252(<:). 

II. Procedural Motions 

A. BellSouth's Motion to Strike. 

At the beginning ofthe Hearing the Commission heard oral arguments from 

<:ounsel1or BellSouth and counsel for ITC"DeltaCom regarding BellSouth's Motion to 

Strike and Exclude Certain Testimony ofITC"DeltaCom. (Tr. Vol. 1 at 10-46). 

ITC"DeltaCom prefiled the testimollY of'lbomu Hyde; however, due to personal reasons, Mr. Hyde did 

;Lot 
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Specifically, through its Motion, BellSouth sought to strike certain portions ofthe 

prefiled direct and rebuttal testimony ofITC'DeltaCom witnesses, Thomas Hyde (whose 

testimony was adopted by Stephen D. Moses) and Don Wood, and to exclude any related 

live testimony at the Hearing. Principally. the Motion to Strike and Exclude was directed 

at testimony by Mr. Hyde (Moses) and Mr. Wood that attempted to put in evidence 

informati'Jn regarding BellSouth's recuning and nonrecurring costs as to certain 

unbundle·;1 network. elements (UUNEs") and the expansion ofIssue No. S from one (1) 

issue statoo in ITC"DeltaCom's Petition to four (4) separate issues. At the conclusion of 

. oral argwnent, the Commission announced that it would take BellSouth's Motion to 

Strike and Exclude under advisement and rule on it in the Commission's Final Order. (Tr. 

Vol. 1 ofp. 46). Upon review, the Commission fmds now that BellSouth's Motion to 

Strike and Exclude should be denied. 

With regard to the portion ofBell South's Motion to Strike that seeks to have 

portions .)frebuttal testimony ofITC"DeltaCom's witnesses Wood and Hyde excluded. 

BeUSouth asserts that it is not appropriate for ITC"DettaCom. through this two-party 

arbitration, to attempt to re-litigate UNE cost issues that this Commission decided in an 

open generic proceeding regarding BellSouth's costs to provision UNEs in South 

Carolina. (See Order. June 1. 1998, Docket No. 97-374-C. Proceeding to Review 

BellSoUlh Telecommunications. Inc. '$ Cost Studit13 for Unbundled Network Elements). 

Further. BellSouth asserts that portions ofthe testimony are based on evidence that is not 

in the ret:ord of the instant proceeding. ITC"DeltaCom argues that the law with regard to 

not appear and was replaced at the Hearing by Mr. Slcphca D. Moses. also III employee of lTC"DeltaCom. 
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UNE rates has changed since the Commission's approved UNE rates for BellSouth and 

that the r...tes are not compliant with FCC Rules. lTC"DeltaCom states that it propounded 

discovelj' to BeJISouth, to which BeUSouth properly responded, and that the discovery 

led to infi)rmation upon which the ITCADeltaCom witness based his opinion. Therefore, 

ITCADeitaCom contends that it may properly challenge and present evidence of FCC 

compliant rates within the context ofthis Arbitration proceeding. 

Upon consideration of the Motion to Strike, the Commission is cognizant that it 

has broad discretionary powers in admitting or excluding evidence much like that ofa 

trial court. See Hoefler v. The Citadel, 311 S.C. 361. 429 S.E.2d 190 (1993), rehearing 

denied. Further, the Commission is aware that the South Carolina Rules ofEvidence 

allow for an expert to rely on information which is not admissible into evidence to form 

his or her expert opinion. ~ Rule 703, SCRE. The Commission concludes that the 

Motion tl) Strike relating to witness Wood's rebuttal testimony and witness Hyde's 

rebuttal testimony should be denied and that the testimony should be admitted. In 

admitting the evidence, the Commission is not concuning with ITC"'DeltaCom's 

assertion that the UNE rates are properly challenged in this Arbitration proceeding. The 

Commission is merely admitting evidence which the Commission may, or may not. 

consider in its deliberations and give that evidence whatever weight or credibility the 

Commission deems appropriate. 

BellSouth also contends that it is not appropriate for ITC"'DeltaCom to attempt to 

add new issues to this Arbitration proceeding by expanding Issue No. S from one (1) 

issue in Ihe Petition to four (4) separate issues. ITC"'DeltaCom asserts that it expressly 
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incorporated a proposed intercoMection agreement and SWDmIUY issues matrix into its 

Petition fhr Arbitration which was filed on June II, 1999. AdditionallY,lTC"'DeltaCom 

states thaI the binding forecast issue was addressed in the prefiled testimony ofBellSouth 

witness Varner. 

The Commission concludes that BellSouth's Motion to Strike as regarding Issue S 

should be denied. The Commission recognizes that the issue ofbinding forecast, as stated 

in the restated Issue 5 proposed by ITC"DeltaCom, was addressed by BellSouth in its 

prefiled tt..'Stimony. Further, the subtopics identified in Issue S as stated by 

ITC"DeltaCom are set out in the Exhibit B which was attached to the Petition and 

incorporated by reference; Exhibit B provided a sU1111IWY of the issues on which the 

parties had not reached agreement. See Petition for Arbitration oCITC"'DeltaCom, p. 3,1 

7 and Exhibit B to Petition. Inasmuch as BellSouth filed testimony on the restated issue, 

including the issue of binding forecast, the Commission can find no prejudice to 

BeUSouth. As no prejudice has been demonstrated, the Commission denies BellSouth's 

Motion ttl Strike with regard to Issue 5. 

B.ITC"'DeltaCom's Objectioa to latroductioa of BellSoutb's Service QuaUty 

MeasunmeDts. 

During the Hearing. the Commission requested both parties to review and 

compare the other party's performance measurements and to report back with the results. 

BellSouth prepared a written analysis comparing the two sets ofmeasurements. 

lTC"'DeJtaCom did not do so. In order to malee the comparison document meaningful, 

BellSouth also presented the Commission with a copy ofBell South's most recent version 
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of its perfi:Jnnance measurements, which it calls, Service Quality Measurements 

("SQMs"). Counsel for BellSouth requested that both documents be admitted into 

evidence in this proceeding. ITC"DeltaCom objected to admission of the SQMs. The 

Commission marked tbe documents for identification only and stated that it would rule 

on their admissibility in the Final Order. Tbe Commission now ovenules 

ITC"DeltaCom's objection and allows the exhibits to be admitted into the evidence of 

record in l:hiS proceeding as Hearing Exhibit No. 17. The Commission bas wide latitude 

in accepting evidence at proceedings such as this one, akin to that ofa trial court. See 

Hoeffer v. The Citadel. supra. The Commission requested both parties to provide 

comparisons of the Qthcr's performance measurements. BellSouth was tbe only party to 

do so. The Commission fmds BellSouth's comparison document extremely helpful. 

Moreover, the Commission finds that it is both necessary and useful to have BellSouth's 

actual Service Quality Measurements in the record to determine an unresolved issue in 

this proce-e<iing. 

III. DISCUSSION OF ISSUES FOR ARBITRATION. 

Based upon a carefUl consideration of the entire record in this Arbitration 

proceeding, the Commission makes the following determinations and decisions regarding 

the issues presented in this arbitration proceeding: 

Issye Ua} 

Should BeliSouth be required to comply with performance measures and guarantees 

for pre-orderinglordering, resale, and unbundled network e.emeats ("UNEs"), 

provisioning, maiDteaaace, interim number portabiUty aad local number 
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portability, eolloeatlon, coordinated conversions and the bona fide request processes 
as set fortb fully in Attaebment 10 of Exblbit A to tbis Petition? 

ITC'DeltaCom Positiog: 
Yes. BellSouth should be required to provide performance measures and three­

tiered performance guarantees as proposed by witness Rozycki and incorporated into 
contract language in Attachment 10 to Exhibit A to the Petition. Section 251 (c)(3) of the 
Act requires nondiscriminatory unbundled access to all UNEs including OSS. ~ f:.im1 
Report and Ordm' of the FCC (OSS is ONE) CC Docket 96-98. , 525. Thus it is also a 
requirement of Section 271 ofthe Act. BellSouth itself proposed self-executing 
performance guarantees. See BellSouth's Ex Parte; Proposal to the FCC for Self 
Effectuating Measures. April 3, 1999. 

BellSouth PosidoQi 
BellSouth disagrees that the so called "performance measures" and performance 

"guarantees" in Attachment 10 to the Petition are appropriate. The South Carolina 
Commission has previously declined to establish additional performance and service 
measurements in an arbitration proceeding, having found that: "[tJhis Commission 
already has service measurements in place. BellSouth must provide the same quality of 
services to AT&T that it provides to its own customers .... ,. (See Order No. 97·189. at 5­
6. March LOt 1997, Docket No. 96-358-C, AT&T/8ellSouth Arbitration). BellSouth has 
offered a comprehensive set ofperformance measurements (Service Quality 
Measurenlents or "SQMs") which ensure that BellSouth provides ITC"DeltaCom and all 
other CLI~Cs with nondiscriminatory access as required by the 1996 Act and applicable 
rules of the Federal Communications Commission (UFCC'j. BellSouth also is willing to 
provide ITC"DeltaCom any additional performance measurements "that the Commission 
may order BellSouth to provide to other CLECs in this state. 

With respect to performance "guarantees", BellSouth does not believe that 
financialmcentives, "guarantees", penalties or liquidated damages are appropriate 
matters fClr arbitration under the 1996 Act. ITC"DeltaCom's proposal is not required by 
the 1996 Act and represents a supplemental enforcement scheme that is inappropriate and 
unnecessilry. ITC"DeltaCom has adequate legal recourse in the event BellSouth breaches 
its intercc.nnection agreement. Moreover, the South Carolina Commission has previously 
determined that it "lacks the jurisdiction or legislatively-granted authority to impose 
penalties or fmes" in the context of a similar arbitration proceeding. (See Order No. 97. 
J89, at 6, March 10, 1997, Docket 96-3S8-C. AT&TlBellSouth Albitration). 

DiSSUSlIPAi. 

The Commission has been presented with two (2) sets ofperformance 

measurements by which BellSouth's provision ofservices to competitive local exchange 

Jo9 
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camers ("CLECs"). such as lTC"DeltaCom, may be measured. On the one hand. 

ITCI\DeituCom witness Mr. Rozycki offered a set of perfonnance measures and 

perfonnaflce guarantees which may be found as Attachment 10 to Exhibit A of 

ITCI\DeltaCom's Petition. Mr. Rozycki testified that these were very similar to a set of 

perfonnance measureslperfonnance guarantees that had been used by CLECs and the 

incumbent local exchange carrier ("ILEC") in Texas. (Rozycki. Tr. Vol. 1 at 69). Mr. 

Rozycki testified that the perfonnance guarantee aspect of the perfonnance 

measurements that lTCI\DeltaCom was supporting included a three-tiered system of 

financial .:::onsequences if BellSouth .were not to meet certain levels ofperformance under 

the forty-five (45) different measurements proposed by ITCI\DeltaCom. For example, a 

failure under the second tier constitutes a "specified perfonnance breach" and ,would 

require BellSouth to compensate ITCI\DeltaCom $25,000 for each measurement 

BellSouth failed to meet. A failure to perfonn under the third tier constitutes a "breach­

of-contra:'" which would require BellSouth to pay penalties in the amount of $1 00,000 

for each default for each day the breach or default continues. (Rozycki, Tr. Vol. I at 68 ­

71). At the Hearing, Mr. Rozycki changed positions and offered to have any such 

penalties made payable to the State ofSouth Carolina rather than individually to 

ITCI\DeltaCom. (Tr. Vol. 1 at 119 and 691). 

On the other hand. BellSouth offered its own detailed set ofperformance 

measurements developed over the last two years by working with various state 

commissions and CLECs. (Tr. Vol. I at 727). BellSouth witness Mr. Varner testified that 

BeUSoulh is taking very seriously the FCC's request for "clear and precise" 
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measurements by which CLECs and regulators can confirm nondiscriminatory 

provi",:iorung ofnetwork: facilities and services. (Ameritech-Michigan Order 12 FCC Red. 

at 20655-56, 1209. Mr. Varner testified that BellSouth's Service Quality Measurements 

("SQMs'" covered nine (9) separate categories ofmeasurements: (1) Pre-Ordering OSS; 

(2) Ordering; (3) Provisioning; (4) Maintenance &Repair; (5) Billing; (6) Operator 

Services (Toll) and Directory Assistance; (7) E911; (8) Trunk Group Performance; and 

(9) Colloc:ation. (Varner, Tr. Vol. 1 at 405· 406 and Hearing Ex. 17 at 1 (Table of 

Contents;'). BellSouth's Service Quality Measurements, which comprise some 69 pages 

ofdetails regarding how these nine (9) categories are measured, is part of Hearing 

Exhibit No. 17. 

Also, a part ofHearing Exhibit No. 17 is BellSouth's Matrix which compares 

ITCADehaCom's proposed performance measurements to BellSouth's Service Quality 

Measurements. Mr. Varner stressed that by using BellSouth's detailed set of 

measurements, along with the raw data provided, ITCADeitaCom and the Commission 

can momtor BellSouth's performance and verify that services are being provided at parity 

with BellSouth and with other CLECs. Rather than attempting to negotiate different 

performance measurements in the various individual interconnection agreements for each 

CLEC doing business in BellSouth's region, as ITCADeltaCom is attempting to do 

through its own version ofperfonnance measurements taken from another state outside 

BellSoulh's region, BellSouth states that it is committed to delivering BellSouth's 

Service Quality Measurements equally to all CLECs, including ITC"DeltaCom. (Varner, 

Tr. VoL 1 at 405·407). Significantly, BellSouth's SQMs have been approved by several 
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state Commissions-and have been incorporated into numerous interconnection 

agreementq with other CLECs in BellSouth's region. (Tr. Vol. 1 at 726-727). 

Mr. Vamer also testified that the so-called performance "guarantees" are nothing 

more than penalties or liquidated damages. As such, they are not an appropriate matter to 

be determined through arbitration. (Varner Tr. Vol. I at 407 - 408) None of the 

requirements found in Section 25 I of the 1996 Act involves a duty for the parties to agree 

on a set of financial performance guarantees or liquidated damages-type provisions. The 

1996 Act does not specifically require an arbitrated agreement to satisfy any conditions 

regarding performance guarantees, penalties or liquidated damages, BellSouth noted that 

state law and state and federal commission procedures are available, and perfectly 

adequate, :0 address any performance or breach ofcontrac:t situation should it arise. For 

example, BellSouth's SQMs are fully enforceable through commission complaints in the 

event ofBeUSouth's failure to meet such measurements. 

Dr. William Taylor. on behalf ofBellSouth, testified that performance measures 

"based on penalties or liquidated damages are completely unnecessary and inappropriate. 

Apart from the fact that legal and other remedies are already available.ITCI\OeltaCom's 

proposed performance guarantee system suffers from an important incentive problem 

known in economics as moral hazard," (Dr. Taylor, Tr. Vol. 1 at 548). (emphasis in 

original). MOr. Taylor explained. moral hazard is a form of gaming by which one party 

to a contract may resort to actions - within the contract - that create unanticipated 

competiti tie or financial advantage for that party at the upeMe ofthe other party to the 

contract. (Dr. Taylor. Tr. Vol. I at 548 - 549), Dr. Taylor's testimony on this point may 
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explain Mr. Rozycki's change in positions - the penalties are now proposed to be paid 

to the Stale rather than ITC"DeltaCom. Even with this change ofposition, the problem 

of"moral hazard" still exists. 

Finally, Mr. Varner testified that BellSouth is currently working with the FCC to . 

decide on a BellSouth voluntary proposal for self-effectuating enforcement measures. 

These measurements would take effect on a state-by-state basis concurrent with approval 

for BellS()uth to enter the long distance market (i.e. obtain Section 271 interLA T A reliet). 

(Varner, ~~-r. Vol. 1 at 407). 

Upon consideration of this issue, the positions of the parties, and the evidence 

from the hearing, the Commission concludes that a generic docket should be opened to 

investigate and rule on proper performance measures to be imposed on BellSouth and 

potentially other ILECs. As illustrated by the perfonnance measures admitted in this 

proceeding and by the positions of the parties, the Commission recognizes that the issue 

of perfonnance measures has far-reaching implications in the telecommunications 

industry, especially relating to competition under the 1996 Act 

[n the interim. the Commission finds that BellSouth's Service Quality 

Measurements (as contained in Hearing Exhibit No. 17) are appropriate and should be 

adopted us performance measures for the parties to use until the Commission can 

conclude a generic proceeding on performance measures. In deciding to use the 

BeUSoutn SQMs, the Commission notes that BellSouth's SQMs have undergone two 

years of ::'eview and formulation by the FCC and several state commissions and input 

from various CLECs. As such, the Commission recognizes that these perfonnance 
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measurements are in place and ready to be implemented within the context of this 

agreement until this Commission can conclude its generic proceeding. 

With regard to the perfonnance guarantees, the Commission expressly rejects 

imposing any sort of "perfonnance guarantee" or penalty provision associated with 

perfonnance measurements. The Commission fmds that neither the 1996 Act nor state 

law allows the Commission to impose penalties or fines in this arbitration. Additionally, 

Ws Commission has previously determined in the context of a proceeding resolving 

disputed issues for an arbitrated agreement under the 1996 Act that it lacks the 

jurisdicti.Jn or legislatively-granted authority to impose penalties or fines in the context of 

an arbitrated agreement. (See Order No. 97·189, at 6, March 10, 1997 in Docket No. 96­

358-C (AT&T/Bel/South Arbitration). 

The Commission also notes, with respect to ITC"DeltaCom's witness Mr. 

Rozycki's statements concerning so-called "anti-back sliding measures" that this matter 

is more appropriate for consideration under the public interest standard under Section 271 . 

of the 1996 Act than an arbitration for an interconnection agreement. The Commission 

further notes that BellSouth is currently working voluntarily with the FCC to develop 

such measures. 

Orderia. Paneraob; 

By this Order, the Commission directs that a generic docket be established to 

investigate and rule on proper perfonnance measures to be followed by BellSouth and 

potentially other ILECs operating in South Carolina. In the interim until a generic docket 

can be concluded, the Commission directs the parties to utilize the BellSouth Service 
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Quality Measurements as a part ofthe parties' interconnection agreement for South 

Carolina. The Commission rejects imposing any sort of"performance guarantee" or 

penaJty provision associated with performance measurements. 

Issge Ubi 
Should BellSoutb be required to waive aDY DODrecurrfDg charges wheD it misses a 
due date~· If50, uDder wbat circumstaDces aDd for wbicb VNEs? 

ITC"DeltaCom POliUoD, 
y.:s. IfBellSouth's assigned due date is missed as a result ofBellSouth's error. 

BellSouth should waive the non-recumng charges. BellSouth seems to have agreed with. 
this position in a brief submitted in Tennessee. Other guarantees are needed to assure the 
due date is not missed repeatedly. This applies to all UNEs. This issue is covered by 
witness Rozycki in his direct testimony pages 6 through 9. 
BeUSoutb PosUloD; 

A contract requirement obligating BellSouth to waive nonrecurring charges when 
it misses II due date would constitute a penalty or liquidated damages provision which is 
inappropriate for arbitration under the 1996 Act (nothing in Section 2S1 or 252 requires 
penalties 'lr liquidated damages to be either agreed upon or arbitrated). (Also See 
BellSouth's position on Issue 1(a». The only remedies that sbould be included in an 
interconn.:ction agreement between BellSouth and lTC"DeltaCom are those mutually 
agreed upon by the parties. BeUSouth has voluntarily agreed to the waiver of 
nonrecurring charges when it misses the due date for the conversion (cut-over) ofUNE 
loops. ThI15, this issue is not appropriate for arbitration. (Exhibit "A" attached to this 
Issues M'ltriX contains BellSouth's proposed contract language on this issue). 

DiseyssioAi 

TIle specific question presented by this issue is whether in cases where BellSouth 

misses a due date (e.g. fails to cut over a customer on the scheduled date for such a cut 

over) should BeUSouth be aJlowed to impose nonrecumng charges for such a missed 

appointment and should BellSouth be permitted to impose charges when it finally meets 

the deadline. ITC"DeltaCom asserts that BellSouth offers similar performance 

guarantees to its customers in its tariffs and aJso argues that without performance 
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guarantees, BellSouth has both economic and competitive incentives to :niss scheduled 

due dates. (Rozycki, Tr. Vol. 1 at 97) Mr. Rozycki testified that ITC"'DeltaCom incurs 

costs for each scheduled event and further that the ITC""DeltaCom customer often incurs 

cost when the customer has scheduled a vendor or technician to be on site during a 

scheduled event. (Rozycki, Tr. Vol. 1 at 97) Mr. Rozycki contends that BellSouth has 

taken conflicting positions on this issue when it voluntarily offered to the FCC, in its self-

effectuating enforcement measures document, to waive certain charges, but takes the 

position here that a mandatory waiver ofnonrecurring charges, such as here for a missed 

due date, constitutes a penalty. (Rozycki, Tr. Vol. 1 at 98) BellSouth witness Mr. Varner 

testified that a requirement obligating BeUSouth to waive nonrecurring charges when it 

misses a due date would be a penalty or liquidated damages provision. (Varner, Tr. Vol. 1 

at 408) Mr. Varner also offered that this Commission has no authority to award the relief 

sought by ITC""DeltaCom and further offered that ITC""DeltaCom has adequate remedies 

available before the commission, the FCC, and the courts to address any breach of 

contract situation. (Varner, Tr. Vol. 1 at 407) 

Upon consideration of this issue, the positions ofthe parties. and the evidence 

from the hearing. the Commission concludes that BellSouth should waive the non­

recurring charges ifBellSouth's assigned due date is missed as a result of BellSouth's 

error. Th.:s required waiver is on an interim basis until the Commission concludes a 

generic proceeding on performance measures. The Commission finds that this required 

waiver of the nonrecurring charges is not a penalty but is compensation for costs incurred 

when a due date is missed. Further, the Commission finds that this required waiver of 
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nonrecurring charges provision is consistent with similar provisions contained in 

BellSouth's tariffs approved by this Commission. In the generic proceeding on 

perfonnance measures, the Commission will entertain proposals on "performance 

guarantees." penalties, and liquidated damages provisions. Therefore. this provision will 

be subject to the Commission's ruling in the generic proceeding on performance 

measures established herein. 

Orderjgs,: Plrl,rapb: 

The Commission directs the parties to include a provision in the interconnection 

agreemer.t that BellSouth should waive the non-recurring charges if BellSouth·s assigned 

due date IS missed as a result ofBellSouth's error. This provision will be in effect on an 

interim basis until the Commission concludes its generic proceeding on performance 

measures, mcluding proposals on "performance guarantees," penalties. and liquidated 

damages provisions, and issues a ruling. 

Issue 2 aRd 1(1)(lv) 

(I) 	What is the defiDitioD of parity? 
(b) 	PursulDt to this defiDitioD, should BellSoutb be required to provide the 

followia. aDd if so, UDder wbat cODditiODS aDd at wbat rates: 
(1) OperatioDal Support Systems ("OSS"), 
(1) VNEI, 
(3) Access to Numberia. Resources IDd 
(4) AD uDbuDdled loop usiDI IDtearated Dilitai Loop Carrier ("IDLC,,) 


tt.'CbDOloay. 


ITCI\ DeltaCom Posjtjoa; 
(a) Where BeliSouth provides service to ITCI\DeltaCom at least equal-in­

quality to that provided to BellSouth or any BellSouth subsidiary. See Section 3.1 and 
3.2 of ITCI\DeltaCom's Proposed Interconnection Agreement. 
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(b)(l) Yes. At no charge pursuant to the testimony ofwitness Wood or, ifso, at 
FCC compliant TELRIC rates spread equally over all end-user consumers pursuant to the 
testimony ofwitness Rozycki. 

(1=)(2) Yes. At FCC compliant TELRIC rates. The Iowa Ulililies Board case 
upholds the FCC's Rules regarding the appropriate prices ofUNEs under Section 2S2(d). 
This issue is discussed by witness Wood at pages 21 and 22. 

(t.)(3) Yes. At FCC compliant TELRIC rates. (Id.) 
(b}(4) Yes. At FCC compliant TELRIC rates. (Id.) 

BeliSoutb Positiog; 
(a) BellSouth offers services to ITC"DeltaCom at parity. BeUSouth has offered to 

include hUlguage in the interconnection agreement which defines parity as the provision 
of UNEs and resold services in a manner that gives an efficient CLEC a meaningful 
opportunity to compete. This definition is consistent with the 1996 Act and the FCC's 
rules reglU'ding parity ofservice (47 C.F.R. §S1.311 (UNEs) and 47 C.F.R. §S1.603 
(Resale). 

(b)( I) BellSouth provides CLECs with nondiscriminatory access to its OSS 
through electronic and manual interfaces. (See BellSouth's position on Issue 6(a) and 
6(b) for discussion of rates). 

(h)(2) BellSouth provides CLECs with nondiscriminatory access to UNEs 
pursuant to 47 U.S.C. §2S1(c)(3) and 47 C.F.R. §S1.311. (See BellSouth's position on 
Issue 6(b) for discussion ofrates). 

(h)(3) BellSouth is fulfilling its duties under 47 U.S.C. § 2SI(b)(2) and (b)(3) with 
respect to providing number portability and dialing parity. BeUSouth should not be 
required to provide access to numbering resources since BellSouth has not been the North 
American Numbering Plan Administrator ("NANPA") since 8-14-98. 

(b)(4) BellSouth provides access to aU ofits loops on an unbundled basis 
including those loops served by IDLC equipment. BellSouth will provide 
ITC"DeitaCom with loops that meet ITC"DeltaCom's specific transmission requirements 
at the appropriate rates. (See BeUSouth's position on Issue 6(b) for discussion of rates}. 

Discgsslogi 

Because this issue has multiple sub-parts. the Commission will address each item 

in order. 

(a): ITC"DeltaCom contends that parity is at the heart of the 

Telecoll'_munications Act because it is vital to the survival ofcompanies like 

lTC"DeltaCom. (Rozycki, Tr. Vol. 1 at 71). Mr. Rozycki testified that ITC"DeltaCom 
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wants spo::ific contract languagc in the parties' Interconnection Agreement to make clear 

thc partics' obligations under thc law. (Rozycki. Tr. Vol. 1 at 103). Mr. Rozycki 

refcrenc~. thc FCC's First Report and Ordcr relcased on August 8. 1996. at '312. 

indicating that ITCI\DcltaCom must receive nondiscriminatory access that is "at least 

cqual-in-quality to that which thc incumbent LEe provides to itself', (Rozycki. Tr. Vol. 

1 at 104·- lOS). BcllSouth acknowledges that it is obligated by thc 1996 Act to providc 

ITC"Dclt.1Com, and any othcr CLEC. with nondiscriminatory access to UNEs including 

its opcrations support systems ("OSS"). Mr. Varner testified that BcllSouth complies 

with its obligations under the Act and thc FCC's Orders and provides services to CLECs 

in a nond:scriminatory manner. (Varner, Tr. Vol. 1 at 408 - 409). The question 

remaining for the Commission is what dcrmition ofparity should be used in the parties' 

interconnection agreement. According to BellSouth witncss Varner. ITC"DcltaCom, 

relying on the "at lcast cqual-in-quality" language from the FCC's First Report and 

Ordcr, has proposed language which would require BellSouth to provide access that is 

"cqual to or ~ lban that which BellSouth provides to its own cnd-users". (Varner, 

Tr. Vol. I at 410) (cmphasis added). BelJSouth does not agree to such language and 

states that the language proposed by ITC"DcltaCom goes beyond the parity requirements 

of the 1996 Act and the FCC's orders. BellSouth's position is that the Commission 

should reject ITC"DeltaCom's request to have this Commission imposc a totally 

unnecessary additional requirement on BellSouth that is different from the expressed 

languagc of the Act or the FCC's rules. BellSouth bas acknowledged that it must provide 

nondiscriminatory access to UNEs, including BcllSouth's OSS, in a manner that will 

~? 




.. 

OOCKE,: NO. 1999·2S9-C - ORDER NO. 1999·690 
OCTOBER 4, 1999 
PAGE 18 

provide a reasonable competitor with a meaningful opportunity to compete. (See 47 

C.F.R. Section 51.311) (UNEs) and (47 C. F. R. Section 5.1.603) (Resale), 

Upon consideration of this issue, the positions of the parties, and the evidence of 

record, the Commission finds that the definition ofparity as proposed by BellSouth 

should be used in the interconnection agreement. The definition proposed by BellSouth is 

consistent with the FCC's rules which require the provision ofUNEs and Resale services 

in a manner that gives an efficient CLEC a meaningful opportunity to compete. The 

Commission finds that ITC"DeltaCom's proposed dermition ofparity goes beyond the 

requirements of the 1996 Act and, therefore, is not acceptable. 

OrderiDI Paraarapbi 

The Commission directs the parties to include in the interconnection agreement 

the defmition of parity as proposed by BellSouth since this definition comports with the 

FCC's niles which require the provision ofUNEs and Resale services in a manner that 

gives an efficient CLEC a meaningful opportunity to compete. 

(b)(l) '" (2) Access to OSS aad UNEs: ITC"DeltaCom contends that BellSouth 

should be required to provide access to its Operations Support Systems ("OSSj at parity, 

meanm! at least equal-in-quality, to that which BellSouth provides to itself, but that 

BellSouth currently is not doing so for a variety of reasons. Mr. Rozycki testified that (1) 

BellSouth's OSS currently does not work; (2) ITC"DeltaCom did not request a separate 

system to be constructed for it and thus should not have to pay for it; (3) ITC"DeltaCom 

should lIot be required to pay for any system or interface that it does not use; and (4) that 

the prices that BellSouth is seeking to charge for its OSS arc unacceptable and have no 
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competiti\'e analogy. (Rozyclci, Tr. Vol. at 72 - 74). BellSouth witness. Mr. Ronald Pate, 

testified that BeUSouth is indeed providing nondiscriminatory access to its operations 

support systems and provided details as to the various nondiscriminatory electronic 

interfaces BellSouth provides to its OSS for CLECs. (Pate, Tr. Vol. 1 at 607). Mr. Pate 

testified that these interfaces allow CLECs to perform the functions ofprc-ordering. 

ordering. proviSioning. maintenance and repair, and billing for resale services in 

substantially the same time and manner as BellSouth does for itself; and. in the case of 

unbundle.} network elements. provides a reasonable competitor with a meaningful 

opportunity to compete. BellSouth's ass is in compliance with the 1996 Act and the 

FCC's rules. (Pate, Tr. Vol. 1 at 607 - 608). Rates for ass shall continue as established 

by Order No. 98-214 (June 1. 1998) in Docket No. 97-374-C; the issue ofrates is morc 

fully discussed and decided as part ofIssue 6(a). 

Upon consideration of this issue, the positions of the parties. and the evidence of 

record. the Commission finds that BellSouth is providing nondiscriminatory access. as 

required by the 1996 Act and the FCCs rules, to its Operations Support Systems (''OSS'') 

through a variety ofelectronic and manual interfaces which have been designed 

specifically for CLECs such as ITCI\DeltaCom. The 1996 Act requires BellSouth to 

provide access to OSS; it does not specify the type ofaccess or direct that the access must 

be as requested by a CLEC. The Commission finds that BellSoulb's interfaces allow for 

nondiscriminatory access should a CLEC desire to access BellSoulb's OSS. 

With regard to rates for OSS. the Commission finds that its previously issued 

Cost Orders in Docket No. 97-374-C are controlling. The Commission finds that its 
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previously approved UNE rates should apply to the new interconnection agreement This 


arbitration proceeding is not the proper forum for challenging UNE rates previously 


established in Docket No. 97-374-C. 


Orderjpe Paralra.pb: 


As the Commission finds that BellSouth is providing nondiscriminatory access to 

its Operations Support Systems ("OSS") through a variety ofelectronic and manual 

interface; which have been designed specifically for CLECs. the Commission does not 

require the parties to include any additional access to BellSouth's OSS in the parties' 

interconnection agreement. The interconnection agreement shall incorporate rates for 

OSS as t:stablished by Order No. 98-214 (June 1. 1998) in Docket No. 97-374-C. 

(b)(3): ITC"DeltaCom contends that it needs access to numbering resources. 

BellSoU1:h contends that it should not be required to provide any additional access to 

numbering resources to ITC"DeltaCom because BellSouth is no longer the North 

American Numbering Plan Administrator ("NANPAtt). BellSouth witness. Mr. Keith 

Milner. testified that the transition of responsibility from BellSouth to the new NANPA. 

Lockbet:d-Martin. took place over a year ago. on August 14. 1998. (Milner, Tr. Vol. I at 

657). 

lIpon consideration ofthis issue, the positions of the parties. and the evidence of 

record. the Commission fmds that BellSouth is not required to provide any further access 

to numbering resources as ITC"DeltaCom requests since BellSouth is no longer the 

North American Numbering Plan Administrator. The Commission finds that BellSouth is 

JJ.::J­
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only required to fulfill its duties under Section 25 I (b)(2) and (b)(3) under the 1996 Act 

with respect to providing number portability and dialing parity. 

QrdedDe ParaeDpb; 

BellSouth is not required. to provide additional access to numbering resources 

provided by the North American Numbering Plan Administrator ("NANPA'j. 

(b,(4): ITCI\DeltaCom contends that BellSouth should provide it with an 

unbundled loop using Integrated Digital Loop Carrier ("IDLC") technology. 

ITC"Delt.1Com witness, Mr. Stephen Moses. testified as to a number of reasons that he 

believes UeUSouth should be required to provide IDLC loops rather than long copper 

loops or loops using the Universal Digital Loop Carrier ("UDLC') technology. (Moses, 

Tr. Vol. J at 127·130). In general, Mr. Moses contends that BellSouth does not make 

IDLC loe·ps available, but instead provides the UNE loop on different (non-IDLe) 

facilities. (Moses, Tr. Vol. 1 at 138). 

BellSouth's witness, Mr. Keith Milner, testified that BellSouth provides access to 

all of its loops on an unbundled basis, including those loops that are served by IDLC 

technolo:iY. by any means that are technically feasible. Mr. Milner further testified, 

however. that IDLC equipment allows the "integration" of loop facilities with switch 

facilities by eliminating equipment in the central office refened to as Central Office 

Tenninals ("'COTs'') .. Mr. Milner further explained that ifa CLEC wants to serve an end-

user customer over the CLEC's own switch and that end-user customer was previously 

served by BellSouth over IDLC equipment, then the loop can no longer be integrated 

with ~e BellSouth switch. Mr. Milner also further explained that to the extent that 
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ITC....DeltaCom contends that IDLC loops are somehow engineered to provide a better 

level ofs(:rvice than non-IDLC loops that this is simplY an incorrect assumption. 

BellSouth designs its network to meet particular transmission parameters for particular 

grades of services. (Milner, Tr. Vol. I at 658 • 659). Mr. Milner further testified that the 

real issue between the parties is whether ITC....DeltaCom has requested specific 

transmission parameters for a given unbundled loop and whether BellSouth has agreed to 

provide Slch an arrangement. The bona fide request ("BFR") process is available to 

ITC....DeltaCom to request specific transmission parameters for any UNE loops that it 

may desire to order. Mr. Milner testified that be is unaware of any such BFR having 

been issued by ITC....DeltaCom; however, should ITC ....DeltaCom do so, Mr. Milner 

testified that BellSouth will investigate the technical feasibility ofITC ....DeltaCom·s 

request and. if technically feasible. BellSouth will comply with it. (Milner. Tr. Vol. 1 at 

659 - 662). 

trpon consideration of this issue. the positions of the parties. and the evidence of 

record, the Commission fmds BellSouth is providing nondiscriminatory access to all of 

its loops on an unbundled basis, including loops served by integrated digital loop carrier 

("IDLC' ') technology by any means that is technically feasible. The Commission finds 

that BellSouth provides access to all ofits loops on an unbundled basis, including those 

loops served by IDLC technology. Further, the Commission finds that ITC ....DeltaCom 

may and. should utilize the bona fide request ("BFR") process to request specific 

transmission parameters for any UNE loops that it wants to order. The record establishes 
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after receipt ofa BFR that BellSouth will investigate the technical feasibility ofthe 

request and. iftechnicaUy feasible. will comply with the request. 

With regard to rates for unbundled loops, the Commission finds that its previously 

issued Cost Orders in Docket No. 97-374-C are controlling. The Commission finds that 

its previollsly approved UNE rates should apply to the new interconnection agreement. 

This arbitration proceeding is not the proper forum for challenging UNE rates previously 

established in Docket No. 97-374-C. 

Qrderinl ParllraRb; 

A~. the Commission finds that BellSouth is providing nondiscriminatory access to 

its unbundled loops, including loops served by IDLC technology. the Commission does 

not requite the panies to include any additional access to unbundled loops. The 

interconnection agreement shall incorporate rates for unbundled loops as established by 

Order No. 98-214 (June 1. 1998) in Docket No. 97-374-C. 

Issye lCa)(i) (Question 2) 

Should BeliSouth be required to provide a dowDload of the Regional Street Address 

Guide (RSAG)? Ifso., bow? 


ITC"DeAtaCom Position; 

[Question 2]: Yes. This is required by Section 251 (c)(3) of the Act and supported by the 

First Report and Order, §52'. This issue is close to resolution and will be incorporated 

into the interwnnection agreement. However, BeUSouth must provide the rates. terms 

and conditions for the RSAG download. BellSouth should recover costs associated with 

this requirement only one time. The cost issue may remain outstanding. 


B,IISoutb Positloli 

[Question 2]: BellSouth currently makes the Regional Street Address Guide C'RSAGtt

) 


available on a real time basis electronically through the Local Exchqe Navigation 

System "'LENS") and the TAG pre-ordering interfaces. This access includes updates to 

RSAG. Thus, BellSouth is providing nondiscriminatory access to its OSS in a manner 
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that allows rrC"DeltaCom and other CLECs to access the RSAG, even though 
ITC"DeltaCom may prefer a different method ofaccess. Appropriate cost based rates 
should apply for the initial and subsequent downloads of this data. 

DiscussjOQ i 

ITC"DeltaCom has requested that BellSouth provide it with an electronic 

download of the Regional Street Address Guide (URSAG") database, which contains 

address and facility availability information. ITC""DeltaCom wibless, Mr. Michael 

Thomas, contends that ITC"DeltaCom needs this information to incorporate it into 

ITC"'DeltaCom's "back: office systems" to check: the validity ofthe customer's address, 

just as BeliSouth's systems use the RSAG database to check: BellSouth's orders. 

(Thomas. Te. Vol. I at 189-190). Mr. Don Wood. on behalfoflTC"DeltaCom, testified 

that ITC"DeltaCom should receive the RSAG download on a daily basis at no charge. 

(Wood, Tr. Vol. I at 338). BellSouth wibless, Mr. Ronald Pate, testified that BellSouth's 

electronic interfaces provide CLECs with access to BellSouth's OSS for the required 

functions and infonnational databases, including the RSAG database, in substantially the 

same time and manner that BellSouth provides to its retail service representatives (Pate, 

Tr. Vol. I at 617). BellSouth is therefore in compliance with the 1996 Act and the FCC's 

rules. Mr. Pate further testified that. although it is not required to provide a download of 

the RSAG, Bel1South bas made a proposal to ITC"DeltaCom to provide such a download 

at rates -and conditions to be negotiated. Regardless. Mr. Pate testified that BeUSouth 

currently provides to all CLECs, including ITC"DeltaCom. nondiscriminatory access to 

the RSAG database on a real time basis through the Local Exchange Navigation System 

rLE~S1 and the Telecommunications Access Gateway ("TAGj pre-ordering 
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interfaces. Because the RSAG database is updated nightly, CLECs have real-time access 

by meansc)fthese electronic interfaces to an up-to-date dahtbase. Mr. Pate testified. that 

ifITC"DeltaCom were to integrate the pre-ordering functionality of the TAG interface 

with the Electronic Data lnterexchange ("EDI") ordering interface. it would eliminate the 

need to re-key or re-enter certain information obtained during pre-ordering from the 

customer service record ("CSR") andlor the RSAG database into the EDI or TAG 

ordering interface. (Pate, Tr. Vol. 1 at 620). At the Hearing. Mr. Thomas. on behalfof 

ITC"DeltaCom. testified. that lTC"DeltaCom plans to implement TAG in the near future. 

(Tr. Vol. :. at 230 and Tr. Vol. 2 at 69 -70). 

Upon consideration of this issue, the positions of the parties. and the evidence of 

record, the Commission finds that BellSouth currently makes available nondiscriminatory 

access to the Regional Street Address Ouide ("RSAO") database on a real-time basis, 

electronically through the Local Exchange Navigation System ("LENS") and the 

Telecommunications Access Gateway ("TAG") pre-ordering interfaces. The 

Commission finds that this access is reasonable and nondiscriminatory under the 1996 

Act. 

QrdedDI "nltlpb: 

As the Commission finds that BellSouth currently makes available 

nondiscriminatory access to the Regional Street Address Guide ("RSAG'') database on a 

real-time basis. the Commission will not require any additional or alternative method to 

obtain the RSAG in the interconnection agreement. If ITC"'DeltaCom desires to utilize an 
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alternative method to obtain a download of the RSAG database, it must negotiate on its 

own (outside of this arbitration) with BellSouth toward that end. 

Issue 1(a)(iO 
Should BellSouth be required to provide cbaDles to its busiDess rules aDd luideUne5 
relarding resale aDd UNEs at least 45 days ID advaace of sucb cbanles belDg 
implemented? Ifso, bow? 

ITCADeltaCom PositioD; 
Yes. ITCADeltaCom must be given the opportunity to make adjustments for 

changes to BellSouth's rules and guidelines. See Section 2S1{c){3) ofthe Act. Because 
such guidelines are developed by BellSouth, by definition BellSouth will have adequate 
notice. 4S days is adequate notice. BellSouth should e-mail changes to ITCADeltaCom. [n 
an emergency, less notice would be acceptable. 

BellSoutb Position; 
BellSouth posts changes to its business rules on the BellSouth Interconnection 

Web Page which provides fair and reasonable Dotice to all CLECs, including 
ITCADeltaCom. BellSouth uses its best efforts to provide thirty (30) days advance notice 
of any such changes, which strikes a reasonable balance between BellSouth's need for 
flexibility to modify its processes and the CLECs' nced to have advance notice of such 
modifications. Individual notices to ITCADeltaCom or other CLECs (whether bye-mail, 
facsimile lransmission or U.S. Mail) would be an additional administrative expense and 
would ha'C;'e the potential for discriminatory treatment to occur in the event some, but not 
all, CLEes received such individual notice or ifreceipt of the notice varied in time. 

Disc;ussioQ; 

ITCADeltaCom witness, Mr. Michael Thomas. testified that ITCADeltaCom needs 

at least 45 days advanced notice, bye-mail or other elcctronic means, ofchanges to 

BellSouth's business rules for CLECs that will affcct its systems and business rules. Mr. 

Thomas testified that this advanced time is necessary in order to receive training or to 

make the necessary changes to ITCADeltaCom's systems. Mr. Thomas acknowledged 

that BeUSouth provides carrier notifications on its website on a weekly basis. (Thomas, 

Tr. Vol. l at 192 - 193). 
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BellSouth witness, Mr. Alphonso Varner, testified that BellSouth agrees that it 

should provide advanced notice of changes to its business rules and ordering guidelines, 

but there should not be a requirement that such notice be given in a specified number of 

days in advance. Today, BellSouth posts changes to its business rules and ordering 

guidelines regarding resale and UNEs on an easily accessible Internet website. As a 

general rule, BellSouth makes a good faith effort to post all OSS-related notifications at 

lease thirty (30) days prior to the implementation of the change or rule. Mr. Varner 

noted, however, that there may be circumstances in which the thirty-day timen-arne is 

simply nc,t possible. Mr. Varner testified that the current process is both appropriate and 

practical because it strikes a proper balance between BellSouth's flexibility to modify its 

processes and the CLECs need to have advanced notice ofsuch modifications. (Varner, 

Tr. Vol. -, at 411 - 412). Providing individual notices to ITC"'DeltaCom or to other 

CLECs would be an additional administrative expense. Additionally, this method of 

notice could potentially cause discriminatory treatment ifsome. but not all, CLECs 

receive such individual notices or if receipt ofsuch notices varied in time between 

CLECs. 

Upon consideration of this issue. the positions of the parties, and the evidence of 

record, the Commission finds BellSouth's good faith effort to provide 30 days notice is a 

good starting point for the notice requirement. The 45 day advance notice requested by 

ITC"'DeltaCom strikes the Commission as too lengthy a time frame. The Commission 

concludes that 30 days notice strikes a reasonable balance betwccn BellSouth's need for 

flexibility to modify its processes and systems and the CLECs need to have advanced 
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notice of such modifications. With regard to the manner ofnotification, the Commission 

agrees with BeliSouth's concern that requiring individual notices would invite complaints 

ofdiscriminatory treatment. Additionally, the Commission does not believe that the 

benefit of individual notices would be justified in terms of administrative expenses. 

Therefore, the Commission finds that BellSouth's method of notification of changes to 

business nales or ordering guidelines is reasonable and appropriate and should be 

continued without modification. 

Ordering Paragraph: 

The Commission finds that BellSouth should provide at least thirty (30) days 

advance notice of an:r changes to its business rules or ordering guidelines and directs the 

panies to include language in the interconnection agreement to this effect. 

'-, 

Issue 2(b IOil 
VDtii tbe CommissioD makes a decisioD relardiDI UNEs aDd UNE combiDatioDs, 
should BellSoutb be required to cODtiDue providlDl those UNEs and combiDatioDs 
tbat it is curreDtly provldiDI to ITC"DeltaCom UDder tbe iDterconnectioD 
agreement previously approved? 

ITC"DeltaCom Position: 
Y cs. The current agreement was approved under Section 252 by the authority as 

compliant with the Act. It remains compliant and should continue until the SCPSC 
orders otherwise with regard to pricing UNE combinations. ITC"DeltaCom's access 
should continue as previously approved. All interconnection agreements should be filed 
with the SCPSC under Section 252 of the Act. Section 252(c)(1) requires approval of 
"any" interconnection agreement. 

BeUSoutb Position: 
BellSouth will continue to comply with its obligations under the 1996 Act and 

applicable FCC rules. BellSouth also will continue to provide any individual UNE 
currentl) offered until the FCC completes its Rule 51.319 proCeedings consistent with the 
U.S. Supreme Court's decision in the Iowa Utilitia BOQIYJ case. The 1996 Act does not 
require BeliSouth to combine elements forCLECs, and the FCCs rules (47 C.F.R. 

J-?J). 
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§§51.315(c) - (f) which purported to impose such an obligation on incumbent LECs 
such as BellSouth were vacated. Thus. this issue is not appropriate for arbitration. 
BellSouth is, however. willing to negotiate a voluntary commercial agreement with 
ITCI\DeltaCom to perfonn certain services or fimctions that are not subject to the 
requirements of the 1996 Act. 

Discussion;. 

ITCI\DeltaCom's position is that the Commission has the authority it needs to 

require tht: parties to maintain the status quo under its existing interconnection agreement 

with BellSoutb until the FCC issues its final decision on UNEs and any UNE 

combinatbns. (Moses, Tr. Vol. 1 at 124· 125). Mr. Wood, on behalfofITCI\DeltaCom. 

testified that BeIlSouth must provide combinations ofUNEs to CLECs, including 

ITCI\OeltlCom. (Wood, Tr. Vol. I at 365 • 369). BellSouth's position is that it wiU 

continue to comply with its obligations under the 1996 Act and applicable FCC rules. 

Mr. Varner testified that BellSouth made a voluntary commianent to the FCC that 

until Rule: 51.319 is resolved, BeUSouth will continue to provide any individual UNE 

currently offered with the condition that the network: elements offered may change once 

the FCC I;ompletes its proceeding and resolves Rule S1.319. (Varner, Tr. Vol. 1 at 414) 

To the extent that ITCI\DeltaCom wants BellSouth to provide UNE combinations at the 

sum of the individual elements, BellSouth is not required to combine network elements 

on behalf ofITCI\DeltaCom or other CLECs. The FCC's rules (5 1.315(c) through 

S1.315(1) that anempted to impose a requirement on incumbent LECs to combine UNEs 

for CLEes were vacated by the United Stales Court ofAppeals for the Eighth Circuit in 

the Iowa Utilities Board case and because no party challenged that ruling before the U.S • 

•Supreme Court, those rules are not in effect today. Thus, because those rules are not in 
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effect, BeUSouth is not required to combine network elements on behalf ofanother 

carrier. (Vamer,Tr. Vol. 1 at 41S). 

FiruJly, the Commission is aware that after the Hearing had been completed in 

this proceeding, the FCC, on September IS, 1999. issued a press release in the Rule 319 

proceeding. Although there is no written order yet, it is clear that there will be further 

work on thJs rule by the FCC. 

Upon consideration ofthis issue, the positions of the parties, and the evidence of 

record, the Commission finds that BellSouth should continue to provide the individual 

UNEs it is currently offering until further issuance oforders or rulings from the FCC 

regarding 1JNEs. This position is supported by BellSouth's voluntary commitment to the 

FCC that it will continue to offer as a UNE any individual network element currently 

offered. Further with regard to combinations, the Commission finds that BellSouth 

should continue to provide to ITCI\DeltaCom those combinations ofUNEs currently 

being provided today at the rates provided in Order No. 98-214 (June 1, 1998) in Docket 

No. 91-314-C. However, no further combinations shall be required until further rulings 

and orden. are issued from the FCC or the courts. The ruling on this issue does not apply 

to "extended loops" and "looplport" combinations which are decided in a separate issue. 

Or4erigl P,nlraUb: 

nle parties sball include language in the interconnection agreement that 

BellSouth will provide the individual UNEs it is currently offering until further issuance 

oforders or rulings from the FCC regard.ing UNEs. Further with regard to combinations, 

language shall be included in the interconnection agreement that BellSouth will continue 
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to provide to ITC"DeltaCom those combinations ofUNEs currently being provided today 

at the rates provided in Order No. 98-214 (June I, 1998) in Docket No. 97·374-C but that 

no further combinations shall be required until further rulings and orders arc: issued from 

the FCC or the courts. The ruling on this issue does not apply to "extended loops" and 

"loop/port" combinations which arc: decided in a separate issue. 

Issue 2Cb)Ciil} 
(a) 	Should BellSouth be required to provide to ITCI\DeltaCom extended loops and 

the loop/port combination? 
(b) 	Ifso, at wbat rates? 

IICI\DeitaCom Position; 
(al Yes. ITCI\DeltaCom currently serves customers through extended loops 

provided by BellSouth. The Act as interpreted in Iowa UtilJ"ties Board requires Bel1South 
to provide a loop/port combination. Until the FCC indicates otherwise, all UNa 
combinatl.ons are available. 

(b) Rates should be FCC compliant at TELRIC rates. See Fint Report and 
Order, CC No. Docket 96-98. 

BeliSouth Posltioni 
(a) No. First, neither loops, ports, nor transport have been defined by the FCC as 

unbundled network elements that BellSouth must provide. Second, even if loops, ports, 
and transport are defined as (]NEs, BellSouth is only obligated to provide combinations 
of those elements where they are currently combined in BeUSouth's network. BellSouth 
is not obligated under the 1996 Act or the FCC's rules to combine network elements on 
behalfofCLECs such as ITCI\DeltaCom. Thus, there is no requirement to provide an 
""extended loop" (e.g., UNa loop and UNE dedicated transport) or a "loop/port" (e.g., 
UNE loop and UNE switch port) combination. Further, there is no requirement for 
BellSouth to combine UNEs with tariffed services such as a loop combined with access 
transport (See also BellSouth's Position on Issue 2(b)(ii». 

(b) Because BellSouth is not required to combine network elements for CLECs 
under the 1996 Act, the issue ofapplicable rates for such network combinations is not 
properly the subject ofarbitration. To the extent the Commission concludes otherwise or 
determines to establish rates for network elements that are currently combined in 
BellSouth's network, the Commission should do so in the context ofa generic proceeding 
rather ttum an arbitration involving one CLEC. Thus, this issue is not appropriate for 
arbitr8tic,n. (See also BellSouth's position on Issue 2(b)(ii». 

c9.33 


http:DOCKET.NO


... 

4 

~ 

DOCKE1' NO. 1999-2S9-C - ORDER NO. 1999-690 
OCTOBER 4, 1999 
PAGE 32 

Discussioa; 

rrCADeltaCom takes the position that its current interconnection agreement 

requires BellSouth to provide what ITC"DeltaCom calls a version of an "extended loop." 

Mr. Moses, on behalf of ITC"DeltaCom, testified that the current interconnection 

agreement at 1 IV B 14 requires the parties to attempt in good faith to mutually devise and 

implement a means to extend the unbundled loop sufficient to enable ITC"DeltaCom to 

use a coll·:x:ation arrangement at one BellSouth location per LATA ..•:' (Moses, Tr. Vol. 

I at 131 and Moses Tr. Vol. 1 at 159 - 160). Mr. Moses contends that this revision 

requires BellSouth to provide extended loops. Mr. Moses also testified that BellSouth has 

provided ITC"DeltaCom with more than 2,500 extended loops ofwhich more than 1.000 

are in South Carolina. (Moses, Tr. Vol. I at 160). Mr. Wood., on behalfof 

ITC"DeItaCom, testified that BellSouth is required to provide extended loops as well as a 

loop/port combination. Mr. Wood contends that. until the FCC indicates otherwise, all 

UNE'coRtbinations must be made available. (Wood, Tr. Vol. 1 at 366 - 369). Mr. Wood 

also contt ..nded that these UNE combinations were "often the only way to provide service 

to rural customers." (Wood, Tr. Vol. 2 at 106). 

B.:IISouth's position is that although ITC"DeltaCom has requested an "extended 

loop," which is commonly known as a local loop combined with dedicated transport. 

there is n'l question that an extended loop constitutes a combination ofa UNE local loop 

and a UNE dedicated transport. BellSouth is not required to combine individual UNEs 

such as the loop and dedicated transport under either the 1996 Act or any FCC rules in 

force today. Funher, until the FCC issues its final, non-appealable, decision regarding 
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Rule 51.319 as to the list ofUNEs that ILECs must make available to CLECs. this 

Commission should not attempt to impose such a requirement in the parties' 

interconnt:ction agreement. Mr. Varner further testified that, with respect to 

ITC"DeltuCom's arguments about BellSouth having provided to ITC ....DeltaCom a so-

called extended loop consisting of a lINE loop combined with BellSouth's tariffed 

special access service. BellSouth did so by mistake and. more importantly, BellSouth has 

taken steps to correct it. Mr. Varner testified that the prior ITC ....DeltaComlBellSouth 

interconnection agreement, contrary to Mr. Moses' testimony, does not require the 

provision ofsuch combinations. In fact, in order to bring these service arrangements into 

compliance, ITC"De.1taCom and BellSouth reached a mutual understanding whereby 

ITC"DeltaCom submitted over 50 additional collocation applications in May, 1999. As 

soon as these collocation arrangements are completed, BellSouth's provisioning ofthese 

service ar.:-angements will be curtailed and these unique combinations will be converted. 

(Varner. Tr. Vol. 1 at 418 - 421). 

According to Mr. Varner, there is no requiren:ient in the 1996 Act or the FCC's 

rules for BellSouth to combine network elements on behalf ofCLECs such as 

ITC"DeltJ.Com. nor is there any requirement for BellSouth to combine lINEs with 

tariffed services such as a loop combined with special access transport. BeUSouth's 

position is that it is not required to provide loop/port combinations to ITC"DeltaCom and 

that such a requirement will be poor public policy, because the combination of the local 

loop and the switch port would replicate local exchange service and create an opportunity 

for pljce :U"bitrage. (Varner, Tr. Vol. 1 at 418). The FCC's rules S1.3IS(c) through 
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51.315(f), whic/;l required ILECs to combine UNEa for CLECs. remain vacated today. 

Although FCC rule 51.31 5(b) which prohibits ILECs from separating cum:ntty combined 

UNEs is still in effect, until the FCC finalizes its rule S1.319 proceeding. there is no 

required set ofUNEs that must be available, either individually. or on a currently 

combined basis. Nonetheless, Mr. Varner testified that BellSouth has agreed, and indeed 

committ:d to the FCC, to continue offering every individual UNE cum:ntly offered until 

Rule 51.319 is resolved. (Varner, Tr. Vol. 1 at 418 - 420). Mr. Varner also testified that 

BellSouth had agreed to proyision the existing "extended loop" arrangements until 

ITC"DeltaCom made collocation arrangements to replace the existing "extended loops." 

(Varner, Tr. 2 at 97) 

With respect to ITC"DeltaCom"s contention that it needs UNE combinations to 

provide service to rural areas. first, there is no evidence that ITC"DeltaCom is making 

any serious attempt to serve mral customers today. Second, as Mr. Varner testified, 

"(r]esale is the way [that Congress set up as an alternative means to serve customers] for 

... [1TC'''DeltaCom] to go to the rural areas when they have a relatively few customers to 

use as a temporary measure until they build a market and decide to put in a switch or 

whatever other infrastructure they [want] to put in. ... Their inability to have [UNE] 

combinations doesn't preclude them from serving these small volwne [i.e. rural1 

situations'" (Varner. Tr. Vol. 2 at 239-240). Finally. the Commission is aware of the 

FCC's announcement, on September 15. 1999. regarding its decisions in the Rule 319 

proceedIng. Specifically. in its press release, the FCC indicated that it will initiate further 

proc~ed ings on the question of the ability ofcarriers to use unbundled network elements 
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as a subritute for the incumbent LEC's special access services. The FCC also issued a 

Further Notice of Proposed Rulemaking on this issue, and. therefore, this issue is still 

open. 

Based upon this issue, the positions of the parties, and the evidence of record, the 

CommiS.!:.ion finds that the FCC Rules presently in effect do not require BellSouth to 

provide combinations of unbundled network elements to lTC"DeltaCom in the form of 

the so called "extended loop" consisting ofa UNE loop combined with UNE dedicated 

transport The "extended loop" which lTC"DeltaCom has in place consists of a UNE 

loop combined with BellSouth's tariffed special access transpOrt service and was 

provided to ITC"DettaCom in error under the prior intercoMection agreement. However, 

as BelISc·uth admitted providing lTC"DeltaCom with numerous "extended loops" in 

error and as lTC"DeltaCom is presently serving customers over those "extended loops," 

the Commission finds that BellSouth should continue to provide the existing "extended 

loops" to lTC"DeltaCom at existing rates untillTC"DeltaCom can arrange to convert 

these "extended loops" to collocation arrangements. The Commission's decision is 

supported by BeliSouth's agreement to continue to provision these existing "extended 

loop" arrangements until such time as lTC"DeltaCom obtains collocation arrangements. 

Further, the Commission concludes that no additional"extended loops," consisting of the 

UNE loop and UNE dedicated transport, should be required to be provided until further 

rulings o:·the FCC or the courts require such provision. Additionally, BellSouth is not 

required ~o provide ITC"DeltaCom with the loop/port combination ofUNEs. Neither the 

1996 Act nor the FCC's rules as presently in effect require incumbent LECs to combine 
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network elements on behalf of CLECs sucb-. as ITC....DeltaCom. To the extent that the 

FCC resellves any of these issues in its Rule 319 proceeding. the Commission will revisit 

these issues upon the request by a party. 

Qrderfne Paraerlph; 

BellSouth shall continue to provide ITC'DeltaCom with the existing "extended. 

loops" at existing rates. However. BellSouth is not required. to provide additional 

"extended loops" under the new interconnection agreement. Nor is BellSouth required. to 

provide ITC ....DeltaCom with the "loop/port" combination ofUNEs under the new 

interconr,cetion agreement. 

Issue lldCl) 

Should BellSoutb be required to provide NXX testlnl functloaality to 

ITC.... De1taCom? If so, bow aad at what rate? 


ITC.... De1taCom Position; 
Yes. BellSouth has this ability to provide service to its own customers. Parity 

requires it to provide the service to ITC"DeltaCom. See Section 2S1(c)(3) ofthe Act. It 
should be provided at FCC compliant TELRlC Rates. Use ofan FX is cost prohibitive 
and docs not represent a methodology ofparity with BellSouth. See testimony ofwitness 
Moses at 26. 

BellSoytb Positiog; 
BellSouth is not required. to provide NXX testing functionality to ITC....De)taCom. 

Nonetheless, BellSouth has offered. to provide an NXX testing option to ITC....DeltaCom 
that is equivalent to the means by which BellSouth carries out NXX testing for itself 
(which involves the use of a foreign exchange (UFX"line). ITC ....DeltaCom is unwilling 
to pay for the FX line to accomplish its testing. 

DiscussloD: 

ITC....DeltaCom's witness Moses described. problems encountered by 

ITC....DeltaCom with BellSouth incorrectly loading NXX codes. (Moses. Tr. Vol. 2 at 12 

-13) lTC ....DeltaCom has requested. a method which alloWS BellSouth to provide NXX 
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testing capabilities to CLECs at a reasonable cost based plice. ITC"'DeltaCom·s proposal 

is to' order remote call forwarding at cost based rates, rather than tariffed rates. 

ITC"DeltaCom has tested this method by purchasing from the GSST (General 

Subscriber Service Tariff) at full retail price remote call forwarding for the sole purpose 

of testing NXX codes loaded by BellSouth. (Moses. Tr. Vol. 2 at 113 -I IS) 

ITC"DeltaCom recommends that BellSouth provide remote call forwarding functionality 

at the rate that BeUSouth provided remote call forwarding for interim number portability 

which is $2.73 per month per call forward number. Additionally. lTC"DeltaCom requests 

that it be able to purchase the software function for Remote Call Forward with Remote 

Access without having to buy a business line as specified in the GSST. (Moses, Tr. Vol. 

2 at 114 -115) 

BellSouth's position is that it has met its obligations under the 1996 Act and the 

FCCs rull's by offering the foreign exchange line option to ITC"DeltaCom. This is the 

same means by which BellSouth accomplishes NXX testing for its own purposes. Mr. 

Keith Milner, on behalf ofBellSouth, testified that at least as early as May 1998, 

BellSouth advised ITC"DeltaCom that it could accomplish the desired NXX testing by 

installing a foreign exchange line to the BeHSouth offices in which ITC"DeltaCom 

desired to conduct test calls. Mr. Milner testified that this suggestion was based on the 

fact that BeUSouth itself utilizes FX lines to test its own switch provisioning. Mr. Milner 

testified tJ:18l in May. 1998. BellSouth had implemented an NXX activation Single Point 

ofContact (USPOCj. Among other functions, the NXX SPOC coordinates the activation 

of CLEC NXX codes within BellSouth and provides a trouble-reporting center for CLEC 
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code acti'/ation. (Milner, Tr. Vol. 1 at 666 - 668). Mr. Milner testified that, since it began 

its operation, the NXX SPOC has tracked the provisioning and testing of approximately 

1,700 NXXs for facility-based CLECs and Independent Telephone Companies and has 

been inv(llved in the resolution of 121 customer related routing troubles. (Milner. Tr. Vol. 

1 at 668). 

Upon consideration of the issue, the positions of the parties, and the record from 

the hearing. the Commission concludes that ITC"DeltaCom should be provided with 

NXX testing capabilities that are both economically and technically viable. BellSouth has 

testified tbat FX lines are the method by which BellSouth tests its own switch 

provisioning and has suggested this method to lTC'DeltaCom. lTC"DeltaCom has 

suggested that the FX line is not the most efficient available mechanism to test NXXs and 

certainly not the most economical either. lTC"DeltaCom has investigated using remote 

call forw.miing by purchasing remote call forwarding from the GSST at full retail rates. 

The Commission concludes that BellSouth should provide ITC"DeltaCom with a free FX 

line for NXX functional testing until such time as BellSouth can provide ITC"DeltaCom 

with rem'lte call forwarding at TELRIC rates by which ITC"DeltaCom can accomplish 

its NXX testing. 

OrderiDI ParalAab; 

Tile Commission directs BellSouth to provide lTC"DeltaCom with a free FX line 

for NXX functional testing until such time as remote call forwarding is available at 

TELRIC rates. 

d~D . 
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Issue lCSl(IO 

What sbould be tbe iDstalladoD iaterval for tbe foUowlncloop c:utoven: 


(a) SIDlle 
(b) Multiple 

IICADelJaCom Pg$itigD; 
(2.) Per the existing interconnection agreement, the standard time expected 

from disconnection ofa live exchange service to the connection of the UNE to 
ITC"Del~Com collocation mangement is 1 S minutes. 

(b) Per the existing interconnection agreement, the standard time expected 
from disconnection ofa live exchange service to the connection ofthe UNE to the 
ITC"Del:aCom collocation mangement is IS minutes. 

BellSoytb Position; 
(a) BellSouth has proposed a loop cutover installation interval time of fifteen 

(IS) minutes for a single circuit conversion. 
(b) With respect to multiple loop cutovers or circuit conversions. BellSouth 

has proposed to use fifteen (I S) minutes as the maximum interval time for one loop with 
multiple loop cutovers being accomplished in increments oftime per loop or circuit 
conversion of less than fifteen (1 S) minutes. The loop cutover process is a multiple step 
process tllat requires a great deal ofmutual cooperation and coordination between 
BellSouta and the CLEC. Thus. it is appropriate for different installation intervals to be 
establisho:d based upon the number of loops to be cutover to the CLEC. 

PiscussitlDi 

ITCADeltaCom contends that BellSouth is obligated to provide aU loop 

conversions in an interval time of fifteen minutes. (Moses. Tr. Vol. 2 at 118). 

ITC"DeltaCom contends that the multi loop cutover should be done one loop at a time, 

with each loop taking less than IS minutes. (Moses. Ir. Vol. 2 at 119). BellSouth 

witness Milner testified that the loop cutover process is a multi-step process that requires 

a great deal ofmutual cooperation and coordination between BellSouth and the CLEC. 

Mr. Milner's testimony set forth the thirteen steps involved in a single loop cutover. 

According to BellSouth, fifteen minutes is the target time interval for a single loop 

cuto~er with multiple loop cutovers done in increments of IS minutes. In other words, 
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BellSouth will commit to intervals of sixty minutes for up to ten loops in a group and for 

120 minutes for orders up to thirty loops. (Milner, Tr. Vol. 2 at 120). BellSouth also 

testified that it takes measures such as doing cutovers after hours to minimize customer 

disruption (Milner, Tr. Vol. 2 at 120). 

BellSouth also pointed out that it is not in total control of the loop cutover process 

and, thus, not in total control of the time intervals. Ifa CLEC fails to perform a function 

in a timely fashion, the delay directly impac[s the overall cutover time. (Milner, Tr. Vol. 

2 at 121). Therefore, any measurement ofaverage loop cutover times will reflect the 

efficiency and skill level ofboth BellSouth and the CLEC. Thus, while BellSouth 

endeavors to complete loop cutovers in as timely and efficient a manner as possible, 

BellSouth contends that it cannot be entirely responsible for meeting the stated interval 

given the' heavy involvement of the CLEC in the process. 

l"pon consideration of this issue, the positions of the parties, and the evidence of 

record, the Commission finds that the loop cutover installation time for a single loop 

conversion should be IS minutes. Both parties testified that IS minutes was an 

appropriilte time interval for a single loop conversion. With respect to multiple loop 

cutovers, the Commission finds BellSouth's proposed interval times of sixty minutes for 

up to ten loops in a group and of 120 minutes for orders up to thirty loops in a group 

reasonable and appropriate. These intervals for multiple cutovers recognize that 

efficiencies are gained through the provisioning ofmUltiple loops. It is unreasonable to 

expect BellSouth to provision multiple loop cutovers in the same time interval as for a 

single lo.)p cutover (i.e. IS minutes). Moreover, the Commission recognizes the greater 
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interval for mUltiple loop cutovers takes into consideration the fact that delays in the 

cutover process may arise from sources outside BeUSouth's control. Further, the 

Commission encourages BellSouth to minimize customer outage time during loop 

cutovers. 

QrderlDg Paralrlph: 

T:te parties shall include provisions in the interconnection agreement that require 

the loop I:utover installation time for a single loop conversion to be completed within IS 

minutes. Further for multiple cutovers, the interconnection agreement shall require 

interval times of sixty minutes for up to ten loops in a group and of 120 minutes for 

orders up to thirty loops in a group. 

Issue 2(tlCUO 
Should SLI orden without order coordloadoa be specified by BellSouth with either 
aD a.m. or p.m. desigaatioa? (NOTE: ITC"DeltaCom believes that this Issue should 
be worded as follows: BeUSouth bas offered order coordloatloD; sbould SLI orden 
witbout order coordiD.tioa be specified by BellSoutb with aa '.m. or p.m. 
desieD.tioD?) 

lIe"Deltaeom POIidoDi 
Yes. BeIlSouth bas this ability for its own customers. Parity requires it do so for 

ITC"DeltaCom. ITC"DeltaCom must be at parity with BellSouth-not BellSouth's retail 
customers. See Section 2SI(c)(3) for fee parity requirements ofthe Act. Also See Fint 
Report artd Order, " Docket 96-98 at 1525. 

BenSouth POlldoDi 
BellSouth is wiUing to continue offering order coordination service with SLI. 

orders. BellSouth will agree to accept a customer's request for an A.M. or P.M. 
designatton when access to the customer's premises is required. In those instances where 
access te· the customer's premises is not required. or if access is required but the customer 
is indifferent as to the time ofday. BellSouth should not be required to designate A.M. or 
P.M. insrallation. This proccu is comparable to the scheduling BellSouth offers to its 
retail customers, thus placing ITC"DeltaCom at parity with BellSouth. (Exhibit "A" 
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attached to this Issues Matrix contains BellSouth's proposed contract language on this 
issue.) 

Dlscussiog; 

ITC"DeltaCom wants every SL1order without order coordination to have an 

A.M. or P.M. designation. (Moses, Tr. Vol. 2 at 124). ITC'DeltaCom contends the 

designatic,n is necessary so that ITC"DeltaCom can schedule its technician. (Moses. Tr. 

Vol. 2 at l2S). BellSouth testified that it understands ITC"DeltaCom's desire to make 

switching to rrC"DeltaCom service easy for its customers and, thus, is willing to accept 

a custome-r's request for an A.M. or P.M. designation in those cases in which access to 

the customer's premises is required and the customer expresses a preference as to A.M. 

or P.M. al)pointment. (Varner, Tr. Vol. 2 at 123). In instances in which access to the 

customer's premises is not required, or access is required but the customer is indifferent 

as to A.M. or P.M., BellSouth argues it should not be obligated to make an A.M. or P.M. 

designatiun. (Varner, Tr. Vol. 2 at 123). In these instances, according to BellSouth, no 

end user (:ustomer need is met by the A.M. or P.M. designation. The designation will, 

however, require BellSouth to tie up resources and incur additional costs to meet 

scheduling requirements for customers who are indifferent as to when their service is 

actually turned on. BeUSouth witness V &mer testified that the treatment BellSouth is 

proposing for rrC"DeltaCom's customers is comparable to the scheduling BellSouth 

offers its retail customers and thus, BellSouth's proposal satisfies the parity and 

nondiscrimination requirements ofthe Act. (Varner, Tr. Vol. 2 at 123). 

Upon consideration of this issue, the positions ofthe parties, and the evidence of 

record, the Commission fmds that BellSouth should only be required to utilize an A.M. or 
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PM. designation in situations in which access to the customer's premises is required and 

the customer expresses a preference as to A.M. or P.M. BellSouth will then be providing 

ITCADeluCom A.M. or P.M. designation under the same circumstances as it does for 

providing service to its own end-user customers. 

Qtsledn& Paraerapb; 

B(~I1South is only required to designate A.M. or P.M. designation in situations in 

which acc:ess to the customer's premIses is required and the customer expresses a 

preferenc·: as to A.M. or P.M. 

Issue l(c'lllv) 

Should the party respoDsible for delaylug a cutover also be respoDsible for the otber 

party's reasonable labor costs? Ifso, at what cost? 


ITCADeltaCom Position: 

Y-:s. The rate depends upon the labor required or caused. It should be 

determined on an individual case basis. This policy was previously approved by the 
SCPSC in the existing interconnection agreement. It was compliant with the Act then, 
and it renlains so. 

BellSoyth Posltiop; 
ITC"DeltaCom's proposal is nothing more tban a penalty, liquidated damages or 

financial "guarantee" provision which is not appropriate for arbitration. (See BellSouth' s 
position (In Issue l(b». In the event ITC"'DeltaCom experiences problems as a result of 
loop cutover delays. ITCADeltaCom has adequate remedies under the law_ Moreover, to 
track costs and assess blame for each instance ofdelay would be unduly burdensome and 
expensive, particularly when it is unclear which party is at fault. 

Djscussioa: 

ITC"'DeltaCom contends that ifone party is responsible for delaying loop cutover, 

the responsible party must pay the other's labor costs. ITC"'DeltaCom contends that the 

paym,ent oflabor costs will work as an incentive to BeUSouth. (Moses. Tr. Vol. 2 at 127). 
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lTC'''DeltaCom also offers that a similar provision is in the interconnection agreement 

under which the parties have operated for the past two years. and lTC"DeltaCom 

recommends that the Commission order the continuation of the provision in the 

interconnection agreement which is the subject ofthe instant arbitration proceeding. 

(Hyde, adopted by Moses. Tr. Vol. 1 at 174 -175) BellSouth contends that because 

ITC.....DeltaCom's proposal constitutes either a penalty, liquidated damages clause, or a 

financial . 'guarantee", the issue should not be arbitrated. According to BellSouth, neither 

Section 251 nor 252 of the Act obligate BetlSouth to pay penalties for alleged breaches of 

the agreement. (Varner, Tr. Vol. 2 at 128). Moreover, the Commission "lacks the 

jurisdictictn to impose penalties or fmes" in the context ofan arbitration proceeding. (See 

Order No. 97-189, Docket No. 96-l58-C, l/10/97. at 6). Even ifthe Commission could 

award penalties. the incorporation oflTC .....DeltaCom·s proposal into the agreement is 

unnecessnry. South Carolina law and Commission procedures are available and adequate 

to addres!l any breach ofcontract issue should it arise. 

BellSouth further contends that ITC..... D~ltaCom's propo~l is unworkable. 

(Varner. Tr. Vol. I at 422). Cutovers are complicated, and both parties to the cutover as 

well as the end user customer are heavily involved in the process. Consequently. ifa 

cutover is delayed, fault is difficult, ifnot impossible. to apportion. (Moses, Tr. Vol. 2 at 

126; Vamer. Tr. Vol. 2 at 127). BellSouth witness Varner testified that ITC.....DeltaCom·s 

proposal would, in all likelihood, create more litigation expenses arguing over fault than 

either party would incur in labor charges. To trICk costs for each instance would be a 

bur~me and unnecessary business practice. For a further discussion of this issue, see 
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the Commission's discussion ofIssue 1(a). 

U,)on consideration ofthis issue, the positions ofthe parties, and the evidence of 

record, th·: Commission finds each party should be responsible for its own labor costs. 

The Commission recognizes that the cutover is a complicated process and that many 

difficulties arise in tracking labor costs. The record shows that it is sometimes simply 

impossible to apponion fault in situations in which cutovers are delayed. In the generic 

proceeding on perfonnance measurements established by this Order, the Commission 

will entertain proposals on "performance guarantees," penalties, and liquidated damages 

provisioni. The instant issue may be addressed by parties during the generic proceeding 

on perfonnance measures. 

Orderipg Paraeraph; 

TIle interconnection agreement should not contain a provision for a party being 

responsible for the other party's reasonable labor costs for delaying a cutover. Each party 

will incur its own labor costs, and therefore pay for its own labor costs. 

Issue lCc:tOO 
Should BellSoutb be required to desilnate specific UNE center personnel for 
coordinatiDl orden placed by ITCADeltaCom? 

IICADeluCo. Posidogi 
Yea. ITCI\DeltaCom will accept a designated single point ofcontact person. 

BeUSoutb sbould identify the individual to ITCI\DeltaCom. 

BeliSoutb PositioQ; 
BellSouth should not be required to specifically dedicate its personnel to serve 

only ITC"DeltaCom or any other individual CLEC. BellSouth incurs significant costs in 
conncctie.n with providing personnel to handle all CLEC orders for services and UNEs. 
BellSouth reviews anticipated and historical staffing requirements and assigns work 
activity in the most efficient manner possible in order to complete all necessary work. 
functions for all CLECs. 
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DgcusslolU 

ITC"DeltaCom contends that it is entitled to designated persolUlel at the UNE 

center to handle its UNE cutovers and proposes that "as people work together they work 

better together:' (Moses, Tr. Vol. 2 at 130). ITC"DeltaCom contends that it will have a 

better working relationship with designated persolUlel with more ac:countability. more 

understar..ding, and more flexibility. (Moses, Tr. Vol. 2 at 130 - 131). 

BellSouth contends that there is no requirement in the Act that obligates BellSouth to 

designate specific persolUlel forcutovers for ITC"DeltaCom. BellSouth·s obligation 

under the 1996 Act is to provide nondiscriminatory access to UNEs. which BellSouth 

does today. BellSouth witness Milner testified that the most efficient way for BellSouth 

to meet its obligation under the 1996 Act for ITC"DeltaCom and all other CLECs is for 

BeliSouth to carefully monitor workload requirements and to assign persolUlel as 

necessary to meet those requirements. (Milner, Tr. Vol. 2 at 131 - 132). BellSouth today 

must monitor total workload results and forecast future workload requirements and the 

persolUlel needed to meet those requirements based on historic trends, business forecasts, 

and the elCperience oflocal managers and technicians. Mr. Milner testified that BellSouth 

incurs real costs in colUlection with providing personnel to handle all CLEC orders for 

services and UNEs; therefore, BellSouth should retain the flexibility needed to meet its 

service and contractual obligations without any requirement to dedicate specific 

personnel to particular functions. (Milner, Tr. Vol. 2 at 132). lTC"DeltaCom appeared to 

indicate lhat it would cover BellSouth's costs for designating persoMel, but then quickly 

backed off that commitment by arguing "that it is very possible for BellSouth to realize 
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economies ofscale also in designating personnel to one of its larger purchasers." 

(Rozycki. Tr. Vol. 2 at 134) .. 

Ullon consideration of this issue, the positions ofthe parties, and the evidence of 

record, the Commission finds that BellSouth is not obligated to designate specific UNE 

center personnel for coordinating orders placed by ITCi\DeltaCom, and the Commission 

will not ":quire BellSouth to provide specific UNE personnel for coordinating orders 

placed by inclividual CLECs. Requiring such a designation could interfere with 

BellSouth from managing its workload in the most cost effective and efficient manner, 

thereby hindering BeUSouth in accomplishing the very goal that the provision is meant to 

achieve, that is giving the best possible service to all etHCs. 

Ordering Paraerapb; 

BellSouth is not required to specifically designate personnel to serve 

lTCi\DeltaCom or to coordinate orders placed by ITCi\DeltaCom. 

Issue l(cKvO 

Sbould eacb party be responsible for tbe repair cbafles for troubles caused or 
or1linated outside of Its network? If so, bow sbould eacb party relmbune tbe otber 
for any additional costs incurred for isolatinl tbe trouble to tbe otber', network? 

Ilei\DeltaCom PositiRDi 
Y cs. Where the root cause was not DeltaCom's network, BellSouth should bear 

such costs. BellSouth should reimburse DeltaCom for any additional costs associated 
with isolating the trouble to BellSouth's facilities andIor equipment. 

8ell$outll VOSltloD; 
The party responsible for the repairs should bear the costs associated with those 

repairs. (See FCC First Report and Order at ,258, CC Docket 96-98 (8-8-96». BellSouth 
has agreed to be responsible for such costs that are incurred due to BellSouth's network. 
However. BeUSouth should not be responsible for costs due to ITCi\DeltaCom's network. 
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BellSouth and ITC"DeltaCom should each be responsible for its own costs incurred in 
determining the cause ofany trouble. Thus, this issue is not appropriate for arbitration. 
(Exhibit "A" attached to this Issues Matrix contains BellSouth's proposed contract 
language on this issue.) 

Diseussiou.i 

According to Mr. Moses for ITC'''DeltaCom, the party who has the trouble in the 

network should pay the cost ofrepairing the troubJe in the network. ITCADeltaCom 

asserts that the trouble arises iflTCADeltaCom has to isolate a trouble to BellSouth's 

network a second time; ITC"DeltaCom contends it is entitled to reimbursement for the 

costs incurred in the second trouble isolation. Mr. Moses also stated that ifBellSouth 

isolates trouble with ITC"'DeltaCom's network multiple times that BellSouth should be 
- . 

compensated for the additional testing and diagnosis. (Moses, Tr. Vol. 2 at 143). 

BellSouth testified that the party responsible for the repairs should bear the costs 

associated with those repairs. According to Mr. Varner, when ITC"DeltaCom leases 

facilities ii'om BellSouth, the cost of those facilities includes the costs associated with 

maintenance and repair as specified in the FCC's First Report and Orden paragraph 258. 

ITC"'DeltllCom should. however, be responsible for maintenance and repair on its own 

facilities. (Varner. Tr. Vol. 2 at 144). 

With initial trouble isolation. ITC....DeltaCom should be responsible for the initial 

trouble report. When determined by ITC"DeltaCom that the trouble resides on 

BellSouth's network, BellSouth will assume repair responsibilities via a trouble report. 

BellSouth further testified that BellSouth should not reimburse rrC....DeltaCom for any 

additional costs ITC....DeltaCom incurs in isolating the trouble to BellSouth's network. 

Likewise, if a BellSouth end user experiences trouble calling an ITC....DeltaCom 
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customer, BellSouth does not bill ITC.... DeltaCom for the costs incurred to isolate a 

trouble to ITC.... De1taCom·s network. (Varner, Tr. Vol. I at 423). 

Be llSouth contends that the reimbursement system proposed by ITC....De1taCom 

would be unwieldy, and is not required by the Act. Each party should bear its own costs 

- such a system is fair and manageable. (Varner, Tr. Vol. 1 at 423). 

Baied upon the issue, the positions ofthe parties, and the evidence of record, the 

Commissi"n finds that each party should be responsible for the repair cost of the initial 

investigation or isolation ofrepairs. Thereafter, if additional testing and diagnosis are 

required to isolate trouble on the network for the same complaint, the party on whose 

network the trouble is ascertained shall bear the cost ofthe repairs and shall reimburse 

the other party for the additional cost incurred in isolating the trouble. At the hearing, the 

parties seemed to agree to this result, and the Commission fmds it acceptable. 

Ordcripi farllrlRb; 

w:.th respect to repair charges or troubles caused or originated outside of the 

party's nerwork, each party shall be responsible for the repair cost ofthe initial 

investigation or isolation ofrepairs. Thereafter, ifadditional testing and diagnosis are 

required to isolate trouble on the network for the same complaint, the party on whose 

network the trouble is ascertained shall bear the cost ofthe repairs and shan reimburse 

the other· party for the additional cost incurred in isolating the trouble. 
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Issue 2(e)(yijD 
Should BellSouth be respoasible for mamteaance to HDSL and ADSL compatible 
loops provided to ITC"DeltaCom? Ifso, at what rate? 

Ile"'De'iaCom P05itiop; 
Yes. BellSouth should maintain these loops at industry standard quality levels. 

Maintenance should be priced at FCC compliant TELRlC rates. See Section 25 1(c)(3) of 
the Act 

BellSQuth PositiQP: 
BellSouth will provide maintenance and repair for HOSL and ADSL compatible 

loops as the panics may agree. However. the loop modifications requested by 
ITC"DeltaCom (and other CLECs) are not a UNE offering. Thus, ifBellSouth is 
providing a loop that has been modified from its original technical standards at the 
request of ITC"'DeltaCom. sucb as HOSL or ADSL compatibility, then BellSouth cannot 
guarantee that the modified loop will meet the technical standards ofa non-modified 
loop. 

Discussion.: 

ITC"DeltaCom contends that if it buys a UNE that is HOSL compatible. it should 

remain H:JSL compatible - in other words, BeUSouth has an obligation to maintain it as 

HOSL compatible. (Moses. Tr. Vol. 2 at 146). BellSouth contends that ITC"'DeltaCom 

has failed to draw a distinction between the services BellSouth provides to its end-user 

customcn;. According to BellSouth witness, Mr. Milner, BeUSouth does not provide 

HOSL and ADSL "facilities" as UNEs to ITC"'DeltaCom or to any other CLEC. What 

BellSouth does provide is a federally-tariffed wholesale ADSL service to certain 

wholesale customers, such as ISPs (Internet Service Providers). BellSoutb's ADSL 

wholesale service, however, is a separate and distinct offering from BellSouth's ADSL or 

HOSL UNE compatible loop offering. The UNE offering is a unique network capability 

offered t(1 CLECs via the service inquiry process. (Milner. Tr. Vol. 2 at 147). Mr. 

Milner e~:plained that "in tenns ofHDSL and ADSL compatible loops (the UNE 

d·5!)­
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offering), ifit breaks then we fix that. Ifwe do something to make it not compatible, 

then we'll fix that too. The costs for the maintenance are recovered through our recurring 

charges {.)r AOSL and HDSL compatible loops." (Milner, Tr. Vol. 2 at 147) . 

. B:IlSouth further testified that while BellSouth offers an ADSL compatible loop. 

all ofBell South's loops are not AOSL compatible. (Milner. Tr. Vol. 1 at 674 - 676). 

ADSL service requires that certain technical standards be met. Bel1South's AOSL 

compatible loops meet those technical standards. but other BellSouth loops do not. Many 

significant activities are required to transform a voice grade loop into an ADSL 

compatible loop. including service inquiry. design engineering. and connection and 

testing activities. If BellSouth provides ITC'''DeltaCom with a modified loop (i.e. 

BellSoutn has transformed a voice grade loop from its original technical standards to 

meet the standards requested by ITC'''DeltaCom and/or required for ADSL and HDSL). 

BellSouth cannot guarantee that the modified loop will meet the technical standards of a 

non-mOdified loop. (Milner. Tr. Vol. 1 at 675). 

E;ased upon the issue, the positions of the parties, and the evidence from the 

hearing, the Commission finds that original technical standards on HDSL and ADSL 

compatible loops should be maintained. BeUSouth acknowledged at the hearing that it 

will repair its AOSL and HDSL UNE compatible loops and that the costs of repair and 

maintenance are recovered throu&h the recurring charges for ADSL and HOSL 

compatible loops. For Don-standard or modified HDSL and ADSL compatible loops., the 

Commission requires BeUSouth to provide the same standards as BellSouth uses on its 
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network. The Commission believes that this result will ensure that the loops used by 

ITC"DeltlCom will meet the specifications required.. 

Ordering Paragrapb; 

The Commission requires that original technical standards on HDSL and ADSL 

compatible loops should be maintained. Funher for non-standard or modified HDSL and 

ADSL compatible loops. the Commission requires BellSouth to provide the same 

standards as BellSouth uses on its network. Costs for repair and maintenance are 

recovered through the recurring charges. for these UNEs which were established in 

Docket No. 97-374-C. 

Issue 2Cc)(xlv) 
(a) 	 Should BellSouth be required to coordinate with ITC.II.DeltaCom 48 hours 

prior to the due date ora UNE cODversion? 

(b) 	 If BeUSouth delays the scheduled cutover date, should BellSouth be required 
to waive tbe appUcable aoarecurriag cbarges? 

ITC.II.DeltaCom Position; 
(a) 	 Yes. Customer transfers should be completed smoothly and efficiently. 
(b) Yes. Performance guarantees are also required to ensure scheduled 

cutover dates are not missed repeatedly. 

BellSoutb Pos.dog; 
(a) No. BellSouth does not agree that coordination 48 hours prior to the due 

date is necessary on every type ofUNE conv.ersion. However. with respect to SL2 type 
loops only. Be1lSouth win agree to use its best efforts to schedule a conversion date and 
time 24 to 48 hours prior to the conversion. 

(h) No. BellSouth does not agree to waive the applicable nonrecurring charges 
whenever a cutover is delayed, particularly when any number ofvariables and 
circumstances may cause a delay in the schedule. Thus.. this issue is not appropriate for 
arbitration. (See BellSouth's position on Issue l(b». 

;]5i 




.. . 
DOCKET -NO. 1999-259-C - ORDER NO. 1999-690 
ocrOBER 4. 1999 
PAGES3 

D1scussloni 

ITC"DeltaCom contends that the parties must coordinate on all UNE conversions 

48 hours in advance of the conversion. (Moses, Tr. Vol. 2 at ISO). Mr. Moses testified 

that coorci':nation will benefit both parties as well as the customer and will help enable 

ITC"DeitaCom to provide more cost-effective and efficient service. (Moses, Tr. Vol. 2 at 

152 - 1531. BellSouth opposes ITC"DeltaCom's proposal that BellSouth be required to 

coordinate- with ITC"DeltaCom 48 hours prior to the due date ofa UNE conversion 

because BellSouth contends the proposal is overbroad. (Milner, Tr. Vol. 2 at 151). For 

example, 'LCcording to BellSouth, by requiring coordination 48 hours in advance for all 

UNEs, ITC"DeltaCam includes SLlloops. a UNE that is not normally subject to 

coordination. BeliSouth witness Milner says ITC"DeltaCom' s proposal will create 

uMecessary work and costs with no corresponding gain in improved provisioning. 

(Milner, Tr. Vol. 2 at 152). Recognizing the importance ofcoordination. however, 

BellSouth has agreed with regards to SL2 loops to exert its best efforts to schedule a 

conversion date and time 24 to 48 hours prior to a conversion. (Milner, Tr. Vol. 1 at 

618). 

BellSouth also states that it should not be obligated to waive applicable 

nonrecurring charges ifa scheduled cutover date is delayed. First, BeUSouth contends 

that waiving nonrecurring charges constitutes a penalty and, thus, is outside the 

jurisdictic,n ofthis Commission. (Varner, Tr. Vol. 1 at 421). BellSouth points out that the 

Commission held in the AT&T arbitration, the Commission "lacks the jurisdiction to 

impo~e penalties or fines" in the context ofan arbitration proeeeding. (See Order No. 91­
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189. Docl:et No. 96-3S8·C, 3/10/97, at 6). Moreover, BellSouth contends that it is not 

required under the Act or under FCC rules to waive nonrecurring charges in such a 

situation. According to BellSouth, the Act does not obligate BellSouth to pay penalties, 

and thus, imposing penalties would be outside the scope ofthe Act and therefore 

inappropriate. Furthermore, BellSouth witness Varner pointed out that both parties may 

have reasonable circumstances which might cause a delay in the schedule. There is no 

mechanism in place to track all delays, nor to identify the responsible party. According 

to BellSouth, such a tracking system would be unworkable according to BellSouth 

because in many cases, both parties contribute to delays. (Varner, Tr. Vol. 1 at 427). 

Moreover, any attempt to allocate fault would, ofnecessity. be largely arbitrary. 

Based upon this issue, the positions ofthe parties, and the hearing record. the 

CommiS!.ion fmds BellSouth and ITCI\DeltaCom shall coordinate all cutovers 24 hours in 

advance ·)f the scheduled cutover. The parties have operated under an informal agreement 

ofcoordination for SL2 cutovers since the Spring of 1999. and the Commission ordered 

provision expands and memorializes that informal agreement as part ofthe 

intercoIUlection agreement The Commission hopes that 24 hour coordination will ensure 

efficient and smoothly accomplished customer cutovers. 

Additionally and consistent with the Commission's decision on Issue l(b). the 

Commission finds that BellSouth should waive the non-recurring charges ifBellSouth's 

assigned due date is missed as a result ofBellSouth's error. This provision regarding the 

waiver ofnonrecurring charges is on an interim basis until the Commission has 

concluded its generic proceeding on performance measures and performance guarantees. 
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Ordedge Paraltapb: 

The Commission requires BellSouth and ITCADeltaCom to coordinate all 

cutovers 24 hours in advance ofthe scheduled cutover. Additionally, BeUSouth shall 

waive the non-recurring charges ifBellSouth·s assigned due date is missed as a result of 

BeliSouth's error. This provision regarding the waiver of nonrecurring charges is on an 

interim basis until the Commission has concluded its generic proceeding on performance 

measures ,md perfonnance guarantees. 

1I1ue ~(Qi 
Sbould BellSoutb be required to estabUsh Local Number Portability (LNP) cutover 
procedures uader which BellSouth must coafJrm with ITC"DeltaCom that every 
port subject to a discoaaec:t order is worked at oae time? 

IICADeltaCom PositioPi 
BeUSouth must establish procedures for LNP cutovers pursuant to which 

BellSouth must continn with ITCADeltaCom that every pon subject to a disconnect order 
is worked at one time. ITCADeltaCom's proposed procedures are identified in 
Attachment 5, Section 2.6 ofthe proposed interconnection agreement. 

BellSoyth Positiog; 
BcllSouth agrees with ITCADeltaCom that coordination between itself and 

ITCADeitaCom is extremely important for LNP order cutovers. BellSouth and 
ITCADeltaCom have asreed to proposed language whereby BellSouth will ensure that a 
disconnect order is completed for all poned numbers once the Number Portability 
Administration Center ("NPACj notification ofITCADeltaCom's Activate Subscription 
Version has been received by BellSouth. The issue to which BellSouth cannot agree is 
the timefiames proposed by lTCADeltaCom. The proposed timeftames are not 
reasonable and should not be adopted by the Commission. 

Qis'lIssiPJIl 

ITCADeitaCom is seeking the implementation ofquality control assurances for 

LNP. '(MllSes, Tr. Vol. 2 at 155). The major difference in the parties' proposals is a 

t) C'I 
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question ofhow much checking of work steps will be done. (Milner. Tr. Vol. 2 at 155). 

According; to Mr. Milner. 'lw]e have agreed with DeltaCom that we will put language in 

place that we believe will ensure that those disconnect orders are worked in a timely 

manner," (lQ.) Given that ITC'DeltaCom had not even reviewed the most recent 

proposals on this issue. their position on this issue seems fairly tenuous. (Moses. Tr. Vol. 

2 at 156). 

Based upon this issue. the positions of the parties. and the evidence of record. the 

Commission denies ITC"DeltaCom's proposed LNP procedures set forth in Attachment 

S. Section 2.6 ofITC....DeltaCom·s proposed interconnection agreement as the proposed 

language contains timeframes that are unreasonable and should not be required. For LNP 

cutover procedures, the Commission requires that (a) if BellSouth receives a disconnect 

order by 12:00 noon that BellSouth will work that conversion that same day, and (b) if 

BellSouth receives a disconnect order after 12:00 noon that BeUSouth will work that 

conversion by close ofbusiness the next day. The Commission finds these timeframes to 

be reasonable. 

Ordering Paraeragb; 

Fc)r LNP cutover procedures, the Commission requires that (a) ifBellSouth 

receives a disconnect order by 12:00 noon that BellSouth will work that conversion that 

same day, and (b) ifBcllSouth receives a disconnect order after 12:00 noon that 

BellSouth will work that conversion by close ofbusiness the next day. 
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Issue 2(11; 

Should "order flow-through" be defined in the interconnection aereemeni. and Ifso, 

what is the definition? 


IIC"DeitaCQm PositioD; 
Flow-throup should be deCmed in the parties' interconnection agreement. The 

definition of flow throup should include pre--oniering functions. Specifically, 
ITC'''DeltaCom seeks the following definition be included in the agreement: "Flow 
Throup is defined as an end-to-end pre--onicring and ordering process (including legacy 
BellSouth applications) without manual intervention. Specifically, Flow Through. 
includes electronic reporting oforder status, electronic reporting of errors and electronic 
notification ofcritical events such as 'jeopardy notification' and rescheduled due dates. 
BellSouth shall provide Flow Through ofelectronic processes in a manner consistent 
with indu:itry standards and, at a minimum, at a level ofquality equivalent to itself or to 
any CLEe with comparable systems." 

BellSouth PositiORi 
It is not necessary for the interconnection agreement to contain a definition of 

"flow through." nor is ITC'''DeltaCom's proposed definition appropriate. 
ITC"DeltaCom's definition offlow-through is contrary to the manner in which the term 
is commonly used by the Federal Communications Commission. Based upon the FCC's 
definition, BellSouth contends that a service request flows through an electronic order 
system only when a CLEC or BellSouth representative takes infonnation directly from an 
end user customer, inputs it directly into an electronic order interface without making any 
changes (Ir manipUlating the customer's information, and sends the complete and correct 
request dl)wnstream for mechanized order generation. 

Discussion; 

ITC"DeltaCom wants a definition of flow-through included in the agreement to 

clarify tb:: meaning offlow-through and to include an obligation on BeUSouth to provide 

complete electronic pre--oniering, ordering. and provisioning ofall UNEs and resale 

services. (Thomas, Tr. Vol. 2 at IS1). BellSouth, on the other hand, contends that there is 

no need to incorporate any definition of flow-through into the interconnection agreement. 

(Pate, Tr Vol. 2 at 160). The FCC has established the meaning offlow-through in its 

orders, and has approved, at least infonnally, Bel1South's calculation arnow-through in 

its Service Quality Measurements, which is derived from the FCC's definition offlow­
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through. BellSouth's position is that adding a definition to the Agreement is rc<lundant 

and unnecessary. panicularly when ITC"'DeltaCom is seeking to alter the FCC's 

definitior: of flow-through. (Pate, Tr. Vol. 1 at 620; Vol. 2 at 159). 

B.:llSouth states that to the extent the Commission detennines that a definition of 

flow-through should be incorporated into the agreement, the Commission should adopt 

BellSouth's definition. (Pate, Tr. Vol. 2 at 159 -160). In Paragraph 107 of its Second 

Louisiana Order in CC Docket No. 98-121, the FCC stated that "a competing camer's 

orders 'flow-through' if they are transmitted electronically through the gateway and 

accepted into BellSouth' s back office order systems without manual intervention." (Pate, 

Tr. Vol. 1 at 622). ~ellSouth's definition of flow-through minors the FCC's definition 

and therefore is appropriate. (Pate. Tr. Vol. 2 at 159). Under BellSouth's definition, 

flow-through for a CLEC Local Service Request (LSR) begins when the complete and 

correct electronically-submitted LSR is sent via one ofthe CLEC ordering interfaces (i.e. 

EDI. TAG or LENS), flows through the mechanical edit checking and local exchange 

service order generation system ("LESOO''), is mechanically transfonned into a service 

order by LESOG, and is accepted by the Service Order Control System ("soeS") 

without any human intervention. BellSouth believes these steps mirror the steps that the 

FCC envisioned encompassed in flow through. Contrary to rrC"DeltaCom's position, 

BellSouth contends pre-ordering is not part of this process, nor is electronic notification 

oforder !.1atus and jeopardies. (pate. Tr. Vol. 1 at 622). 

BellSouth objects to lTC"DeltaCom' s attempt to broaden the definition of flow­

throu$h to create an obligation on BellSouth to provide complete electronic pre-ordering. 
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ordering. and provisioning ofall UNEs and resale services. (Pate, Tr. Vol. 1 at 624). 

According to BellSouth, the Act obligates BellSouth to provide CLECs with access to the 

required functions and information through CLEC electronic interfaces in substantially 

the same time and manner as BellSouth does for itself. Such access provides efficient 

CLECs with a meaningful opportunity to compete. BellSouth provides CLECs with 

access to electronic pre-ordering, ordering and provisioning in substantially the same 

time and marmer as BellSouth has for itself. (pate, Tr. Vol. 1 at 624). 

BellSouth witness Pate testified that the key point is that BellSouth does_not place 

all of its orders electronically. (Pate, Tr. Vol. 1 at 626). According to Pate, many of 

BellSouth's retail services. primarily large business complex services, involve substantial 

manual handling by BeUSouth's account teams for BeUSouth's own retail customers. 

Nondiscriminatory access requires only that CLECs be given access in substantially the 

same tunc and marmer as BellSouth, not that CLECs place all orders electronicaUy. 

BellSouth testified that the manual processes that BellSouth uses for complex resold 

services offered to the CLECs are accomplished in substantially the same time and 

manner as the processes used for BellSouth's complex retail services. BellSouth believes 

that the lt1JCCialized and complicated nature ofcomplex services, together with their 

relatively low volume oforders as compared to basic exchange services, renders them 

less suit1ble for mechanization, whether for retail or resale applicatiOns. BellSouth 

contends that because the same manual processes are in place for both CLECs and 

BellSouth retail orders, the processes are competitively neutral and are therefore in 

compliance with both the Act and the FCC rules. (pate, Tr. Vol. 1 at 626-27). 
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BellSouth further contends that neither the Act nor the FCC rules require that an 

interconnection agreement contain a definition of flow-through. BellSouth requests that 

to the ext.:nt, the Commission determines that such a definition is appropriate, the 

Commission should adopt BellSouth's defmition because it is the only one that comports 

with the requirements ofthe Act and the FCC. BellSouth contends that ITC"DeltaCom's 

definition is overly broad, and places obligations on BellSouth that are above and beyond 

those set forth in the Act and thus, it is not an appropriate or necessary definition for an 

interconnection agreement. 

Bued upon this issue, the positions ofthe parties. and the evidence from the 

hearing, the Commission finds that it is necessary to include a definition of flow-through 

in the intt.."l'Connection agreement. Of the two definitions, BellSouth's definition of flow-

through comports with the requirements of the Act and the FCC. Therefore, the 

Commission adopts the definition offlow-through as proposed by BellSouth and which is 

contained. in the FCC Second Louisiana Order, at 1107, CC Docket 98-121 (8-13-98). 

Qrderigg Paraeraph; 

Tne Commission requires the inclusion of the definition of"flow-through" in the 

interconnection agreement and requires that the definition offlow-through as contained 

in the FCC Second Louisiana Order, at 1 101, CC Docket 98-121 (8-13-98) be used. 

Issue 3; 
[Question I) Sbould BellSoutb be required to pay reciprocal compensation to 
ITC"DeltaCom for aU caUs tbat are properly routed over local trunks, Including 
calls to Information Service Providers (MISPs")? 

C)Jcd­
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[Question lJ What should be tbe rate for reciprocal compensation per miDute of 
use. and bow sbould it be applied? 

ITC"DeltaCom Potltion: 
[Question 1J BellSouth should be required to pay reciprocal compensation for ISP­
bound traffic. The appropriate inter-carrier compensation mechanism for ISP-bound 
traffic is reciprocal compensation because the caller's provider should bear the costs of 
the call tel the ISP. 
[Question 2] ITC"DeltaCom is entitled to the tandem termination rate for reciprocal 
compensation because ITC"'DeltaCom's switch serves the same geographic area as 
BellSouth's tandem switch, and perfonns the same functions as BellSouth's tandem 
switch. 

BellSoutb PositiQQ: 
[Question 1] Under 47 U.S.C. § 2S1(b)(5) and 47 C.F.R. § 51.701, reciprocal 
compensation is applicable only to local ttaffic. "Local" trunks may actually carry access 
or toll traffic in addition to local traffic, and thus reciprocal compensation is not 
applicable to all traffic that travels over local trunks. ISP-bound traffic, even if it is 
carried over local trunks, is not local traffic and is not subject to the reciprocal 
compensation obligations of the Act. In addition to being contrary to the law, treating 
ISP-bound traffic as local for purposes ofreciprocal compensation is contrary to sound 
public policy. The Commission need not address this issue at this time because the FCC 
has jurisdiction over ISP-bound traffic and the FCC decision in this maRer will preempt 
any decision the Commission renders in this docket. 
[Question 2] The appropriate rates for reciprocal compensation are the elemental rates 
for end office switching, tandem switching and common transport that are used to 
transport and terminate local traffic and were established by this Conunission in the cost 
orders in Docket No. 97-374-C. Ifa caU is not handled by a switch on a tandem basis, it 
is not appropriate to pay reciprocal compensation for the tandem switching function. 

DlscussioDi 

IQuestloll 1) 

TtUs issue requires the Commission to address the economic principles and public 

policy concerns underlying reciprocal compensation for ISP-bound traffic for the 

purposes ofthis interconnection agreement on a going forward basis. The parties appear 

to agree that the FCC has deemed ISP-bound traffic to be jurisdictionally interstate. The 

question pending before the Commission is how. or whether. to provide for compensation 
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for ISP·b4)und traffic. ITC'''DeltaCom contends that. despite the fact that the FCC found 

that ISP·bound traffic is in large part jurisdictionally interstate, the Commission should 

order that reciprocal compensation be paid for ISP-bound traffic. (Starkey. Tr. Vol. I at 

238 - 241). ITC'DeltaCom contends that treating ISP·bound traffic as if it were local for 

purposes ofreciprocal compensation is sound public policy (Starkey. Tr. Vol. at 241). 

BeUSouth. on the other hand. contends that reciprocal compensation is a mechanism that 

applies only to the exchange of local traffic. (Varner, Tr. Vol. 1 at 434). As recently 

reiterated by the FCC in its Declaratory Ruling FCC 99-38 in CC Docket Nos. 96·98 and 

99-69 adopted February 2S, 1999, releas~ February 26. 1999, ("Declaratory Ruling") 

and, as even ITC'DeltaCom admits, ISP:-bound traffic is jurisdictionally interstate. 

(Starkey. Tr. Vol. 1 at 239) Thus. according to BellSouth. it is not included in the Act's 

requirem,:nts regarding reciprocal compensation. BellSouth seeks an order that states 

that reciprocal compensation only should be applied to traffic that meets the FCC's 

definition of"local traffic." 

I1'C'''DeltaCom argues that BellSouth should pay reciprocal compensation for all 

traffic th:1.t travels over "local" trunks. ITCADeltaCom witness Starkey testified that a call 

originating on the BellSouth network and directed to the ITCADeltaCom network travels 

the same path, requires the same use offac:iltitics and generates the same level of cost 

regardless ofwhether the call is dialed to an ITCADeltaCom local residential customer or 

to an [SP provider. (Starkey, Tr. Vol. 1 at 245) Thus. Mr. Starkey asserts that the rates 

associated with recovering the costs for both calls should be the same since both calls 
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travel the same path and the same equipment to reach their destination. (Starkey. Tr. Vol. 

I at 246) 

Bt:llSouth responds to ITC"DeltaCom's proposal by arguing that such a 

reciprocal compensation mechanism is inappropriate. According to BellSouth, "local" 

trunks may properly route or carry access or toll traffic in addition to local traffic. 

(Varner. 1~r. Vol. I at 429). Simply because a local trunk carries ISP-bound traffic. which 

is jurisdictional1y interstate. reciprocal compensation is not applicable. BellSouth witness 

Varner t~1ified that the test for the application of reciprocal compensation payments 

should not be the type of trunk used to transport the traffic; rather the test is the end-to- . 

end nature oCthe cal), as the FCC has reaffirmed. (Varner. Tr. Vol. I at 429-30). 

In considering this issue. the Commission recognizes the FCC's Declaratory 

Ruling. In that Declaratory Ruling. the FCC concluded that ISP-bound traffic is non-local 

interstate traffic. FCC 99-38. footnote 87. In reaching its conclusion. the FCC 

acknowledged that it has construed the reciprocal compensation mechanism ofSection 

25 I(b)(5) to apply only to the transport and termination oflocal traffic. FCC 98-38.17. 

The FCC carefully examined the nature orISP-bound traffic and noted that ..the 

communications at issue here do not terminate at the ISP's local server. as CLSCs and 

ISPs contend, but continue to the ultimate destinations, specifically at a Internet website 

that is oft:n located in another sWe:' FCC 98-38. 112. Funher. the FCC acknowledged 

that "an Internet communication does not necessarily have a point of 'termination' in the 

traditional sense." FCC 98-38. 118. The FCC clearly awed that state commissions could 

decide to impose reciprocal compensation obligations in an arbitration proceeding and 
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also stated that state commissions were "free not to require the payment of reciprocal 

compensation for this traffic." FCC 98-38.1 26. 

Based upon the evidence before it, the positions advocated by the parties. and the 

Declaratory Ruling of the FCC. the Commission fmds that reciprocal compensation 

should not apply to [SP-bound traffic. The FCC in its Declaratory Ruling concluded that 

ISP-bound traffic is non-local interstate traffic and clearly left the detennination of 

whether to impose reciprocal compensation obligations in an arbitration proceeding to the 

state commissions. FCC 98-38, footnote 87 and 126.This Commission concludes that 

ISP-bound traffic is not subjcct to reciprocal compensation. While it may be true that 

ISP-bound traffic travels similar paths across the same facilities IS local calls to 

residential customers as advanced by ITC"'DeltaCom. it is also clear that ISP·bound calls 

do not ~ at the ISP. In the example given by witness Starkey for ITC"DeltaCom. 

the local (:all to the residential customer clearly tenninates on the lTC"DeltaCom 

network. lSP-bound trafiic. on the other hand, does not terminate at the [SP's server but 

continues to the ultimate Internet destination which is often located in another state. See 

FCC 99-38,1 12. As ISP-bound traffic does not terminate at the ISP's server on the local 

network, this Commission finds that lSP-bound traffic is non- local traffic. Further. since 

Section 251 of the 1996 Act requires that reciprocal compensation be paid for local 

traffic, the Commission further finds that the 1996 Act imposes no obligation on parties 

to pay reciprocal compensation for ISP-bound traffic. 

lhe Commission is also aware that the FCC has initiated further proceedings 

reg~in@. the issue orISP-bound traffic and reciprocal compensation. orcourse, this 
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Commissi')n will revisit this issue if the FCC issues a ruling impacting the decision 

rendered herein. 

(QuestioD 11 : 

With regard to the appropriate rate for reciprocal compensation, Mr. Starkey for 

rrC"Delu.Com stated that the rate should be based upon the last approved reciprocal 

compensation rate in South Carolina which is $.009 per minute. (Starkey, Tr. Vol. 2 at 

179) Mr. Varner for BellSouth testified that the rate should be the same rate between the 

parties but further stated that the rate should only apply to those elements that are actually 

used to transport and terminate traffic. (Varner. Tr. Vol 2 at 180) BellSouth contends that 

it is not appropriate for ITC'l.DeitaCom to charge BellSouth for tandem switching 

functions it does not perform. According to BeUSouth, ifa call is not handled by a 

switch on a tandem basis. it is not appropriate to pay reciprocal compensation for the 

tandem switching function. (Varner, Tr. Vol. 1 at 433). According to ITC"'DeltaCom, it 

is entitled to the tandem switching rate because its switch serves the same geographic 

area as BellSouth·s tandem switch. (Starkey. Tr. Vol. I at 255). ITC"'DeltaCom further 

contends lbat its switch performs many ofthe same functions that BellSouth's tandem 

performs (Starkey. Tr. Vol. 1 at 257). 

In determining the appropriate reciprocal compensation rate, the Commission 

notes that the previously approved interconnection agreement contained a reciprocal 

compensation rate ofS.009 per minute for termination oflocal traffic. This Commission 

found that rate to be compliant with the requirements ofSection 252( d) of the 1996 Act. 

The Commission finds that nothing has changed in the past two years that causes the 
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Commission to conclude that the underlying costs associated with transport and 

tennination have changed. The Commission concludes that the $.009 per minute is 

appropriate and approves the previously approved rate of$.009 per minute as the rate for 

reciprocal compensation for the new interconnection agreement. 

Ordering Paragraph; 

[QuestioD 11 The Commission fmds that ISP-bound traffic is non-local interstate traffic. 

As such, tile Commission finds on a going-forward basis and for the purposes of this 

interconnection agreement that !SP-bound traffic is not subject to the reciprocal 

compensation obligations ofthe 1996 Act. 

(Qaestion 2] The Commission approves a reciprocal compensation rate of$.009 per 

minute for local traffic and directs the parties to include this rate in the interconnection 

agreemen:. However, as explained above, reciprocal compensation will not apply to ISP 

bound tratlic. 

Issae 3(b); 

If IICADeltaCom Deeds to recoDDect service following aD order for a discoDDect, 

should BellSoatb be required to reconnect service within 48 boun? 


ITCA DeltJCom PosidoDi 
Following an order for a disconnect, BellSouth should be required to reconnect 

the service to ITCADeltaCom's customer within 48 hours. According to ITCADeltaCom. 
the issue often arises iD situations iD which a customer pays an outstanding bill and has 
been disconnected for failure to pay. or when a reconnect must be made quicldy as in the 
case ofslamming. 

BellSoath Posltloa; 
BellSouth cannot reserve facilities for 48 hours following an order for a 

disconnect. As a practical matter, once a UNE facility has been disconnected for any 
reason, that facility is subject to immediate reuse. whether by CLECs or by BellSouth's 
end users. BellSouth should not be required to maintain facilities for any set period of 
time once service has been disconnected. Nonetheless. BellSouth will agree to use its 
best efforts to reconnect service within 24 hours. 
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Disc:ussiolli. 

ITC"DeltaCom witness, Mr. Moses testified that BeUSouth should be obligated to 

reconnect a customer within 48 hours of a disconnect. (Moses, Tr. Vol. 2 at 181) 

AccordinU to BeUSouth, ITCADeitaCom's proposal is unworkable, unfair, and is not 

required c.nder the Act. BellSouth witness Milner testified that once a UNE facility has 

been disconnected for any reason. that facility is subject to immediate reuse. (Milner, Tr. 

Vol. 2 at (86) In an area experiencing a shortage offaciUties, it would not be unusual for 

a facility used by a CLEC or by a BeliSouth retail unit to be reassigned within minutes to 

complete another order for another CLEC or BellSouth retail end-user. (Milner, Tr. Vol. 

1 at 680). Mr. Milner further testified ~at reservation offacilities for ITCII.DeltaCom 

could slow provisioning intervals for all other providers. According to BellSouth. such 

preferential treatment for ITCADeltaCom is antithetical to the goals of the Act. 

Therefore. while BellSouth will agree to use its best efforts to reconnect the service as 

expeditio'JSly as possible. BellSouth cannot commit to maintain facilities after disconnect 

for any period of time. Mr. Milner also stressed that the "best efforts" BeliSouth is 

willing to provide to ITCADeltaCom is the same interval it provides to itself. (Milner. Tr. 

Vol. 2 at 187). 

With regard to this issue and based upon the record from the hearing. the . 

Commission finds that BeUSouth is not obligated to reconnect ITCADeltaCom customers 

within 48 hours. The Commission finds that such a commitment would require 

BellSouth reserve facilities for ITCII.DeltaCom for a period of time after a UNE facility 

has been disconnected. Such reservation of facilities would be detrimental to 
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provisioning efforts for other CLECs and BeUSouth retail customers. While the 

Commission will not require BellSouth to reconnect within 48 hours for the reasons 

stated herein, BellSouth has stated in its position that it will use its best efforts to 

reconnect service within 24 hours. The Commission encourages BellSouth to meet this 

goal. 

Orderigg Paragnpb; 

While BellSouth is not required to reconnect ITC'''DeltaCom customers within 48 

hours, the CJmmission strongly encourages to BellSouth to meet its stated goal ofusing 

its best efforts to reconnect service within 24 hours. 

Issue 3lm)j 
What type of repair iaformadoD sbould BeliSoutll be required to provide to 
ITCADeltaCom sucb tbat ITCADeltaCom can keep tile customer informed? 

IICI\DeltaCom Posidog; 
lTC""DeltaCom wants the ability to receive timely notification if a repair 

technician is unable or anticipates being unable to meet a scheduled repair. retrieve a list 
of itemized time and material chi.nges at the time of ticket closure, provide test results, 
and electroDlcally notifY ITCI\DeltaCom when the trouble is cleared. 

BeliSoutb Positiog; 
BellSouth provides .rrC"'DeltaCom with nondiscriminatory access to BellSouth's 

maintenance and repair OSS by providing electronic interfaces such as TAPI and the 
ECTA Gateway. as well as other manual inter1i.ces. Among other things. these interfaces 
allow lTC"'DeltaCom to enter customer trouble tickets into the BellSouth system, retrieve 
and track current status on alllTC"'DeltaCom trouble and repair tickets, and receive an 
estimated time to repair on a real-time basis. These systems are the same maintenance 
and repair systems used by BellSouth retail units. TAFI does not provide itemized time 
and material charges for BellSouth's own retail units, and thus BellSouth is not obligated 
to provide them for ITC"'DeltaCom or any other CLEC. 
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DlscYsslogi 

ITCi\DeltaCom contends that it is entitled to an itemized. list of time and material 

charles upon completion ofrepair work. ITCi\DeltaCom contended that it needs timely 

billing infonnation in order to verlfy the charles that it incurs for maintenance performed 

by BellSouth. ITCi\DeltaCom contends that without the infonnation. it cannot provide 

the level ofservice its customers expect., accurately bill its end-user, and verify BellSouth 

charaes. MoreclVer. it contends BellSouth is not providing nondiscriminatory access to 

OSS. (Thoma.. Tr. Vol. 1 at 222). 

BellSouth contends that the Act requires that BellSouth provide 

nondiscriminatory access to its OSS. In other words. BellSouth must allow CLECs to 

perfonn the functions ofpre-orderinl. ordering. provisioning. maintenance and repair. 

and billinl for resale services .in substantially the same time and manner as BellSouth 

does for itself; and. in the case ofunbundled network elements. provide a reasonable 

competitor witn a meaningful opportunity to compete. 

BellSouth contends that it provides ITCi\DeltaCom and the other CLEC, with 

nondiscrimirullory access to its maintenance and repair OSS by providing T API and 

ECTA Gateway. (pate, Tr. Vol. 1 at 634). BellSouth witness Pate explained that CLEC 

TAFI is the same maintenance and trouble repair system used by BeUSouth's own retail 

service representatives for non-designed services, except that CLEC T AFI combines 

functionality for both residential and business services, while BellSouth must use 

separate T AFI interfaces for its own residential and business retail units. (pate, Tr. Vol. 1 

at 635). Mr. Pate further explained that ECTA uses the TIIMI national standard for local 
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exchange trouble reporting and notification. Because it follows the national standard for 

local exchange trouble reporting and notification, the following fUnctions are available to 

users of ECTA: the ability to enter a report; to modify a repon; to obtain status 

information during the life ofthe repon; and to cancel a repon. (Pate, Tr. Vol. 1 at 636). 

BellSouth contends that T AFI and ECT A are the same maintenance and repair systems 

used by HellSouth retail units. 

According to BellSouth, it is not obligated to provide ITC"DeltaCom with an 

itemized time and material charges report because such information is not available to 

BellSouth's retail units. BellSouth contends that it cannot be required to give a CLEC 

more than it gives to itself. If the itemized time and material charges are something 

ITC"DeltaCom feels it needs, BellSouth testified that ITC"DeltaCom can submit a 

request tel BellSouth and BellSouth will investigate the feasibility of instituting such a 

report for ITC"DeltaCom outside the context ofan interconnection agreement. 

According to BellSouth, the Act does not require BellSouth to develop this capability for 

ITC"DeltaCom, and does not require BellSouth to provide it at cost-based rates, and, 

thus, the Commission should not grant ITC"DeltaCom request for relief. 

Upon consideration ofthis issue and the record from the hearing, the Commission 

finds thai BellSouth is providing ITC"'DeltaCom nondiscriminatory access to its 

maintenance and repair OSS by providing ITC"'DeltaCom access to T AFI and EeTA. 

which arc the same maintenance and repair systems. used by BellSouth's retail units. As 

BellSouth is providing access to the same systems which it uses itself, BellSouth is not 

obHgll:led to provide ITC"'DeltaCom any functionalities that are not currently available in 
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TAFI and/or EerA. IfITC"DeltaCom desires additional information than the 

information offered through either T AFI and/or EerA, ITCADeltaCom and BeUSouth 

may negcltiate a separate agreement outside this arbitration. 

Qrderim: P,nUlph: 

BellSouth is providing repair information on a nondiscriminatory basis as . 

BellSouth is providing access through OSS to the same maintenance and repair systems 

used by HeUSouth's retail units. BellSouth shall not be required to provide additional 

repair information. However, the parties may negotiate a separate agreement outside this 

arbitration should ITC"DeltaCom desire additional information than that which is 

currently offered. 

Issue 4(,); 
Sbould BellSoutb provide caeeless collocatioD to ITC"DeltaCom 30 days after a 
firm order is placed? 

JU;"DeltaCom fosjtiop: 
ITC"DeltaCom is entitled to provisioning ofcageless collocation in 30 days after 

a firm order is placed. Cageless collocation should be provisioned at intervals shorter 
than standard physical collocation and similar to virtual collocation. 

BellSoutb Positlog; 
BellSouth is not required by the Act or the FCC to provide cageless collocation 

within 30 days after a firm order has been placed. In addition, given the numerous 
factors and activities required to fulfill a collocation request, it is neither practical nor 
feasible to require BellSouth to complete the collocation request within 30 days. 

Dls,uSSWlLi 

rrCADeltaCom contends that because cageless collocation is similar to virtual 

collocati.)n. it should be provisioned in 30 days or less. (Wood, Tr. Vol. 1 at 331). 
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ITC"'DeltaCom witness Wood assumes that provisioning cageless collocation should be 

similar to provisioning virtual collocation and, thus, the intervals should be similar. 

(Wood, Tr. Vol. 1 at 331). ITC'''DeltaCom contends that BellSouth will save time 

because it will not need to detennine if room exists within its central office for the 

construction of a physically separated space, design the enclosure or have it constructed. 

(Wood, Tr. Vol. 1 at 332). 

BellSouth contends that it has no legal or regulatory duty to provision cageless 

collocatkn in 30 days or less. (Thierry, Tr. Vol. 1at S8l). Moreover. BellSouth 

contends that its provisioning interval for collocation is not controlled by the time 

required to construct an arrangement enclosure. as lTC"'DeltaCom implies. (Thierry. Tr. 

Vol. 1 at 581). Rather. according to BellSouth witness Thierry. the overall provisioning 

time is controlled by the time required to complete the space conditioning. add to or 

upgrade Ule heating, ventilation and air conditioning system for that area. add to or 

upgrade the power plant capacity and power distribution mechanism. and build out 

network infrastructure components such as cable racking and the number ofcross-

connects requested. Because these provisioning activities are perfonned. to the extent 

possible, in parallel. as opposed to serially. the absence ofenclosure construction bas 

little. ifany. bearing on the provisioning interval. (Thierry. Tr. Vol. 1 at 581-2). 

Moreover. Mr. Wood also contends that the interval for cageless collocation 

should be shorter than that for virtual collocation because ofthe "lack of administrative 

tasks ass(lCiated with the exchange ofownership of the equipment." (Wood. Tr. Vol. at 

332). Bel1South contends that "'administrative tasks" are not included in the provisioning 
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interval for virtual collocation, and thus have no bearing on the provisioning interval for 

cageless collocation. (Thierry, Tr. Vol. I at 583). 

BellSouth commits to complete its construction and provisioning activities as 

soon as pclssible but, at a maximum. within 90 business days under nonnal conditions or 

130 busin.:ss days under extraordinary conditions. (Thierry. Tr. Vol. 1 at S81). BellSouth 

contends that these intervals are appropriate. and provide CLECs a reasonable 

opportunity to compete. Thus. according to BellSouth. its proposed intervals meet the 

requirements ofSection 251 ofthe Act. 

Upon consideration oflhis issue, the positions ofthe parties, and the evidence ot 

record. th,~ Commission finds that BellSouth should provide cageless collocation within 

90 days from receipt of a bona fide firm order. In reaching this decision, the Commission 

considered the 30 days proposed by ITC"DeitaCom and concluded that 30 days did not 

allow adequate time for BellSouth to complete its provisioning activities as explained by 

witness Thierry. On the other hand. the time intervals proposed by BellSouth appear to 

the Commission to be unusually generous, as 90 business days is over 4 months while 

130 business days stretches to over 6 months. In order to provide a CLEC a meaningful 

opportunity to compete, the CLEC must be allowed access to the market. The 

Commission finds that 90 calendar days. which is approximately 3 months. should 

balance the interests between the parties on this issue. 

Orderigg r,nlrlph; 

TIle Commission hereby orders BellSouth to complete its construction and 

provis.ioning activities for cageless collocation as soon as possible, but no later than 90 
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calendar days from receipt ofa bona fide finn order. The Commission believes that this 

interval will provide CLECs a meaningful opponunity to compete aitd therefore meet the 

requirements of the Act. 

Issue 5: 

Sbould tbe parties continue operatial under exlstiac local laterconnection 

arraDleD,ents? 


ITC"QelyCom PositioR; 

[NOTE: ITC"DeltaCom believes that Issue 5 sbould be worded as foUows: 

(BellSoulb disacrees with this wordlnl») 

(a) Should the current interconnection agreement language continue regarding cross­
connect fees. reconfiguration changes or network redesigns and NXX translations? 
(b) What should be the definition of the tenns local traffic and trunking options? 
(c) What parameters should be established to govem routing ITC"DeltaCom's 
originating traffic and each party's exchange or transit traffic? 
(d) Shou~d the parties implement a procedure for binding forecasts? 

As the issue is proposed by ITC"DeltaCom. the answers are: 
(a) Yes. BellSouth should continue to charge for cross-connect reconfiguration/network 
redesign and NXX translations in the same way it does under the agreement previously 
approved by the Authority. 
(b) Loca: traffic and trunking option should be defined in the same way they are defined 
in the current agreement. 
(c) The same parameters should be applied as those in the existing interconnection 
agreemerlt. 
(d) The parties must implement binding forecasts. 

BellSoutb PosltloA; 
As to Issue S as it is phrased, the panies should not continue operating under 

existing local interconnection arrangements. The purpose ofnegotiations is to 
incorporate new languale. terms and obligations into an interconnection agreement in 
recognition ofnew technologies, chqed circumstances. and changes in applicable law. 
BellSouth has negotiated with ITC"DeltaCom in good faith and will continue to do so in 
an effort to reach a new agreement regarding local intercolUlectiOn. 

Dfscuplt)Qi 

The redrafted Issue S, as set forth in "ITC"DeltaCom's Position" above includes 

scvc~l sl.lbtopics. For most ofthe subtopics,lTC"DeltaCom sought to continue the 
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language from the 1997 interconnection agreement in the new interconnection agreement 

with relatd to these subtopics. Mr. Moses stated that the previous interconnection 

agreement approved by this Commission contained provisions regarding cross-connect 

fee, recor.figuration charges or netwode redesians. and NXX translations. Mr. Moses also 

testified that the 1997 interconnection agreement defined the terms "local traffic" and 

"trunking options" as well as established parameters to govern routing ITC"DeltaCom's 

originatir,g traffic and each party's exchange of transit traffic. With regard to all of these 

items cor"tained in the 1997 interconnection agreement, Mr. Moses testified that 

ITCADeltaCom desired the same terms as contained in the 1997 interconnection 

agreement. (Moses, Tr. Vol. 2 at 206 -207) While the issue ofbinding forecasts was not 

included in the previous interconnection agreement, Mr. Moses also stated that the 

Commission should implement a procedure for binding forecasts. (Moses. Tr. Vol. 2 at 

207) Mr. Moses also acknowledged that it was not ITCADeltaCom's position that the 

entire 1991 interconnection agreement be continued but just the issues that the existing 

agreement contained upon which the parties could not agree. (Moses. Tr. Vol. 2 at 208) 

Mr. Varner for BellSouth stated that BeUSouth did not want to continue with the 

definition oC"local traffic" as contained in the 1997 interconnection agreement. (Varner, 

Tr. Vol. 2 at 209) Mr. Varner also testified that the issue ofbinding forecasts was not 

contained in the 1997 interconnection agreement and fUrther stated that he did not believe 

that BellSouth was obligated to do binding forecasts. (Varner. Tr. 2 at 211) 

With respect to binding forecasts, ITCADeltaCom desires binding forecasts to 

ensure that BellSouth can provision the capacity that IT~DeltaCom believes it will need 
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to serve its customers. Mr. Moses proposes that ITC"DeltaCom enter into a binding 

forecast with BeUSouth as part ofthc interconnection agreement. (Moses, Tr. Vol. 1 at 

148) Such an arrangement would presumably guarantee lTC"DeltaCom a certain level of 

capacity on BellSouth's network. Additionally. lTC"DeltaCom would reimburse 

BellSouth's costs even ifthe capacity were not actually used by ITC"OeltaCom. (Moses, 

Tr. Vol. 1 at 148) 

Although not required under the Act or by FCC rules, BellSouth testified that it is 

currently analyzing the possibility of providing a service whereby BellSouth commits to 

provisioning the necessary network buildout and suppon when a CLSC agrees to enter 

into a binding forecast of its traffic requirements. While BellSouth stated that it has not 

yet completed the analysis needed to determine if this is a feasible offering, BellSouth 

testified that it is willing to discuss the specifics ofsuch an arrangement with 

ITC"OeltaCom outside ofthis arbitration, because the issue is not a part of this 

proceeding. (Varner, Tr. Vol. 1 at 402) 

Upon consideration ofthis issue, the positions of the panies, and the evidence 

from the record, the Commission concludes that the parties will use the language from 

the 199i agreement as it relates to the 4 SUbtopics identified in Issue 5, unless otherwise 

negotiated and agreed between the parties, to the extent that (I) the 1997 contract 

contains language related to these issues, (2) the panies have not agreed to other language 

in the CClUrse oftheir negotiations, and (3) such language is not contrary to any 

Commi!;sion or FCC rule or order, including this Order. The Commission will allow the 

limited llSe oftenns from the 1997 interconnection agreement as set forth above. The 
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parties have negotiated for many months on this interconnection agreement. and the 

Commission does not want to infringe upon the agreements that the parties have thus far 

reached. 

Ordering Paraerapbi 

Unless otherwise negotiated and agreed between the parties with respect to 

ITC....DeltaCom·s restated issues (8), (b), (c), and (d) set forth under the heading of 

.. ITC ....DeltaCom Position" above, the parties will use the language from the 1997 

interconnection agreement as it relates to these four issues, to the extent that (1) the 1997 

contract contains language related to these issues, (2) the parties have not agreed to other 

language in the course oftheir negotiations, and (3) such language is not contrary to any 

Commission or FCC order, including this Order. 

Issue 6(a); 
Should BeliSoutb be permitted to impose cbarges for BellSouth's OSS 00 

ITC"DeltaCom? 

ITC"DeltaCom Positloo; 
BellSouth is not entitled to charge for development costs for OSS. If the 

Commission imposes development charges, such charges should be spread over all end 
user customers. 

8"lSogtb Po.iUoAi 
This issue is not appropriate for arbitration because the Commission has already 

detmnined in a generic UNE cost proceeding the appropriate OSS rates for 
ITC"DeltaCom or any other CLEC. As determined previously by this Commission, 
under the Act and the FCC's orders and rules BellSouth is entitled to recover the' 
reasonable charges it incurs in developing. providing. and maintaining the interfaces that 
make BellSouth's OSS accessible to CLECs. 

DisepuiRAi 

ITC"DeltaCom contends that compensation for the use ofBell South 's OSS must 
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be contingent upon fully implemented systems "that are functioning properly" (Wood, 

Tr. VoL 1 at 320). ITC"DeltaCom also contends that it is not obligated to compensate 

BellSouth for the development costs incurred in creating BellSouth's CLEC ass. 
(Wood, tr. Vol. 1 at 320) 

A·:cording to Mr. Wood, requiring CLECs to pay for OSS development would 

constitute a significant barrier to entry. (Wood, Tr. Vol. I at 320) ITC"DeltaCom 

contends that ifBellSouth is compensated for the costs it incurs, it has no incentive to 

provide OSS capabilities efficiently and in a nondiscriminatory manner. (Wood, Tr. Vol. 

I at 322) Mr. Wood proposes that the equitable solution to recovery ofOSS costs is that 

each carrier, including ILECs and CLECs, should bear its own costs in developing and 
, 

implementing effective and efficient OSS systems. (Wood, Tr. Vol. 1at 325) 

Additionally, Mr. Wood asserts that the only truly competitive neutral mechanism for 

recovery ofOSS transition costs is for each canier to be fully responsible for its own 

ass. Alternatively, Mr. Wood otTers that the most competitively neutral mechanism. 

should the Commission conclude that some portion of BeUSouth's OSS transition costs 

are to be paid for by the CLECs, would be a per customer charge that includes all retail 

customers in the denominator ofthe calculation and which amortizes the costs over the 

approprillte economic life of the assets. (Wood, Tr. Vol. 1 at 328) 

BellSouth contends that it is entitled. under both the Act and the FCC's orders and 

rules, to recover its costs in providing access to ass to CLECs. According to BellSouth, 

this issue has been addressed in numerous forums. For example. in AT&T's appeal of 

the Kentt.lcky Commission'. decisions on UNE cost rates from AT&T's arbitration 

proceeding, the U.S.D.C. for the Eastern District ofKentucky confirmed that BellSouth is 

entitled to recover its costs for developing operations support systems. (C.A. No. 97·79, 
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919/98) The District Court's Order at 16 states: "Because the electronic interfaces will 

only benefit the CLECs, the ILECs. like BellSouth, should not have to subsidize them. 

BeUSouth has satisfied the nondiscrimination prong by providing access to network 

elements that is substantially equivalent to the access provided for itself. AT&T is the 

cost- causer, and it should be the one bearing all the costs; there is absolutely nothing 

discriminntory about this concept." More importantly, BeUSouth pointed out that this 

Commission has previously found BellSouth's OSS cost recovery proposal to be 

consistent with its prior ruling in the AT&T arbitration case (Docket No. 96-358-C) 

which stated that the costs would be shared equitably among all the parties that benefited 

from the interfaces. BellSouth witness Varner testified that the rates that BellSouth 

proposes 1.0 charge ITC"DeltaCom, or any other CLSC, for use ofOSS in South Carolina 

are the rates adopted by the Commission in its Cost Orders and contained in Exhibit 

AJV-l to Mr. Varner's testimony (Hearing Exhibit 10). (Varner. Tr. Vol. 1 at 474). 

BcllSouth contends that Mr. Wood's criticisms ofBeUSouth's methodology for 

determining its OSS costs are without merit. According to BeUSouth, this Commission 

has already addressed the validity ofthe OSS costs in its Cost Orders. Mr. Varner 

testified that Mr. Wood ignores the fact that the costs BelISouth presented in the Generic 

UNE Cost docket reflect only those costs directly attributable to establishing interfaces 

for use by CLSCs. According to BellSouth, Mr. Wood's statement on page 13 ofbis 

testimony that "the new OSS implemented by BellSouth will benefit its own retail 

customers" is simply false. These interfaces are merely another layer to an existing 

legacy system. not an improvement to that legacy system. Thus. the OSS development 

and impfllvement can only benefit the CLEC. (Varner, Tr. Vol. 1 at 475) 

- Moreover, Dr. Taylor contends on behalf ofBellSouth that Mr. Wood's analysis 
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is improper because it ignores the economic principle ofcost causation. According to Dr. 

Taylor. ce·st causation determines the source ora cost and assesses charges on that source 

for effecting full cost recovery. Because BellSouth has had to develop ass for use by 

olher carriers. then those other carriers should be responsible for recovery of the 

additional OSS-related costs caused directly by them. Any failure to charge those other 

users of BellSouth's OSS for the additional OSS costs they cause - especially costs to 

develop OSS - would only generate perverse incentives and encourage inefficient 

behavior by the users. Dr. Taylor testified that ifcost causation principles are not 

applied. entrants will demand excessively capital-intensive systems. and costs to 

telecommunications users will be higher than necessary. (Taylor. Tr. Vol. 1 at 537-39) 

BcllSouth contends that the Commission should reaffinn its previous holdings 

that BellSouth is entitled to recover its OSS development costs from the cost-causer ­

namely. the CLECs for whom the interfaces were developed. According to BellSouth. 

such an action is consistent with the Act and with FCC orders and rules. 

Upon consideration of this issue. the positions ofthe parties. and the evidence 

from the hearing. the Commission finds that its previously issued Cost Orders in Docket 

No. 97-374-C are controlling. The Commission finds that its previously approved UNE 

rates should apply to· the new interconnection agreement. This arbitration proceeding is 

not the proper forum for challengina UNE rates previously established. Moreover. under 

the principles ofcost causation. the costs incurred in developing CLEC ass should be 

recoveree. from the cost- causer - namely, the CLEC. 

Ordering Par'logb; 

. The interconnection agreement shall incorporate rates for ass as established by 
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Order No. 98-214 (June I, 1998) in Docket No. 97-374-C. This Commission affinns its 

previous ruling that BellSouth is entitled to recover its OSS development costs, as well as 

costs incur.:-ed in the use of the OSS. from rrCII.DeitaCom, and other CLECs who utilize 

the OSS. 

Issue 6(b):. 

What are the appropriate recurriDI aDd DOD-recurriDg rates aDd charges for: 


(a) two-wire ADSLlHDSL compadble loops? 
(b) four-wire ADSLlHDSL compatible loops? 
(c) two-wire SLlloops? 
(d) two-wire SLlloops? 
(e) two-wire SLl Order CoordiDatioD for Specified CODversloD Time? 

ITCII.DeltaCom Position; 
rrCII.DeltaCom contends that the Commission needs to set new rates for each of 

the referenced items that will be FCC compliant TELRIC rates. 

8ellSoutjl PosltioD: 
This issue is not appropriate for arbitration because this Commission bas 

previously detennined rates for the referenced items in a generic UNE cost proceeding. 
The UNE rates adopted by this Commission should be the rates incorporated into the 
parties' interconnection agreement. The exception to this position is for item (b). four­
wire ADSLlHDSL compatible loops, because the ADSL functionality is not applicable to 
four-wire "lOOpS. 

Discuujog,; 

ITCII.DeitaCom contends that the Commission needs to establish new rates for the 

specified clements because the rates the Commission established in Docket No. 97-374-C 

are not FCC compliant TELRIC cost studies. (Wood. Tr. Vol. 1 at 347 - 348) Mr. Wood 

contends that because the cost studies were adopted while the FCC pricina rules were 

vacated, tlte studies are not compliant with the FCC's cost methodology. (Wood, Tr. Vol. 

1 at 349) Mr. Wood contends that "[a1s a result oCthe reinstatement or the FCC rules, 
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certain inputs. assumptions. and methodologies inherent in the BellSouth cost studies do 

not compl:( with the cUlTent law" (Wood. Tr. Vol. 1 at 350) 

BeliSouth contends that Issue 6(b) is one ofseveral issues in this proceeding that 

does not need to be arbitrated because the Commission has already decided the issues. 

According to Mr. Varner. the appropriate rates for the UNEs identified by 

ITC"DeltaCom are the rates specified in the Commission's cost orders. (Varner, Tr. Vol. 

1 at 476) BellSouth contends that an arbitration proceeding is not the appropriate place 

for a single CLEC to challcnge the rates that were established in a generic. open cost 

proceeding. The Commission simply should adopt the rates established in its generic cost 

proceedin.J, and order that the parties incorporate such rates into the agreement. 

ITC"DeltaCom challenges the rates established by the Commission on the 

grounds that the rates are not TELRlC-based rates. BellSouth contends that despite Mr. 

Wood's e.ttensive testimony on the subject, he produced no evidence to contradict Ms. 

Caldwell's testimony that thc studies BellSouth presented in conjunction with the 

Commisston's cost proceeding were FCC-compliant TELRIC cost studies. Mr. Wood 

criticized the studies because they did not provide for geographic deaveraging of rates. 

(Wood. Tr. Vol. 2 at 232) BellSouth contends that this criticism is irrelevant because the 

FCC has stayed the implementation of geographic dcaveraging until after the 

implementation ofuniversal service and thus geographic deaveraging is Dot required at 

this point in time. According to BellSouth, until the FCC reinstates the geographic 

deaveraging requirement, there is no obligation for BellSouth, or this Commission. to 

dcaverag~ cost studies or rates. BellSouth contends that there is no reason for the 
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Commission to alter its finding in the cost proceeding that "BellSouth has submitted 

detailed (:ost studies, which we believe, as modified, comply with all applicable legal 

standa.rd!·... (Caldwell, Tr. Vol. 1 at 568) 

ITCI\DeltaCom witness, Mr. Moses. challenged BellSouth's nonrecurring charge 

for ADSL compatible loops. BellSouth contends that Mr. Moses' position was based on 

a fundamental misunderstanding of the difference between ADSL wholesale service and 

ADSL c(lmpatible loops. (Vamer, Tr. Vol. 1 at 476) Mr. Vamer explained BellSouth' s 

ADSL offerings as follows: BellSouth's ADSL service, contained in BellSouth's FCC 

TariffNcl. I, is a non-designed interstate transport service which is an overlay to the 

customer's existing service, i.e., basic residence or business service, which the customer 

orders and pays for separately. ADSL service provides the ability to offer high-speed 

data service over the same tine that is used to provide an existing end user's basic local 

exchangt: service. It is offered on a wholesale basis typically to Internet Service 

Provider.; ("ISPs"). These ISPs in tum resell the service to end users and charge the end 

users for the high speed data access. For example, BellSouth.net has one ADSL service 

option for which it charges S59.95 per month plus an installation charge ofSI99.00. The 

end user obtains voice grade basic local exchange service. vertical features, and access to 

toll services from BeUSouth or from a rescUer ofBeUSouth's basic local service. 

(Varner, Tr. Vol. I at 477) 

Mr. Varner further testified that by comparison, an ADSL compatible loop is a 

connecti.)n from the BelISouth wire center to the end user's premises that is technically 

capable ofproviding both ADSL and basic local exchange service. This loop is an 
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unbundled capability sold to a CLEC. The CLEC generally installs equipment in 

BellSouth·s central office to provide the voice and data service over this loop. A CLEC 

utilizing .UI ADSL compatible loop would provide its end user with basic local exchange 

service, vertical features. access to toll service, and ADSL service. It is also important to 

note that a CLEC s purchase ofan ADSL compatible loop ensures that the loop will 

remain ADSL compatible. With BellSouth's wholesale ADSL service, there is a 

possibility that certain network reconfigurations could cause the line to lose its ability to 

support ADSL service. (Varner, Tr. Vol. 1 at 477-78) 

N'~. Varner contended that the 5100 installation charge to which Mr. Moses 

referred is for overlaying ADSL tariffed service onto the customer's existing service. 

That ch81'ge. according to BellSouth. does not represent installation of an additional 

physical facility. The cost-based non-recurring price for the ADSL compatible loop 

recovers the cost associated with service inquiry, service order, engineering. connect and 

test, and travel activities. Because ADSL compatible loops are designed. they require 

producti(,n of a Design Layout Record (DLR), as welJ as involvement ofspecial services 

work groups. ADSL service does not generally require a premises visit unless the 

Network Interface Device (UNIOn) needs to be replaced. By comparison. the ADSL 

compatible loop offering always requires a designed physical loop facility and always 

requires dispatch ofa BellSouth technician to the customer's premises. (Varner. Tr. Vol. 

1 at 478) 

BellSouth contends that lTCI\DeltaCom has inappropriately attempted to 

represent one rate element ofBellSouth's wholesale ADSL taritT otTering as an exact 
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substitute for the nonrecurring installation rate for an ADSL compatible loop. This is an 

"apples to oranges" comparison, according to BellSouth. Based on the information 

presented above, BellSouth requested that the Commission require that ITC"DeltaCom 

purchase ADSL compatible loops at the cost-based rates specified in the Commission's 

Cost Orders as shown on Exhibit AN-I to Mr, Varner's testimony (Hearing Exhibit 

#10). 

BellSouth contends that the studies adopted by the Commission in Docket No. 97­

374-C were FCC-compliant TELRlC studies. Mr. Varner testified that the Commission" 

therefore, should order that the parties adopt the rates set for the identified elements in the 

generic ce-st proceeding and incorporate such rates into the interconnection"agreement. 

Upon consideration of this issue and the positions ofthe parties, the Commission 

finds that its previously issued Costs Orders in Docket No. 97-374-C are controlling. The 

Commiss~on finds that its previously approved UNE rates should apply to the new 

interconn.=ction agreement. This arbitration proceeding is not the proper forum for 

challenging UNE rates previously established. The Commission finds that the rates in 

Docket No. 97-374-C were derived using TELRlC cost methodology and thus are 

appropriate. 

Orderigl r'ngnpbi 

111e Commission finds that the rates previously established in Docket No. 97-374­

C are appropriate and should be utilized in the instant proceeding. The interconnection 

agreement shall incorporate the rates established in Docket No. 97·374-C for each of the 

identified elements. 
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Issue 6<Cl.i. 

Sbould BellSoutb be permitted to cbarse ITC"DeltaCom a dlseonnection cbarse 

wben BellSoutb does not incur any costs associated with sucb disconnection? 


ITC" DeltaCom Posidoni 
BeUSouth does not incur any costs associated with disconnection and therefore 

there shollld be no charge for disconnection. 

Bell§outb PositloD; 
This issue is not appropriate for arbitration because this Commission has 

previously determined, in its generic UNE cost proceeding. that the disconnect costs 
which are included in the nonrecurring rates, are appropriate. BellSouth should recover 
disconnfl!:tion costs in cases in which it incurs costs associated with disconnection. 

piscusshHLi. 

IT.C"DeltaCom contends that BellSouth is not entitled to charge an up-front 

disconnection charge when no physical disconnection offacilities occurs. (Wood, Tr. 

Vol. I at 335) Mr. Wood also contended that BellSouth should not charge a disconnect 

charge when the customer selects another local provider because ..the disconnect from the 

initiallcx:al service provider and the connect to the new local service-provider are a single 

activity,'" (Wood. Tr. Vol. 1 at 335) 

BellSouth contends that ITC"DeltaCom is burdening this Commission with an 

issue tha-: the Commission has already decided. BellSoutb testified that in Docket No. 

97-374-<: (the aeneric UNE cost proceeding). the Commission made a decision on 

disconnect costs, the precise question ITC"DeltaCom is raising in Issue 6(c). Accordina 

to BellS(,uth. the Commission allowed BellSouth to recover its disconnect costs in the 

initial installation price of the UNE. just as an end user customer pays for disconnect 

costs in the installation price ofa BellSouth retail service. BellSouth contends that Mr. 
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Wood is seeking to have this Commission reverse its decision now, despite the fact that 

ITC"DeltaCom apparently did not deem the issue important enough to participate in the 

UNE cost proceeding where this decision and other UNa pricing decisions were made. 

(Varner, Tr. Vol. 1 at 478-479: Caldwell. Tr. Vol. 1 at 566-67) 

BeUSouth testified that the Commission's decision on disconnect costs was the 

right decision. According to BellSouth, it incurs costs to disconnect services provided to 

CLECs, md it is appropriate to recover those costs in prices charged to CLECs. Any 

applicab.e costs to disconnect UNas are included in the rates adopted by the Commission 

in its Con Orders and are reflected in the rates contained in Exhibit AJV-1 to Mr. 

Varner's testimony (Hearing Exhibit #IO). 

Upon consideration of this issue and the positions of the parties, the Commission 

finds that its previous Costs Orders in Docket No. 97-374-C are controlling. The 

Commission finds that its previously approved UNa rates should apply to the new 

interconnection agreement. In Docket No. 97-374-C, the Commission. in establishing the 

installation price ofthe UNa, found it appropriate to allow recovery of the disconnect 

costs. TIle Commission does not believe that the present arbitration proceeding is the 

proper fi)rum for challenging UNa rates previously established. The Commission finds 

that the :ates in Docket No. 97-374-C were derived using TELRIC cost methodology and 

thus are appropriate. 

Ordenne E.neragbj 

BellSouth is entitled to charge ITC"DeltaCom a disconnection charge in cases in 

which BeliSouth incurs costs associated with such disconnection. Any applicable costs 
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to discor,nect UNEs are included in the rates adopted by the Commission in Docket No. 

97-374-C and should be incorporated into the parties' interconnection agreement. 

hsue 6(clli 
What sbould be the appropriate recurrial and nonrecurrial charles for caleless 
and shared collocation In Dlbt of the recent FCC Advanced Services Order No. FCC 
99-48, issued Marcb 31, 1999, la Docket No. CC 98-147? 

ITChDeltaCom Position: 
Until BellSouth produces, and the Commission adopts, the results ofa cost study 

for cageless collocation consistent with the FCC's TELRIC pricing rules, interim rates 
should b·: based on BellSouth's rates for virtual collocation with appropriate adjustments 
to remove costs associated with installation, maintenance and n:pair oflTChDeltaCom's 
equipment 

BellSoutb Positfoni 
The Commission has previously detennined, in Docket No. 97-374-C (generic 

UNE CO&t proceeding) the recurring and nonrecurring rates that are applicable for 
physical collocation, which are the same rates applicable to cageless and shared 
collocation. Thus, with respect to these previously determined rates, there is no need for 
further review. There are, however, some additional collocation elements that 
ITChDeltaCom may request for such collocation: specifically, fiber cross-connects and 
fiber point oftennination ("POT") bays. BellSouth has submitted cost studies and 
proposed rates for these elements, consistent with the Commission's Order in Docket No. 
97-374-C. Finally, BellSouth is also proposing an interim rate for card key security 
access tc collocation space, until such time as permanent rates can be established. 

Discussion; 

rrChDeltaCom contends that BellSouth does not have rates for cageless and 

shared collocation. (Wood. Tr. Vol. I at 329) Thus, ITChDeltaCom contends that until 

appropriate rates are adopted, BellSouth should use BellSouth's rates for virtual 

collocation with appropriate adjustments to remove costs associated with installation, 

maintenance and n:pair oflTChDeltaCom's equipment. (Wood, Tr. Vol. 1 at 329-330) 
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BellSouth contends that the Commission adopted rates for physical collocation in 

Docket Nc•. 97·374-C. According to BellSouth,. BellSouth's physical collocation rates, as 

established by the Commission, appropriately apply to physical collocation whether an 

arrangement is enclosed (caged) or unenclosed (cageless) or whether collocation is 

shared. Mr. Varner testified that rates have been established for floor space on a per 

square foot basis and for power on a per amp basis. Cross-connect charges apply on a per 

connection basis. and entrance cable installation charges apply only if the CLEC requests 

such installation. Because BellSouth structured the physical collocation elements in such 

a manner. BellSouth contends that all ofthe piece pans required for cageless collocation 

have established rates. (Varner, Tr. Vol. 1 at 480) 

BellSouth further testified that since Docket No. 97-374-C, CLECs have 

requested additional elements related to physical collocatipn, specifically wire cages and 

fiber cross-connects. BellSouth witness Varner explained that BellSouth did cost studies 

for these rates consistent with the Commission's cost orders in the generic UNE cost 

proceeding. (Varner. Tr. Vol. 1 at 480) According to BellSouth witness Ms. Caldwell. 

the cost studies presented by BellSouth reflect both recurring and nonrecurring costs. 

RecurrinS costs include both capital and non-capital costs. Capital costs are associated 

with the purchase ofan item of plant, i.e. an investment. They consist ofdepreciation, 

cost ofmoney. and income tax. Non-capital recurring costs are expenses associated with 

the use ofan investment. These operating expenses consist ofplant-specific expenses, 

such as maintenance, ad valorem taxes and gross receipts taxes. Nonrecuning costs are 

one-time expenses associated with provisioning, installing and disconnecting network 
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capabilit)", These costs typically include five major categories ofactivity: service 

inquiries. service order. engineering. connect and test, and te<:hnician time. (Caldwell. 

Tr. Vol. 1 at 565) 

Ms. Caldwell testified that the Conunission should accept BellSouth·s cost studies 

because t_le methodology is identical to that adopted by the Commission in the generic 

UNE COSI; proceeding. [n that proceeding the Commission ruled that "BellSouth has 

submitted detailed cost studies. which we believe, as modified, comply with all 

applicabb legal standards," (Order. Docket No. 97-374-C, at 40) Contrary to 

ITCi\DeltaCom's position. Ms. Caldwell explained. the rC<:ent Supreme Court ruling docs 

not alter the approp~ateness of BellSouth's cost studies. because BellSouth adhered to 

the guidelines ofa TELRIC study when it filed its cost studies in Docket No. 97-374-C. 

Spe<:ifically, Ms. Caldwell testified. that BellSouth adhered to the following guidelines 

which an: still in place: 

• Costs should refle<:t forward-looking network: archite<:ture, engineering and materials 

and equipment; 

• Costs should be developed individually for each unbundled. network: element; 

• Costs should be based on the particular materials, equipment, and installation 

requirements associated. with provisioning a spe<:ific unbundled network: element, to 

the greatest extent possible; 

• Costs should be developed on state-spe<:ific characteristics and data; 

• Costs should be complete, refle<:ting the full costs of installation as well as the inclusion 

oCshared and common costs. (Caldwell. Tr. Vol. 1 at 568-69) 
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Moreover, according to Ms. Caldwell, BeliSouth incorporated the adjustments to 

BeUSouth's inputs that the Commission ordered in Docket No. 97-374-C. BellSouth 

utilized a 10.86% cost ofcapital. the approved depreciation rates, and the Commission's 

4.79% common cost factor. Furthermore. BellSouth used the adjusted fall-out factors of 

5%. Thus, BellSouth contends that the cost studies filed by BellSouth in this proceeding 

comport with the adjustments the Commission ordered in the cost proceeding. (Caldwell, 

Tr. Vol. I at 570-71) 

Additionally, Mr. Varner testified that it is necessary for BellSouth to offer an 

interim rute for Security Access System in order to meet the requirements of the FCC's 

recent Advanced Services Order as it relates to the provision ofcollocation. The 

Commission is aware that this security offering is an optional feature that the FCC has 

required. According to Mr. Varner, BeUSouth proposes an interim rate, subject to true-up, 

equal to the rate approved by the Florida Public Service Commission on April 29, 1998. 

for Physical Collocation - Security Access System until a cost study for South Carolina 

can be completed. The proposed interim rate is contained in Exhibit AJV·l (Hearing 

Exhibit No. 10). (Varner, Tr. Vol. 1 at 480) 

F"r these reasons, BelISouth contends that the Commission should order the 

parties to adopt the rates for physical collocation previously established by the 

Commission in Docket No. 97-374-C for cageless and shared collocation. Moreover. 

BellSouth contends that the Commission should adopt the rates for wire cages and fiber 

cross connects proposed by BellSouth in this proceeding as well as adopt the interim rate 

proposed for Security Access. Finally, BellSouth contends that the Commission should 
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adopt for Security Access System an interim rate, subject to true-up, equal to the rate 

approved by the Florida Public Service Commission on April 29. 1998, for Physical 

Collocatkm - Security Access System until a cost study for South Carolina can be 

completed. 

Upon consideration of this issue and the positions oftbe parties, the Commission 

finds it appropriate to use the elements ofphysical collocation established in Docket No. 

97-374-C as the rates for cageless and shared collocation. The Commission finds these 

rates apply to physical collocation whether the collocation arrangement is caged or 

cageless or whether the collocation is shared as the rates have been established for floor 

space on .1 square foot basis and for power on a per amp basis. Further, the Commission 

finds that the rates proposed for wire cages and fiber cross connects should be approved 

as these rates were calculated using cost studies with methodology identical to that 

adopted by the Commission in the generic UNE cost proceeding. The Commission has 

previously found these studies to be TELRIC cost studies that comply with all federal and 

state regulations and orders. The Commission also finds the interim rate proposed by 

BellSoutl-. for the Security Access System to be reasonable and adopts the interim rate, 

subject to true-up upon completion ofa cost study for South Carolina. 

QrdcriDI Parampb; 

TIle parties shall adopt the rates for the elements ofphysical collocation 

previousI:, established by this Commission in Docket No. 97-374-C as the rates for 

cageless and shared collocation, and shall incorporate such rates into the parties' 

interconnection agreement. The parties shall alao adopt BellSouth's proposed rates for 
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wire cages and fiber cross connects. Further for Security Access System, the panies shall 

utilize as an interim rate, subject to true-up upon completion ofa cost study for South 

Carolina. Ihe rate approved by the Florida Public Service Commission on April 29, 1998, 

for Physical Collocation - Security Access System. 

Issue Mel: 
Should BellSoutb be permitted to cbarge for ITC'DeltaCom conversions of 
customers from resale to unbundled network elements? Ifso, wbat is tbe 
appropriate cbarle? 

ITt"DeltatolD Posltlog: 
BellSouth should be required to convert a customer's bundled local service to an 

unbundled element or service and assign such unbundled element or service to 
ITC"DeltaCom wi.th no penalties, rollover, termination or conversion charges to 
ITC"DeltaCom or the customer. 

BenSoutb Position: 
BeUSouth is not obligated under the Act or FCC rules to convert a CLEC's 

customer from resale to UNEs at no cost. BellSoutb is entitled to recover its reasonable 
costs ifit performs this function. More importantly, ITC"DeltaCom, and other CLECs, 
should nol be permitted to convert resale service to UNEs because this conversion would 
in essence require BeUSouth to provide a combination ofUNEs, which the Act does not 
obligate it to provide. Moreover. the UNEs that ILECs must provide on an individual, 
much less combined basis wit) not be defined until the FCC all parts ofcompletes its 
Rule 319 J)roceeding. 

Discussiog; 

ITC"DeltaCom contends that it is entitled to convert any services it purchased as 

resale sen'ices to individual UNEs for no charge. (Wood. Tr. Vol. 2 at 2SS - 256) 

ITC"DeltaCom further contends that ifBellSouth is permitted to charge for this 

conversion, the rate must be cost-based. (Wood, Tr. Vol. 2 at 2SS) BellSouth contends 

that contrary to what ITC"DeltaCom is seeking in this proceeding, a CLEC cannot 

convert re,;ale service to individual UNEs; rather, tbe resale service would be converted 
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to a combination ofUNEs. BellSouth contends that it is not obligated under the Act to 

combine llNEs for CLECs at the sum oCthe individual UNE prices. According to 

BellSouth. converting resale to combined UNEs at the sum oCthe UNE prices simply 

would be an end run around the Act's division between resale and UNEs and would 

create an Llnjustified windfall for the CLEC. (Varner, Tr. Vol. 1 at 481) After the Rule 

319 proceeding,2 when the individual UNEs are defined., resold services that are 

converted to UNE combinations Will, by definition, recreate a BellSouth retail service. 

Accordin~ to BellSouth, UNE combinations that replicate resale should be priced at 

resale rates. In summary, Mr. Varner testified that if ITC DeltaCom wants ""individual 

UNEs, th.:)' could buy them. There's no such thing as converting in that case." (Varner, 

Tr. Vol. ~. at 258) 

Upon consideration ofthis issue and the positions of the parties, the Commission 

conclude:; that there may be instances where a customer may be properly converted from 

resale to :1 UNE based platform. When such a conversion occurs, there may, or may not, 

be network changes associated with the conversion. BellSouth is entided to recover its 

reasonable costs incurred in converting the customer from resale to unbundled network 

elements Where there are no network: changes associated with the conversion, the 

Commission is aware that there may be administrative costs for which BellSouth is 

entitled to recovery. Therefore, BellSouth should be allowed to recover administrative 

costs associated with a conversion where no network: changes are required. If a 

: The Commission is aware of the FCC's September 5. 1999. press release on the Rule 319 proceediDa, 
The FCC'!. written order may impact this proceeding. 
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conversion requires network changes, BellSouth should be allowed recovery ofthe costs 

associatec. with those network changes. 

OrderiDe Paneragb: 

[fITC"OeltaCom converts customers from resale to unbundled network elements 

and if no :tetwork changes are required, BellSouth should be allowed to recover its 

administrative costs associated with that conversion. If ITC"DeltaCom converts 

customen: from resale to unbundled network elements and ifnetwork changes are 

required to make the conversion. BellSouth shall be allowed to recover the costs for the 

network changes. 

IsIU. 7(b)CiU; 

Wbat prueedures sbould be adopted Cor meet polDt bllllag? 


II<;"pelta<;om positioD; 
MECAB and MECAD methods do not require ITC"DeltaCom to tile NECA FCC Tariff 
No.4 anc. thus ITC"'OeltaCom should not be required to accept BeUSouth's proposed 
default meet point billing parameters. 

Bell~Autb POllliAD; 
BeUSouth seeks to have ITC"DcltaCom conform with the standard industry procedures, 

to the extent possible, that have been in place for ILECs and IXCs since 1986. These 
procedUfl'l are documented in the Multiple Exchange Carrier Access Billing ("MECABj 
and Multiple Exchange Camer Ordering Document ("MECODj. each ofwhich was 
developed by the Ordering and Billing Forum ("'OBF') and are contained in the OSF 
Guidelines. 

Alternatively, BellSouth proposes that default parameters be used in lieu of the 
National Exchange Carriers Assoeiation ("NECA'j FCC TariffNo. 4 which is the 
foundatictn for the MECAB and MECOD methods. Under this proposal. all meet point 
arrangements will be billed on a multi-tariff. multi-bill method with the border 
interconnection percentage ("BIP'j fIXed at 95% BellSouth and 5% ITC"DeltaCom. The 
interim Dletbod would be discontinued once ITC"DeltaCom becomes a member of 
NECA and begins to use the NECA infrastructure (e.g. MECAB and MECOD methods) 
or when the indusay develops a (better) alternative solution. 
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Disc:ussipDi 

The panics agree that the only issue regarding meet point biUing that remains 

between the panics is the means by which the panics will notify other interconnecting 

companies of the meet point billing arrangements made between BellSouth and 

ITC"'DeltaCom. Meet point billing arrangements are the means by which companies 

infonn oller interconnecting carriers ofthe tenns ofthe companies' interconnection 

arrangem:nt. In other words. ifboth BellSouth and ITC"~DeltaCom are providing 

services t-J AT&T, AT&T needs a means by which it can verify its bill for those services 

and confirm the division ofservices between ITC"DeltaCom and BellSouth. (Scollard. 

Tr. Vol. 1 at 597-98) Over the years, the industry has used the infrastructure surrounding 

the NECA FCC Tariff No. 4 to provide the requisite infonnation. (Scollard. Tr. Vol. 1 at 

598) 

n'C"DeltaCom contends that it should not be required to become a member of 

NECA in order to conduct meet point billing. ITC"~DeltaCom contends such an 

arrangement is not necessary because ITC"'DeltaCom does not jointly provide dedicated 

facilities with BellSouth. (Moses. Tr. Vol. 2 at 264) BellSouth contends that 

ITC"DeltaCom's proposal is unworkable because the relevant issue is how a third pany 

will find out the tenns of the arrangement between BellSouth and ITC"DeltaCom; the 

tenns of ':be actual arrangement between BellSouth and ITC"DeltaCom are irrelevant to 

this issue. (Scollard. Tr. Vol. 2 at 265) According to BellSouth, the MECAB and 

MECOD methods are based on the industry guideUnes and will efficiently handle the 

infonnatlon needs of all impacted companies. BellSouth believes that ITC"DeltaCom's 
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refusal to become a member ofNECA will create a myriad ofadministrative 

complicatil>ns. In an effort to compromise, however, BellSouth has proposed to 

ITC"DeltaCom an interim arrangement that can be used in lieu ofNECA processes. As 

explained by BellSouth witness Scol1ard, under this proposal all meet point arrangements 

will be bilJed based on a multi-tariff. multi-bill method with the border interconnection 

percentage ("BlP" fixed at 95% BellSouth and 5% ITC"DeltaCom. Under this proposal, 

aU impacted companies will have a reasonable opportunity to have the information 

necessary to validate the bills received from both BellSouth and ITC"DeltaCom. 

BellSouth testified that this interim method would be discontinued once ITC"DeltaCom 

begins to LSe the NECA infrastructure or when the industry develops an alternative 

solution. (Scollard. Tr. Vol. 1 at 598-99) 

BeJSouth contends that ITC"DeltaCom's refusal to conform to industry practice 

will not ju;)t impact its relationship with BellSouth, but will impact the business of all the 

carriers who do business with both BellSouth and ITC"DeltaCom. For these reasons, 

BellSouth asked the Commission to order ITC"DeltaCom to accept BellSouth's 

proposals for meet point billing. 

Upon consideration of this issue and the positions of the parties, the Commission 

finds that meet point billing is not necessary. The record establishes that ITC"DeltaCom 

provides l000At ofthe transport facilities to the BeUSouth tandem. Therefore. the meet 

point billing percentage is 100% ITC"DeltaCom and OOAt BellSouth. Thus the 

Commission concludes there is no need to adopt procedures for transport meet point 

billing in the intercoMectioD agreement. 

81'9 




• 

DOCKET NO. 1999·2S9·C - ORDER NO. 1999·690 
OCTOBER 4, 1999 
PAOE98 

Ordedgg Paragraph: 

Tr.e Commission finds that there is no need to file meet point billing percentage. 

Since ITC"DeltaCom provides 100% ofthe transport facilities to the BellSouth tandem. 

there is n(1 need to adopt meet point billing procedures in the interconnection agreement. 

Issue 7{b)Ov); 
Which party should be required to pay for the Percent Local Usage (PLU) and 
Percent Interstate Usage (PIU) audit, in the event such audit reveals that either 
party wall found to have overstated the PLU or PIU by 20 percentale points or 
more? . 

IIC"DeltaCom Position; 
The party seeking the audit should pay under all circumstances. 

BeUSoutb Positiog; 
BellSouth agrees that the party requesting an audit should be responsible for the 

costs of tile audit. except in the event the audit reveals that either party is found to have 
overstated the PLU or PIU by 20 percentage points or more. in which case that party 
should be required to reimburse the other party for the costs of the audit. This proposal 
does not t:onstitute a penalty because the costs are those actually incurred in performing 
the audit. 

Discussip.lli. 

I1'C"DeltaCom contends that in all cases, the party that requests an audit should 

be the party that pays for the audit. (Rozycki. Ir, Vol. 2 at 267) BellSouth contends that 

a party who overstates the PLU or PIU by 20 percentage points or more should pay for 

the cost "fthe audit. (Varner, Ir. Vol. 2 at 268) BellSouth contends that its proposal is 

supported by industry practice. Mr. Varner testified that PLU and PIU reporting are an 

integral part ofparties' interconnection with one another's networks. and is done 

essentially on the honor system. In an ideal world, according to BellSouth, neither party 

would need to audit the reports of the other. BellSouth contends that if, however. one 
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party overstates PLU or PIU by more than 20 percentage points, questions about 

reliability and good faith are raised. In those circumstances, according to BellSouth, 

audits will need to be conducted and costs will be incurred. BellSouth testified that those 

costs should be paid by the cost causer, i.e. the party that overstates the PLU or PlU. 

BellSouth contends that this proposal is not, as ITC....DeJtaCom contends, akin to a 

penalty provision because BellSouth is proposing only that actual costs incurred be 

reimbursed. Mr. Varner testified that BellSouth is not seeking to impose a deterrent in 

the fonn ofa punitive payment on ITC"DeltaCom. (Varner, Tr. Vol. 1 at 482) Thus. 

according to BeUSouth, its proposal is not improper. 

Upon consideration ofthis issue and the positions ofthe parties, the Commission 

concludCf. that the position espoused by BellSouth is reasonable. The Commission finds it 

reasonable that the party which requests the audit to pay for the audit Furthennore, the 

Commission concludes that the provision that requires a party who overstates the PLU or 

PIU by more than 20 percentage points to be fair and reasonable in light of the fact that 

PLU and PIU reporting is done so on the honor system. The Commission finds that this 

position is not a penalty provision for poor perfonnance as suggested by ITC....DeltaCom. 

This position of requiring a party who overstates the PLU or PIU by more than twenty 

percentage points is not intended as punitive but is intended to encourage the parties to 

accurately and honestly make their accounting reports. 
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Ordedpg Paragrapb: 

n.e Commission orders that the party seeking the audit ofPLU or PIU reporting 

will pay tilr the audit, except that if the audited party is found to have overstated the PLU 

or PIU by 20 percentage points or more, the audited party will pay for the audit. 

(ssue Slb); 

Sbould tbe losing party to an enforcement proceeding or proceedlog for breach of 

tbe interconnection agreement be required to pay the costs of sucb litigation? 


IIC" DeltaCom Position; 
The losing party to an enforcement proceeding or proceeding for breach ofthe 

interconnection agreement should pay the costs ofsuch litigation to ensure that frivolouS 
lawsuits are not brought and to deter BellSouth from gaming the regulatory process by 
forcing nC"DeltaCpm to bring enforcement actions at its own expense. 

BellSouth Positlog; 
This issue is not appropriate for arbitration. The Act docs not address, much less 

discuss, fc..-e provisions. There is no statutory obligation for BellSouth to agree to a "loser 
pays" amngement, and thus the issue should not be arbitrated. Moreover, the inclusion 
of a "loser pays" provision would have a chilling effect on both parties to the agreement 
to the extent that even meritorious claims may not be tiled. 

Discussioa;, 

ITC"DeltaCom contends that the aareement should include an attorneys' fee 

provision that obligates the losing party in an enforcement proceeding to pay the fees of 

the prevailing party. (Rozycki. Ir. Vol. 2 at 270) Mr. Rozycki stated that a "loser pays" 

provision will prevent a party from filing frivolous lawsuits or complaints. (Rozycki, Ir. 

Vol 2 at 270) According to BellSouth. a "loser pays" provision would have a chilling 

effect on claims before state commissions. BellSouth believes that with the current 

uncertainty in the regulatory and legal landscape. there are often questions of 

interpretation and enforcement in which. state commissions should be involved. (Varner. 
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Tr. Vol. 2 at 271) Moreover, according to BeUSouth., often there is no clear wiMer or 

loser in re-gulatory proceedings, so that a "loser pays" provision would in aU likelihood 

do no mo:'e than generate additional litigation over who should pay the attorneys' fees. 

(Varner, 'fr. Vol. I at 483-4) 

BcllSouth states that it will agree to appropriate language regardingjurisdictional 

issues that would allow the parties to seek damages under the Agreement .&om the courts. 

BellSouth contends that the parties should agree at the time they execute the 

intercoMection agreement the forum in which disputes will be resolved. Such language 

is standard contract language which gives the panies certainty as to how and where 

disputes will be resolved. As explained by Mr. Varner, these provisions help prevent the 

potential for "forum shopping" as well as the potential for inconsistent decisions under 

the agree::nent. (Varner, Tr. Vol. 1 at 483-4) 

Upon consideration ofthis issue and the positions ofthe parties. the Commission 

finds that a form of the "loser pays" provision should be included. Therefore. the 

Commi~.ion concludes ~ the proper "loser pays" provision should include language 

that the "loser pays" only in those cases where the outcome is clear and there is a clear 

wiMer in the proceeding. The Commission believes that the provision as adopted herein 

will have the desired effect ofthwarting frivolous litigation but will not have the chilling 

effect on claims before state commissions as suggested by BellSouth. 
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OrderiDg Paragrapb: 

The Commission directs the parties to include a "loser pays" provision in the 

interconnection agreement. but the provision should include the caveat that the "loser 

pays" only in those cases where the outcome is clear and there is a clear winner and loser. 

Issue 8(eli 

Sbould language covering tax liability be included in the iDterconDection agreement, 

and if so. sbould tbat language simply state that eacb Party is r"ponsible for its own 

tax liability? 


ITC"DeltaCom Position; 
Languaae covering tax liability is not necessary in the intercoMection agreement. 

If such language must be included, the language should specify that the parties implement 
the contrtlCt consistent with applicable tax laws. Each party should bear its own tax 
liability. 

BellSoulh Position; 
Tax issues are not addressed in Sections 251 or 252 of the Act. Thus, this issue is 

not subject to arbitration under Section 252 of the Act. If the Commission chooses to 
address this issue, the Commission should order that the partics include language in the 
agreement that clearly defmcs the respective duties ofeach party in the handling of tax 
issues 

DisculSiQDi 

ITC"DeltaCom contends that it is UMecessary to have tax language in the 

intercorulection agreement. (Rozycki. Tr. Vol. 2 at 272) It further contends that if the 

Commission deems such language appropriate. the language should be simple and require 

only that each party should obey all applicable tax laws and bear its own tax liability. 

BellSoulh contends that neither Sections 251 nor 252 ofthe Act address tax liability and 

that com.equently, this issue should be left to negotiation by the panies and should not be 

arbitrated. BellSouth contends that if the Commission chooses to address this issue. it 
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should order the parties to include language in the agreement that clearly defines the 

respectiv.: duties and obligations ofeach party with respect to tax issues. (Varner, Tr. 

Vol. 2 at 273) BellSouth contends that its proposed tax language is based on its 

experiences with tax matters and liability issues in connection with the parties' 

obligations under interconnection agreements. 

Upon consideration of this issue and the positions of the parties, the Commission 

conclude.; that each party should be responsible for its own tax liability. The Commission 

believes that tax liability should be assessed outside the interconnection agreement, but if 

the panies desire a provjsion in the interconnection agreement, the provision should 

simply provide that each party will be responsible for its own tax liability. 

Qrdedge Paraerlpb: 

The Commission orders that aprovision regarding tax liability in the 

interconr..ection agreement, ifany, should simply require each party to be responsible for 

its own tax liability. 

Issue 8(0; 

Should BellSouth be required to compeDsate ITCADeitaCom for breach of material 

terms of the cODtract? 


ITCA DeltaCom Posltigj 
rrCADeltaCom seeks performance penalties from Bell South when BellSouth fails 

to meet certain performance benchmarks. 

BellSoutb Positiou; 
This issue is not appropriate for Section 252 arbitration. Moreover, the South 

Carolina Commission has previously determined that it "lacks the jurisdiction or 
legislatively-granted authority to impose penalties or fines" in the context ofan 
arbitratic·n proceeding. Finally, ITC"DeltaCom's proposal represents a supplemental 
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enforcement scheme that is inappropriate and unnecessary. lTC ....DeltaCom has adequate 
legal recourse in the event BellSouth breaches its intercolUlcction agreement. For further 
information, sec BellSouth's position on Issue I(a). 

DiSCMSSioa.;. 

ITC"DeltaCom requests inclusion in the intercormection agreement ofa provision 

that recognizes a material breach of the intercolUlcction agreement will give rise to 

liability. According to Mr. Rozycki, this provision is related to ITC"DeltaCom's 

proposed performance guarantees and will compensate ITC"DeltaCom for BellSouth's 

failure to comply with the intercolUlcction agreement, particularly for a failure to comply 

with performance measurements. (Rozycki, Tr. Vol. 2 at 216) BellSouth contends that 

the issue ofcompensation for breach ofcontract. penalties or liquidated damages is not 

appropriate for arbitration. According to BellSouth. neither Section 251 nor 252 ofthe 

Act obligate BellSouth to pay penalties for a breach of the interconncction agreement. 

Moreover, BellSouth contends that the Commission has already found that it ""lacks the 

jurisdictic,n to impose penalties or fines" in the context ofan arbitration proceeding. (See 

Order No. 97-189, Docket No. 96-3S8-C (AT&T arbitration), 3/10/97, at 6). Even if the 

Commission could award penalties, BellSouth contends that the incorporation of 

ITC"DeltaCom's proposal into the agreement is UIUlCCessary. According to BellSouth. 

South Carolina law and Commission procedures arc available and arc adequate to address 

any breach ofcontract situation should it arise. (Varner, Tr. VoL 1 at 486) 

Upon consideration ofthis issue and the positions of the parties. the Commission 

adopts BellSouth's position as appropriate. This Commission has previously found in this 

Order, as well as in a previoUi arbitration order (S. Order No. 91-189. Docket No. 96­

2J)to 
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3S8-C, March 10, 1997, at 10) that it lacksjwisdiction to impose penalties. In his 

testimony before the Commission. Mr. Rozycki referred to the compensation from this 

provision as ··penalties." (Rozycki. Tr. Vol. 2 at 277) Further, the Commission believes 

that South Carolina law and Commission procedures are adequate to address any breach 

ofcontract issues that arise and provide the proper redress to ITC"DeltaCom should a 

breach of the interconnection agreement occur. Therefore. the Commission declines to 

require a provision in the interconnection agreement that requires BellSouth to 

compensatc·ITC"DeltaCom for breach ofmaterial terms ofthe contract. 

OrderiDI l'atllrapbi 

As the Commission has determined that it lacks jwisdiction to impose penalties or 

fines in the context ofan arbitration proceeding and as South Carolina law and 

Commission procedures adequately address any breach ofcontract issues that arise, the 

Commission wi)) not require inclusion of the requested provision in the interconnection 

agreement. 

IV. CONCLUSION 

Thi:i Order is enforceable against ITC"DeltaCom and BellSouth. BeUSouth 

affiliates which are not incumbent local exchange carriers are not bound by this Order. 

Similarly, ITC"DcltaCom afiiliates are not bound by this Order. This Commission cannot 

force contr.1ctuaJ lenns upon a BellSouth or ITC"DeltaCom affiliate which is not bound 

by the 199(; Act. 
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This Order shall remain in full force and effect until further Order of the 

Commission. 

IT IS SO ORDERED. 

BY ORDER OF THE COMMISSION: 

bT-~ 
Chairman 

.. ~ ........-~ -, " ..:; .. ~. "', '; '. :'~ •. ~;:.. 

ATTEST: 

£.~ 

(SEAL) 
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BellSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staff's 1 st Set of Interrogatories 
January 20, 2001 
Item No.1 
Page 1 of 1 
PUBLIC 

REQUEST: 	 In the direct testimony of David P. Scollard, page 5, beginning at 
line 7, he states that "BellSouth has not been able to obtain the 
ISP numbers used by ALECs in generating bills sent to 
BeIlSouth." What ALECs has BeIlSouth specifically asked to 
provide such information and when? 

RESPONSE: 	 On many occasions, BellSouth has requested that ALECs 
provide the telephone numbers that ALECs are using to serve 
ISPs. Many of these occasions were not documented and can 
not be recalled. However, several specific examples of this are 
as follows: 

XXXXXX - January, 2001 (some telephone numbers provided) 

XXXXXX - (2000) Indicated that it did not serve ISPs. 

XXXXXX - (1998) Indicated that they served no ISPs 

XXXXXX - (1999) - Refused to provide list of ISP numbers. 

XXXXXX - (1998) Refused to provide ISP numbers. 

XXXXXX - (1998) Refused to provide ISP numbers. 


RESPONSE PROVIDED BY: 	 David Scollard 
Manager 
600 N 19th St. 
Birmingham, AL 35203 
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BellSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staffs 1st Set of Interrogatories 
January 20, 2001 
Item No.2 
Page 1 of 1 

REQUEST: 	 In the direct testimony of David P.Scollard, page 5, beginning at 
line 13, he contends that ALECs should be required to provide 
BellSouth with ISP telephone numbers. 

a) Does BellSouth know which numbers it serves are ISP 
numbers? 

b) If the response to (a) is negative, by what means do you 
believe it would be appropriate to obtain such information? 

RESPONSE: 
a) Yes. However, since ISPs order the same services that are 

provided to BeliSouth's end users, it is impossible to 
determine from BellSouth's own records which of the 
services are being used to provide ISP service to end users 
and which are not. Therefore, BellSouth obtains these 
numbers by searching the internet and recording the 
numbers that are found into a database. A more accurate, 
efficient and timely method would be for the ISP to provide 
notice of those facilities being used to provide ISP service to 
end users. 

b) See response to (a) above. 

RESPONSE PROVIDED BY: 	 David Scollard 
Manager 
600 N 19th St. 
Birmingham, AL 35203 
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BeliSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staffs 1st Set of Interrogatories 
January 20,2001 
Item NO.3 
Page 1 of 1 

REQUEST: 	 In the rebuttal testimony of AT&T witness Lee Selwyn, page 28, line 
5, he contends that the methodology suggested by witness Scollard 
for determining what traffic is ISP traffic based solely on the 
average call duration. 

a) 	Does BeliSouth agree with witness Selwyn's statement? 
b) 	 In determining whether traffic of long duration is in fact ISP 

traffic, does BeliSouth take any steps to verify that that is the 
case? 

c) 	 Ifthe response is affirmative, please describe the actions taken 
by BeIlSouth. 

d) Once BeliSouth determines that a particular phone number is 
assigned to an ISP, what action is take by BeIlSouth to 
determine whether that number aSSignment has changed, or 
whether it is still an ISP number? 

RESPONSE: a) No. BellSouth is advocating a process by which each call. 
regardless of duration. is identified as being a call to an ISP 
provider by accessing a database which contains the telephone 
numbers used by ISPs to provide service to their customers. 

b) For billing purposes, BellSouth does not use the duration of calls 
to identify the traffic as being an ISP call. For purposes of 
verifying reciprocal compensation charges on invoices sent by 
ALECs to BeIlSouth, BeliSouth estimates the amount of ISP 
traffic contained on those invoices by looking at average call 
durations for entire NPA-NXX's belonging to the ALECs. 

c) The call patterns for known ISP numbers are studied to validate 
that the thresholds used to estimate ISP traffic by NPAlNXX are 
reasonable. 

d) Periodically, BeliSouth goes back through its list of telephone 
numbers to insure that these numbers are still being used by 
ISPs by searching the internet and by placing test calls to 
analyze the tones returned as the call is made. 

RESPONSE PROVIDED BY: 	 David Scollard 
Manager 
600 N 19th St. 
Birmingham, AL 35203 

'31 t 




... 

. .. 


REQUEST: 

RESPONSE: 

BeliSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staff's 15t Set of Interrogatories 
January 20,2001 
Item No.4 
Page 1 of 1 

In the rebuttal testimony of David P. Scollard, page 2, beginning 
at line 19 and continuing on page 3, he describes situations in 
which "line level information" is reported and made accessible to 
other local service providers. 

a) 	 Please define "line level information." 
b) 	 In any of the examples discussed, does the mechanism use 

rely upon information provided by end users regarding the 
purpose for which they used the service they obtain from 
the LECs? 

a) 	 Line level information would be data associated with a 
particular telephone number being served by a Local 
Exchange Company (LEC) or Interexchange Company (IXC). 
Examples of this type of information would be type of facilityI 

the LEC serving the telephone number. whether the telephone 
number has authorized collect or third number calls be placed 
against the number, the Location Routing Number in the case 
of ported numbers, etc. 

b) Yes. In the case of the data base supporting calling card and 
collect calling, the end user provides the information as to 
whether or not the telephone number is to be used to support 
these services. In addition. the newly developed database 
described on page 3 of Mr. Scotlard's rebuttal testimony will 
contain information describing how a local exchange carrier or 
. wireless carrier uses its facilities (or the facilities of another 
carrier) to provide end user services. For example, an ALEC 
will indicate whether it is providing local service to an end user 
via resold facilities or unbundled network elements. In the 
same manner, an ISP could indicate whether it is using the 
facilities ordered by BeIiSouth to provide an ISP service to end 
users. 

RESPONSE PROVIDED BY: 	 David Scollard 
Manager 
600 N 19th St. 
Birmingham, AL 35203 
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BellSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staffs 1 st Set of Interrogatories 
January 20,2001 
Item NO.5 
Page 1 of 1 

REQUEST: 	 In the rebuttal testimony of David P. Scollard, page 3, beginning 
at line 20, he states, uSince the beginning of local competition 
there has been an ever-increasing need for each carrier to 
provide information about the customers it serves. It Please 
provide an example of an instance, other than ISP traffic, where 
a customer is required to provide information about the purpose 
to which it puts a telecommunications service for your use or for 
provision to another carrier. 

RESPONSE: 	 See BellSouth's reply to Staffs 1st Set of Interrogatories Item 
No.4b. 

RESPONSE PROVIDED BY: 	 David Scollard 
Manager 
600 N 19th St. 
Birmingham, AL 35203 
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BellSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staffs 1st Set of Interrogatories 
January 20, 2001 
Item NO.6 
Page 1 of 1 

REQUEST: 	 In the direct testimony of Beth Shiroishi, page 9, beginning at 
line 15, she states. "In accordance with the Act, the purpose of 
reciprocal compensation is to ensure that each carrier involved 
in carrying a local call compensated for its portion of that call." 
Please provide the cite for the document to which witness 
Shiroishi is referring. 

RESPONSE: 	 Section 251(b)(5) of The Act prescribes reciprocal 
compensation for the transport and termination of 
telecommunications. Section 252(d)(2)(A) discusses charges 
for transport and termination of traffic. 

Paragraphs 1027 through 1040 of the FCC's August 1996 local 
Interconnection Order (CC Docket No. 96-98) address these 
specific portions of the Act. 

RESPONSE PROVIDED BY: 	 Beth Shiroishi 
Manager 
675 West Peachtree Street 
Atlanta, GA 30375 
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BellSouth Telecommunications, IhC. 
FPSC Docket No. 000075-TP 
Staff's 1st Set of Interrogatories 
January 20, 2001 
Item NO.7 
Page 1 of 1 

REQUEST: 	 In the direct testimony of Beth Shiroishi, page 9, beginning at 
line 21, she describes the diagrams in exhibit ERAS-2. Do 
these diagrams presume that an ISP is a carrier rather than an 
end user? If the response is affirmative, what is the basis for 
this presumption? 

RESPONSE: 	 The diagram does not presume the ISP to be a carrier or an end 
user. The diagram is merely illustrating that the ISP uses the 
LEC's network in the same manner that an IXC does. The 
testimony describing the diagrams makes clear that due to the 
access charge exemption, the LEC is compensated for the 
access service it provides to the ISP by the business rates it 
charges the ISP. 

RESPONSE PROVIDED BY: 	 Beth Shiroishi 
Manager 
675 West Peachtree Street 
Atlanta, GA 30375 
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Bel/South Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
StaWs 1 st Set of Interrogatories 
January 20, 2001 
Item NO.8 
Page 1 of 1 

REQUEST: 	 Refer to exhibit ERAS-2 

a) In Diagrams C and 0, would the calls depicted terminate 
with another end user, as shown in Exhibit ERAS-1? 

b) Ifthe response to (a) is affirmative, why is the other end user 
excluded from the diagram? 

RESPONSE: 	 a) The calls would go on to an ultimate destination, an end user 
in the Diagram C, and most probably a website in Diagram D. 
b) The end user and World Wide Web are excluded because 
the diagram is illustrating inter-carrier compensation. The 
meaning behind the diagram would not change if an end user 
were shown on the other end of Diagram C or website on the 
other end of Diagram D. 

RESPONSE PROVIDED BY: 	 Beth Shiroishi 
Manager 
675 West Peachtree Street 
Atlanta, GA 30375 
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BeliSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staffs 1st Set of Interrogatories 
January 20, 2001 
Item NO.9 
Page 1 of 1 

REQUEST: In the direct testimony of Beth Shiroishi, page 10, beginning at 
line 14, she discusses host computers. Later, at line 18, she 
discusses Internet websites. 

a) Is a host computer an end user? 
b) In an Internet website an end user? 
c) If the response is affirmative to either a) or b), please state 

authoritative support for BellSouth's position. 

RESPONSE: a) No. 
b) No, but it is the ultimate destination of the call. 
c) N/A. 

RESPONSE PROVIDED BY: 	 Beth Shiroishi 
Manager 
675 West Peachtree Street 
Atlanta, GA 30375 
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BeIlSouth Telecommunications. Inc. 
FPSC Docket No. 000075-TP 
StaWs 1 st Set of Interrogatories 
January 20, 2001 
Item No. 10 
Page 1 of 1 

REQUEST: 	 In the direct testimony of Beth Shiroishi, page 21. beginning at 
line 17, she states that "In fact, the payment of reciprocal 
compensation for ISP-bound traffic discourages the deployment 
of any technology that does not generate reciprocal 
compensation. II 

a) 	 Does xDSl traffic generate reciprocal compensation? In 
formulating your response. please consider whether xDSl 
may be used for purposes other than Internet service. 

b) If the response to (a) is negative, do you believe ISPs are 
discouraged from offering xDSl because it is not subject to 
reciprocal compensation? 

RESPONSE: 	 a) The portion of the DSl service which is not the high 
frequency spectrum portion of the service could generate 
reciprocal compensation when a local call is completed over it 
which was sent to another carrier's network. The high 
frequency spectrum portion of the service is provided over a 
dedicated facility, and therefore would not generate reciprocal 
compensation. 
b) ISPs are not necessarily discouraged from offering xDSL 
However, AlECs who base a large portion of their business 
plan on obtaining reCiprocal compensation from dial-up ISP­
bound traffic may be discouraged from deploying xDSL 

RESPONSE PROVIDED BY: 	 Beth Shiroishi 
Manager 
675 West Peachtree Street 
Atlanta, GA 30375 
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BeliSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staff's 1 st Set of Interrogatories 
January 20, 2001 
Item No. 11 
Page 1 of 1 

REQUEST: 	 In the rebuttal testimony of Beth Shiroishi, page 4, line 2, she 
states "A dial-up call to an ISP is an information service," 
Please clarify whether the dial-up call is an information service 
or whether the service the ISP provides is an information 
service. 

RESPONSE: 	 The two are inseparable: the provision of the enhanced ISP 
service is provided via the dial-up call. 

RESPONSE PROVIDED BY: 	 Beth Shiroishi 
Manager 
675 West Peachtree Street 
Atlanta, GA 30375 
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BeliSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staff's 1 st Set of Interrogatories 
January 20,2001 
Item No. 12 
Page 1 of 1 

REQUEST: 	 If an end user calls an ISP located in an area where EAS 
charges apply, such as twenty-five cent plan charges, will that 
end user be charged the EAS charge for the call? 

RESPONSE: 	 BellSouth's end user customers are billed EAS charges in 
accordance with BellSouth's approved tariffs. 

RESPONSE PROVIDED BY: 	 Beth Shiroishi 
Manager 
675 West Peachtree Street 
Atlanta, GA 30375 
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BeIiSout:, Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staff's 1st Set of Interrogatories 
January 20, 2001 
Item No. 13 
Page 1 of 1 

REQUEST: 	 In the rebuttal testimony of Beth Shiroishi, page 4, line 4, line 8, 
she refers to the 1983 access charge exemption. Please 
provide the cite for the document to which she is referring. 

RESPONSE: 	 In the Matter of MTS and WATS Market Structure, CC Docket 
No. 78-72, Phase I (Released August 22,1983). Additionally, the 
Introduction to the July 17, 1987 Notice of Proposed 
Rulemaking (In the Matter ofAmendments of Part 69 of the 
Commission's Rules Relating to Enhanced Service Providers, 
CC Docket No. 87-215) described the 1983 access charge 
exemption. 

RESPONSE PROVIDED BY: 	 Beth Shiroishi 
Manager 
675 West Peachtree Street 
Atlanta, GA 30375 
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BeliSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staffs 1st Set of Interrogatories 
January 20, 2001 
Item No. 14 
Page 1 of 1 

REQUEST: 	 In the rebuttal testimony of Beth Shiroishi, page 5, line 24, she 
refers to some potential differences in switching equipment 
used. Please describe the differences to which she is referring. 

RESPONSE: 	 An ALEC choosing to exclusively serve ISPs could deploy 
scaled-down switches, often referred to as "softswitches." 
These switches do not have all the features and functionalities 
of a traditional switch, but are instead designed exclusively to 
funnel dial-up traffic to ISPs. The cost of these "softswitches" is 
dramatically less than conventional switches. 

RESPONSE PROVIDED BY: 	 Beth Shiroishi 
Manager 
675 West Peachtree Street 
Atlanta, GA 30375 
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BellSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staffs 1st Set of Interrogatories 
January 20,2001 
Item No. 15 
Page 1 of 1 

REQUEST: 	 If the FCC issues an order that is permissive with regard to any 
mechanism it prescribes for ISP traffic compensation, that is, an 
order which allows states to determine how termination of ISP 
traffic should be compensated, what action does BellSouth 
believe this Commission should take? 

RESPONSE: 	 This Commission should continue on with this Docket and find 
that bill-and-keep is the appropriate compensation mechanism 
for ISP-bound traffic. 

RESPONSE PROVIDED BY: 	 Beth Shiroishi 
Manager 
675 West Peachtree Street 
Atlanta, GA 30375 
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BeliSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staffs 1st Set of Interrogatories 
January 20, 2001 
Item No. 16 
Page 1 of 1 

REQUEST: 	 In the rebuttal testimony of Beth Shiroishi, page 7, beginning at 
line 15, she contends that "local exchange monthly rates paid by 
end user customers were never intended to recover costs 
associated with providing access service and were established 
long before the Internet became popular." 

a) 	 Have new services, such as Caller 10, come about since the 
establishment of the access charge exemption for 
information services? 

b) 	 Ifthe response to (a) is affirmative, is your company 
permitted to increase rates on those services in Florida? 

c) 	 Please provide a comparison between the average revenue 
received from local service per residential customer in 1983 
and the average revenue per local customer received today. 
In formulating your response, please consider that a 
customer may have more than one access line. Please 
provide by account, and by access line, if possible. 

RESPONSE: 	 a) Yes. 
b) BeliSouth is permitted to increase rates 6% per year on non­
basic service offerings. 
c) See attached. 

RESPONSE PROVIDED BY: 	 Beth Shiroishi 
Manager 
675 West Peachtree Street 
Atlanta, GA 30375 

Tom Lohman 
Director 
675 West Peachtree Street 
Atlanta, GA 30375 
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BellSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staffs 1at Set of Interrogatories 
January 30. 2001 
Item No. 16 c 
Page 1 of1 
ATTACHMENT 
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BellSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staffs 1st Set of Interrogatories 
January 20, 2001 
lIem No.16c 
Attachment 

COMPARISON OF AVERAGE REVENUE RECEIVED FROM LOCAL SERVICE 
PER RESIDENTIAL CUSTOMER FOR 1183 AND 2000 

Ave,. 
Av..... Average Rev per 

Rev per Tot Rev per Tot AcceuLine 
Account Description 1m AcceuLiDl 2000 Acceu Line Excl2nd lines ... ... 

5001 Basic Area $ 509,440,436 $ 12.23 $ 570,205,484 $ 10.12 $ 12.46 
5002 Optional Extended Area • 103,219,734 $ 1.83 $ 2.26 
5050,5060 Other Excluding Vertical Services 57.524.862 $ 1.38 n.4B4.B22 $ 1.37 $ 1.69 
5060.1200 Vertical Services • 430.313.833 $ 7.64 $ 9.40 

\}J Total 566,965,298 $ 13.61 $ 1,181,203.873 $ 20.96 $ 25.81 

\)..J 
Total Residence Access Lines including additional lines 3.472.344 •• 4,696,566

()' 
Total Residence Access Unes excluding additional lines 3.813,839 

• Optional extended area and vertical services for 1983 are not identified separately and were Includad with basic area 
and other • 

.. Second lines are not identified separately and are included in 1983 access lines . 

... '~8Venues for 1983 and 2000 Includes revenue from second lines. 
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BellSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staffs 1st Set of Interrogatories 
January 20, 2001 
Item No. 17 
Page 1 of 1 

REQUEST: 	 How may arbitrations and complaints between BellSouth and 
other parties regarding ISP traffic have been brought before the 
Florida Public Service Commission? Please list them by docket 
number. 

RESPONSE: 	 Pending Dockets before the FPSC are: 

Complaints 

Florida Docket Nos. 971478/980184/980495-TP/980499-TP 
Florida Docket No. 981008-TP 
Florida Docket No. 990874-TP 
Florida Docket No. 991267-TP 
Florida Docket No. 991534-TP 
Florida Docket No. 001810-TP 

Arbitrations 

Florida Docket No. 990691-TP 
Florida Docket No. 990750-TP 
Florida Docket No. 991220-TP 
Florida Docket No. 991854-TP 
Florida Docket No. 000636-TP 
Florida Docket No. 000649-TP 
Florida Docket No. 000828-TP 
Florida Docket No. 000907-TP 
Florida Docket No. 001568-TP 
Florida Docket No. 010098-TP 

-

RESPONSE PROVIDED BY: 	 Beth Shiroishi 
Manager 
675 West Peachtree Street 
Atlanta, GA 30375 
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BellSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staff's 1st Set of Interrogatories 
January 20, 2001 
Item No. 18 
Page 1 of 1 

REQUEST: 	 In the rebuttal testimony of Beth Shiroishi, page 12, line 11, she 
states that "a LEC could deploy less costly switches that are 
used exclusively for ISP-bound traffic." 

a) 	 Please describe the less costly switches that are referred to 
in the testimony. 

b) 	Does Be IISouth use less costly switches to route ISP traffic 
to its affiliate, BeIlSouth.net? 

c) 	 Please provide a comparison of the difference in costs 
between such less costly switches and the switches used for 
other circuit-switched traffic. 

RESPONSE: 	 a)PSX6000/GSX9000, Lucent 7RE, and Cisco's Media Gateway 
are examples of Softswitches. Nortel CVX 1800, Lucent 
MaxTNT, and Cisco 5300 and 5400 are examples of Remote 
Access Switching equipment. 
b) No. BellSouth has begun research about the possibility of 
using some of these type switches in our architecture. 
However, BellSouth faces the challenge of having to integrate 
this into our existing network and of having to serve all type of 
customers. As such, BellSouth has not at this time determined 
whether or not it will be able to utilize such architecture. 
c) Since BellSouth has not utilized this type architecture, we do 
not have cost data. Attached, however, is an ex parte recently 
filed with the FCC. The ex parte includes a report prepared by 
analysts at Morgan Stanley Dean Witter which focuses on Pac­
West Telecom and includes information on such switching 
costs. 

RESPONSE PROVIDED BY: 	 Beth Shiroishi 
Manager 
675 West Peachtree Street 
Atlanta, GA 30375 
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BellSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staff's 1st Set of Interrogatories 
January 20, 2001 
Item No. 18 
ATTACHMENT 
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Februal)' 1. 2001 

:11 A
EX PARTE 

MS. Magalie Roman Salas 
Secrelal)' 
Federal Communications Commission 
The Portals 
44512'" Street, S.W., Room TWB-204 
Washington. D.C. 20554 

Be: CC Docket No. 99=68 

Dear MI. Salas: 

Today I sent the attached letter to Dorothy Attwood. Chief of the Common 
Carrier Bureau. I. along with Gal)' Phillipe from sse and Whit Jordan from 
Bel/South. alsO met with Glem Reynolds. Tamara PreisS. Adam Candeub and 
Rodney McDonald from the Common Carrier Bureau and discuued the contents 
of the attached Jeller with them. 

In 8Q:OI"dance with Section 1.1206(b)(1). I am filing two copies of this notice in 
the docIceI idenUfied abOve. If you or your staff have any quesllons. please do 
not heSitate to call me. 

Sinceretv. 

~ 

Robert T. Blau 

Attachment 

cc: Dorothy Attwood Kyle Dixon 
~ "': :r::'(! at I 
~c r~ ~ 

Glenn Reynolds Rebecca Beynon 
Tamara Preiss Jordan GoldsteIn 
Adam Candaub OennaSheUer 
Rodney McOonaId Jack Zinman 
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February I. 2001 

Ms. Dorothy Anwood 
Chief. Common Carric1' Bwau 
federal Communications Commission 
Washinaton DC 2OSS4 

Dear Ms. Anwooci: 

I am wrilins. once .pin, on behalf of BeJISouth, SBC, Verimn IIId Qwest Ibout Ibc 
unreasonableness of subjectinJ dial up Internet access IJ'aft'k to 1Uipruca1 compeasation 
payments. In discusaina this marter with you IIId your 1Iaft'. ~ bIve aareed IhaI reciproc:aI 
compensation raICS have clcclined sipifteandy in some areas in Ibc last year or 10. EVCft so. 
conlinuins rapid growth ofdial up Intemet minUles has resulted in incrused. paymenls for this 
uame. Coupled with rapidly declining COlIS ofnetWOrk r.c:mlies used by Ibc CLECs 10 roUle 
InlCmet calls to ISP modem banks, thcIe increases bIve produced cvet pater economic 
inefficiencies IIId distorrioDs IhIt witl surely per.sist unless and until the COI1IIIlission n:quim all 
carrien to recover costs they incur in routinl dial up Intcmet traftic fiDm Ibeir own CIIItorMI'S. 

QuilC undmtandIbly. you and your staff have uraed dill we document Ibc liner lIICrtiOD_to 
make ,hat informalion available to the Commission. ...s 'We have expIIIined, doiftl 10 has been 
difficult Jarply because the costs at issue belona to Ibc CLECs who, ofCOUl':'Ie, have no interest 
in makin, tbe.sc cI.aIa publicly availlble. 

That said, ~WIIIted 10 brine your attention to Ibc a1UIehed September 19.2000 report pRpIII'Id 
by Peter J. Kennedy IIId ocbcr securities lIIalystJ at Morpa St8DIey Dan WdlCrthat f'oUow 
CLEC SlcM:ks. While Ibc report fOCUllS on Pac-West Telecom. it conIIiDs."... ..... 
obfervadons that ..clearly aermane 10 the oa-aoiq debate over reciprocal cam,...aion. From 
our pmpec:aive. the foIlowinl five Ire especially notewol1hy 

Fint. the Dean Witter analysis makes it abundantly clear that CLECs do DO( tcrmiJlale dial up 
Intemel calls. Radler, they simply rouce dial-ap access traffic that Ibcy ~ve from ILEC 
clISlOmeIS to modem bulks where !bose calls are convened from an ..... to IP formal_ sent 
on to the Internet. The report also poinu out dull inaasina manbets of ISPs an: outsoI.a'Cinc 
their mocIem banks 10 their respective CLEC, in u effort to minimize capilal n:quimDeaIs. In 

,I 
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lhese illSlal'lCCs, Ibc ISP effectively becomes a rnartetina or sales apnt for mlemcl COIIIlCCtions 
provided by a CLEC - all of which is itJusttaIed in a simple: and slrliahtforward manner in 
Exhibit 7 ...Arlatom)' of an Intemet Subscriber.ft Even a cursory review of Ibis material should 
conclusively demonstrate thaI dial up Internel traffic is clearly interstate in 1I8lUI'e, and thaI 
inlercatricr compensation In'IAIcmenlS for dial up Internet acc:ess traffic can and should be 
reaulaled under Sec. 201 oflbc Telecommunications Act. (See page 12) 

Second. the report concludes. Mrumors ofthe duth ofdial-up Inteme11CCeSS have been grally 
exaac:rated." Exhibit 9 shows the number ofdial-up users increasin& to 11 million subscribers 
in 2003 up from S I million subscribers in 2000 - a 40 percent increase over die next three yellS. 
Exhibit 10 in tum. implies thaI growth in dial upminulespet' CLEC lirwlpon will increase by 1S 
percent over die next three yean. The authors anribute this groWlh 10: J) the emerpnce of free 
ISPs such as NetZero. 2} c:orpome subsidizing of the mternel (e.I., Delu Airlines living all 
employees a home PC and an Intemet connection), 3) declinin& PC prices. 4) the proIiferalion of 
new applications and S) the c:ustomers' inability 10 access broadbud serrica. While this 
forc:c:lSl is on Ibc low-end ofother lllliysl forecasts (which \\'e have provided 10 you in prior ex 
partes). it sliII reinforces llIIt there is no support for Ibc CLEC position lhat tbe spiraling growth 
in dial-up Internet minutes will vanishovemi&hL (See p. Il) 

Third, die analysis corroborates our view tbal market forces will !1QJ reduce rates Cast enoulh to 
resolve the reciprocal compensation problem at least in Ibc foraeeable NlWe. The reasons Ire 

twofold. The first has to do with widely held expect.Mions thaI dial up ac:cess minuteS will 
continue 10 grow rapidly at least over the next duw yean. The second reason relata to Ibc fac:t 
tlllt "'technolo&ic:al c:banaes and aenerll capiut cost nIcIuc:tions are offsettin& reciprocal 
compensation declines in near term downWIrd pricing trends. Soft-switch prices can be almost 
700... cheaper than citcuit-bued teehnoIoU." (See page p. 9) 

Founh.. Exhibit 10 dcmonstJates that the CLECs are blIIiaa boIh the ISP and the ILECs for 
~ dial up traffic .. rates well abow C08IS.md. tben:fcn, DIlDY IRI reapioa 
extraordinary profits on services readered to Ibc ISP. The pro forma analysis c:oacludcs. for 
instaDCe. that in 2000 Ibc IIIIlUII iD1CnIIIl'IlC of rerum (1M) OIl baic: dial up IICeeSS setYices 
provided to • typicaIlSP worked out to about]57.1 percent. It 1110 sbowI total cephal 
expendiNres on switI:bin8 equilJll1eOt used to route dial up bitemet c:al1I to ISP modems is 
praendy beiqrecovaed injusl7.4 months even dIouab tbIIIequipmcal has ...1UI ec:onomic 
life ofsix yan! 

IntemtinalY. datil depicted in Exbibit 10 Mther indicate dial the c:ost ofCLEC switches 
typically works out to about SI.II per port or lillC per moadI.. I AIJum.ina. u the Dean Witter 
lIIIIIyslS cIo,that each tiDe caniesaboutI2.000diallDtemet minutes permondl (which we 

'Oll ExIIibilIO. tile .....T.t ~~ .. far _ fiK::iIiIIe DWlIbcCLI!C"" swIIcb lit _IS' 
-*'" lIIIIIk (_ EIJIiblt 7). Slice .............die CLEC c......-slide orlile CLEC ...... IIIe 
expaIICS for IIiInII 8M:ilicia IIIouId be NCOIIInII tNm ...CLEC's CIIIIIIIIIIIIII The 1)5.) 1'nInk (per 1iIIC) expetIIIIS 
on ExlliIIiltO""-"" for IhtIlciliUa rr-. LEe........CLEC clMll SIWiIdt (_ E1111ibi11). If 
dine f'Ic:IIides __• LEe .........CLEC ctIa s IWitdlIacMed ...... till LATA. _'LEC .... JIIOIIidcs 

..... 1iI:iIitia ..... CLEC 0I' .......... 1IIcIIiIiIa ...die a.ee. Ia eidMr ......die CLEC"- fIllY far 

... 6Iciliti-. If... kililia _ & LEC ........... & CLEC cIau 5 ,wildt ill.difImIM LATA 01' _. !lien 

till CL£C ...... 60cIIkia &om & providor ........ the lLEC. 
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believe is III overly conservatiw esrimate).the CLEes IVtrap switchina CCIits for dial up traffic 
works out to about J.OOIl per ..illuee or about Zto 5 Plf'Cftt ofcunent n:cipIocal 
compensation rateS. 

Finally. Dean Wittcr'slllllysis implies that even if the Commission immedilllely went to "bill 
and keep" for dialup lnlemca ac:c:ess b'IIfrtc, a typiCll CLEC could still mba monrhly ct.rps 
to ill IS' customers from a Cllmfttl\fCI'IICoUI7 per line down to 516.20- or bynarly 5 
pemmt - while maintainin,1 positiYe net praart value (i.e .. competitive rile ofrean) per 
subKribcr assuming I 12 pcn:mt annual discount mae. nis facet ofthe lllalysis is notewonhy 
because it clearly indicates Ihat rujprgca! compensation payments for djaI up Imcmct vaffis: 
could be rUminated in their in their eJ)til'fty without (orcinl the CLECs to raja per Ijne cblr:aes 
to their ISP CUI!9DJm. 

All in all the Dean Willer analysis corroborates what we haw long held about the payment of 
rec:iproc:al compensation for diallntemetacccss 1nIffic. Such paymenll represent I totally 
unrasonable transfer ofrevenue from the ILEes to CLECs (or reuons mal have 110 basis in 
economics or the law. For these and sevetaI other reasoft5 tbal we have diacusaed with you in 
recent months, the Commission needs to shut down lhis JMI1icular regulatory arbicrqe without 
further delay. ­

If you or your sralfhaw any questions about the IlIIChed analysis or need additional 
infonnalion, pleue do DOl hesitate to call tile at your convenience. 

Sincerely yow;s. 

f4t-~ 
Cc: Kyle Dixon 

Rebecca 8eyoD 
Jordan Golcblein 
Dcnna Shcder 
Glenn Reynolds 
JaclcZimun 
Tliliii1i Pnriss 
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BellSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staffs 1st Set of Interrogatories 
January 20, 2001 
Item No. 19 
Page 1 of 1 

REQUEST: 	 In the rebuttal testimony of Beth Shiroishi, page 12, beginning at 
line 22, she discusses the complexities of call set·up and 
differences in costs between different types of switches. Please 
provide an example of the different costs that she is referring to. 

RESPONSE: 	 Ms Shiroishi's rebuttal testimony, reference page 12 and 
beginning at line 22, refers to a comparison of the call setup 
involved at the originating end of a call and the call setup 
involved at the terminating end of that call. 

On the originating end of a call, investment is required for 
processor time needed to set up the call. Investment is also 
required to hold the line side path during dialing and also to hold 
the trunk side path during outpulsing of the dialed digits. 

On the terminating end of a call, investment is required for 
processor time to set up the call. Also, investment is required to 
hold the line side path but only during the ringing cycle and also 
to hold the trunk side path during digit reception of the call. This 
investment is less than that required for the dialing and 
outpulsing on the originating end. 

Overall, the calf setup investment required at the terminating 
end is less that that required for the originating end of the call. 

RESPONSE PROVIDED BY: 	 D. Daonne Caldwell 
Director 
675 West Peachtree Street 
Atlanta, GA 30375 
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REQUEST: 

RESPONSE: 

BellSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staff's 1 at Set of Interrogatories 
January 20,2001 
Item No. 20 
Page 1 of 1 

In the rebuttal testimony of William Taylor, page 8, beginning at 
line 9, he discusses the notion that an ISP is an end user's 
agent in an economic decision. 

a) 	 Please define the work "agency" as it applies to his 
testimony. 

b) 	For comparative purposes, consider a customer who calls a 
pizza parlor. Is that pizza parlor the customer's agent? If 
the response if affirmative, please discuss. 

a) An "agent" in this context is an entity that acts on the 
customer's behalf to ensure that all the components of a 
product or service are combined and purchased so that the 
consumer faces a single price and deals with one supplier 
for all parts of the product or service. 

b) No, the pizza parlor is not the customer's agent for the 
purchase of a local call. That agent is the LEC that serves 
the customer, quotes a price (and terms and conditions), and 
compensates other carriers (generally other LECs) that 
might be involved in carrying the call. The pizza parlor might 
be said to be its customer's agent in the supply of pizza­
again, quoting a price, assembling the ingredients, delivering 
the product-but not in the supply of local telephone service. 

RESPONSE PROVIDED BY: William Taylor 
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BeliSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staff's 1 st Set of Interrogatories 
January 20, 2001 
Item No. 21 
Page 1 of 1 

REQUEST: 	 In the rebuttal testimony of William Taylor, page 12, beginning 
at line 13, he states that "The cost causation principle implies 
that, for purposes of an Internet call, the subscriber is properly 
viewed as customer ofthe ISP, not ofthe originating ILEC (or 
even of the ALEC serving the ISP)." Refer also to the pizza 
parlor example in interrogatory 20(b). 

a) Is the subscriber a customer of the pizza parlor? 
b) If the response is affirmative, what impact should that have 

on what the pizza parlor pays for telephone service? 

RESPONSE: 
a) Yes, for the purchase of pizzas. The subscriber does not 

purchase local exchange telecommunications services from 
the pizza parlor. 

b) None. The pizza parlor is also a subscriber to basic 
exchange service and pays the tariffed rate for such service 
to business customers. In contrast, the ISP is a carrier (like 
an IXC) which is permitted to pay local exchange rates for 
its access service by the FCC's ESP exemption. However, 
its economic function is that of a carrier, not an end user 
because it has designed, marketed, billed, collected, etc. for 
the service that the LEC subscriber (the ISP's customer) 
has made use of. 

RESPONSE PROVIDED BY: William E. Taylor 
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REQUEST: 

RESPONSE: 

BellSouth Telecommunications. Inc. 
FPSC Docket No. 000075-TP 
Staff's 1st Set of Interrogatories 
January 20. 2001 
Item No. 22 
Page 1 of 1 

In the rebuttal testimony of William Taylor. page 34. in the 
footnote, he describes circumstances where flat-rate pricing of 
Internet Access is appropriate. Is the provision of Internet 
Access using xDSL or other special access services a 
circumstance under which flat-rate pricing is appropriate? Why 
or why not? 

Yes. As described in that footnote (page 34), "the advent of 
direct connections to ISPs through high-speed digital subscriber 
lines represents a move in that direction," i.e., towards a 
technology in which the costs of Internet access are truly non­
traffic sensitive. 

RESPONSE PROVIDED BY: William E. Taylor 
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BellSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staff's 1st Set of Interrogatories 
January 20, 2001 
Item No. 23 
Page 1 of 1 

REQUEST: 	 In the rebuttal testimony of William Taylor, page 38, beginning 
at line 16, he states that "the ILEC's incremental cost to 
terminate a local voice call may differ significantly from (indeed, 
be significantly higher than) an ALEC's cost to switch or deliver 
an Internet-bound call to an ISP." What evidence does 
BellSouth have to show that an ALEC's cost to deliver an 
Internet-bound call is lower than the cost to an ILEC for the 
same type of traffic? < 

RESPONSE: 	 The cited passage refers generally to economies of 
specialization, in which, all else equal, unit costs for a carrier 
that .specializes in one type of traffic may be smaller than those 
for carriers that serve a variety of customer types. Reasons 
why the traffic-sensitive costs of carrying Internet-bound traffic 
may be less than the costs of voice traffic are explained in 
Section 11(2) of Dr. Taylor's testimony (pp. 18-25). 

RESPONSE PROVIDED BY: William E. Taylor 
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BeliSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staffs 1st Set of Interrogatories 
January 20,2001 
Item No. 24 
Page 1 of 1 

REQUEST: 	 In the rebuttal testimony of William Taylor, page 51, beginning 
at line 9, he states that ALECs possibly send a share of the 
reciprocal compensation revenues they receive to the ISPs. 
What evidence does BellSouth have to support this allegation? 

RESPONSE: 	 The fact that the market for serving ISPs is reasonably 
competitive implies that LEes will not be able to appropriate the 
entire amount of contribution from reciprocal compensation 
payments. In theory, the difference between LEe reciprocal 
compensation receipts and incremental cost represents a 
contribution flow that ISPs will take into account in selecting 
their LEe. That contribution flow will find its way to the ISP in 
the form of explicit payments or a reduction in the market price 
of ISP access (or an effective reduction in the market price of 
ISP access through provision of higher quality service, e.g., 
one-to-one concentration for non-blocking access). 

RESPONSE PROVIDED BY: William E. Taylor 
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Bel/South Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staffs 1 st Set of Interrogatories 
January 20, 2001 
Item No. 25 
Page 1 of 1 

REQUEST: 	 BeliSouth witness William Taylor discusses arbitrage throughout 
his testimony. Please discuss whether BeliSouth believes a 
two-part cost-based rate for reciprocal compensation would 
eliminate or reduce the likelihood of arbitrage. 

RESPONSE: 	 A two-part tariff for reciprocal compensation that reflected the 
difference between cal/ setup and call duration costs would 
reduce the opportunity for CLECs to arbitrage the tariff. It would 
not eliminate perverse incentives from reciprocal compensation 
because it would not address (i) cost-csusation issues or (ii) 
reasons other than duration why the per-minute cost of carrying 
Internet-bound traffic differ from those of voice traffic, as 
discussed in Section 11(2) of Dr. Taylor's testimony. 

RESPONSE PROVIDED BY: William E. Taylor 
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REQUEST: 

RESPONSE: 

BellSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staffs 1st Set of Interrogatories 
January 20, 2001 
Item No. 26 
Page 1 of2 

In the direct testimony of Beth Shiroishi, page 6, beginning at 
line 5, she cites an FCC order describing xDSl service as 
exchange access service. In other circumstances, the FCC 
found that xDSl was special access. (Refer specifically to FCC 
Order 98-292. CC Docket No. 98-79, released October 30, 
1998,112.) 

a) Are exchange access service and special access service the 
same? 

b) If the response to a) is negative, why does BeliSouth believe 
that under some circumstances the FCC has found that 
xDSl is exchange access, and under other circumstances 
the FCC has found that xDSl is special access? 

c) If the FPSC finds in Docket No. 001332-Tl that xDSl should 
be tariffed as an intrastate service, what impact would that 
. decision have on reciprocal compensation for ISP traffic? 

a) No. Exchange access service refers to intraLA TA service 
offerings which allows another carrier to gain access to a local 
Exchange Carrier's network in order to offer Interexchange 
Service to the public. Special access service is an intraLA TA 
service offering that allows another carrier to obtain exchange 
access service on a dedicated, non-switched basis. Exchange 
access is therefore made up of switched or special access 
elements. Components of exchange access are found in both 
BellSouth's Switched Access Tariff (E6) and Special Access 
Tariff (E7). 

b) xDSl is a hybrid service. The low frequency portion ofxDSl 
service connects to the lEC end office switch for the provision 
of local exchange dial tone service. The high frequency portion 
of the DSl service connects on a dedicated, non-switched basis 
to the ISP. 

3\0\ 
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BeliSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staffs 1st Set of Interrogatories 
January 20, 2001 
Item No. 26 
Page 2of2 

RESPONSE: (Cont.) 

c) None. Again, the high frequency spectrum portion of an 
xDSL loop would not generate reciprocal compensation. 

RESPONSE PROVIDED BY: 	 Beth Shiroishi 
Manager 
675 West Peachtree Street 
Atlanta, GA 30375 
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BeliSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staff's 1st Set of Interrogatories 
January 20, 2001 
Item No. 27 
Page 1 of 1 

REQUEST: 	 Assume for purposes of this interrogatory that BeliSouth has 
ISP customers to whom BeliSouth terminates traffic that was 
also originated by BeliSouth customers. 

a) 	 Does BeliSouth incur a cost to terminate that traffic to the 
ISP? 

b) 	 If the response to a) is affirmative, consider the same traffic 
that is instead terminated by an ALEC. Does BellSouth 
avoid the cost that would have been incurred if BellSouth 
terminated the call to its ISP customer instead? 

c) 	 Ifthe cost discussed in b) is not entirely avoided, please 
explain what portion of the cost is not avoided, and why. 

RESPONSE: 	 a) Yes. 
b) 	Yes, BellSouth avoids the portion ofthe cost from the 

ALEC's Interconnection Point to the ISP. However, since 
local exchange rates do not compensate BellSouth for ISP­
bound traffic, BeIlSouth is compensated for such costs by 
the services the ISP buys. As such, when the ISP becomes 
an ALEC customer, BeliSouth avoids the cost for a portion of 
the call, but at the same time BeliSouth is not receiving 
revenue for that portion of the call traversing BellSouth's 
network. 

c) 	See Answer to (b) above. 

RESPONSE PROVIDED BY: 	 Beth Shiroishi 
Manager 
675 West Peachtree Street 
Atlanta, GA 30375 
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BeliSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staffs 1st Set of Interrogatories 
January 20, 2001 
Item No. 28 
Page 1 of 1 

REQUEST: 	 AT&T witness Lee Selwyn states in his direct testimony, page 
16, beginning at line 11, that he disagrees that total local usage 
per residential access line has increased significantly over time 
because of the growth of ISP-bound calls, So that staff may 
determine whether usage per access line for not only 
residential, but also small business, has increased, please 
provide the average number of minutes of use per access line, 
for the years 1996 through 1999. Please provide separate 
responses for the following categories: 

a) total access lines (all local services); 

b) residential flat rate; 

c) residential measured; 

d) single-line business flat rate; and 

e) single line business measure services. 

f) For each of the above categories, include the calculations 


used to derive the response, i.e, MOUs/access Jines or other 
formulas. 

g) 	 If your responses show an increase in MOUs per access 
line over the requested time period, to what do you attribute 
the increase? 

h) 	 If your responses show a decrease in MOUs per access line 
over the requested time period, to what do you attribute the 
decrease? 

i) 	 For your responses to g) and h), what evidence do you have 
to support your conclusion? 

RESPONSE: 	 BeliSouth does not maintain the information as requested by 
Staff to determine whether usage per access line for residential 
and small business has increased. However, BellSouth does 
have estimates of residential flat rate and total business flat rate 
usage for 1998, as well as measured residence and business 
usage, which Bel/South is able to provide if Staff so requests. 

RESPONSE PROVIDED BY: 	 Steve Bigelow 
Director 
3535 Colonnade Pkwy 
Birmingham, AL 35243 
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BeliSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
Staffs 1st Set of Interrogatories 
January 20, 2001 
Item No. 29 
Page 1 of 1 

REQUEST: 	 Please refer to the rebuttal testimony of Beth Shiroishi, page 9, 
line 23, where she refers to the Code of Federal Register. 
Should this reference be to the Code of Federal Regulations? 

RESPONSE: 	 Yes. 

RESPONSE PROVIDED BY: 	 Beth Shiroishi 
Manager 
675 West Peachtree Street 
Atlanta, GA 30375 
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EXHIBIT NO. ____ 

DOCKET NO: 000075-TP 

WITNESS: Stip -3 

PARTY: Sprint-Florida Incorporated 

DESCRIPTION: 

L Sprint's Responses to Staffs First Set of Interrogatories and 
First Request for Production ofDocuments. 

PROFFERING PARTY: STAFF 

I.D. # Stip-3 

nORIDA PUBLIC SERVICE COMMlssrotl 
DOCKET if? 
.NO. da GJ (!> ?.!>-- EXHIBiT NO· .y....~ 
COMPANY/~ • 
WITNESS. 5P;SC:;~ :::. --.
DATE: -7q ~-ttJ -';.fk 
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Sprint - Florida, Incorporated 
Docket No. 000075-TP 
Staffs First Set of Interrogatories 
January 30, 2001 
Item No. 1 

REQUEST: 	 In the direct testimony of Michael Hunsucker, page 9, beginning at line 
23, he asserts that "efficient entry and rational pricing schemes are most 
likely to be encouraged if ISP-bound traffic is treated for purposes of 
inter-carrier compensation the same way it is treated for all other 
regulatory purposes ... ". Does Sprint believe that more efficient entry and 
rational pricing schemes are more likely to occur under the reciprocal 
compensation regime or under bill-and-keep? Please explain your answer. 

RESPONSE: 	 Sprint believes that it is inappropriate to treat compensation for ISP traffic 
separate from other forms of local traffic. Therefore, unless this 
Commission takes into account all types of traffic compensated as local, 
such as local voice, Internet and CMRS, reciprocal compensation remains 
the most appropriate method for ensuring efficient entry and rational 
pricing schemes. 

INFORMATION PROVIDED BY: 	 Michael Hunsucker 
Director - Regulatory Policy 
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Sprint - Florida, Incorporated 
Docket No. 000075-TP 
Staffs First Set of Interrogatories 
January 30, 200 1 
Item No. 2 

REQUEST: 	 In the direct testimony of Michael Hunsucker, page 11, beginning at line 
21,. he states that Internet calls have much longer holding times than the 
average calL 

a) What is the average holding time for a Sprint residential customer's 
voice call? 

b) What is the average holding time for a Sprint residential customer's 
Internet call? 

c) What holding times do you have knowledge of for other companies? 
d) What documentation do you have to support your conclusion that 

Internet calls have much longer holding times than the average voice 
call? 

RESPONSE: 	 Sprint has not attempted to separately identify and track residential 
minutes from business minutes. Based on a study of the traffic in central 
offices where ISPs offer service, the following responses are provided: 

a) The average holding time for a Sprint - Florida customer's voice call 
based on total residential and business minutes is 2.74 minutes. 

b) The average holding time for a Sprint - Florida customer's Internet 
call based on total residential and business minutes is 27.61 minutes. 

c) Sprint does not have direct knowledge of holding times for other 
companies. 

d) 	 Sprint conducted a study of Sprint - Florida central offices in which 
ISPs offered service in 2000. The trunks which served the ISP were 
studied to identify the originating and terminating minutes of use. 

INFORMATION PROVIDED BY: 	 Michael Hunsucker 
Director - Regulatory Policy 
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Sprint - Florida, Incorporated 
Docket No. 000075-TP 
Staffs First Set of Interrogatories 
January 30, 2001 
Item No.3 

REQUEST: 	 In the direct testimony of Michael Hunsucker, page 14, beginning at line 
15, he states that "There is nothing unique about Internet calls that causes 
the per message and per MOD unit cost components to change." Please 
describe the per message and per MOD unit cost components that he is 
referring to. 

RESPONSE: 	 As stated in Mr. Hunsucker's testimony, the basic switching components 
used for voice and Internet-bound traffic are the same. The per message 
cost, also known as call set-up cost, consists primarily of the amount of 
time the switch's central processor requires to set-up the call. There are 
also some SS7 network costs associated with the set-up of the trunk 
required for the calL The per MOD, or call duration cost component, 
consists primarily of the line and trunk investment portions of the switch. 

INFORMATION PROVIDED BY: 	 Michael Hunsucker 
Director - Regulatory Policy 
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Sprint - Florida, Incorporated 
Docket No. 000075-TP 
Staffs First Set of Interrogatories 
January 30, 2001 
Item No. 4 

REQUEST: 	 In the direct testimony of Michael Hunsucker, page 18, beginning at line 
1, he discusses compensation for technologies other than circuit-switched 
traffic. 

a) 	 How does the cost of packet-switching technology differ from circuit­
switched? 

b) What physical elements of providing service are different? 
c) In what manner should cost differences for different technologies be 

reflected in a reciprocal compensation rate? 
d) 	 Would a two-part rate such as that described in witness Hunsucker's 

testimony be applicable to other technologies, such as packet 
switching? 

e) 	 If the response to d) is affirmative, please describe how such a rate 
would be formulated for non-circuit-switched technologies. 

f) 	 If the response to d) is negative, what rate structure would be 
appropriate for non-circuit-switched technologies? 

g) 	 Do non-circuit-switched technologies have costs analogous to the set­
up cost for circuit switched technology? 

h) If the response to g) is affirmative, please describe the costs. 
i) Are the costs described in g) likely to be higher or lower than 

comparable set-up costs for circuit switching? Explain. 

RESPONSE: 	 In discussing packet-switching technology, it is important to note that 
packet networks are not standardized like circuit-switched networks. 
There are many different packet configurations that are used to provision a 
variety of services, each with their own cost structure. Sprint's local 
division is in the preliminary stages of evaluating an A1M-based packet 
network to carry voice traffic in place of digital circuit switches. This 
packet network for voice traffic is in a total theoretical stage and no hard 
costs have been developed. For these reasons, Sprint provides general 
answers to the questions listed. 

a) 	 Sprint's experience with the costs of packet technology relative to 
voice traffic is very limited. With respect to ION, although Sprint is 
familiar with total costs of deploying ION, Sprint has not dedicated 
their resources to understanding the costing elements associated with 
reciprocal compensation and how they differ from circuit-switching. 

b) Considering packet networks exist in many different configurations, it 
is difficult to describe all of the physical element differences that may 
exist. 

c) 	 The current FCC rules require symmetrical compensation 
arrangements using the ILEC's rates for reciprocal compensation. 
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New local exchange carriers are not obligated to provide cost studies 
to implement asymmetrical compensation arrangements, but are given 
that option. Any cost study supporting a carrier's reciprocal 
compensation rate should be based on the forward-looking technology. 

d) 	 Yes, some packet network configurations can be separated between a 
call setup and call sustaining function. Specifically, some packet 
networks employ a feature server that is used mostly during call setup 
or when a customer would change the state of an existing call (e.g. 
invoke a custom calling feature). This feature server performs a 
function similar to the circuit switched call processor. 

e) 	 A cost would have to be developed for the feature server portion of a 
given packet complex. The costs would have to be allocated for call 
setup functions versus network management and monitoring functions 
and any other tasks performed by the feature server not related to call 
setup. The remaining cost would have to be divided by some traffic­
sensitive statistic such as busy-hour call attempts or average per hour 
calls set up by the feature server. 

f) 	 N/A 
g) 	 While the non-circuit-switched and circuit-switched technologies both 

employ similar call set-up junctions, Sprint is not familiar enough with 
the non-circuit-switched technology, particularly relating to voice 
traffic, to maintain that both technologies experience analogous costs. 

h) 	 & i) See response to g). 

INFORMATION PROVIDED BY: ~chaelIIunsucker 

Director - Regulatory Policy 
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Sprint - Florida, Incorporated 
Docket No. 000075-TP 
Staffs First Set of Interrogatories 
January 30, 2001 
Item No. 5 

REQUEST: 	 In the direct testimony of Michael Hunsucker, page 19, beginning at line 
8, he states that "there are other types of traffic, besides Internet traffic, 
that tend to generate a disproportionately larger amount of terminating 
traffic than originating." Please list the types of traffic that he is referring 
to. 

RESPONSE: 	 A LEe can have large quantities of terminating traffic for reasons other 
than terminating traffic to an ISP. There are a number of business and 
public agencies that receive more in-bound traffic than outbound. For 
example, if the LEC services a city, county, or state government agency, 
particularly one that offers call-in help lines, (such as a county extension 
service) then it will have a larger amount of traffic terminating than 
originating. A LEe that provides service to an AM talk radio station will 
have a significantly greater amount of terminating traffic. Similarly, a 
LEe that provides service to a business office that has a local area 
network ("LAN") and allows its employees to dial-in to the company's 
LAN and work from a remote location, such as the employees' home, will 
have a large amount of terminating traffic. This is particularly true since 
employees dialing into their LAN will likely log-on and remain on line for 
the greater part of the day. In fact, if the employee has a second local line 
at their house solely for the purpose of logging onto the company's LAN, 
the employee may simply leave their computer logged on to the LAN for 
24 hours, 7 days a week. As more companies allow their employees to 
work at home and log into the company's computers from home, this type 
of traffic has the potential to generate terminating traffic volumes even 
greater than that generated by dialing into ISPs. 

INFORMATION PROVIDED BY: 	 Michael Hunsucker 
Director - Regulatory Policy 
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Sprint - Florida, Incorporated 
Docket No. 000075-TP 
Staffs First Set of Interrogatories 
January 30, 2001 
Item No.6 

REQUEST: 	 In the direct testimony of Michael Hunsucker, page 19, beginning at line 
20, he describes methods for distinguishing Internet traffic from other 
traffic. 

a) 	 Please describe how the comparison is performed. 
b) 	 Is the comparison of traffic flow a manual process or is it automated? 

RESPONSE: 	 Mr. Hunsucker described three methods for distinguishing Internet traffic 
from other traffic as follows: 

a) 	 The first method is to compare originating and terminating traffic 
flows between the ILEC and the CLEC, which would be performed by 
studying CLEC 2-way trunks and measuring outgoing and incoming 
traffic. 

Another method would be to identify all ISP local numbers and 
measure terminating traffic. This method would require setting up a 
study in the billing system to study billing records terminating to 
specific line numbers. This type of record is not created today. 
Additionally, the CLEC would have to identify for the ILEC the ISP­
specific telephone numbers. 

A third method of distinguishing Internet traffic would be to identify 
CLECs that serve only ISP traffic and then study the traffic flowing 
over the trunk groups serving that CLEC. Again, the CLEC would 
have to indicate to the ILEC that they served only ISP traffic. A 
shortcoming of this method is that only the CLECs who serve nothing 
but ISP traffic would be measured; CLECs who serve ISP traffic and 
other local traffic would not be included. 

b) 	The comparison of originating and terminating traffic flows between 
the ILEC and the crnc is an automated process, but the actual 
identification of ISP traffic is manual. Identification of ISP traffic is 
not 100% accurate, and as answered in Item No.5, there are other 
reasons that traffic could be out of balance between originating and 
terminating minutes. 

The method of studying traffic of ISP local numbers would be a 
manual process. Records would have to be updated on a daily basis 
for every LEC to ensure accurate tracking. 
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Distinguishing Internet traffic by identifying CLECs who only serve 
ISP traffic would be a manual process to make the identification. The 
traffic study on the trunk groups would be automated. 

INFORMATION PROVIDED BY: 	 Michael Hunsucker 
Director Regulatory Policy 
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Sprint Florida, Incorporated 
Docket No. 000075-TP 
Staffs First Set of Interrogatories 
January 30, 2001 
Item No. 7 

REQUEST: 	 In the direct testimony of Michael Hunsucker, page 20, beginning at line 
12, where he states that "there are CPNI restrictions that could preclude 
the CLEC from providing customer sensitive information ... to the ILEC." 
What are the restrictions that he is referring to? 

RESPONSE: 	 CPNI restrictions are imposed by Federal Statute, Title 47 U.S.C. Section 
222. Section 222 (f)(1)(A) defines customer proprietary network 
information as "information that relates to the quantity, technical 
configuration, type, destination, and amount of use of a 
telecommunications service subscribed to by any customer of a 
telecommunications carrier, and that is made available to the carrier by the 
customer solely by virtue of the carrier-customer relationship". 

INFORMATION PROVIDED BY: 	 Michael Hunsucker 
Director - Regulatory Policy 
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Sprint - Florida, Incorporated 
Docket No. 000075-TP 
Staffs First Set of Interrogatories 
January 30, 2001 
Item No. 8 

REQUEST: Please refer to Sprint's responses to AT&T's First Set of Interragotories. 

a) 	 In Sprint's response to interrogatory 3(a), it is not clear whether the 
response includes total local minutes for all local service, or whether it 
is for a specific service, such as business measured rate service. Please 
clarify. 

b) 	 In Sprint's response to interrogatory 3(b), it is not clear whether the 
response includes total local messages for all local measured service, 
or whether it is for a specific service, such as business measured rate 
service. Please clarify. 

c) 	 In Sprint's response to interrogatory 4(b), you state that "Sprint's 
measured rate service is billed based on number of messages, not 
minutes." Does the data provided in your response to 3(a) include 
local minutes for measured service. 

d) 	 What is the average number of minutes of use per access line, for the 
years 1996 through 1999? Please provide separate responses for the 
following categories: 1) total access lines (all local services), 2) 
residential flat rate, 3) residential measured, 4) single-line business flat 
rate and 5) single line business measured services, to the extent it is 
possible to do so. 

RESPONSE: Sprint provides the following response: 

a) 	 Sprint's response to interrogatory 3(a) includes total local minutes for 
all services. 

b) 	 Sprint's response to interrogatory 3(b) includes total local messages. 
c) 	 Sprint's response to interrogatory 3(a) includes local minutes for 

measured service. 
d) 	 Sprint has not attempted to separately identify and track minutes by 

the categories identified in interrogatory 8(d). The average number of 
minutes of use per access line for total access lines (all local services) 
for Sprint - Florida follows: 

1996 8,668 
1997 10,776 
1998 15,976 
1999 17,922 

INFORMATION PROVIDED BY: John M. Felz 
Director - State Regulatory 
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Sprint - Florida, Incorporated 
Docket No. 000075-TP 
Staffs First Set of Interrogatories 
January 30, 2001 
Item No. 9 

REQUEST: 	 AT&T witness Lee Selwyn states in his direct testimony, page 16, 
beginning at line 11, that he disagrees that total local usage per residential 
access line has increased significantly over time because of the growth of 
ISP-bound calls. So that staff may determine whether usage per access 
lines for not only residential, but also small business, has increased, please 
provide the average number of minutes of use per access line, for the years 
1996 through 1999. Please provide separate responses for the following 
categories: 

a) 	 total access lines (all local services); 
b) 	residential flat rate; 
c) 	 residential measured; 
d) 	 single-line business flat rate; and 
e) 	 single-line business measured services. 
f) For each of the above categories, show the calculations used to derive 

the response, such as MODs/access lines or other formula. 
g) IT your responses show an increase in MODs per access line over the 

requested time period, to what do you attribute the increase? 
h) IT your responses show a decrease in MODs per access line over the 

requested time period, to what do you attribute the decrease? 
i) For your responses to g) and h) what evidence do you have to support 

your conclusion? 

RESPONSE: 	 Sprint provides the following response: 

a) 	 The average number of minutes of use per access line for total access lines 
(all local services) for Sprint - Florida follows: 

1996 8,668 
1997 10,776 
1998 15,976 
1999 17,922 

b) Sprint has not attempted to separately identify and track residential flat 
rate minutes. 

c) Sprint has not attempted to separately identify and track residential 
measured minutes. 

d) Sprint has not attempted to separately identify and track single-line 
business flat rate minutes. 

e) Sprint has not attempted to separately identify and track single-line 
business measured services minutes. 

f) Please refer to the attached schedule for the calculation of minutes of use 
per total access lines. 
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Sprint· Florida 

Total Local 
Minutes 

1996 
1997 
1998 
1999 

14,426,046,240 
18,985,320,576 
29,685,159,154 
35.131,496.448 

Residential 

Access Lns 


1,285,899 
1,355,137 
1,421,147 
1.501,869 

Business 

Access Lns 


378,325 
406,606 
436,950 
458,408 

Total 

Res & Bus 

Access Lns 


1,664,224 
1.761,743 
1.858,097 
1,960,277 

Staffs First Set of Interrogatories 
Item No. 9(1) 

AvgMOU 

Per 


Access Ln 


8,668 
. 10.776 

15,976 
17.922 
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g) Sprint believes that the increase in minutes of use per total access 1ines is 
due to an increase in Internet traffic and to the conversion of toll routes to 
EAS and ELC routes. 

h) 	 N/A 
i) 	 Sprint has converted 20 toll routes to EAS and ELC routes in 1997 

through 1999. Furthermore, according to a Nielsen Media Research 
Report on TV Viewing in Internet HouSeholds, May 1999, ''The Internet 
has been growing rapidly since 1995 and is currently available in 
approximately 38% of U.S. households." Per the NielsenllNetRatings 
Average Web Usage for the week ending February 4,2001, which 
estimates Internet usage based on a sample of households, an average user 
spends 30 minutes and 39 seconds per session, 5 times a week, for a total 
of 2 hours and 46 minutes per week. The current universe of Internet 
users is estimated at 162,994,528 members. 

INFORMATION PROVIDED BY: John M. Felz 
Director - State Regulatory 
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Sprint - Florida, Incorporated 
Docket No. 000075-TP 
Staffs First Set of Interrogatories 
January 30, 2001 
Item No. 10 

REQUEST: 	 If the FCC issues an order that is permissive with regard to any 
mechanism it prescribes for ISP traffic compensation, that is, an order 
which allows states to determine how termination of ISP traffic should be 
compensated, what action do you believe this Commission should take? 

RESPONSE: 	 Given that this docket pertains to ISP traffic only, Sprint urges this 
Commission to treat ISP-bound calls as though they were local calls for 
purposes of inter-carrier compensation arrangements. Thus, whatever 
compensation arrangements apply to purely local calls would apply to 
these calls as well. Furthermore, Sprint recommends that this Commission 
implement the bifurcated rate structure. Specifically, the switching charge 
should be bifurcated into a call setup charge and a call duration charge to 
ensure the charges match the underlying costs and guarantee that the costs 
are recovered appropriately. 

INFORMATION PROVIDED BY: 	 John M. Felz 
Director - State Regulatory 
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Sprint - Florida, Incorporated 
Docket No. 000075-TP 
Staffs First Set of Requests 
For Production of Documents 
January 30, 2001 
Item No.1 

REQUEST: Please provide any and all documents in your possession or under your 
control that support your response to staff interrogatory 2. 

RESPONSE: Attached are the results of a study Sprint conducted of Sprint - Florida 
central offices in which an ISP offered service in 2000. The trunks which 
served the ISP were studied to identify the originating and terminating 
minutes of use. 

INFORMATION PROVIDED BY: ~chaellfunsucker 

Director - Regulatory Policy 
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2000 

Sprint - Florida 
Central Office Study 

Originate Local To Local Minutes 
Originate Local To Local Calls 
Originate Local To lSP Minutes 
Originate Local To ISP Calls 

Originate Local to Local Average Call Duration 
Originate Local To ISP Average Call Duration 

Staffs First Set of Requests 
for Production of Documents 

, Item No.1 

57,384,612 
20,971,810 

100,526,520 
3,641,416 

2.74 
27.61 
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Sprint· Florida 

Central Offlce Study 

2000 

ALSPFLXADSO A??KFLXADS1 CRVWFLXADSO CYLKFLXADSO DESTFLXADSO DFS?FLXADSOFTMYFLXADSO FTWBFLXADSO F1WBFLXADSO FTWBFLXBDSO 

Originate Local To Local Minutes 3.109,816 1.818.719 1,739,057 2.929,470 1,564,406 962,132 3,448,219 2.565.286 2.565.286 805,425 
Originate Local To Local Calls 1,201,115 708,721 609,416 1.046,412 523.939 376.000 1.156.874 1,068.392 1,068.392 347,623 
Originate Local To ISP Minutes 369.558 380,918 3.805.036 2.178,606 3.130,858 2,022,426 19.702.609 1,809,656 1,809,656 5.396 
Originate Local To ISP Calls 15.630 12.485 105,459 73.698 97.360 56.098 72Q,639 48,473 48,473 207 

Originate Local to Local Average Call Duration 2.59 2.57 2.85 2.80 2.99 2.56 2.98 2.40 2.40 2.32 
Originate Local To ISP Average Call Duration 23.64 30.51 36.08 29.56 32.16 36.05 27.34 37.33 37.33 26.07 
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Sprint· Florida 

Central Office Study 

2000 

GLRDFLXADSO LBLLFLXADSO LKBRFLXADS1 LSBGFLXADS1 MRNNFLXADSO MTLDFLXADS1 NPLSFLXDDSO OCALFLXBDSO ORCYFLXADSO TLHSFLXADSO 

Originate Local To Local Minutes 1,141,066 1,528,475 1,744.682 3,760.854 2,060,574 235,381 2,729,690 1.387,720 3,517,705 1,719,426 

Originate Local To Local Calls 492,006 540.908 543.312 1,143,172 797,151 90,993 1,213,222 474,240 608,066 879,579 
Originate Local To ISP Minutes 34.536 2,020,680 1,752,715 16,339,488 4,815,870 4,410,485 14,698.956 18,091 2.076,430 2.884.067 
Originate Local To ISP Calls 322 49,638 69,406 605,117 110,727 213,223 565,307 8,915 58,443 161,872 

Originate Local to Local Average Call Duration 2.32 2.83 3.21 3.29 2.58 2.59 2.25 2.93 5.79 1.95 
Originate Local To ISP Average Call Duration 107.25 40.71 25.25 27.00 43.49 20.68 26.00 2.03 35.53 17.82 
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" ~Sprlnl - Florida 

Central Offlca Study 

2000 


TLHSFLXADS1 TLHSFLXBDSO TLHSFLXCDSO TLHSFLXEDSO TLHSFLXFDSO TVRSFLXADSO VLPRFLXADSO WN?KFLXADS1 TOTAL 

Orlglnale Local To Local Minutes 5,834,335 1,741,006 1,104,156 992,375 870,076 987,974 1,144,297 3,377,007 57,384,612 

Orlglnale Local To Local Calls 2,697,914 544,539 512,023 532,630 300,393 361,517 385,773 747,488 20,971.810 

Originate Local To IS? Minutes 432,263 46.747 46.368 68.891 71.284 909,215 11.551.390 3,134,325 100,526,520 

Origlnale Local To ISP Calls 11,542 1,186 711 1,935 1,554 24,228 467,298 111,470 3,641.416 


Originate Local 10 Local Average Calf Duration 2.16 3.20 2,16 1.86 2.90 2.73 2.97 4.52 2.74 

Originate Local To ISP Average Call Duration 37.45 39.42 65.22 35.60 45.87 37.53 24.72 28.12 27.61 
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Sprint - Florida, Incorporated 
Docket No. 000075-TP 
Staffs First Set of Requests 
For Production of Documents 
January 30, 2001 
Item No. 2 

REQUEST: 	 Please provide any and all documents in your possession or under your 
control that support your response to staff interrogatory 9(1). 

RESPONSE: 	 Attached are the Nielsen Media Research Report on TV Viewing in 
Internet Households, May 1999, and the NielsenilNetRatings Average 
Web Usage for the week ending February 4,2001. 

INFORMATION PROVIDED BY: 	 John M. Felz 
Director - State Regulatory 
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Us~ge Stats Page 1 of 1 

NielsenllNetRatings 

Average Web Usage 
Week end of February 04,2001, U.S. 

tRome•• 

BACK TO HOT OFF THE NET 

Number of Sessions per Week 5 

Number of Unique Sites Visited 
Time Spent per Site 

5 
32: 01 i 

Time Spent per Week 2: 46: 241 

Time Spent During Surfing Session 30:39 

Duration of a Page viewed 00:59 

Active Internet Universe 63,540,099i 

Current Internet Universe Estimate 162,994,528 i 

The reported Internet usage estimates are based on a sample of households that have access to the Internet and use the following platforms: 

Windows 951981NT. and MacOS 8 or higher. 


The NieisenilNetRatings Internet universe is defined as all members (2 years of age or older) of U.S. households which currently have access to 

the Internet. 


Copyright 2001 NetRatings, Inc. 

8J 

http://209.249.142.27/nnpmlowaINRpubJicreports.usageweekly 2112/01 
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TV Viewing in Internet Households 

A Report by: 

Ii'NIELSENIMEOlA 

Data Sources: 

National People Meter data - May 1999 


Nie/senllNetRatings - May 1999 


, 
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Executive Summary 
The rapid growth of home Internet access in the U.S. and the continued capability of television 
to reach mass audiences is naturally giving rise to efforts by key media players to better 
understand how these two powerful media affect one another and how they can be used in 
concert as communications and advertiSing vehicles. Television is a fixture in U.S. households 
with virtually all U.S. households having at least one 1V set. and three out of every four having 
multiple sets. Cable/satellite lV is available to 75% of households. In the average household, 
the 1V set is on more than 7 Y2 hours a day, every day of the week, every week of the year with 
individuals viewing anywhere from 3 hours a day (teens 12-17) to almost five hours a day 
(Women 18+). lV's penetration and high viewing levels has led advertisers to use this media 
extenSively to reach their audiences. Over $45B is spent annually on TV advertising. 

The Internet has been growing rapidly since 1995 and is currently available in approximately 
38% of U.S. households. These households are a desirable segment for advertisers, as they 
tend to be more educated and affluent than the average U.S. household. Over 100 Million 
people have access to the Intemet from home. Approx. 60 million of these use the Internet at 
least once a month (active users). The active users get on the Internet every other day for 
approximately 30 minutes per session. Average monthly usage for active users is about seven 
and a half hours. The Internet attracted $2B in advertising in 1998. 

As more and more Internet companies start to leverage the reach of television to draw 
audiences to their web sites, and as the Internet becomes an increasingly important part of TV 
and cable networks' plans and delivery capabilities, the need to understand the interplay 
between the two media grows for Internet players and for broadcast and cable entities. With 
convergence knocking at the door, it may soon be commonplace for people to move 
seamlessly from one medium to another on the same delivery platform - TVs or PCs. 
Understanding how people use these two electronic media for information, entertainment, 
shopping, travel planning and all the things the Internet offers will enable the industry to be 
better positioned to deliver the types of programming and functionality people want and need. 

Research done by Nielsen Media Research suggests that: 
)­ Internet homes are lighter 1V viewers but analyses of the same homes before they had 

Internet access revealed that they were lighter 1V viewers to begin with. There is currently 
almost no indication that Internet access cannibalizes television usage; instead, it offers a 
targeted vehicle to supplement advertising reach among these lighter television viewers. 
We are committed to ongoing research to measure and understand the evolving 
relationship between television and Internet usage. 

)­ While Internet homes are lighter TV viewers, they seem to watch certain types of shows 
and outlets more than non-Internet homes. 

This report provides a look at viewing habits in homes with Intemet access and is based on 
data comparisons from the 5,000 household Nielsen National People Meter Panel. It also 
draws from other research done by Nielsen Media Research to better understand cross-media 
consumption and its implications for sellers and buyers of advertising on TV and the Internet. 

Manish Bhatia 
Vice President - Interactive Services 

Nielsen Media Research 
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The TV Viewing Profile 

As of March 1999, there were 99.4 million TV households in the United States. Of 
those, 74 million had more than one TV set, and 75 million households had access to 
cable and/or satellite TV. 

One of the most basic measures of television viewing is the number of hours per day 
the television set is in use - Households Using Television - or HUT. Overall TV usage 
has remained fairly constant over the past five years, averaging about 7 hours of TV 
usage a day. Seasonal differences are evident with increased viewing in the winter 
months (7 Y2 hours in Feb.) and lower figures during the summer (6 hrs. 50 minutes in 
July). 

Prime time (Mon-Sat 8PM - 11 PM and Sunday 7PM - 11 PM) continues to attract the 
most viewing activity. It is the daypart in which all segments of the audience spend the 
most time viewing. For March 1999, approximately 97 million persons watched TV 
during prime time per day with Sunday programming being the most watched (106 
million people), and Friday and Saturday programming the least watched (90 million 
people). 

Other dayparts reveal some clear differences by age group. For example, women 55+ 
spend the most time watching daytime television. Children watch more Saturday 
morning television and account for the fewest hours of prime time viewing. Sunday is 
the most viewed night of the week but not among all demographic categories. More 
children watch television on Friday nights than on Sunday night. Conversely, fewer 
men and women watch television on Friday and Saturday nights. Generally speaking, 
there are more women in the audience than men. 

People who subscribe to premium services (e.g. cable, satellite, etc.) spend more time 
watching television than any other category of viewers - over 15 hours a week more 
than homes without premium services. Similarly, large families tend to watch more TV, 
and persons in higher income homes watch less TV. 

The growth of cable and increases in the number of channels continues to increase the 
viewing options in the average TV household. By 1998, the average TV home was 
able to receive 57 channels. While the number of channels available in the TV home 
continues to grow, the number of channels actually viewed has not grown beyond 13. 
(The term 'viewed' is defined as 10 or more continuous minutes per channel.) 
Coincidentally, this number is comparable to the number of unique sites Internet surfers 
tend to visit in a month (12 - described in detail in the following section). It should be 
noted that this list of 13 channels is not the same for every TV viewer. Each viewer has 
his or her own preferences that get reflected in what they watch, and each person has 
his or her own preferences for Web sites they visit 

TV Viewing In Internet Homes 
Nielsen Media Research - May 1999 

Page I 
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The Internet Surfing Profile 

Latest estimates done by the NielsenllNetRatings Internet measurement service puts 
the number of Internet homes in the US for May 1999 at approximately 38 million. 
These Internet households represent approximately 105 miflion people who have 
access to the Internet. It has been repeatedly pOinted out in various studies that these 
households are more educated and have higher incomes than non-Internet households 
do. Of the people who have Internet access at home, 63 million people - about 2/3 of 
them - are active users, logging on to the Internet from home at least once a month. 

On average, these active users tend to log on every other day (16 sessions a month). 
They tend to visit about 12 unique sites and view over 300 pages of content per month. 
This 12-site number is very close to the 13 channels viewed in TV households and may 
suggest that irrespective of how many TV channels or sites there are out there, people 
tend to find favorites and stick with them. Per session, they tend to view about 20 
pages. They spend about 7 % hours a month on the Internet from home with each 
session lasting a bit less than half an hour. 

The power of portals is evident from the fact that despite thousands of sites available, 
90% of the online audience visits at least one of the top 10 sites in a given month. 

Over half the people log on to the Internet during the hours of 5PM and 10PM from 
home with activity during the 1AM-4AM dropping to less than 10% of users. 
Teenagers (12-17) are more likely to be on the Internet during the hours of 3PM-5PM. 
People 55+, incidentally, are also more likely to be surfing the Internet during the same 
hours. The 25-54 group tends to go online during the 8PM-10PM hours. 

Researching cross-media consumption since 1997 

Nielsen Media Research first looked at TV viewing trends in Internet homes in the Fa" 
of 1997 when every household in the entire 5,000-household National People Meter 
Sample was classified as Internet enabled or not. We looked at viewing data in 
Internet households and compared them to viewing in non-Internet households. The 
data for the reporting month of Oct. 1997 suggested that Internet homes were lighter 
TV viewers. This was confirmed in two subsequent updates - one in Apr. 1998 and the 
other in Oct. 1998. 

While research done by Nielsen. Media Research confirms that Internet homes watch 
less TV and that Internet homes were lighter TV viewers even before they got Internet 
access, based upon current research, there is little evidence that suggests that the 
Internet is directly impacting television viewing. Homes that got Internet access were 
lighter viewers even before they got Internet access. We are committed to ongoing 
research to measure and understand the evolving relationship between television and 
Internet usage. 
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What begins to emerge from current research is a media consumption profile for people 
living in Internet households that is far more revealing than the relatively simple 'light' 
or 'heavy' viewership classifications. People in Internet households seem to consume 
media differently than persons living in non-Internet households. In some cases, they 
consumed less of other media; in other cases they consumed more of other media. 

Broadcast TV viewing in Internet Households 
The following analysis is a snapshot based upon May 1999 TV viewing data from the Nielsen Media 
Research National TV panel. 
~ Overall, Internet HHs watch less TV than all TV HHs 
On average, 29.7% of all US TV households had the TV set on at any given point in 
time during the day for May 1999. Only 26.9% of Internet households had the TV set 
on resulting in a 10% lower TV usage compared to all HHs. 
~ Differences In TV viewing between people living In homes with Internet 

access and non-Internet homes are greatest during weekday daytime. 
~ Viewing levels In prime-time were comparable for Internet homes and non­

Internet homes. 

Total Day All TV HHs Internet HHs Index 
(8ase=100) 

HHs 29.7 26.9 90 
Men 18-49 13.7 11.9 87 

Women 18-49 16.2 13.9 85 
Mon-Fri 9AM-4PM 

HHs 25 20.2 81 
Meli 18-49 7.6 5.6 74 

Women 18-49 13 10.4 80 
Prime Time 

HHs 57.8 56.1 97 
Men 18-49 32.3 31.5 98 

Women 18-49 35.1 
-

33.2 -­ 95 

As is apparent from the above data, total day viewing in Internet homes is about 10­
15% lower than non-Internet homes (a late 97/early 98 study pointed to 16% lower 
viewing levels in Internet homes). However in prime time, viewing levels are fairly 
comparable. 

Looking at viewing to specific networks, the following trends emerge: 

~ 	ABC and NBC over deliver In Primetime for male 18-49 and female 18-49 
demos In Internet homes 
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. IBroadcast Network V: tH holds for Prime T foil._ •••••Q-_ ••• ••• --.~.--. ----­ ..... - -- -_ .._.--­~-

ABC 
Men 18-49 

Women 18-49 

All TV HHs 
3.7 
4.9 

Internet HHs 
4.0 
5.1 

Index (Base =100) 
109 
104 

CBS 
Men 18-49 

Women 18-49 
FOX 

Men 18-49 
Women 18-49 

2.7 
4.3 

4.2 
4.6 

2.5 
4.0 

4.4 
4.5 

93 
93 

103 
98 

NBC 
Men 18-49 

Women 18-49 
PAX TV 

Men 18-49 
Women 18-49 

UPN 
Men 18-49 

Women 18-49 
The WB Network 

Men 18-49 
Women 18-49 

4.7 
6.4 

0.2 
0.3 

1.0 
1.1 

1.1 
2.3 

5.3 
7.1 

0.1 
0.2 

1.0 
0.9 

1.0 
2.1 

112 
111 

58 
73 

95 
81 

91 
90 

While networks like UPN and The WB Network under deliver in Internet homes, some 
of their shows do deliver high ratings in Internet homes. FelicIty and Dawson's 
Creek. (The WB Network) StarTrek- Voyager and Dllbert (UPN), 60 Minutes and 
Chicago Hope (CBS) are examples of such shows. 

While ABC and NBC's prime time schedules over deliver in Internet homes, audiences 
are selective about what they watch on these networks also. Despite strong prime time 
delivery, Boy Meets World (ABC) and World's Most Amazing Videos (NBC) under 
deliver in Internet homes. 
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Cable TV Viewing in Internet Homes 

Cable shares some common themes with the Internet. Not too long ago, cable was the 
'new media: It offered viewers niche programming tailored to their individual tastes. 
The early adapters of cable were affluent households that were more likely to have 
kids. Cable also promised the advertisers the ability to deliver targeted audiences. 

However, just like broadcast viewing, people in Internet homes have a different cable 
consumption profile than that of people in non-internet homes. Certain cable networks 
do better in Internet homes compared to non-Internet homes. Here also, we look at 
prime time viewing as that is when most of the TV viewing occurs. Below are the top 10 
cable networks that over indexed for tl)e key demos in Primetime: 

Demo/Network Men 18-49 (Rank) Women 18-49 
(Rank) 

CNBC 139 (1) 156 (1) 
HGTV 108 123 (8) 
History 109 126 (5) 
Discovery 115 (8) 122 (9) 
E! Entertainment 134 {4} 125 (7) 
FX 102 121 (10) 
CNN 123 (6) 134 (3) 
ESPN 113 (10) 109 

. 

Fox News 124 (5) 126 (5) 
Headline News 135 (3) 132 (4) 
MSNBC 137 (2) 140 (2) 
Sci-FI 114 (9) 91 
VH1 118 (7) 110 
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Syndicated TV Viewing In Internet homes 

The following syndicated shows over deliver to the Males 18-49 and Female 18-49 
demo in Internet homes in May 1999. 

Females 18-49 
Index 

TV.COM 152 
ACCESS HOllYWOOD (An 117 
LIVE-REGIS & KATHIE lEE 111 
ROSIE O'DONNEll SHOW 111 
SAVE OUR STREETS 110 
G.MICHAEl SPORTS-MACHINE 106 
WHEEL OF FORTUNE-WKND 106 
ENTERTAINMENT TONIGHT 105 
ROSEANNE SHOW 105 
TRIBUNE PRIME NEWS 105 
MMN HOME TEAM BASEBAll 104 
SISKEl AND EBERT 103 
STAR TREK:DEEP SPACE NINE 103 
ENTERTAINERS 102 
YOUR NEW HOUSE 102 
FRIENDS-SYN (An 101 
LIVING BETTER W C. WIATT 101 

Males 18-49 
Index 

STAR TREK:DEEP SPACE NINE 137 
TV.COM 116 
CLICK 114 
EARTH: FINAL CONFLICT 111 
ACCESS HOllYWOOD (An 109 
QUICK WITZ 108 
AMERICA OUTDOORS 107 
ENTERTAINMENT TONIGHT 106 
HOWARD STERN RADIO SHOW 106 
S.O.F.:SPCl OPS FORCE 106 
HOllYWOOO SQUARES 105 
FRIENDS-SYN (An 101 
X-FllES-SYN (AT) 101 
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In Conclusion 

The data outlined above are one slice of the research Nielsen Media Research has 
been doing to help our customers better understand TV viewing patterns in Internet 
homes. The analysis holds valuable lessons for all players in the TV and Internet 
arenas in the following ways: 

» 	Internet companies are increasingly relying on TV to pitch their products and 
services. This information can help them develop more effective media campaigns 
and deliver their messages on programs and dayparts that deliver the Internet 
enabled audience. 

» 	Broadcast and Cable Networks are increasingly wearing two hats by producing both 
TV and Internet content. As such, they can use this information to better 'manage' 
their audiences in getting them to flow from one medium to the other. 

» 	As sellers of advertising time to Internet companies, broadcasters and cable 
networks can use this information to offer the Internet companies schedules that 
better deliver on their target audiences. 

Understanding media consumption profiles of people living in Internet households can 
better position the TV and Internet industry to develop and deliver information, 
entertaining and advertising content in the post convergence world. 

Next Steps 

In addition to providing the television and Internet industries with quality research, 
Nielsen Media Research has been activity partiCipating in various convergence trials 
around the country. We are committed to contributing to the body of research and 
helping our clients better understand how people flow from one media to another and 
back. Additional studies are planned for the second half of 1999 and into 2000. 

Stay tuned! 
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Sprint - Florida, Incorporated 
Docket No. 000075-TP 
Staffs First Set of Requests 
For Production of Documents 
January 30, 2001 
Item No. 3 

REQUEST: Please provide a copy of the orders of Pennsylvania, North Carolina, 
Nevada, and Texas that are referred to in the direct testimony of Michael 
Hunsucker. 

RESPONSE: Attached are copies of orders from Pennsylvania, North Carolina, Nevada, 
and Texas that are referred to in the direct testimony of Michael 
Hunsucker. 

INFORMATION PROVIDED BY: Michael Hunsucker 
Director - Regulatory Policy 
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23. That the record in these proceedings sha11 be marked closed. 

BY THE COMMISSION, 

James J. McNulty 
Secretary 

(SEAL) 

ORDER ADOPTED: August 26, 1999 

ORDER ENTERED: September 30, 1999 
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XIV. INTERNET/RECIPROCAL COMPENSATION 

A. Introduction 

The payment of reciprocal compensation 192 for the termination of traffic to 

Internet Service Providers (hereinafter sometimes referred to as ISPs) has been a 

particularly contentious issue between ILECs and CLECs. Generally, CLECs assert that 

traffic to ISPs should considered local traffic subject to the reciprocal compensation 

prOVisions of Section 251(b)(5) of the Communications Act of 1934, as amended by 

TA-96. Conversely, ILECs contend that traffic to ISPs should be considered interstate 

traffic and thus not subject to reciprocal compensation. 

The FCC recently detennined that internet calls are interstate for 

jurisdictional purposes although the states are free to detennine the compensation· 

treatment of these interstate calls.193 However, notwithstanding the jurisdictional nature 

of this traffic, at present the FCC has left it to the states, to determine the proper treatment 

of this traffic for the purpose of the payment of reciprocal compensation for the 

termination of ISP calls among carriers.194 On this issue, the ILECs generally take the 

position that the Commission's TCG Order is no longer controlling in light of the FCC's 

conclusion that calls to ISPs are interstate for jurisdictional purposes. CLECs generally 

disagree with this position. 

192 
Reciprocal Compensation is a settlement process involving the payment between IT..ECs 

and CLECs (inter-carrier compensation) to each other to terminate local cans on each other's local 
exchange network. Section 251(b)(5) ofTA-96 requires all LECs to "establish reciprocal compensation 
arrangements for the transport and termination of telecommunications." The FCC's Local Competition 
Order. II FCC Rcd 15499, 16013 (1996» construed this provision to apply only to the transport and 
termination of "local telecommunications traffic." 

193 See, In the Matter of ... Inter-Carrier Compensation for ISP-Bound Traffic. CC Docket 
No. 99-68 (released February 26, 1999) ( FCC Inter-Carrier Compensation Order). 

194 See, Petition For Declaratory Order ofTCG Delaware YaHey. Inc. for Clarification of 
Section 5.7.2 onts Interconnection Agreement with Bell Atlantic-Pennsylvania, Inc.; Docket 
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Before discussing our resolution of the InternetiReciprocal Compensation 

issue, we provide the following background for the specific developments that have taken 

place in Pennsylvania with regard to these issues. 

B. Background 

On September 19, 1997, TCO Delaware Valley, Inc. (TCO) filed a Petition 

for Declaratory Order seeking clarification of its Interconnection Agreement with Bell­

Atlantic-Pa., Inc. (BA_PA).195 The main issue in this proceeding centered on whether 

calls to connect to Internet Service Providers (ISPs) should be classified as local traffic, 

subject to reciprocal compensation. TCO filed an Amended Petition on October 1, 1997 

requesting the Commission to clarify, interpret, and enforce Section 5.7.2 of the 

BA-PAlTCO Interconnection Agreement. Specifically TCO requested that the 

Commission declare that traffic from a BA-PA end-user to an ISP is local traffic and that 

BA-P A should pay reciprocal compensation for termination of its traffic. 

On December 11, 1997, we ordered that the TCO Petition be held in 

abeyance pending review and consideration offurther comments on this matter. That 

Order was published in the Pennsylvania Bulletin for the purpose of soliciting comments 

on (1) whether and why calls placed to a local number of an ISP should be treated 

differently from local, voice-grade service to other numbers generally, and,(2) what the 

specific characteristics of Internet calling and the unique costs associated with originating 

and terminating such traffic are. 

No. P-00971256, (Order entered June 16, 1998) (TCG Order) for more details concerning ISP traffic at 
the state level in Pennsylvania. 

195 See, Petition For Declaratory ofTCG Delaware Valley, Inc. for Clarification of 
Section 5.7.2 of its Interconnection Agreement with Ben Atlantic-Pennsylvania, Inc.; Filed 
September 19, 1997; Amended October 22, 1997; Docket No. P-00971256. 

~ 

Ll~ 



On June 16, 1998, we determined that the term "Local Traffic",96 as used in 

that Interconnection Agreement, includes local traffic from BA-PA's end-user customers 

to ISPs, who are TCG's end-user local customers, and we ordered BA-PA to "pay TCG 

the applicable termination rate for such local calls under the reciprocal compensation 

provisions of the Interconnection Agreement." (Ordering Paragraph 2). We also 

concluded that "the issue ofwhether end-user traffic to an ISP is jurisdictionally interstate 

or intrastate is not material to our authority over interconnection agreements.197 At the 

same time we directed BA-PA to advise us within ten (10) days ofwhether it wished to 

initiate a generic proceeding. 

In response, BA-PA filed, at Docket No. P-00981404, a Petition of Be]] 

Atlantic-PA, Inc. for Generic Proceeding to Investigate Issuance of "Local" Telephone 

Numbers to Internet Service Providers by Competitive Local Exchange Carriers on 

June 26, 1998.198 

196 
Section 1.44 of the Agreement defines "Local Traffic" as: traffic that is originated by a 

Customer ofone Party on that Party's network and terminates to a Customer of the other Party on that 
Party's network, within a given caJling area, or expanded area service (EAS) area, as defined by BA's 
effective Customer tariffs, or, if the Commission has defined local calling areas applicable to all LEes, 
then as so defined by the Commission. 

197 In support of this conclusion, we expressed our agreement with TCG that the Eighth 
Circuit Court found that state commissions retain the primary authority to enforce the substantive tenns 
of the agreements made pursuant to Sections 251 and 252, and that this Commission's authority under 
the federal Act is applicable even where the underlying jurisdiction of the calJ is interstate because the 
Act gives state commissions authority to review and arbitrate intercoimection agreements governing 
intrastate, interstate and international traffic. (Order, p.20). 

198 See. Petition ofBell Atlantic-PA. Inc. for Generic Proceeding to Investigate Issuance of 
"Local" Telephone Numbers to Internet Service Providers by Competitive Local Exchange Carriers, filed 
June 26, 1998, Docket No. P-00981404. 
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By our Opinion and Order entered September 2, 1998, at Docket 

Nos. P-0098 1 404 and P-00971256,199 we granted BA-PA's Petition, opened an 

investigation, and directed that it include the fundamental question ofwhether Internet 

traffic and Internet calls are local as a matter of policy in Pennsylvania. (Order, pp. 3 

and 5). That proceeding has been stayed during consideration of this matter. BA-P A 

subsequently sought to withdraw their request for an investigation into industry practices 

regarding the assignment of local numbers to CLECs in conjunction with the delivery of 

ISP arrangements. Consequently, the only remaining issue is the state's treatment of 

internet calls. 

C. Disposition 

As we previously noted, on February 26, 1999 the FCC released its Inter­

Carrier Compensation Order, ruling that ISP traffic is predominantly interstate and thus 

within the FCC's jurisdictional authority. The FCC reached that determination by, inter 

alia, adopting a "one-call" approach to internet traffic, which treats a call from a user's 

premises to an ISP's server and from the ISP's server onto the internet as one seamless 

call, and rejected the "two-call" approach, which considers a can from a user's premises 

to an ISP's server and then from the ISP's server onto the internet as two separate calls. 

The FCC rejected the "two call" approach advocated by states and competitive service 

providers by reasoning that complete end-to-end calls to an ISP do not terminate at the 

ISP's local server, but continue to the ultimate destination or destinations, specifically at 

an Internet website that is often located in another state. The FCC also indicated that 

"while to date, the Commission [FCC] has not adopted a specific rule governing the 

matter, we note that our policy of treating ISP-bound traffic as local for purposes of 

interstate access charges would, if applied in the separate context of reciprocal 

199 See, Investigation ofIssuance of Local Telephone Numbers to Internet Service Providers 
by Competitive Local Exchange Carriers. Docket Nos. P-00981404 and P-00971256 (Order entered 
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compensation, suggest that such compensation is due for that traffic." (FCC Inter-Carrier 

Compensation Order, ~26). Therefore, even though the FCC considers traffic to ISPs as 

predominantly interstate in nature and thus jurisdictionally interstate, it appears that from 

a regulatory standpoint, the states may treat ISP-bound traffic as local traffic so long as 

there is no conflict with governing federal law. 

The 1648 Petitioners rely on the FCC's opinion for the proposition that 

states can determine whether calls to ISPs are local or interstate in nature. They argue 

that the Commission is allowed to and should continue to treat Internet traffic as local 

traffic consistent with the precedent established by our TCG Order. 

The 1649 Petitioners rely on the same FCC opinion for the proposition that 

all parties should have the ongoing right to argue prospectively the' issue of reciprocal 

compensation under then-applicable law. In addition, they believe that calls to ISPs are 

interstate and thus not subject to the reciprocal compensation settlement arrangement. 

The opposing views by the parties in the 1648 and 1649 Petitions have not 

changed in this proceeding. Proponents for the local treatment of internet calls marshall 

the following points in support of their view: 

• To date over thirty states have concluded that reciprocal compen­
sation should be paid for ISP traffic. (Intermedia St. No.1, p. 41). 

• The FCC Inter-Carrier Compensation Order declared that the states 
retain the jurisdiction to decide whether reciprocal compensation 
applies, even though the calls are jurisdictionally interstate, because 
the decisions will not conflict with any FCC rule. (AL TS, M. B., 
p.48). 

September 2, 1998). 
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• 	 Both Florida and Alabama issued decisions that applied reciprocal 
compensation to ISP traffic after the FCC Order. (Intermedia St. 
No. I, pp. 44-45) 

• 	 Our TCG Order remains sound precedent after the ruling of the 
FCC because: (a) the Commission expressly considered, and 
rejected, BA-PA's argument that the "end-to-end" nature of the call 
precluded reciprocal compensation; (b) the TCG decision correctly 
concluded that the jurisdictional question of whether the call was 
interstate or intrastate was "not material to our authority over inter­
connection agreements," (c) the Commission's interpretation of the 
interconnection agreement was based on "extrinsic evidence" that 
technology had only recently been developed to distinguish between 
ISP-bound and other calls, and (d) the Commission relied on TCG's 
"... citation to the industry understanding and practice involving 
reciprocal compensation for ISP calls as compelling." (Main Brief 
ofALTs, et aI., p. 50). 

• 	 Treating ISP-traffic as "local" for purposes of intercarrier compen­
sation is decidedly in the public interest in promoting local 
exchange competition and access to the Internet. (AT&T Main 
Brief, p. 83). 

• 	 The FCC has no rule governing intercarrier compensation for ISP­
bound traffic; thus in order fulfill their statutory obligation under 
Section 252 ofthe federal Telecommunications Act, state 
commissions have had no choice to establish an inter-carrier 
compensation mechanism and to decide whether and under what 
circumstances to require the payment of reciprocal compensation. 
(FCC Intercarrier Compensation Order, ,26). 

• 	 The Massachusetts Order ruled only that the "sole and exclusive" 
basis for its earlier decision that reciprocal compensation is owed 
for ISP traffic, the so-called "two call theory," had been invalidated 
by the Inter-Carrier Compensation Order. The Massachusetts Order 
did not however state that reciprocal compensation was not owed 
for ISP-bound traffic. (CTSI M.B. p.24). 

• 	 Both BA-PA and GTE treat ISP traffic as local for separations 
purposes. Tr. 561; Tr. 1333. 

~ 
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Opponents of the position that ISP traffic should be treated as local for 

reciprocal compensation purposes argue the following: 

• The determination of whether an Internet-bound call is "local" 
depends on the terminating point of the complete end-to-end call and 
Internet-bound calls do not terminate at the ISP's local server, but 
continue to the ultimate destinations, specifically at an Internet 
website that is often located in another state. (BA-PA Main Brief, 
p.55). 

• The FCC Inter-Camer Compensation Order confirmed that 
"reciprocal compensation is mandated under § 251 (b)( 5) only for the 
transport and termination of local traffic," and that "ISP-bound 
traffic is non-local interstate traffic!' As a result, the FCC ruled, "the 
reciprocal compensation requirements of section 251 (b)( 5) of the Act 
and [the FCC's implementing] rules do not govern inter-carrier 
compensation for this traffic." (Footnotes omitted) (BA-PA Main 
Brief, p. 54). 

• Two states, Massachusetts and New Jersey, recently reversed their 
prior decisions and concluded that Internet traffic is not subject to 
reciprocal compensation based on the FCC Inter-Carrier 
Compensation Order. 

• The relief demanded in the 1648 Petition is not in the public interest 
because the unqualified payment of reciprocal compensation for ISP 
traffic does not promote real competition in telecommunications; 
rather, it enriches competitive local exchange carriers, Internet 
service providers, and Internet users at the expense of telephone 
customers or shareholders. 

• If small ILECs are required to remit reciprocal compensation to 
CLECs for ISP traffic, a potentially significant incremental cost 
could be created which could translate into extremely high local 
service rates to end users. (RTCC Main Brief, p. 43). 
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The specific issues we must address are whether the FCC Inter-Carrier 

Compensation Order requires us to reverse our TCG Order and discontinue the 

appJication of reciprocal compensation for ISP calls in light of the fact that the FCC 

deemed those calls predominantly interstate in nature and whether, as a matter of policy, 

Pennsylvania will treat internet calls as local calls for pUIposes of compensation to the 

extent permitted by Federal law. These are questions oflaw and policy. 

Based on our review of the record, we find more compelling the arguments 

set forth by the proponents of the position that ISP calls should be treated as local calls 

for reciprocal compensation purposes. Moreover, we decline to reverse our prior TCG 

decision consistent with this detennination. 

Consequently, we direct that ISP calls shall continue to be treated as local 

calls as a matter ofpublic policy in Pennsylvania, for the pUIpose of intercarrier 

compensation consistent with federal law and policy 

Carriers must continue to abide by the current interconnection agreements 

regarding reciprocal compensation for the local treatment of ISP calls, consistent with the 

FCC Order and this detennination. In addition, we direct that calls to local ISPs shall be 

considered local and that reciprocal compensation shall be applied on all ISP traffic for 

all future interconnection agreements filed with this Commission. 

The FCC Inter-Carrier Compensation Order which provides broad authority , 

to state commissions in the application of reciprocal compensation as stated below: 

Although reciprocal compensation is mandated under 
§2S1(b)(5) [ofTA-96] only for the transport and tennination 
of local traffic, neither the statute nor our rules prohibit a state 
commission from concluding in an arbitration that reciprocal 
compensation is appropriate in certain instances not addressed 
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by section 2S1(b)(S), so long as there is no conflict with 
governing federal law. A state commission's decision to 
impose reciprocal compensation obligations in an arbitration 
proceeding -- or a subsequent state commission decision that 
those obligations encompass ISP-bound traffic -- does not 
conflict with any commission rule regarding ISP-bound 
traffic.88 By the same token, in the absence of governing 
federal law, state commissions also are free not to require the 
payment of reciprocal compensation for this traffic and to 
adopt another compensation mechanism. 

88 As noted, in other contexts we have directed the states to treat such traffic as 
local. See ESP Exemption Order. 3 FCC Rcd 2631,2635 n.8, 2637 n.53. 

This language, referenced in the comments ofnumerous proponents of the 

1648 Petition, belies BA-PA's position that we lack authority to require reciprocal 

compensation for ISP calls on the sole basis that Internet cans are jurisdictionally 

considered interstate. 

We are mindful of RTCC's concern that if sma]] ILECs are required to 

remit reciprocal compensation to CLECs for ISP traffic, a potentiaHy significant 

incremental cost could be created which could translate into extremely high local service 

rates to end users. (RTCC Main Brief, p. 43). However, as the CTSI points out, the 

record shows that currently no member of the RTCC has a CLEC operating within its 

territory to which it makes or receives reciprocal compensation payments. (CTSI Joint 

Brief. p. 21. referring to Tr. at 559 (Laffey cross). Moreover. this is an issue the small 

ILECs may address during the suspension period provided to them under 

Section 271 (f)(2) of the TA-96. 

Finally. we note that the Joint Brief of CTSI. et al., accurately describes our 

logic in examining the extrinsic factors before reaching a decision ofwhether local calls 

to ISPs are eligible for reciprocal compensation. (CTSI Joint Brief. pp. 20 - 22). In this 
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regard, we note that we have previously examined, in the context of the reG Order,2oo the 

following extrinsic factors dictated by the FCC201 in reaching our decision that local calls to ISPs 

are eligible for reciprocal compensation: 

• 	 the negotiation of the agreement in the context of the FCC's 

longstanding policy of treating the traffic as local; 


• 	 the conduct of the parties pursuant to those agreements; 

• 	 whether LECs serving ISPs have done so out of intrastate tariffs; 

• 	 whether revenues associated with those services were counted as 
intrastate revenues; 

• 	 whether there is evidence that ILECs or CLECs made any effort to 
meter this traffic or otherwise segregate it from local traffic; and 

• 	 whether, if ISP traffic is not treated as local and subject to recip­
rocal compensation, ILECs and CLECs would be compensated for 
this traffic. 

Moreover, we underscore here our expectation that all parties to existing interconnection 

arrangements will continue to abide by those arrangements to prevent unnecessary 

litigation ofthe issues underlying this determination. 

200 See TCG Decision at 22-23. 

201 Inter-Carrier Compensation Order, at -U24. 
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STATE OF NORTH CAROLINA 

UTILITIES COMMISSION 


RALEIGH 


DOCKET NO. P-582, SUB 6 


BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 


In the Matter of 

)

Petition by ICG Telecom Group, Inc. For 
) ORDER RULING ON OBJECTIONS, REQUEST

Arbitration of Intercoooection Agreement with 
) FOR CLARIFICATION, RECONSIDERATION, 

BellSouth Telecommunications, Inc. Pursuant to 
) AND COMPOSITE AGREEMENT

Section 252(b) of the Telecommunications Act )
of 1996 

BEFORE: Jo Anne Sanford, Chair; and Commissioners Robert V. Owens, Jr. and Sam J. Ervin, N 

BY THE COMMISSION: On November 4, 1999, the Commission entered its Recommended 
Arbitration Order (RAO) in this docket. As part of that Order, the Commission made the following 

FINDINGS OF FACT 

1. The parties should, as an interim inter-carrier compensation mechanism, pay reciprocal 
compensation for dial-up calls to Internet Service Providers (ISPs) at the rate the parties have agreed upon 
for reciprocal compensation for local traffic and as finally determined by this Order, subject to true-up at 
such time as the Commission has ruled pursuant to future Federal Communications Commission (FCC) 
consideration of this matter. 

2. ICG Telecom Group, Inco's (ICG's) Charlotte switch serves an area comparable to that served 
by BellSouth Telecommunications, Inc.'s (BellSouth's) Charlotte tandem switch and ICG's switch also 
provideS the same functionality as that provided by BellSouth's tandem switch. For reciprocal 
compensation purposes, ICG is entitled to compensation at the tandem intercoooection rate (in addition to 
the other appropriate rates) where its switch serves a geographic area comparable to that served by 
BellSouth's tandem switch. 

3. The Commission declines to decide at this time whether BellSouth should be required to 
commit to provisioning the requisite network buildout and necessary support. The Commission encourages 
BellSouth and ICG to continue to negotiate on this issue. Further, the Commission notes that since a 
similar provision is found in BellSouth's Revised Statement ofGenerally Available Terms (SGAT) and at 
least one intercoooection agreement, it would appear reasonable for a similar provision to be voluntarily 
included in the BellSouthlICG interconnection agreement. 

4. The issue of performance measurements and liquidated damages has been, in essence, 
withdrawn from the arbitration and aC«QJ:Q,ip'gly'i~.~!}~ need of resolution in this docket. Further, the 
Commission will create a new docket, DooketN(j. JLf(}o:'~ and issue an Order in that docket 
establishing the generic docket and requesting that the industry, the Public Staff, the Attorney General, and 
any other interested parties form a Task Force to attempt to agree on all potential issues concerning 
performance measurements and enforcement mechanisms. Further, the Commission will issue an Order in 
D,6cKel RS! 2. w.o, Sub 133,i:(AT&T's Petition for Third-Party Testing) stating that the Commission is 
investigating performance measurements in a generic docket as a first step, but will keep the third-party 
testing docket open for future consideration. 
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On December 6, 1999. BellSouth filed its Objections and Request for Clarification and 
Reconsideration With an additional letter filed on December 14, 1999, correcting the citations referenced in 
its Objections and Request for Clarification and Reconsideration. BellSouth stated in its Objections and 
Request for Clarification and Reconsideration that it seeks clarification and reconsideration concerning: (1) 
the interim inter-carrier compensation plan adopted by the Commission for ISP traffic; and (2) the 
Commission's determination that lCG is entitled to reciprocal compensation at BellSouth's tandem 
interconnection rate. BellSouth stated that it seeks clarification of the RAO on two points. First, BellSouth 
stated that it desires confirmation that any compensation paid pursuant to the interim inter-carrier 
compensation plan will be trued-up retroactively to the effective date of the Interc()nneCti()riA~ 
resulting from this Arbitration in accordance with the mechanism established by the FCC and,theNoti~of:";: 
Proposed Rulemaldng(CC DbCket9~,;.(8). Second, BellSouth stated that it seeks clarification that the 
true-up will be triggered, and based on, an effective order by the FCC in CC Docket 99~()S which ensures 
the most expeditious resolution of this issue for all competing local providers (CLPs) and incumbent local 
exchange companies (ILECs) operating under the Commission's interim inter-carrier compensation plan. 
Finally, BellSouth requested the Commission to reconsider its position on the interim inter-carrier 
compensation rates for ISP-bound traffic and consider an alternative for the payment of those rates and to 
reconsider its conclusion that ICG is entitled to reciprocal compensation at the tandem interconnection rate. 

On December 14, 1999, ICG filed a letter confirming its intentions to file on or before December 21, 
1999, a response to BelJSouth's ObJecti'om.and Request for·Clarificationand Reconsid~i~. 

On December 22, 1999, ICG filed itsOppo~tion·t()~ellSouth's Objections and Reglle.stfor 
Clarification and·ReC(msideratioll. ICG maintained that BellSouth's filing is nothing more than a rehash of 
arguments already considered and rejected by the Commission. ICG further maintained that BellSouth's 
request for clarification is unclear. ICG concluded that neither of the requested clarifications is in any way 
necessary. 

On January 3, 2000, the Public Staff filed its· Resporise; to' RequesttofReconsia.ert\tton~ The Public 
Staffstated that the single issue it wished to address concerned whether ICG should be compensated for 
tandem switching. The Public Staff stated that it did not address this issue in its PropOsedOrti'et in this 
docket, however, it now believes that the Commission should reconsider and reverse its finding on this 
issue on the grounds that ICG failed to demonstrate that its switch provides the tandem function in 
terminating a call delivered to it by the LEe. 

On January 10,2000, ICG filed "itsl~.epl}tt6 the Public Staff's Response. ICG maintained that the 
Commission correctly concluded that FCC Rule 51 .117 :provides a single criterion for tandem rate 
eligibility and that though not required, the record demonstrates that ICG's switch functions as a tandem. 
ICG recommended that the Commission deny BellSouth's Request for Reconsideration. 

On January 20, 2000, the Commission issued an Order Regarding Maps. The Commission required 
ICG and BellSouth to submit as late-filed exhibits a map showing ICG's network with relevant switches in 
North Carolina overlaid against the geographic area which BellSouth's tandem switch serves and the 
number of Bell South central offices ICG is presently collocated in within North Carolina by no later than 
January 23, 2000. 

On January 20, 2000, BellSouth filed the Final Order of the Florida Public Seivice Commission in its 
ICGlBellSouth arbitration docket. 

On February 7,2000, BellSouth filed its maps in response to the Commission's January 10,2000 
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Order. ICG also filed its maps in response to the Order on February 7,2000. 

On February 14, 2000, ICG filed;a Notice ofSupplemental Authoritywhich included decisions of the 
Alabama and Georgia Public Service Commissions. 

On February 14, 2000, ICG filed a letter to protest the letter filed by BellSouth with its maps stating 
that BeIISouth used its transmittal letter as an opportunity to present its arguments on the tandem rate 
eligibility issue. 

Discussions and Commission conclusions regarding the issues raised by BeIJSouth in its Objections 
and Request for Clarification and Reconsideration follow. These matters are addressed below by reference 
to the specific Findings ofFact which coincide with those findings set forth in the Commission Order 
entered in this docket on November 4. 1999, which are the subject ofsaid Objections and Request for 
Clarification and Reconsideration. 

FINDING OF FACT NO.1: Until the FCC adopts a rule with prospective application, should 
dial-up calls to ISPs be treated as if they were local calls for the purposes of reciprocal 
compensation? 

INITIAL COMMISSION DECISION 

The Commission concluded that the parties should, as an interim inter-carrier compensation 
mechanism, pay reciprocal compensation for dial-up calls to ISPs at the rate the parties have agreed upon 
for reciprocal compensation for local traffic and as finally determined by the Commission's Order in this 
docket, subject to true-up at such time as the Commission has ruled pursuant to future FCC consideration 
ofthis matter. 

COMMENTS/OBJECTIONS 

BELLSOUTH: BeIlSouth has asked the Commission for clarification or reconsideration of the 

following: 


1. Confirmation that any compensation paid pursuant to the interim inter-cauter compensation 
. mechanism will be trued-up retroactively to the effective date of the lnterconnectionAgreement resulting 

from this Arbitration. BellSouth requested clarification on this point because ofthe dual true-up referenced 
by the Commission in its RA0 _ (1) an interim true-up based on the establishment of final unbundled 
network element (UNE) rates and (2) a final true-up based on the upcoming FCC decision. BeHSouth 
believes that the reciprocal compensation rates should be trued-up once the Commission establishes rates 
in the UNE docket without regard to any action from the FCC. 

2. Clarification regarding the procedure that the parties are to utilize to effectuate the true-up. 

BellSouth argued that the true-up should be triggered and based upon an effective3lJ.\4~by the FCC. 

Theoretical alternative dates would be when the FCC decision is released, ~r as the Commission has 

implied, after Commission action pursuant to that Order. 


3. Reconsideration of the interim-carrier compensation rates for ISP-bound traffic and 
consideration of an alternative for payment of those rates. BellSouth noted that the Commission had 
established interim inter-carrier compensation rates at the same level as reciprocal compensation rates for 
local traffic but, in light of the fact that the interim inter-carrier compensation plan adopted here will be the 
template for other agreements, BellSouth argued that the rates paid for ISP-bound traffic should reflect the 
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longer holding times associated with ISP-bound traffic. Specifically, BelISouth stated it is willing to accept 
the 20-minute can duration originally proposed by ICG in this Arbitration. This would yield a minute of 
use (MOU) total rate of$0.0022806. 

BellSouth also requested that the Commission reconsider its ruling regarding payment and allow 
BellSouth to make payments pursuant to the plan in an interest-bearing escrow account. Bel1South cited 
substantial risk that it would be unable to recover those funds at final true-up, especially from smaller 
CLPs. 

ICG: ICG urged the Commission to reject BellSouth's request that it modify the inter-carrier 
compensation rates for ISP-bound traffic based on an average call length (ACL) factor of20 minutes. ICG 
argued that the costs it incurs for delivering calls to BellSouth customers are the same regardless of 
whether the called party is an ISP and thus there is no basis for a different compensation rate. ICG also 
chided BellSouth for attempting to insert new data in this proceeding purporting to show that the flow of 
compensation would be one-sided on a statewide basis by citing evidence in another proceeding 
(BeHSoutWfime:W~r~ DooketN0.ip;Jfn;:~JA);,cJ•. Finally, ICG also maintained that BelISouth had not 
presented the Commission with a workable, alternative compensation mechanism. 

ICG further noted that the 20-minute ACL proposal had been originally submitted by ICG itself in 
response to the Commission's Order seeking alternative approaches to compensation, but that the ICG 
proposal assumed that the proposed rate would be applied to all calls, not just ISP-bound calls. Moreover, 
ICG had noted that it had not done a study of actual call lengths and that the 20-minute figure was an 
"overly conseIVative" estimate ofactual call lengths. In any event, the Commission rejected the ACL 
proposal. BellSouth is also using the new costs/rates which it proposed in the UNE docket, but these are 
final rates and not in effect yet. ICG further stated that ISP-bound calls are indistinguishable from other 
calls; thus there is not a reliable way to identify them. 

With respect to BellSouth's requests for clarification, ICG expressed puzzlement. To the extent that 
BellSouth is asking whether the true-up will be to the final UNE rates and will occur when the FCC issues 
its final-ruling, this would appear consistent with the Order. The true-up, however, should not occur upon 
the effective date of the FCC Order, since the Commission has made it plain that subsequent proceedings 
to implement the FCC ruling will be needed. 

ICG emphatically rejected BellSouth's proposal that the payments be held in escrow as the 

Commission did in its original ruling. 


PUBLIC STAFF: The Public Staff did not address this issue in its Response to Request for 

Reconsideration. 


DISCUSSION 

There are two major issues for consideration. The first is BellSouth's request for an alternative 
inter-carrier compensation mechanism based on a 20-minute ACL rather than one based on the sum of 
certain UNE rates. The other is BellSouth's request for clarification. 

With respect to the first item, the Commission sees no reason to depart from the decision that it has 
already made on this matter. It is, to say the least, ironic for BellSouth to propose what in essence was a 
tentative proposal, later withdrawn, originally made by ICG in response to the Commission's request for 
"creative thinking" on inter-carrier compensation. Apparently, the merits of this proposal became obvious 
to BellSouth only after its own proposal was rejected. Meanwhile, the merits have become less persuasive 
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to ICG, since it extensively critiqued the deficiencies of the ACL proposal in its reply to BellSouth. This 
only fortifies the Commission's belief that it would be on the right track to stand by an interim mechanism 
that is relatively simple and straight forward and tracks the reciprocal compensation rates applicable to 
other calls. 

With respect to BelJSouth's request for clarification regarding the inter-carrier compensation rates for 
ISP-bound traffic, the Commission makes the following clarification: 

1. There is to be a first true-up applicable to all traffic subject to reciprocal compensation when 
the interim UNE rates become final UNE rates. However, if the final UNE rates are effective before the 
Interconnection Agreement becomes effective, then the final UNE rates will apply, and no such true-up 
will be necessary. The true-up will be retroactive to the effective date of the Interconnection Agreement 
resulting from this Arbitration. 

2. There is to be a second true-up applicable to ISP-bound traffic at such time as the Commission 
has issued an Order setting up a permanent inter-carrier compensation mechanism for ISP-bound traffic. 
The true-up will be retroactive to the effective date of the Interconnection Agreement resulting from this 
Arbitration. 

Finally, with respect to BellSouth's request that BellSouth be allowed to make payments into an 
interest-bearing escrow account rather than to the CLPs, the Commission finds it appropriate to reject this 
proposal for the reasons originally set out in the RAO. 

CONCLUSIONS 

The Commission upholds and reaffirms its original decision in this regard. Further, the Commission 
finds it appropriate to clarify the true-up process as outlined above. 

FINDING OF FACf NO.2: For purposes of reciprocal compensation, should ICG be compensated for 
end office, tandem, and transport elements oftermination where leG's switch services a geographic area 
comparable to the area served by BellSouth's tandem switch? 

INITIAL COMMISSION DECISION 

The Commission concluded that ICG's Charlotte switch serves an area comparable to that served by 
Bel1South's Charlotte tandem switch and ICG's switch also provides the same functionality as that provided 
by BellSouth's tandem switch. For reciprocal compensation purposes, the Commission found that ICG is 
entitled to compensation at the tandem interconnection rate (in addition to the other appropriate rates) 
where its switch serves a geographic area comparable to that served by BellSouth's tandem switch. 

COMMENTS/OBJECTIONS 

BELLSOUTH: BellSouth contended that in its RAO, the Commission relied heavily PJJ:-f'" 
.-S:f3:f:_ and failed to consider the FCC's discussiqr;, ofBllittr'5~ttT.which sets forth a two-prong test 

that must be satisfied prior to a CLP being entitled to reciprocal compensation at the fLEC's tandem 
interconnection rate. BellSouth noted that, in its discussion, the FCC identified two requirements that ICG, 
or any CLP, must satisfY in order to be compensated at the tandem interconnection rate: (1) the CLP's 
network must perform functions similar to those performed by the fLEC's tandem switch~ and (2) the CLP's 
switch must serve a geographic area comparable to the geographic area served by the ILEe. 
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BellSouth stated that ICG failed to satisfy the first prong of the FCC's two-prong test because ICG's 
network does not actually perform functions similar to those performed by BellSouth's tandem switch. 
While ICG's switch may be capable ofperforming tandem switching functions when connected to end 
office switches, capability is not the test. Throughout the testimony, ICG repeatedly concluded that ICG's 
switch "performs the same functionality as the BellSouth tandem switch and end office switch combined." 
ICG, however, did not offer any evidence to support a conclusion that the ICG switch actually performs 
functions similar to BellSouth's tandem switch. 

BellSouth contended that the only evidence presented by ICG concerning switch functionality 
revolved around a network diagram attached to witness Starkey's direct testimony. (Starkey direct, at page 
22 - diagram 3.) Based on ICG's network diagram, it is clear that: (1) ICG does not interconnect end offices 
or perform trunk-to-trunk switching, but rather performs line-to-trunk or trunk-to-line switching; (2) to the 
extent ICG has a switch in North Carolina, it performs only end-office switching functions and does not 
switch BeIlSouth's traffic to another ICG switch; and (3) based on the information provided, ICG's switch 
does not provide other centralization functions, namely caB recording, routing ofcalls to operator services, 
and signaling conversion for other switches, as BellSouth's tandems do and as required by the FCC's rules. 

BellSouth argued that while ICG witness Starkey insists that ICG's switch performs the same 
functions as a BellSouth tandem switch, the network design included in witness Starkey's testimony shows 
that each of ICG's collocation arrangements serve only as an intermediate point in ICG's loop plant. 
Without specific information from ICG to the contrary, the "piece of equipment" in ICG's collocation cage 
appears to be nothing more than a Subscriber Loop Carrier, which is part of loop technology and provides 
no "switching" functionality. ICG's switch is not providing a transport or tandem function, but is switching 
traffic through its end office for delivery of traffic from that switch to the called party's premises. No 
switching is performed in these collocation arrangements. These lines are simply long loops transported to 
ICG's switch; they are not trunks. Long loop facilities do not quality as facilities over which local calls are 
transported and terminated as described by tlte'feJ:eG~mmuaicati0.llS'>J\"fjjJ·"f9'6'fl'~ and therefore are 
not eligible for reciprocal compensation. . 

BellSouth stated that other state commissions have rejected arguments that a CLP's switch performs 
the same functions as a tandem switch. BellSouth specifically referenced orders by the Florida Public 
Service Commission which concluded that " ... MCI is not entitled to compensation for transport and tandem 
switching unless it actually performs each function!' 0rIj:tN(Jq.,~se,;.:,.~'1"6294;;¥OF~TP~ DOCKcf9'62121::'J1>, 
at 1011 (Much·i4, 19~1), and also order No. PSC-96-I532:F(5lr-Tp~DOc1tetNo: 960g3'~TP,at 4 
(December 16, 1996) which concluded that"... evidence in the record does not support MFS' position that 
its switch provides the transport element; and the Act does not contemplate that the compensation for 
transporting and terminating local traffic should be symmetrical when one party does not actually use the 
network facility for which it seeks compensation." 

BellSouth argued that even assuming ICG's switch performs the same functions as BellSouth's tandem 
switch, there is no evidence in the record that ICG's switch serves a geographic area comparable to 
BellSouth's tandem switch. BellSouth pointed out there is a distinction between actually serving and being 
capable ofserving. BellSouth stated that, in fact, other than generally referencing ICG switches, there is no 
record evidence that ICG has a switch in North Carolina. 

BellSouth contended that when it attempted to determine the number ofcustomers ICG has in North 
Carolina, ICG conveniently refused, claiming that such information was proprietary. BellSouth stated that 
ICG also failed to identifY where the unknown number ofcustomers are located - information that is 
essential to support a finding that ICG's switch serves a comparable geographic area. BellSouth contended 
that under no set of circumstances could ICG seriously argue in such a case that its switch services a 
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comparable geographic area to BelJSouth. See Decisioll.99-09-069, In Re: Petition ofPacific Bell for 
ArbitratIon of an Interconnection Agreement with MFSIW orJdCom, Application 99-03-047) at 15-16 
(Sept~fuber" 6, 1999) CalifOrnia Publk:SetVice Commissi6fi (finding "unpersuasive" MFS's showing that 
its sWitch served a comparable geographic area when many ofMFS's ISP-bound customers were actually 
collocated with MFS's switch.) 

BellSouth contended that ICG failed to make a showing that its network performs functions similar to 
those performed by BellSouth's tandem switch and that its switch serves a geographic area comparable to 
BellSouth's. For these reasons, BellSouth argued that the Commission should reconsider its decision and 
deny ICG's request for reciprocal compensation at the tandem interconnection rate. 

ICG: ICG contended that the Commission's determination that ICG is entitled to reciprocal 
compensation at BellSouth's tandem interconnection rate is supported by the evidence of record. In 
response to BellSouth's claim that the Commission failed to consider the FCC's discussion ofRale 51. 711-;' 
specifically. that the Commission failed to address both parts ofthe FCC's two-prong test, ICG contended ' 
that the Commission did consider BellSouth's contention that Rule 5L7H'contains a two criterion test_ 
and squarely rejected it. The Commission expressly held that the FCC "requires only that a CLP's switch 
serve a geographic area comparable to that served by an ILEC's tandem to qualify for the tandem 
termination rates." The Commission should summarily reject BellSouth's attempt to re-argue a point on 
which the Commission has clearly, and correctly, ruled. 

ICG further argued that the only relevant criterion is whether ICG's switch serves a geographic area 
comparable to that served by BellSouth's tandem. BellSouth simply refuses to recognize that the evidence it 
claims to be nonexistent is amply spread throughout the record and that it is totally consistent with the 
Commission's findings and conclusions on this issue. ICG witnesses Starkey and Schonhaut presented 
evidence demonstrating that ICG's switch serves a comparable geographic area to that served by 
BellSouth's tandem switch. 

ICG contended that the record evidence is uncontroverted. BellSouth has not so much as suggested, 
much less proven, that the geographic area served by its tandem switch is not comparable to the area served 
by ICG's switch. Nor did BellSouth introduce any evidence whatsoever and did not cross-examine leG's 
witnesses on this point. 

ICG further contended that the record in this proceeding clearly demonstrates that ICG's switch also 
provides the same functionality as BellSouth's tandem. As ICG witness Starkey testified: "ICG's switching 
platform transfers traffic amongst discrete network nodes that exist in the leG network for purposes of 
serving groups of its customers in exactly the same fashion that [BeIlSouth's] tandem switch distributes 
traffic." 

leG argued that BellSouth misses the point ofRule 5L7rf. BeHSouth essentially argues that leG's 
switch cannot meet the tandem switching definition because ICG's switch does not route traffic between 
other ICG switches. Rq.le 51.7U"contemplates that a single CLP switch will serve the same function in the 
CLP's network that a tandem and mUltiple serving central office switches serve in the ILEC's network. The 
rule would be rendered meaningless if CLPs were required to duplicate the ILEC's network architecture in 
order to qualify for the tandem rate. The FCC made clear that in constructing their networks CLPs may opt 
to use new technologies that were unavailable when the ILEC's networks were designed: " ... states shaH ... 
consider whether new technologies (e.g. fiber ring or wireless networks) perform functions similar to those 
performed by an incumbent LEC's tandem switch and, thus, whether some or all calls terminating on the 
new entrant's network should qualify for the tandem rate." ICG contended that its fiber ring is precisely the 
sort ofnew technology the FCC had in mind when it adopted Rule 51.711. 
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In its Reply to the Public Staff's Response to Request for Reconsideratieii, ICG restated that Rule 
5 L:11" of the FCC rules provides a single criterion for tandem rate eligibility _ whether the competing 
carrier's switch serves an area comparable to that ofthe ILEC's tandem switch. ICG maintained that the 
Commission thus correctly rejected the Public Staffs argument that, in order to qualify for the tandem rate, 
RuIe-5J.7dJ requires a competing carrier to also demonstrate that its switch provides functionality similar 
to that provided by the incumbent's tandem switch. 

ICG maintained that ;Rq)e 5.L711 speaks for itself and is unambiguous. Ifa competing carrier is able 
to make the geographic showing, it is entitled to the tandem rate, regardless ofwhether it is able to make 
the functionality showing. 

ICG suggested that the Public Staffs Response should be disregarded and that BellSouth's Request 
should be denied. As noted in leG's. Oppol;>itjoo to B~dISQuth's Requ~t, ICG's evidence that the ICG switch 
serves an area comparable to that served by the BellSouth tandem is uncontroverted in the record. 

ICG also contended that even though it is not required, the record demonstrates that ICG's switch 
functions as a tandem. ICG explained that its witness Starkey offered detailed testimony explaining the 
configuration of ICG's network and specifically addressed the switch functionality issue. Witness Starkey 
testified that ICG's network consists ofa Lucent 5ESS switch which performs both Class 4 and Class 5 
functions, SONET nodes collocated at BellSouth end offices arid in ICG on-network buildings, and a fiber 
optic ring. 

ICG contended that the fact that ICG's network incorporates collocated SONET nodes instead of Class 
5 central office switches, as BellSouth witness Varner pointed out in his direct testimony, is irrelevant. This 
difference in architecture between the two networks is a result ofthe technology each carrier has chosen in 
an effort to best serve its particular customer base. Witness Starkey testified: 

At the time the majority of the ILEC network was built, switches were very limited in the 
number of individual lines they could service and copper plant was the most expensive portion 

.of the network to deploy. Therefore, ILECs chose to trade switching costs for copper plant 
costs by deploying greater numbers of switches and shorter copper loops. However, with the 
advent of relatively inexpensive fiber optic transport facilities and the enormous switching 
capacity available in today's switching platforms, the economics of the switch/transport 
tradeoff have changed. 

As witness Starkey further explained in his testimony, ICG's network consists ofa centrally-located 
host switch (defined in the Local Exchange Routing Guide (LERG) as a combination Class 4/Class 5 
switch) that supports other, individual switching nodes that are collocated either in BellSouth central 
offices or in customer locations. ICG's fiber optic ring connects these discrete switching nodes within its 
network and transfers traffic amongst those nodes. This is exactly the function that BellSouth's tandem 
switch serves in the BellSouth network. The fact that ICG is not required to place fully-featured Class 5 
switches in each collocation does not detract from the fact that the ICG network performs exactly the same 
function as the BellSouth network~ it simply uses a different architecture to accomplish the same tasks. 
This is exactly what the FCC envisioned in paragraph 1090 pf the Local Competition First Report and 
Order when it directed state commissions to It•••consider whether new technologies (e.g. fiber ring or 
wireless networks) perform functions similar to those performed by an incumbent LEC's tandem .... " 

ICG stated that the arguments of the Public Staff and BellSouth are premised on the faulty assumption 
that competing carriers must mimic the incumbents' network to qualify for the tandem interconnection rate. 
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ICG believes that tandem rate eligibility depends solely on geographic service area comparability as 
expressly provided in Rule 51.71 L However, even ifthe Commission were to conclude that functionality is 
a second requirement, the Commission could not conclude that identical functionality is the standard. The 
often quoted paragraph 1090 from the Local Competitiori Fi;rstlteport and'Ofcfer expressly contemplates 
that competing carriers will employ different network architectures than those used by incumbents. In that 
Order, the FCC notes that new technologies may "perform functions similar - not identical - to those 
performed by incumbents' tandem switches." 

ICG contended that the Public Staff is mistaken in its belief that ICG relies on the fact that its switch 
serves as a point of interconnection for interexchange carriers (IXCs) and an access point for operator 
services to establish the tandem status ofICG's switch. These two functions are included in a general 
descripti9n of tandem functionality. Witness Starkey testified that the ICG switch performs nearly all ofthe 
functions included in the tandem definition included in the LERG. Indeed, the LERG definition provides 
that a switch is defined as a tandem if it performs one or more of a list of functions. Witness Starkey 
testified that the ICG switch performed "nearly all" of the functions enumerated in the LERG. ICG 
reiterated, however, that no FCC rule or order makes inclusion of a switch in the LERG a requirement for 
tandem rate eligibility. 

In conclusion, ICG stated it has met its burden ofproving that its Charlotte switch serves an area 
comparable to that ofBen South's tandem. ICG asserted that the record evidence on this issue is 
uncontroverted, and there is no basis to disturb the Commission's conclusion. 

PUBLIC STAFF: The Public Staffdid not address this issue in its Proposed Order. However, in its 
Response to Request for Reconsideration, the Public Staff stated that it now believes that the Commission 
should reconsider and reverse its finding on this issue on the grounds that ICG failed to demonstrate that its 
switch provides the tandem function in terminating a call delivered to it by a LEC. 

The Pub lie Staff indicated that by reading Paragraph 1090 ofthe FCC's First Report and' Order in CC 
Docket No. 96.;98, FCC96-325.11 FCCR(ld1549Q, as a whole, and as an indication ofthe FCC's intent in 
promulgating Rule' 5 L7rr, it is clear that the functionality of the interconnecting carrier's network must be 
considered for the purpose ofdetermining whether the carrier should be compensated for tandem 
switching. The FCC specifically directs the states to consider whether new technologies (e.g., fiber ring or 
wireless networks) perform functions similar to those performed by an ILEC's tandem switch. If the only 
requirement were that the interconnecting carrier's switch serve an area comparable to the LEC's tandem 
switch, any consideration ofthe new technologies would be completely irrelevant. 

The Public Staffcontended that ICG's fiber ring is apparently a means of connecting its switch to its 
customers. Fiber rings can also be used to interconnect end office switches and to reroute traffic in the 
event that an interoffice circuit is cut. Such is the case with BellSouth. ICG's ring, on the other hand, does 
not extend between switches, but between ICG customers, and between ICG customers and the ICG switch 
from which dial tone is provided. Under normal circumstances, in the termination ofa call delivered to 
ICG by BeHSouth, the ICG ring does not perform a function even remotely similar to that of a tandem 
switch. It actually serves as the loop between the ICG switch, where end office switching is done, and the 
ICG customer. Tandem switching, ifit was involved, would occur at the other end ofthe circuit, even 
before the call reached the end office from which dial tone is provided. 

The Public Staff stated that ICG's assertions that its switch qualifies as a tandem because it serves as a 
point of interconnection for traffic to and from IXCs, and as ICG's access point for operator services for its 
customers are not persuasive. Even if these are considered tandem functions for some purposes, they have 
no bearing on the issue at hand unless they are actually employed in the process of terminating calls 
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delivered to ICG by BellSouth. Since they are not so employed, they do not qualify ICG for tandem 
switching and transport compensation. 

The Public Staffreconunended that the Conunission reconsider and reverse Finding ofFact No.2 and 
Ordering Paragraph No.2 of the RAO dated November 4, 1999. 

The Public Staff also suggested that the Commission consider this issue in conjunction with its 
deliberations in the pending arbitration between BellSouth and ITCADeitaCom in Docket No. P-500, Sub:. 

, ·:10. 

DISCUSSION 

The difference in the positions of the parties appears to be due to ambiguity between the language in 
the FCC's discussion of this issue. Paragraph' 1090. and the language in the 'FCC's Rule 51.711. 

ICG's position is that the only relevant criterion is whether ICG's switch serves a geographic area 
comparable to that served by BellSouth's tandem as stated in..i.uli5.I:"ZU.talQJ.fIowever, even if that is 
the only requirement, ICG believes that its switch performs the same functionality as BellSouth's tandem 
switch as discussed in Paragraphl09D,ofth~FCC'sFirstRepo:rt.andQrder. 

BellSouth's position is that the discussion ofRule 51.711 which addresses functionality must be 
considered as well as Rule 51.711 (a)(3) and that ICG does not meet either requirement. 

The Public Staffs position supports that ofBellSouth. 

P~r~r~PIlI09Q of the First Report and Order states: 

We find that the "additional costs" incurred by a LEC when transporting and terminating a call 
that originated on a competing carrier's network are likely to vary depending on whether 
tandem switching is involved. We, therefore, conclude that states may establish transport and 
termination rates in the arbitration process that vary according to whether the traffic is routed 
through a tandem switch or directly to the end-office switch. In such event, states shall also 
consider whether new technologies (e.g., fiber ring or wireless networks) peiform functions 
similar to those peiformed by an incumbent LEC's tandem switch and thus, whether some or 
all calls terminating on the new entrant's network should be priced the same as the sum of 
transport and termination via the incumbent LEC's tandem switch. (Emphasis added) Where 
the interconnecting carrier's switch serves a geographic area comparable to that served by the 
incumbent LEC's tandem switch, the appropriate proxy for the interconnecting carrier's 
additional costs is the LEC tandem interconnection rate. (FirSt Report andQrder,CC Docket 
96,98, Paragraph 1(90) (August 6, 1996). 

Rule 5I.'1H(~)(3} $ates: 

Where the switch of a carrier other than an incumbent LEC serves a geographic area 
comparable to the area served by the incumbent LEC's tandem switch, the appropriate rate for 
the carrier other than an incumbent LEC is the incumbent LEC's tandem interconnection rate. 

On February 7, 2000, ICG and BellSouth filed maps in response to a Commission Order. BellSouth 
filed a map depicting the geographic coverage ofBel1South's local access and transport area (LATA) 
tandem switch and a map depicting BellSouth's local tandem switch in the Charlotte area. ICG filed a map 
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showing ICG's Charlotte serving area. These maps are hereby allowed in evidence in this proceeding as 
late-filed exhibits. 

The Commission is unpersuaded by the arguments ofBell South and the Public Staff in this matter. 
The Commission believes, based on the evidence in the record, including the maps filed by the parties on 
February 7, 2000, that ICG has met its burden ofproof that its switch serves a comparable geographic area 
to that served by BellSouth's tandem switch for the Charlotte serving area. Although such information may 
be both useful and relevant, the Commission can find no basis for BellSouth's argument that the location of 
actual customers is essential to support a finding that ICG's switch serves a geographic area comparable to 
the area served by BellSouth's tandem switch in either Paragraph 1090 or Rule 51.111 of the FCGs First 

"Repott'and Order. The Commission believes that the testimony ofICG witness Starkey was more cogent 
and convincing than that ofBellSouth witness Varner and that witness Starkey clearly demonstrated that 
the technologies employed by ICG's network provide functions that are the same as or similar to the 
functions performed by BellSouth's tandem switch and, in fact, meet both the criteria discussed in the 
parties' filings. 

Since we are persuaded that ICG has demonstrated both geographic and functional capability in this 

case, we believe that it is unnecessary at this time to decide the question of whether both criteria must be 

satisfied in order for a CLP such as ICG to receive compensation at the tandem interconnection rate for 

reciprocal compensation purposes. 


CONCLUSIONS 

The Commission upholds and reaffirms its original decision and concludes that for reciprocal 
compensation purposes, based on the fact that ICG's Charlotte switch serves an area comparable to that 
served by BellSouth's Charlotte tandem switch and provides functionality the same as or similar to that 
provided by BelISouth's tandem switch, ICG is entitled to compensation at the tandem interconnection rate. 

The Commission strongly advises parties involved in future arbitrations where inclusion ofthe 
tandem switch element for reciprocal compensation purposes is an issue to file maps showing their serving 
areas as compared to that of the ILEC serving area, along with substantial testimony including a description 
ofthe switch(es) and associated technology necessary to provide service; the number and location of 
customers, if available; and any other information relevant to capability or intent to serve. 

IT IS, THEREFORE, ORDERED as follows: 

1. That the Composite Agreement submitted by BellSouth and ICG is hereby approved, subject to 
such modifications as may be required by this Order. 

2. That BeJlSouth and leG shall revise the Composite Agreement in conformity with the 

provisions of this Order and shall file the revised Composite Agreement for review and approval by the 

Commission not later than 15 days from the date ofthis Order. Should no revisions be necessary to the 

Composite Agreement, the parties shaH so advise the Commission not later than 15 days from the date of 

this Order. 

3. That the Commission will entertain no further comments, objections, or unresolved issues with 
respect to issues previously addressed in this arbitration proceeding. 

4. That the maps filed in this docket by BellSouth and ICG on February 7, 2000, be, and the same 
are hereby, admitted in evidence as late-filed exhibits. 
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ISSUED BY ORDER OF THE COMMISSION. 

This the 1st day ofMarch, 2000. 
NORTH CAROLINA UTILITIES COMMISSION 

Geneva S. Thigpen, Chief Clerk 
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STATE OF NORTH CAROLINA
l_-- _..,.-.... .UTJUTIES COMMISSION 

. ___' _ ____....J RALEIGH' -. 

DOCKET NO. P-582,.SUB 6 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of .. . - '7.-:,';:, ~;,' " 

Petition by ICG Telecom Group, Inc. For Arbitration ') 

of Interconnection Agreement with 8eUSOuth', :':.',": ). RECOMMENDED .~ 


Telecommunications, Inc. Pursuant to Set?tion 252(b) ) . , ARBITRATION 

of the Telecommunications Act of 1996 ' - ) ORDER , .. ~' 

- - ,..­
HEARD IN: Commission Hearing Room 2115, Dobbs Buifding, 430 North Salisbury 

Street, Raleigh, North Carolina, on Tuesday, August 3, 1999,;, :,' '.' 

BEFORE: Chairman JoAnne ',Sanford, Presiding;' 'and, Commissioners Robert V. 
Owens, Jr. and Sam J. Ervin,; IV'~ - ,", ­ '." ' .. , -.' .' .. 
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FOR ICG TELECOM GROUP, INC.: 

Henry Campen, Jr., Parker, Poe, Adams & Bernstein, First Union Capitol, . 
. ' Center, Suite 1400, 150 Fayetteville Street Mall, Raleigh, North Carolina 

27602 

Albert H. Kramer, Dickstein, Shapiro, Morin & Oshinsky, 2101 L Street NW, 
Washington,l?C.20037-1526. " ' .. 

.....:~.... , ....:,,~ -; 

FOR BELLSOUTH TELECOMMUNICATIONS, INC.: 
.- . ...,. 

Edward L Rankin, III, General Counsel" - . North Carolina,' BeltSouth 
Telecommunications, Inc., Post Office Box 30188, Charlotte, North Carolina' 
28230 ' - ::.., '~;_'....; . ;~.; ,~;.D.. . . 

A. Langley Kitchens, General Attorney. and E Earl Edenfield, Jr., General 
Attorney, BeIlSouth Telecommunications, 'nc., 675 West Peachtree Street, 
Atlanta, Georgia 30075 . 

FOR THE USING AND. CONSUMING PUBLIC:,' 

Robert B. Cauthen, Jr., Staff Attorney, Public Staff - North Carolina Utilities 
CommiSSion, Post Office Box 29520, Raleigh, North Carolina 27626-0520 
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BY THE COMMISSION: This arbitration proceeding is pending before the North 
Carolina Utilities Commission pursuant to Section 2S2(b) of the Telecommunications Ad. 

• 	 of 1996'(TA96 or the Ad.) and Section 62-11 O(f1) of the North Carolina General Statutes. 
On May 27, 1999, ICG Telecom Group, Inc. (ICG) filed a Petition' in this docket which 
initiated this proceeding. By its Petition, ICG requested that the Commission arbitrate 
certain tenns and conditions with respect to interconnection between itself as the 
petitioning party and BeUSouth. TelecommunicationS, Inc. (BeIlSouth). 

The purpose of this arbitration proceeding is for the Commission to resolve the 
issues set forth in the Petition and Responses. ·47 U:S.CA Section ·252(b)(4)(C). Under 
the Act, the Commission shall ensure that its arbitration decision meets the requirements 
of Section 251",and any valid Federal Communications Commission (FCC) regulations· 
pursuant to Section 252. Additionally. the Commission snail establish rates according to 
the provisions in 4;z.4k-S&i~~iQn~+ij for interconnection, services or: network 
elements, and shall provide a schedule for implementation of the terms and conditions by 
the parties to the agreement 47 U.S.C.A Section 2S2(c). 

Pursuant to Section 252 of TA96, the FCC issued its First ~~ and Order in 
CC Docket Numbers 96-98 and 95-185 on August 8;1996 (Interconnection Order). The 

'Interconnection Order adopted a forward-looking inaemfmtal costing methodology for 
pricing unbundled network elements (UNEs) which an incumbent local exchange company 
(lLEC) must sell new entrants, adopted certain pricing methodologies for calculat.ing 
wholesale rates on resold telephone service, and provided proxy rates for State 
Commissions that did not have appropriate costing studies for UNEs or wholesale service. 
Several parties, including this Commission, appealed the Interconnection Order and on 
October 15, 1996, the United States Court of Appeals for the Eighth Circuit issued a stay 
of the FCC's pricing provisions and its "pick and choose- rule pending the outcome of the 
appeals. 

The July 18, 1997 ruling of the Eighth Circuit, as ~ amended on rehearing 
October 14,1997, was largely in favor of·state regulatory commissions and local phone 
companies and adverse to the FCC and potential·eompetitors, primarily long distance 
carriers. The Eight Circuit held that 47 U.S.CA Sections 251 and 252 "authorize the state 
commissions to determine the prices an incumbent LEC may charge for fulfilling its duties 
under the Act· The Court ofAppeals also vacated the FCC's "pick and choose rule.· Iowa 
Utilities Board v. FCC, 120 F.3d 753 (Bth Cir. 1997). . 

On January 25, 1999, the United States Supreme Court entered its Opinion in AT&T 
Com. v. Iowa Utilities Board, 119 S.Ct 721 (199~). The Supreme Court held, in pertinent 
part, that (1) the FCC has jurisdiction under Sections 251 and 252 of the Act to design a 
pricing methodology and adopt pricing rules; (2) the FCC's rules governing unbundled 
access are, with the exception of Rule 319, consistent with the Act; (3) it was proper for 
the FCC in Rule 319 to include operator services and directory assistance, operational 
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support systems. and vertical switching functions such as caller 1.0., call forwarding. and 
call waiting within the features and services that must be provided by competitors; (4) the 
FCC did not adequately consider 1fle Section251 (d)(2) ·necessary and impair" standard$ 
when it gave requesting carriers blanket access to network elements in Rule 3119;(5) the 
FCC reasonably omitted a tacilities-ownership requirement on requesting carriers; (6) FCC 
Rule 315(b){ which forbids .LECs to separate already-combined network elements before 
leasing them to competitors, reasonably interpnu Section 251 (c)(3) of the Ad, which 
estabfishes the duty to provide access to network elements on nondiscriminatory rates, 
terms, and conditions and in a manner that allows requesting carriers to combine such 
elements; and (7) frCC RuIe809(the,~pick and choose- rule), which.tracks the pertinent, 
language in Section ~52(i) Of the .ADtaimost exactJYi is not onCy a reasonable interpretation 
of the Ad., it is the most teadiry apparent. The Supreme Court remanded the cases back' , 
to the Eighth Circuit Court of Appeals for proceedings consistent with its opinion. 

On June 1 D, 1999, the Eighth Circuit Court ofAppeals entered an Order on remand 
in response to the Supreme Court's decision ~chf in pertinent part, reinstated FCC Rules 
501-515,601::-611, and 701-717 (the pricing rules), Ruie 809 (the ·pick and choose- rule),. 
and RuJe315(b) (ILECs shall not separate requested network elements which are currently" 
combined). The Eighth Circuit also vacated ECC Rule 319· (specific unbundling ,', 
requirements). The Court set a schedule for briefing and oral argument of those issues 
which it did not address in its initial .opinion because of its ruling on the jurisdictional ' 
issues. The Court also requested the parties to address whether it should take any further 
action with respect to FCC Rul~ 315(c) - (f) regarding unbundling requirements. 
Iowa Utijities Board v. ~, _ F.3d ~ (Order FiJed June 1D, 1999). :;;."'" -, , 

By Order dated June 8, 1999, the Commission set this matter for hearing on 
July 6, 1999. By Order dated June 17, 1999, the Commission rescheduled the hearing in 
this matier for August 2. 1999. . ',~ 

On July 14, 1999, the Commission issued an Order stating that it would not consider 
the three issues presented by ICG that dealt with UNEs., .' -: ,', ' 

N. the start of the hearing, ICG and BeIiSouth presented a Statement of Stipulation, ' 
which withdrew from consideration ten of the remaining twenty-three, issues for which 
arbitration had been requested. ,~, ;':~' :"c, ,~, .;.'. ;;::; ,;,:-r ' 

'~ , 

• -;; .«: -~....... -:"':-~,~'~::;"':';.'.:" • ~..... ':;,' .#.::~:. . :.~; i 


At the hearing which began as rescheduled on August. 3, 1999, leG offered the ' 
direct and rebuttal testimony of Karen Notsund, Senior Director of Governmental Affairs " 
for lCG; the direct testimony of Phillip Jenkins, Senior Director of Engineering and: 
Operations for the Southeast Region for ICG; the direct, supplemental, and rebuttal 
testimony of Michael Starkey, President of Quantitative Solutions, Inc., a consulting firm; 
and the direct and rebuttal testimony of Cindy Z. Schonhaut, Executive Vice President for 
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Government and CorpoIate Affairs for leG. BelISouth offered 

, 

the direct and supplemental 

testimony of Alphonso J. Varner, Senior Director for StateRegulatory Affairs. 


WHEREUPON, based upon a careful consideration of the entire record in this 

arbitration proceeding, the Commission now makes theioUowing 


'ANDINGS OF FACT 
"':: *•• 

1. 1he parties should, as an interim inter-carrier compensation mechanism, pay 

Feciprocal cxmpensation for dial-up calls to Internet service providers (ISPs) at the rate the 

parties have agreed upon for reciprocal compehSittion for local traffic and as finally, . 

determined by this Order, subject to true-up at such time as the Commission has ruled 

pursuant to future FCC consideration of this matter. " '~.' j ~.' ',.: 


2. ICG's Chartotte switch serves an area comparable to that served by 

BeIlSouth's Charlotte tandem switch and ICG's switch also provides the same functionality 

as that provided by 8eIISouth's tandem switch. For reciprocal compensation purposes; 


"I i ,ICG is entitled to compensation at the tandem interconnection rate (in addition to the other.,' 
appropriate rates) where its switch serves a geographic area comparable to that served . 
by BelfSouth's tandem switch. ". ",.' '>n';:,;~: " '" 

3. The Conmission declines to decide at 1his time whether BeIlSouth should be ;=, 

required to commit to provisioning the requisite network buildout and necessary support 
The Commission encourages BeliSouth and ICG to continiJe to negotiate on this issue. . 
Further, the Commission notes that since a· similar provision is found in BellSouth's 
Revised Statement of Generally Available Terms (SGAT) and at least one interconnedion 
agreement, it would appear reasonable for a similar provision to be voluntarily included " 
in the BellSouthllCG interconnection agreement. . , .. 

4. The issue of perfoimance measurements and liquidated damages has, been, 
in essence, withdrawn from the arbitration and accordingly is not in need of resolution in " 
this doCket. Further, the Commission will create a new docket; Docket No. P-100. Sub 
133k•. and issue an Order in that docket establishing the generic docket and requesting ­
that the industry, the Public Staff, the Attorney General,"and any other interested parties 
form a Task Force to attempt to agree on all potential issues concerning performance 
measurements and enforcement mechanisms. <Further, the Commission will issue an 
Drder in Docket No, P-100, Sub 13Sj (AT&T's Petition for Third-Party Testing) stating that 
the Commission is investigating perfonnance measurements in a generic docket as a first ­
step. but will keep the third-party testing docket open for future consideration. 
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EVIDENCE AND CONCLUSIONS FOR RNDING OF FACT NO.1·, 

MATRIX ISSUE NOS. 1 AND 8: Untit 1he FCC adopts a rule with prospective application, 

should dial-up calfs to .SPs be treated as if they were local calls for the purposes of 

reciprocal compensation? ' 


Po.smONS OF PARTIES 
·'.i "! -. • ... 

leG: Yes. Until the FCC adopts a rule of prospective application,' reciprocal '; 
compensation is appropriate for calls-to ISPs. In the meantime, the FCC's Declaratory 
Ruling clearfy contemplates' that state 'commissions may adopt, interim r8cipr0ca1,·-:' 
compensation arrangements,' ICG'incurs Costs on behalf of, 8eUSouth whenever it"~' 
terminates calls originated by BelfSouth's end users to ISPs served by ICG.:,Wlf.l:lout : 
payment of reciprocal compensation, ICG will not receive compensation at aU until the 
FCC adopts a prospective compensation rule at some indefinite point in the future~' .SPs ' 
are an important market segment for competing local providers (CLPs) which is welf on its 
way to effective competition. Eliminating rCG's' ability to recover its cost for transport and i . 
delivery of BellSouth-originated caJis to IC~served ISPs will negatively impact that . t' \ 
competition. ' '~'" ,', ,-'i; 

"'i.~ :~. • • :- ~- ~ ~ 

Originally. ICG made an adjusted call length (ACl) proposal for development of a 
reciprocal compensation rate applicable to voice and Internet calls. The ACl proposal 
spread the set up costs of a call over a longer hold time to derive a per-minute cost for all 
calfs to be more indicative of current traffic patterns. The ACL proposal assumed that all 
calfs were longer and thus derived a single compensation rate ($0.0048 per minute) that 
would apply to all calls. :. 

However, ICG abandoned this proposal and now advocates that ILECs and ClPs should 
be compensated for transport and delivery of ISP-bound calls based on the -elemental· 
rates established in the UNE docket--namely. transport; end office, and tandem switching. ' 
ICG argued, that such a total element, long-run incremental cost. (TELRIC)-based . 
compensation mechanism is more "likely to be consistent with whatever is ultimately 
adopted by the FCC.' :>":, ,~:., ' . ,': 'T '_ 

~ . -:.' 

ICG criticized 8ellSouth's proposal for an inter-carrier compensation mechanism based 
on the access charge regime. The FCC has repeatedly and explicitly rejected the :., 
proposition that ISPs are purchasers of access services." Similarfy. ICG also rejected the 
view that carriers should simply track ISP traffic and apply the rate ultimately adopted 
retroactively. This is tantamount to ignoring the issue and puts an unacceptable burden 
on fledgling competitors. ' 
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BELLSOUTH: No. TIle FCC's Declaratory RuUng-confirmed unequivocally that the FCC 
has and will exercise jurisdiction over ISP traffic as interstate, not local. Under the Act and 
the FCC'rules, only local traffic is subject to reciprocal compensation obligations. 

BeilSouth proposed an inter-carrier compensation plan which it contended was more in 
fine with the interstate access nature of ISP traffic. BeIISouth proposed that the 
tenninating carrier should share 9.3% of the revenue derived from a call with the carrier 
Originating the call. This figure represents half of the switching and transport.portion of 
average voice grade traffic.. ,.. ' <,',.1 .' .:!::.' '.' .: ; , ~.;. . , 

. . 

PUBLIC STAFF: . Yes. , ,The Commission determined in its February 26.1998. Order in . 
Docket ,No.P-5S; Sub :102J. that caUs to ISPs would be treated as local and therefore 
subject to reciprocal compensation. In its QeclarakMYRuliOO, the FCC not only left such 
detenninations undisturbed but explicitly allowed for the prospective requirement of , 
reciprocal compensation in arbitration proceedings. " ' .." ._ :'. ' . 

....". -.. ~ ~ .. ~ 

w ,,~"' 

_.... .' DISCUSSION.' .' ... ,. 
-, 

Testimony regarding this issue was presented by ICG witnesses Starkey and· . 
Schonhaut and BerlSouth witness Varner. 

The issue of reciprocal compensation for 'ISP-bound traffic is an exceedingly . 
complex one. This arbitration is the first opportunity that the Commission has had since 
the FCC'~ DecJaratervRuting.released on Februaty 26, '1999, in CO Docket Nos. 9&-9fL 
and gg.;;S8Jg address what should happen in the interim period between that ruling and the 
point at which the FCC will presumably furnish further guidance. 

The. Declaratory' 'Ruling' has plainly held, .that ISP-bound traffic is largely 
jurisdidionally interstate. The OedaratorvBglingn.as also plainly ,held that the FCC will " 
decline "to interfere with state cOmmission findings "as to whether reciprocal compensation .'" 
provisions of interconnection agreements apply to ISP-bound traffic. pending adoption Of _. 
a rule establishing an appropriate interstate compensation mechanism.· . (Paragraph 21). , 
The FCC further stated atJ~~h2~1' that -[elven where parties to interconnection ,'" 
agreements do not voluntarily agree on an inter-carrier compensation mechanism for 
ISP-bound traffic, state commissions nonetheless may determine in their .. arbitration. 
proceedings at this point that' reciprocal compensation should be paid for this traffic: .The.: 
Decla@tory Ruling is both a statement of principle - that ISP traffic is interstate - and 
a concession to practicality - that previous state decisions and interim period decisions.· 
not necessarily consistent with this principle will not be disturbed. ", 

The Commission commends leG and BeliSouth for their efforts in presenting interim 
proposals for ISP compensation in response to the Commission's June 16, 1999, Order 
Concerning Interim Proposals for Compensation in which the Commission asked the 
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parties for -creative thinking- concerning interim prospective compe~ion mechanisms 
for ISP traffic which would be subject to true-up. Of the proposals received from the 
parties. the Commission believes that ICG's proposal, which is based on UNE rates, has 
the greater merit. . 

, In response to a September 29, 1999, data request from the Chair filed on 
October 11, 1999, the parties indicated that, althoUgh they had not agreed upon a rate 
structure for reciprocal compensation for .ocal traffic, they had agreed on a rate level. 1 

The parties now agree that the rates applic:abte to reciprocal compensation should be the 
interim elemental rates as ordered by. the Commission in Docket·No. P-100, Sub 133d,' 
subject to 1nJe..Up when the Conmisston isSues final rates, under the same t~nns as those 
in the current Agreement between the parties.2 . , : ... ' '. . . 

. ":.. ~! 

Thus, the parties have agreed on a proposal for rec?procal compensation for local 
traffic which is very similar to that proposed by ICG • an interim measure for ISP traffic. 
Both proposals are based on the UNE rates. -. . ... ... . 

• •....·~,·:"':~.~·..•·••....... i ...-t.'.- .""'''; ..... : "r::'~"' ':"~';'''''... .";1 ~;".~.:;' :':':t!~~'~:' ;'.. ,' ..__ 

·The Commission believes that, in light of the compfexity of the task of amving ·at a .... 

separate interim rate for ISP traffic, the uncertainty as to the substance of the FCC'sfutt.n-e ~. 
decision, and the relative shortness of time in which any interim proposal would be in . :­
effect, the better course ofaction is to require the parties to pay inter -carrier compensation 
for dial-up calls to ISPs at the same level and in the same manner that the parties have 
agreed upon for reciprocal compensation for local traffic and as determined by the 
Commission's Order in this Order. The ISP rate would be subject to true-up based upon·, 
the FCC's future decision and this Commission's OrderpursuanUo it.· . ­

The Commission believes that this course of action is preferable to simply keeping 
track of the minutes for settlement at a later date. The latter proposal may adversely affect 
competition because ClPs sl:'ch as Ic;~ will nottaave the ·bird.~~ t~e hand"-,to ~y their 

'...:.~. . .' .' ~ .. 
'.~' 

." ; .... -.:1'(/. ~'.,!-" ,~.. ~:: -~."".'" • ~ '." :"';\;;,:"'.. ,,:-~ .~.:" :C:~:" ,.:* ,.. ,,"; 

J Tandem S¥Iitching as part ofthe rate structure is addressed in Issue No.2. There are four elements .• 
applicable to reciprocal compensation - the end office switch element, the tandem switching element. the .. : 
common transport element, and the common transport facilities termination element. ICG contends that it ._ 
should recover the sum of the four elements while BenSouth befieves 1hat leG is not entitled to the tandem .... 
switching element. ',:": ..... ' <.-,' .. " ..... :..-. 

.... ..: -£r:.:~ .---:-.-:-.. ...::,;.- ;: ;:... ," .' .,,:7" ~~;' 
2 These rates are: End Oftice SWiIching, $0.004 per minute ofuse (mou): Tandem SWitching, $0.0015 

per mou; Common Transport, $0.00004 pet mite per mou; and Common Transport Facililies Tennination•. 
$0.00036 per mou. (Dedicated facilities termination may be used instead of common transport with facifdies' 
termination). 

3 That is, the applicable rate structure for recipn:)cal compensation 'landem switching as determined 
elsewhere in this Order. It is the Commission's intent that the ISP inter~rrier compensation rate track the 
reciprocal compensation rate exactiy until such point as the Commission has ruled pursuant to the fCC's future 
ISP Order, 
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bills, even while they continue to incur costs: At the same time, the application of the 
reciprocal compensation rate for ISP traffic as an interim inter-carrier compensation 
mechanism is ultimately just because there will come a time when the parties must settle 
up based on the newrule. While not perfect, this approach is the one that does the least 
hann to the companies and to the public interest in a competitive marketplace . 

. CONCLUSIONS 
. - • ",JI" * 

The Commission concludes that the parties should, . as an interim inter-carrier 
compensation mechanism,-pay reciprocal mmpensation for diakJp calls to .SPs at the rate 
the parties have agreed upon for reciprocal compensation for local traffic and as finally. 
detennined by the Commission's Order in this docket, subject to true-up at such time as 
the Commission has ruled pursuant to future FCC consideration of this matter. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO.2· :-: .. 
'~*~',::'..- . 

MATRIX ISSUE NO.7:. For purposes of reciprocal compensation, should ICG be 
compensated for end office, tandem·~ and transport elements of tennination where ICG's 
switch services a geographic area comparable to the area served by BellSouth's tandem; 
switch? .. ....-. -.- ;-:.-: .'>" d,~- ., ,- ., .. t· . ;-;;:,,- ':.'.:." 

- ... :. :. ' . 

.POSmONS OF PARTIES" 
~.~ ; 

leG: Yes. FCC ROle 5t.71t requires that where ttle interconnecting carrier's switch 
serves a geographic area comparable to that served by the inCumbe~ the appropriate· 
rate for the interconnecting carrier's additional cost is the incumbent's. tandem 
interconnection rate. To be eligible for this rate, the FCC's Order requires only that the 
interconnecting carrier's switch serve the same geographical area as the incumbent's 
switch. ICG deploys a single switch to service its Charlotte market served by a common 
transport network. The advent "of fiber optic technologies and multi-function ~ching .. 
platfonns has allowed ICG to serve an entire statewide or local access and transport area 
(LA TA)-wide customer base from a single switctl. The ability to aggregate unbundled local 
loops from collocations in a number of flEC central offices while transporting that traffic. 
to a single location penn its ICG to originate, switCh, and terminate traffic between caUers . 
many miles apart. leG's switch perfonns the same functionality as the BeliSouth tandem. 
switch. ICG's Lucent 5ESS switching platform meets the definition and perfonns the same 
functions identified within the local Exchange Routing Guide (lERG) for a tandem office 
and for a Class 4/5 switch. 

BELLSOUTH: No. If a call is not handled by a switch on a tandem basis, it is not 
appropriate to pay reciprocal compensation for the tandem switching function. BellSouth 
will pay the tandem interconnection rate only if ICG's switch is identified in the LERG as 
a tandem. leG is seeking to be compensated for the cost of equipment it does not own 
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and for functionality it does not provide. Therefore, leG's request for tandem switching 

compensation when·tandem switdling is not perfonned should be denied. 


: ,. . - : -.. 

PUBUC STAFF: 1he Public Staff did not address this issue in its Proposed Order. 
.... '1'_#" .. : ',. 

DISCUSSION' 
, . 


Testimony on' this ,issue was presented bylCG witness StarkeY,and BeIiSouth .... 

witness Varner: '. " ' .. '. . -'~ - ,,,;,,,:.,.;', ,0.2·, .. ';;. ,:' :,': - ..•...;.;; " ,", i .. :--' 


BellSouth witness Varner stated that "BeIiSouth's position is that if a calf is no~ 
handled by a switdl on' a tandem basis;-·it is not appropriate to pay reciprocal 
compensation for the tandem switching function. . BeIiSouth will pay the tandem 
interconnection rate only if ICG's switdl is identified in the local exchange routing .guide 
("LERG") as a tandem.":;:,Wrtness Varner explained that a tandem switdl connects one 
trunk to another bunk and is an intennediate ~ or connection between an originating 
telephone 'calf location and ·the final destination of'the call. '. An end office'switch is I . 
connected to a telephone subsaiber and allows the call to be Originated or terminated. . '" 
If ICG's switch is an end office SwHch;:then.it is handling calls that 'originate from or ': 
terminate to customers served by that local switdl, and thus ICG's switdl is not providing.' . 
a tandem function. Witness Varner contended that ICG is seeking to be compensated for . 
the cost of equipment it does not own and for.functionality it does not provide~' ::' .... '. 

ICG emphasized that its switch serves a 'geographic area comparable to that of 
Bel/South's tandem. ICG witness Starkey testified that "'CG, like many new entrant 
competing local exchange companies (CLECs), generally deploys its individual switches 
to cover a large geographic area served by a common transport network. The advent of· 
fiber optic' technologies and multi-function switching platforms have, in many cases, .' 
allowed carriers like ICG to serve an entire statewid~ or local access and transport area 
(LATA)-wide customer base from.,a single. switch . platform. ,: likewise. the ability to 
aggregate unbundled loops from collocations within a number of ILEC central o,ffices while . 
transporting that traffic to a single location allows these carriers to originate,' switch and 
terminate traffic between callers located .lJl8nY.m!l~apart~ a single :&witch.".~ Witness 
Starkey further stated that "... ICG uses its single switching platform not only to transfer 
calls between multiple ILEe central offices .and the. customers that are ,served by those . 
central offices, but also to transfer calls between ~ leG and ILEe iletWOrK:.fn th,is way;'-:-:~ 
the leG switch provides services to customers in a geographic area at leaSt as large as 
that serviced by the ILEC tandem." 

. ....... .- , ~ 

• ..-~ _ ~ J # 

ICG further contended that its switch performs many at the same functions that the 
ILEC's tandem performs. ICG witness Starkey testified that ", .. in the case of ICG, its 
switch also performs many of the same functions that the JLEC tandem performs. further 
indicating that tandem termination rates are appropriately paid for its use.". In addition, 
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witness Starkey stated that ''Tandem switches (what are c;ominonly called Class 4 switches 

in the traditional AT&T-hierarchy), generally aggregate 1011 traffic from a number of central 

office switches (Class 5 switches) for purposes of passing that traffic to the long diStance 

network. The tandem switch is also a traditional focal point for other purposes·as well, 

including the aggregation and processing of operator services traffic, routing traffic that is 

to be transferred between the trunk groups of two separate carriers and measuring and 

recording toll traffic detail for billing. While IlECs have traditionally employed two 

separate switches to accomplish these Class 4 and Class 5 functions, ICG's Lucent 5ESS 

platform perfonns all of these functions in addition to a number of others within the same_ 

switch." 


·"9'!'.f"~ of the FCC's Inter~~·~i~·~rder states~Whe~:·~:~ch of ­
a carrier other than an incumbent LEC serves a geographic area comparable to the area 

served by the incumbent LEC's tandem switch, the appropriate rate fOr the carrier other 

than an incumbent LEC is the incumbent lEC's tandem interconnection rate." - '." .. 


.: ;...:,- - --:- ~':,':.': 

The Commission is of the opinion that ICG has presented sufficient evidence to _ ­
l ishow that its switch serves a geographic area comparable to that of 8ellSouth's tandem _;., r I 

switch. The Commission is also of the opinion that ,. ICG has shown that there is ~ 
comparable functionality between.the IlEC's tandem and ICG's switch .even thoughJhe -. -.. 
FCC Interconnection Order requires only that a. ClP's switch serve a geographic area - _ 
comparable to that served by an IlEC's tandem to qualify for the tandem tennination rates. 

CONCLUSIONS· : 

The Commission condudes that ICG's Charlotte switch serves an area comparable 
to that served by BeliSouth's Charlotte tandem switch and ICG's switch also provides the 
same functionality as that provided by BellSouth's tandem switch.. For reciprocal ­
compensation purposes, the Commission finds that ICG is entitled to compensation at the 
tandem interconnection rate (in -addition to the other appropriate rates) where its switch - _ 
serves a geographic area comparable to that served by BeliSouth's tandem-switch. -- - ,- .. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO.3-- .. - :: 'c'. 
..:.~ .... :. :;:: -;.-:. 

MATRIX ISSUE NO. 11: Should BeliSouth be required to commit to- provisioning-the ­
requisite network buildout and necessary-suppOrt when ICG agrees to enter into a binding- . 
forecast of its traffic requirements in a specified period? _. 

POSITIONS OF PARTIES 

leG: Yes. leG stated that it relies on BellSouth's end-office trunks to deliver traffic to 
leG's switch and that those trunks are the responsibility of BeliSouth to provision and 
administer. ICG maintained that it provides BeliSouth with quarterly traffic foreCasts t~ 
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assist 8eIlSouth in .,tanning for facilities to handle traffic between the BeliSouth and the 

ICG networks. ICG stated that 8eUSouth is under no obligation to add more end office 

trunks if ICG's forecast indicates that additional trunking is necessary. ICG stated that it 

wants the option of requiring BelISouth to provision additional ~nd office trunks as dictated 

by ICG's forecast. ICG maintained that in exchange, .it would agree to pay BeIiSouth for 

any trunks which are not fully utilized as indicated by the forecast. ICG argued that under 

its proposal, 8ellSoufh woutd not assume any risk that additional trunks are underutilized 

and that leG will assune all of this risk.. , tCG assured that if the Commission ordered thiS 

provision, ICG expects to use it sparingly: In fact. in its Brief, ICG,stated that it anticipates 

only using the binding ,forecast-mechanism where it is (1) confident of substantial 

additional growth and (2) concerned that, absent a-binding commitment from,BeliSoutti to , 

timely prov1sion the necessary trunks, there would be an unacceptable risk of blOckage Of 

incoming calls to ICG's customers because of BeUSouth's inability to handle the traffic 

flOw. ICG also mentioned that BellSouth's Revised SGAT filed in September 1998 

contains a binding forecast provision which largely mirrors ICG's proposal. 'i',J 


.... - 1" ,. 

leG argued that the Commission has the jurisdiction to require a binding forecast provision 
I~ " as proposed by ICG. ICG stated1hat SectiGl'125t(c.,ofthe Act states that .LECs have, f I 

the obligation to provide interconnection: (1) 'for the transport and routing of telephone 
exchange traffic; (2) at any technically feasible point; (3) at least equal in quality to that 
provided by the ILEC to itsetf or an affiliate; and (4) on rates, terms, and conditions that 
are just, reasonable, and nondiscriminatory. ICG maintained that its proposal is clearty 
for the transport and routing of telephone exchange traffic; and that technical feasibility , 
and equality of interconnection are not at issue. leG stated that the only issue raised by 
its proposal is whether the rates, terms, and conditions are just, reasonable, and 
nondiscriminatory; leG maintained that its proposal meets this test. ICG also noted that 
the BellSouthlKMC Telecom, tnc. (!<MC) interconnection agreement filed with the 
Commission on March 21, 1997 contains a provision substantially identical to the one in,_" 
the SGAT. ICG stated that as was provided in both the SGAT and KMC binding forecast 
provisions, the specfficterms and,conditions of the bin~ing forecast should be negotiated 
between-the parties. ICG recommended that the Commission conclude that it ctoes have 
jurisdiction under Sections, 251 and 252 of the Ad. to require BeIlSouth to include a binding 
forecast provision in the parties' in~erconnection 'agreement Further. leG recqmmended 
that the Commission conctude that BeliSouth should be required to inctude in -its 
interconnection agreement with leG a binding forecast provision like the ones included in 
BellSouth's Revised SGAT and in the BeliSouthlKMC interconnection agreement, leG, 
recommended that the provision should require the parties to negotiate in good faith the 
specific terms and conditions of the binding forecast 

BELLSOUTH: No. BeIlSouth stated that although it has been analyzing such an offering, 
it is not required by the Act to commit to a binding forecast with any CLP, including ICG. 
BeliSouth argued that the Commission should not impose a burden on BeliSouth that is" 
not required· by the Act. BeUSouth maintained that white the specifics of such an 
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arrangement have not been finalized, BelISouth is agreeable to continue to negotiate with 
ICG on this issue. Additionalty, BeIlSouth stated that the standard for arbitration imposed 
on the Commission is set forth in SeCtion 252(e) of1heAt:!. SpecifICally, Section' 252(c){1J 
states that the Commission shall -ensure that such resolution and conditions meet the' 
requirements of.section·~·'h :.incfuding the regulations prescribed by the (FCC] purs~nt 
tb sectidtl·2i1.· 8eIlSouth stated that on cross-examination, ICG witnesS Phillip Jenkins 
agreed that 8eIlSouth is not requin:K'J by SectionS 251 Qr'252t1'the Act to provide binding . 
forecasts. Therefore, BelfSouth maintained, ·the Commission cannot impose, such an 
obligation on BeflSouth and that this topic is not a~e for arbitration. . .' ,":'./"'-:;' ..... 

PUBLIC STAFF: No. The Public Staff stated that while Such a aause would not be'an . 
inappropriate term in an interccnnec:tion agreement; the Public Staff does not believe that . 
the Ad mandates a requirement of this sort. The Public Staff maintained that the issue is .­
not appropriate for arbitration and that the issue ofwhether to provide a guarantee'of the 
sort requested by leG, and What to charge for such a guarantee, are essentially business . 
decisions and matters for negotiation between the parties. Therefore, the Public Staff 
recommended that the Commission decline to require commitment to a binding forecast -: 
and that the Commission encourage the parties to continue negotiations toward this goal..~ , 

...... ,- ." . ~ ~ -" r ; . :;':' '::,1-::- ".. 
.~~--:~;:'*::"'. 

. ' DISCUSSION .-~-.: s;:-~ ~l":: ~:* 7'.-~ 

..... : 

Testimony on this issue was presented by·ICG witness Jenkins and BelISouth ;.' 
witness Varner.'.;,"; " . 

:,... ,,­
.:""" .. ,; 

leG stated in its Brief that it needs' some way of ensuring that BellSouth will . 
provision adequate trunking facilities to cany. calls from BeilSouth's customers to leG's 
growing customer base. Further, ICG argued that this matter is of altical importance 
because if BeUSouth's customers are unable to reach ICG's customers as a result of a . 
blockage on BellSouth's network due to a lack of capacity, it is ICG that will be seen as the " 
cause of the problem. leG maintained that its binding forecast proposal would obligate,·~: 
BellSouth to, in a timely manner, provision the trunking necessary to carry a forecasted " 
level of traffic' and that this would ensure that there is ~dequate capacitY in BeIiSouth's.: 
network to meet demand. ,·ICG stated t~t this in tum would ensure that there'are no';:--' 
blockages; if there were blockages this Would trust rate not only reG's customers who :~.: 
would be unable to receive calls from BeUSouth customers but also BeltSouth's customers· ;; 
who would be unable to place the calls. . .: :~ :i:. : •.> 'n,""".: '- .. ~,', 

.. ~{:' 

leG witness Jenkins stated in the summary 'of his prefiled teStimony that leG is not .. 
asking BellSouth to take any risk. Witness Jenkins stated that ICG is willing to commit to . 
BellSouth for a specified volume of interconnection trunks as a part of its binding fOrecast,' 
whether or not leG's traffic achieves the forecasted demand. Additionally, witnesS Jenkins 
argued that if the traffic volume faUs short of the forecasts, leG will pay BellSouth fully for 
the full cost of the unused trunks; in other words, ICG will take all of the risk, and BeliSouth 
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will assume no risks. On aoss-examination, witness Jenkins denied that there is anything 

specific in ~251 and 252 of the Act~uiring BeUSouth to provide binding forecasts . 

to ICG. 


The Commission declines to decide at this time whether the Act mandates a binding 

foIecast requirement of the sort requested by ICG. However,1he Commission does note.· 

that ICG's request for this type of requirement does. not appear inappropriate. In fact, the 

Conmission notes that a similar provision can be found in BellSouth's Revised SGAT and 

the BelISouthlKMC interconnection agreement. Additionally, the' Commission notes that , 

BeIiSouth has specifically stated that it is agreeable to.continue to negotiate on this term. " 

Although the Convnission will not require BeflSouth,to committo proviSioning the requisite 

network buildout and necessary sUPPOrt. the Commission strongly encourages BeUSouth· ' 

and ICG to continue to negotiate on this issue.'" .' ., .. :.. ,.. '-: ';' 

CONCLUSIONS 
... , ., "7"" "'. ~.. • ~ ~ '. • ." 

The Commission' decUnes to decide at this time whether 8eIlSouth should be 
i irequired to commit to provisioning the requisite network buildout and necessary support 

The Commission strongly encourages BeIiSouth and ICG to continue to negotiate on this " I 

issue, Further, the Commission notes that since a similar provision is found in BeIiSouth's 
Revised SGAT and at least one interconnection agreement, it would appear reasonable 
for a similar provision to be voluntarily included in the BeUSouthIICG interconnection 
agreement. ~, _,; ::. 

"0 * .... 

. EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO.4 

MATRIX ISSUE NO.5: Should BellSouth be subject to liquidated damages for failing to 

meet the time intervals for provisioning UNEs? . '-, 


, MATRIX ISSUE NO. 19: Should-'BeIlSouth be required to pay liquidated damages when 
Bel/South fails to instcil.I.· proviSion, 'or maintain any service in accordance with the due 
dates 'set forth in an interconn~ction agreement ~tween the parties? .- _.­

, .. ...... . . . ., ~ 

MATRIX ISSUE NO. 20: -Should BeIlSouth continue to be responsible for any cumulative 

failure in a one-month period to install, provision, or maintain any service in accordance 

with the due dates specified in the interconnection agreement with ICG? 


MATRIX ISSUE NO. 21: .Should BellSouth be required to pay liquidated damages when 

BeliSouth's service fails to meet the requirements imposed by the interconnection 

agreement with ICG (or the service is interrupted causing loss Of continuity or 

functionality)? ­
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MATRIX ISSUE NO. 22: Should BellSouth continue to be responsible when the duration 
of service's failure exceeds certain benchmarks? 

, ,. 

MATRIX ISSUE NO. 23: Should BeliSouth be required to pay liquidated damages when 
BeJlSoulh's service fails'to meet 1he grade of service requirements imposed by the 
interconnection agreement with ICG? 

MATRIX ISSUE NO."24: Should BeUSouth continue to be responsible when the duration 
of service's failure' to . meet the grade of· service .requirements exceeds" certain : 
benchmarks? .' . 

.. \,~ ..-.. ,; _-.. : .:!1' ... -;. :- ." -. '.-:'~ . .: 

MATRIX'ISSUE NO. 25:" Should BeliSouth be required to pay liquidated damages when ' 
BeliSouth fails to provide any data in accordance with the specifications. of .the '~ 

interconnection agreement with ICG? 
," 

.. ~ -,,;. ... ' ."•. ­

MATRIX ISSUE NO. 26: Should BeliSouth continue to be responsible when the duration 
of its failure to provide the requisite data exceeds certain benchmarks?·"' " :,", .::r' " • 

:. :' ,~ ..::: . .: ';.:'.' :::n··:'· ,-,,, ,- ", .- -.,." .--:- :-:::':'-. ': ' . ..:;~,' .:, ,('; 
-posmONS OF PARTIES --, -- ",' .,. --:'. ;~,::"~'-~' 

., :'.', .:: ;";'1.-'. . ;. " ,':,' ~-. -; ~-:; 1.... • >«'. • .;.:.. :;::.' 

leG: Yes, ICG maintained that the CommiSsion has the jurisdiction to adopt perfonnance 
measurements and enforcement mechanisms.-ICG stated that ~:~~nd 
the FCC's implementing rules require that an ILEC provide intercOnnection and access to 
UNEs and resale at parity to that which it provides itself. 'Additionally, ICG maintained that 
if the Commission were to decide to adopt such measurements and enforcement 
mechanisms. it would have the legal authority to do so since G:S,62-3Jl"'KrG~;.S>.*~ 
provide the Commission with broad powers to supervise and control public' utilities" 
Further, leG stated ~hatG,.;S~$4.,.110{f~l~rovjdes the Commission with statutory authority 
to "provide reasonable interconnection of facilities· between carriers; -to provide 
reasonable unbundling of essenti.al facilities·; and "to cany out the provisions of this '.:: 
subsection in a manner consistent with the' public int'ltrest " " .•. ICG further stated that the~' 
FCC has encouraged state commissions to adoPt performance measurements and that the.· . 
Commission's decision in the AT&T Communications of the Southern States, Inc. 
(AT&T)/BellSouth arbitration not to arbitrate" th!s issue at that time does not, ~ off the ... 
Commission's jurisdiction to consider the issue now. ,:.'" . ...... "_:~:":~-;-:- '::'-'.'~.: 

•• ~ ~- _1 ". ;- ... ~.-••~:.-:~:., .-1: :.... .' .. ~:- ."._. ,~. ~'.: "':"':::,... .:!.~.~ ?":_...... , • 

leG also argued that performance measurements and enforcement mechanisms are 
necessary to ensure that interconnection, access to UNE.s, and resale are provided at 
parity with what BellSouth provides itself or ,its affiliates .. ICG maintained that as a 
facilities-based carrier, it is dependent upon BeliSouth for essential network. elements. 
ICG maintained that because of the industry-wide implications of the perfoimance·... 
measurements and damages issues, they should be considered in a generic proceeding 
with the resuHs of the dockets at the California and Texas Public Service Commissions to 
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be the starting point for such a proceeding. ICG concfuded that the posture of this issue 

does not require any Commission action in this docket and that ICG has effectively 

withdrawn this issue from the arbitration. ICG recommended that the Commission issue 

an Order in the local competition docket-{P-100, S-ub:1~g) soliciting comments on 

initiation of a generic proceeding to considerperformance measurements and enforcement 

mechanisms. 


BELLSOUTH: No~ -- BeIISouth stated that the issues of perfonnance ~urements and 

liquidated damages are-not -appropriate for arbitration. BeI.South stated that the ­
Commission lacks the statutory authority to award or orderJiquidated damages ... BellSouth 

maintained that state laW.and- Commission -prOcedures are aVailable, ·and perfectly ­
adequate, :to address any breach of contract situation should it arise.. BelfSouth concIuded_ 

ihat the issue of liquidated da~qeswas previously addressed by the Commission in the­

AT&T/BeIlSouth arbitration' (DoCket -No. P~140.- SiDl~.) and that in- that case~ the 

Commission concfuded that it was not appropriate for the Commission to resolve the issue 

and that the parties should negotiate reaso~ble terms and conditions. BeIlSouth -argued. 

that in the instant proceeding;rthe Commission should find that it lacks the statutory :'-. 


"l i ,authority to impose liquidated damages on a party to an interconnection agreement for the 

reasons generally discussed by BellSouth in its Brief. - _,- :- n.- ___ , 


... !'"~... ..--., .: • .=. - ~ ,,"" ,\;. ;~ .. .~. '.:';'.:w .. ·--:' 

Concerning perfonnat1ce measurements, BeUSouth maintained that this is an industry-wide _ 
issue and should not be addressed by the Commission in -a two-party arbitration ­
proceeding. - BeUSouth argued th.at it is more appropriate to address the issue of 
performance measurements in the context of BellSouth's Sedion 271 proceeding.D~ 
N.o?P:SS;~'SOl5''ltrbZ1' BeUSouth recommended that the Commission agree with BeliSouth 
that this issue is inappropriate in a two-party arbitration proceeding, and to the extent the 
Commission desires to address performance measurements in the future, it should do so 
in-a more generic context so as to involve the entire industry. 

PUBUC STAFF: The Public Staff recommended that the Commission state that it will take 
this matter under consideration, bUt Will not rule at this time. 

DISCUSSION 

Testimony on this issue was presented by ICG witness Notsund and BellSouth _­
witness Varner. .-...;. .. ....-. 

ICG has conceded that this issue does not require any Commission action in this 
docket and that it has effectively withdrawn this issue from the arbitration. leG stated in 
its Brief that the issue is not appropriate forbitateral resolution because it is.one of 
industry-wide relevance and importance. The issue that does remain to be addressed is 
whether the Commission should establish a generic proceeding to consider perfonnance 
measurements and enforcement mechanisms. leG witness Notsund coofjrmed when 

15 

tl'1 




-h-=:;J
'~.t\~"-~ 

, , . 
asked by Commissioner Ervin that the only relief ICG ~ requesting that the Commission 
provide in this proceeding with respect to performance measurements is to convene a 

. generic proceeding. '" 

ICG recomme~.:fi'Ni41 the Commission issue an Order in the local competition 
docket (~'P':'1'e:o;; &.llT1SBd) soliciting comments on the initiation of a generic 
proceeding to consider performance measurements and enforcement mechanisms. ICG 
stated in its Brief that the Commission first addressed the issue of performa~ standards " 
in' the 1997 "BeIiSouthIAT&T arbitration.. ICG~maintained that by the tenns,of the.:i 
'Commission's Arbitration Order, the Convnission did not foreclose further consideration 
ofpertonnance measurements and reserved the right to revisit the issue. -,ICG argued that .. 
a great deal of experience has been gained by the Conmission and the CLP industry since: . 
the BeIlSouthlAT&T Arbitration Order was issued. ICG stated that in the two years since 
the release of that Arbitration Order, the Commission and the industry have gained the '. 
expertise necessary to allow the Commission to revisit the question of performance 
standards. ICG maintained that the experience of ICG and other CLPs has shown that .:. 
performance standards are badly needed and are no longer premature. ICG further stated 
in its Brief that when BeIiSouth's performance to ICG falls short, ICG's performance to its . , 
end users often also suffers. ICG argued that when BelISouth faUs to perform installations' .' 
in a timely manner, it is the end user who is left waiting. Further, ICG stated, when 
BellSouth faiJsto perform a coordinated cutover,: it is the end user who experiences a 
service disruption. ICG maintained that,' when any of these things happen, the customer ,:. 
has no way of knowing that it is BeJiSouth's fauft; all the customer knows is that it is.ICG's 
customer and in the customer's eyes, leG is responsible. ICG asserted that ICG and other 
CLPs need the performance measurements stick·. to compel BeliSouth to perform its 
obligations in a satisfactory manner. Finally, -ICG stated in its Brief that even BellSouth 
has acknowledged the need for performance standards and enforcement mechanisms. : 
ICG maintained that in a filing with the FCC made in conjunction with its efforts to win 

1~"S~Pil'·~~pproval. BellSouth has proposed a set of performance measurements to 
assure nondiscriminatory access to' UNEs.,,:·ICG stated that the BellSouth' proposal . 
includes payments which BellSouth would make to CLPs for failure to meet performance 
benchmarks. . 

.... ~. ... 
BeliSouth recommended that to the extent that the Commission desires to address 

performance measurements, it should do so in a more generic context so as to involve the 
entire industry. BellSouth further stated that it is more appropriate to address performance . 
measurements in the context of BellSouth's Section 271 proceeding, D~tNo., P"S5,SUtr> 

. 1D.2l:"·:')' . : 

The Public Staff recommended that the' Commission take this' matter under 

consideration but not rule on it at this time. 


I , 
t' I 
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..... The Commission concludes that it is appropriate at this time for the Commission to 
institute a generic proceeding to consider performance measurements and enforcement 
mechanisms. The Commission notes that state regulatory commissions in several 
BeIlSouth states have addressed pertormance measurements. Therefore, ,the Commission 
will establish a newty aeated generic docket devoted to performance measurements and 
enforcement mechanisms~ "()ockfifNo.P-100, Sub 1'ss.t<. 'The Commission will issue an 
Order in1lDdk8l'No:P';'100.SUb 1'3SJrCreating the generic docket and requesting that the 
industry, the Public Staff, the Attorney General,and any other interested parties form a 
Task Force. ,'-. . .: .. 

Finally, the Commission notes that in May 1999,.AT&T filed a petition_for the 
Establishment of a Third-Party Testing Program of Operations Support Systems (OSS) 
with the Commission(DoCketNO:P~1~"8Qt>;j33IJ. an conjundion with opening a generic 
docket to address performance measurements, the Commission will also issue an Order 
in D~No~P~1'Q(J;.~Qb,1~ stating that the Commission is investigating performance 
measurements in a generic docket as a first step, but will keep the third-party testing 
docket open for future consideration. .' . . ' ::::: ~-_,' ., ',:'" 

CONCLUSIONS 
-_L..:. 

The Commission concludes that this issue has been, in essence, withdrawn from 
the arbitration and accordingly is not in need of resofution in this docket. Further, the 
Commission will create a new docket, ,Docket'ftO;'P.l.180,Sub:t_;and issue an Order 
in that docket establishing the generic docket and requesting that the industry, the Public 
Staff, the Attorney General. and any other interested parties form a Task Force to attempt 
to agree on all potential issues conceming performance measurements and enforcement 
mechanisms. Further, the Commission will issue an Order in Docket He, ;P-1OO" 'SuP'133i 
(AT&T's Petition for Third-Party Testing) stating that the Commission is investigating 
performance measurements in a generic docket as a first step. but will keep the third-party . 
testing docket open for future consideration. 

."'''':''' 

IT IS, THEREFORE, ORDERED as follows: 

1. That the parties shall, as an interim inter-carrier compensation mechanism, 
pay reciprocal compensation for dial-up calls to ISPs at the rate the parties have agreed 
upon for reciprocal compensation for local traffic and as finally determined by this Order, 
subject to true-up at sudl time as the Commission has ruled pursuant to future FCC 
consideration of this matter. 

2. That leG's Charlotte switdl serves an area comparable to that served by 
BeIlSouth's Charlotte tandem switdl and ICG's switch also provides the same functionality 
as that provided by BellSouth's tandem switch. For reciprocal compensation purposes. 
leG is entitled to compensation at the tandem interconnection rate (in addition to the other 
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appropriate rates) where its switch serves a geographic area comparable to that served 
by BeUSouth's tandem switch. 

3. 'That the Commission declines to decide at this time whether ,BeUSouth 

shoutd be required to commit to provisioning the requisite network buildout and necessary 

support. BerrSouth and leG are encouraged to continue to negotiate on this issue. 


4. That the issue of performance measurements and liquidated damages has 

been, in essence, withdrawn from the arbitration and accordingly is not·~n.~. of 

resolution in this docket. Further, the Commission wili create a new. docket, Docket No~ 

p';'lCfC1;:S-UB~ and issue an Order in that docket establishing the generic docket and 

requesting that the industry, the Public Staff,· the Attomey General,' and any other 

interested parties form a Task Force to attempt to agree on all potential issues concerning : -_ 

perfonnance measuren:-ents and enforcement mechanisms. Further, the Commission will 

issue an Order irit)ocli&tRe::·P"'UJO,'S1ltnfi. (AT&T's Petition for Third-Party .Testing) 

stating that the Commission'is investigating performance measurements in a generic ': 

docket as a first step. but will keep the third-party testing docket open for"future 


I \ consideration. r , 
;~ ~,.~~?~f":~--

5. That BeliSouth and ICG shall prepare and file a Composite Agreement in 

conformity with the conclusions of this Order not later' than 45 days after the date of 

issuance of this Order. Such Composite Agreement.shall be in the form specified in " 


Iparagraph:4 of:Appendix A in·theCommiS$'ion's:AUgust19, 19E/Order in-DQCketN@8. , _ 
P-140, Sub 5O,andP-tOO,Sub 133,'conceming arbitration procedure (Arbitration : ­
Procedure Order). 

6. That, not later than 30 days from the date of issuance of this Order, a party .. 
to the arbitration may file Objections to this Order consistent with paragraph 3 of the 
Arbitration Procedure Order. . -, ,,'. _ '.. " . :,'.' " . ~_; 

''';' :. 1:.(. • • *' "': ;': • : : ~ ~ ; ... _ 

7. That, not later than 30 days from the date of issuance of this Order, any 
interested person not a party to this proceeding may file ~mments concerning this Order 
consistent With paragraphs, 5 and 6.~as applicable, of the Arbitration Procedure Order. 

-~.-~' 

8. That, with respect to objections or. comments filed pursuant to decretal ­
paragraphs 6 or-7 ,above, the party or interested person shall provide with its objections '::. 
or comments an executive summary of no greater than one and one-half ~ pages 
Single-spaced or three pages double-spaced containing a clear and concise statement of . 
all material objections or comments. The Commission will not consider the objections or 
comments of a party or person who has not submitted such executive summary or whose 
executive summary is not in substantial compliance with the requirements above. - . 
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9. That parties or. interested persons submitting Composite Agreements, 
objections or comments -shall also file those Composite Agreements, objections or 
cqmments, including the executive summary required in decretal paragraph 8 ,~. 011 
an MS-DOS formatted 3.5-mch computer diskette containing noncompressed filesereated 
or saved in WordPerfect format ­

ISSUED BY ORDER OF THE COMMISSION. 

This thee day of Nov~r. 1999. . 

NORTH"CAROLINA UTILITIES COMMISSION 

... ~tf3. ..~. 
Geneva S. Thigpen! Chief Clerk 

11c'11~ 
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GLOSSARY OF ACRONYMS 
Docket No. P-5.82, Sub 6 

ACl Adjusted Call Length 

Ad. Telecommunications Act of 1996 

AT&T . AT&T Communications of the Southam States. Inc. " 

.. ' .BellSouth '" BeUSouth T eiecommunications. Inc. 


CLP Competing Local Provider 


CLEC Competing Local Exchange Company (Carrier) 


Commission North' Carolina Utilities Commission 

-~ ::0.' 

FCC Federal Communications Commission l i 
'I t

ICG ICG Telecom GrouP. Inc. 


flEC Incumbent Lqcal Exchange Company (Carrier) 


ISP internet Service Provider 


ITC I'IOeltaCom ITC"'DefiaCom Communications, tnc. 


KMC KMC Telecom, Inc. 

i 

LATA Local Access and Transport Area 

lEC Local Exchange Company (Carrier) 

LERG local Exchange Routing Guide 

MOU Minute of Use 

ass Operations SUPp'ort Systems 

Public Staff Public Staff-North Carolina Utilities Commission 

SGAT Statement of Generally Available Terms 

TA96 Telecommunications Act of 1996 

TELRIC Total Element· Long..Run Incremental Cost 

UNE Unbundled Network Element 

Bf­
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BEFORE THE PUBLIC UTILITIES COMMISSION OF NEVADA 

Docket No. 98-10015 
In Re Petition ofPAC-WEST TELECOMM, INC. 
for arbitration pursuant to Section 252 of the 
Telecommunications Act of) 996 to establish an 
Interconnection Agreement with Nevada Belt 

Docket No. 99-1007 
In Re Petition of ADVANCED TELCOM GROUP, 
INC for arbitration ofan Interconnection 
Agreement with Nevada Bell pursuant to Section 
252(b) of the Telecommunications Act of 1996. 

At a general session of the Public Utilities Commission ofNevada, held at its offices on May 20, 1999, 

PRESENT: 
Chairman ludy M. Sheldrew 
Commissioner Donald L. Soderberg 
Commissioner Michael A. Pitlock 
Commission Secretary leanne Reynolds 

ORDER 

The Public Utilities Commission ofNevada ("Commission") makes the foJlowing findings offact and 
conclusions oflaw: 

1. On April 12, 1999. the Commission issued a Revised Arbitration Decision in the above-referenced 
dockets. This Revised Arbitration Decision was issued in response to petitions for arbitration filed by 
Pac-West Telecomm, Inc. ("Pac-West") and Advanced Telcom Group, Inc. (tlATG") concerning 
interconnection agreements with Nevada Bell. 

2. The only issue before the Commission for arbitration in both instances was whether a party receiving 
traffic from the other for termination to an Internet Service Provider ("ISPII) is entitled to receive 
reciprocal compensation from the other pursuant to 47 USC §2S1(b)(S). 

3. In its Revised Arbitration Decision, the Commission determined that reciprocal compensation should 
be paid by Nevada Bell to Pac-West or ATG for traffic originated by a Nevada Bell customer and 
terminated to any customer, including an ISP, obtaining local access from Pac-West or ATG when those 
customers are located within the same Nevada Bell local calling area. Similarly, reciprocal compensation 
should be paid by Pac-West or ATG to Nevada Bell for traffic originated by a Pac-West or ATG 
customer and terminated to any customer, including an ISP, obtaining local access from Nevada Bell 
when those customers are located within the same Nevada Bell local calling area. In this Revised 
Arbitration Decision, the Commission also found that a local call is based on the physical location ofthe 
originating and terminating parties where there are no toll or other costs beyond the local exchange 
service rates. 

4. On April 26, 1999, Pac-West filed a document in these dockets entitled "Petition for Declaratory Order 
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or Advisory Opinion." In this petition, Pac-West seeks confirmation that a local call includes a call to or 
from foreign exchange customers where the carrier serving such customers maintains a direct point of 
interconnection within the foreign exchange and is responsible for transporting calls to and from the point 
of interconnection and the foreign exchange customer so that, where a call is originated by a Nevada Bell 
end user and is delivered by Nevada Bell to Pac-West within that end user's local calling area, the call 
would be deemed a local call so long as Pac-West bears the entire responsibility for transporting the call 
outside of the originating end user's local calling area. 

5. In its answer toPac-West's petition filed May 10, 1999, Staff states that the issue raised by Pac-West's 
petition is not one which was fully developed during the hearing held in February 1999 or actuaJly ruled 
upon by the Commission in its Revised Arbitration Decision. Staffdescribes this issue as a narrow one 
which was not necessarily contained within Pac-West's initial petition for arbitration Resolution of the 
issue (on reciprocal compensation) does not necessarily require resolution of the matter raised by 
Pac-West in its petition filed April 26, 1999 Staff recommends that the Commission properly notice and 
hold a hearing on the issue of whether the term "local call," as used in the Revised Arbitration Decision, 
includes a call to or from foreign exchange customers where the carrier serving such customers maintains 
a direct point of interconnection within the foreign exchange and is responsible for transporting calls to 
and from the point of interconnectionand the foreign exchange customer. In the alternative, Staff points 
out that either Pac-West or Nevada Bell can file a new petition for arbitration of this issue. 

6. In its answer filed May 10, 1999, Nevada Bell states that Pac-West has actually asked the Commission 
to reconsider and reverse a portion of its Revised Arbitration Decision. In contrast to Staff, Nevada Bell 
asserts that the subject ofPac-West's petition was fulJy explored and decided in the course of the 
arbitration. Nevada Bell also argues that 47 U. S.C. §252(b)( 1) precludes Pac-West from requesting 
another arbitration. Nevada Bell argues that Pac-West could have petitioned for arbitration ofother 
sections of the interconnection Agreement, such as the section wherein "local traffic" was defined, but did 
not do so. Nevada Bell also argues that 47 U.S.c. §252(b)(4)(A) requires that the Commission limit its 
consideration of a petition for arbitration to the issues set forth in the petition and response. The 
Commission's decision in its Revised Arbitration Decision with respect to the definition of a "local call" 
was unambiguous and does not need to be clarified. Nevada Bell asserts that Pac-West seeks, via its 
petition, an interpretation of the Revised Arbitration Decision which would circumvent the definition of a 
local call. Pac-West wants to afford its ISP customers in Las Vegas the ability to receive calls from 
northern Nevada that are rated local to the caller, even though the calls will cross LATA boundaries. 
Nevada Bell encourages the Commission to deny Pac-West's petition. 

7 As a preliminary matter, the Commission must address whether it will treat the petition filed by 
Pac-West on April 26, 1999 as a petition for a declaratory order or advisory opinion, or as some other 
type of request. Although NAC 703.825 provides that "any interested person may petition the 
commission for a declaratory order or an advisory opinion as to the applicability ofany statutory 
provision or any regulation or decision of the commission," such a petition should be filed as a new 
request which will cause a new docket to be opened, noticed to the public, and disposed of after an 
opportunity for comment and possibly a hearing. The Commission believes that the petition filed by Pac­
West can fairly be construed as a request for clarification and therefore can be disposed of at this time in 
these dockets. The answers of both Staff and Nevada Bell appeared to respond to the petition as ifit 
were in fact a request for clarification. 

8. Upon consideration ofPac-West'spetition and the answers filed thereto, the Commission believes the 
petition should be denied. Pac-West could have specifically requested arbitration of this issue at the same 
time it requested arbitration of the issue of reciprocal compensation, but Pac-West did not do so. The 
Commission is not in a position to clarify a question which was not properly before it when it was 
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gathering evidence and argument on the issue of reciprocal compensation set forth above, 

Therefore, based on the foregoing findings offact and conclusions oflaw, it is hereby ORDERED that: 

L The petition filed by Pac-West Telecomm, Inc, on April 26, 1999 is DENlED, 

2, The Commission retains jurisdiction for the purpose ofcorrecting any errors which may have occurred 
in the drafting or issuance of this Order. 

By the Commission, 
JUDy M, SHELDREW, Chairman 
DONALD L. SODERBERG, Commissioner 
M1CHAEL A PITLOCK, Commissioner 

Attest: JEANNE REYNOLDS, Commission Secretary 

Dated: 5/24/99 Carson City, Nevada 
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BEFORE THE PUBLIC UTILITIES COMMISSION OF NEVADA 

Docket No. 98-10015 

In re petition ofPAC-WEST TELECOMM, INC. 

for arbitration pursuant to Section 252 of the 

Telecommunications Act of 1996 to establish an 

Interconnection Agreement with Nevada Bell. 


Docket No. 99-1007 

In re petition of ADVANCED TELCOM GROUP, 

INC. for arbitration ofan Interconnection 

Agreement with Nevada Ben pursuant to Section 

252(b) of the Telecommunications Act of 1996 


At a general session of the Public Utilities Commission of Nevada, held at its offices on April 8, 1999. 

Present: 

Chairman Judy M. Sheldrew 

Commissioner Donald L. Soderberg 

Commissioner Michael A Pitlock 

Commission Secretary Jeanne Reynolds 


ORDER ADOPTING REVISED ARBITRATION DECISION 

The Public Utilities Commission ofNevada ("Commission") makes the following findings of fact and 
conclusions of law: 

I. On March 4, 1999, the Presiding Officer in this matter filed the Arbitration Decision with the 
Commission. 

2. Pursuant to NAC 703.288, facsimile and hard copies of the Arbitration Decision were sent to the 
parties (Nevada Bell, Advanced Telcom Group, Inc. ("ATG"), Pac-West Telecomm, Inc. ("Pac-West"» 
in the proceeding, the Regulatory Operations Staff ("StaW) of the Commission, the Attorney General's 
Bureau ofConsumer Protection - Utility Consumers' Advocate ("UCA"), and the entities (AT&T 
Communications ofNevada, Inc. ("AT&T'), GTE California Incorporated d/b/a GTE ofNevada 
("GTE"), and Sprint Communications Company, L.P. and Central Telephone Company - Nevada d/b/a 
Sprint ofNevada ("Sprint"» who filed notices of intent to comment. 

3. On March 15, ]999, comments on the Arbitration Decision were filed by ATG, Pac- West, Nevada 
Bell, Staff, AT&T, and GTE. On March 22, 1999, reply comments were filed by Nevada Bell, ATG, 
Pac-West, Staff, and AT&T. 

4. Pursuant to NAC 703.288(5), the scope of the comments received must be limited to whether the 
Arbitration Decision: 

(a) discriminates against any telecommunications carrier that is not a party to the agreement: 

(b) is consistent with the public interest, convenience, and necessity: or 
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(c) violates other requirements of the Conunission, including, but not limited to, any 
standards adopted by the Commission relating to the quality of telecommunication service. 

Parties' Comments: 

ATG: 

5. ATG states that the Federal Communications Commission ("FCCIt) did not give states the authority to 
determine that no compensation wouJd be paid for termination oflSP traffic. (Post Arbitration Comments 
of A TG (hereafter ItATG Comments") at 6). Both the Telecommunications Act of 1996 ("Act") and 
fundamental fairness require that a local exchange carrier ("LEC"), whether incumbent LEC (ltILEC") or 
competitive LEC ("CLEC"), be compensated when another LEC delivers traffic to their network for 
competition. The FCC's Declaratory Rulingill states that some compensation must be paid: ..... state 
commissions are also free not to require the payment of reciprocal compensation for this traffic and to 
adopt another compensation mechanism." (Declaratory Ruling at ~26). Thus beyond its inherent 
unfairness, the refusal ofany compensation for the use of the CLECs' facilities constitutes an 
unconstitutional taking of property without just compensation. (ATG Comments at 7). 

6. The refusal of reciprocal compensation will do untold damage to the development ofcompetition in 
Nevada Bel1's service territory and may well prevent meaningful competition from ever developing. (ld. at 
8). The Internet is the most promising growth element of the telecommunications market. By not 
allowing reciprocal compensation for calls "terminated" to ISPs, there is a disincentive to compete for 
their business. (ld. at 9). 

7. ATG believes that the Arbitration Decision is unclear in that it fails to address compensation for calls 
terminated on the network ofNevada Bell. (Id. at 11). 

8. Further, the Arbitration Decision incorrectly concludes that the CLECs are gaming reciprocal . 
compensation as the only reason to enter the market The evidence of the record shows that the amount 
ofcompensation paid to CLECs under reciprocal compensation is not the gigantic amounts claimed by 
Nevada Ben to be a windfall. (ld. at 12). No where in the record did ATG indicate that its sole business 
would be service to ISPs. Instead, ATG is a full service telecommunications carrier. 

9. In addition, ATG states that if the imbalance in the ratio of originating calls versus terminating calls is 
due to the success of CLECs' in gaining ISP customers, Nevada Bell should be motivated to try to 
compete for those customers, not be permitted to get a free ride on the CLECs facilities (ld.). 
Furthermore, ATG is not planning to provide services primarily or solely to ISPs. There is simply no basis 
in the record to apply data specific to one company (referencing Pac-West's ) :69 and 1 :683 ratios~ see 
Arbitration Decision at 1M136, 75) to the operations of an unrelated, separate company with a very 
different business plan, method ofoperation, and customer base. (ATG Comments at 13). 

10. ATG states that the burden is on Nevada Bell to show that some exception to reciprocal 
compensation should apply and how it would work. (ld. at 14). The rationale for this assertion is that the 
Telecommunications Act of 1996 expressly states that reciprocal compensation is the standard that 
ILECs must employ. (ld. citing 47 US.c. §251(b)(5». 

] ). Finally, ATG emphasizes "the strong federal interest in ensuring that regulation does nothing to 
impede the growth of the Internet--which has flourished to date under [the FCC's] 'hands off' regulatory 
approach--or the development ofcompetition." (Declaratory Ruling at ~6). As a result, ATG disagrees 
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with the Arbitration Decision in that it characterizes Internet service as not included in the 

telecommunications services for which competition is encouraged under the Act. 


Pac-West: 

12. Pac-West states that ISP call termination service is a fulJy appropriate network offering that will 
provide significant value to Nevada Bell and for which Pac-West is rightfully entitled to compensation. 
(Comments ofPac-West (hereafter "Pac-West Comments) at 5). Requiring Nevada Bell to compensate 
Pac-West for performing call termination functions is simply fair business. The fact that Pac-West is 
focusing on the provision ofcall termination services at this point is of no consequence and simply should 
not enter into the Commission's equation for a just and reasonable outcome of this proceeding. (Id. at 7). 

13. Furthermore, the suggestion in the Arbitration Decision that the entitlement to reciprocal 
compensation should be limited to those carriers that aspire to provide two-way, plain old telephone 
service ("POTS") mirroring that offered by ILECs is out ofstep with reality. (ld. at 8). 

14. Pac-West states that according to the FCC's Declaratory Ruling, if a state commission chooses to 
exclude ISP traffic from reciprocal compensation provisions 47 U. S.C. §251 (b)( 5), the FCC explicitly 
conditioned such authority on the state commission's adoption of another compensation mechanism. (Id. 
at 12 citing Declaratory Ruling at ~26). Without adoption of a substitute mechanism for fairly 
compensating Pac- West for its provision of call termination services, the Arbitration Decision is 
unlawful. The Commission must require each party to compensate the other for terminating such traffic 
based on the agreed-upon prices for the terminating end office unbundled network element. 

15. Pac-West believes that the proposal to classifY calls based on the calling and called parties' locations 
should be rejected and, instead, should adopt the rate-center-to-rate-center calling convention. This 
convention is consistent with actual practice in the industry and is the only realistic, nondiscriminatory, 
and competitively-neutral means ofclassifYing calls. (Pac-West Comments at 18). 

16. Given the exemption ofISPs from access charges, neither Pac-West nor other carriers, including 
ILECs, are able to recover from ISPs the costs of terminating calls. The Arbitration Decision leaves 
Pac-West in the impossible position of being unable to charge ISPs for call termination and being unable 
to recover its costs from Nevada Bell. (Reply Comments ofPac-West at 1-2). 

17. To interpret the tariffs and agreements as classifYing calls based on end users' actual physical locations 
is nonsensical. Such a rating scheme simpJy would not be workable. (Id. at 4). It would require Pac-West 
and its ISP customers to install completely unnecessary facilities, which they are highly unlikely to do 
simply to serve small numbers ofcustomers in remote areas. (Id. at 4-5). 

Nevada Bell: 

18. Nevada Bell agrees with the Arbitration Decision. The definition oflocal calling at Paragraph 64 of 
the Arbitration Decision is the accepted custom and practice of the industry and should be affirmed by the 
Commission. [Nevada Bell's Comments on the Arbitration Decision of Commissioner Donald Soderberg 
(hereafter "Nevada Bell Comments") at 4). 

19. Nevada Bell stated that the FCC determined that ISP traffic is jurisdictionally interstate in nature. 

We conclude in this Declaratory Ruling, however, that lSP-bound traffic is non-local 
interstate traffic. Thus, the reciprocal compensation requirements of section 251 (b)( 5) of the 
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Act and Section 5), Subpart H (Reciprocal Compensation for Transport and Termination of 
Local Telecommunications Traffic) of the [FCC's] rules do not govern inter-carrier 
compensation for this traffic. 

Declaratory Ruling at ~26 n. 87. 

20. Nevada Bell agreed with the Arbitration Decision at Paragraphs 75 and 76 that the huge disparity for 
incoming to outgoing calls as well as originating minutes to terminating minutes indicates that Pac-West 
and ATG are establishing CLECs to reap the windfall of potential reciprocal compensation payments. 
(Nevada Bell Comments at 9). 

21. The effect of the Arbitration Decision, if approved, does not mean that compensation will never be 
paid for the termination ofISP traffic. Instead, the proposed interconnection agreement already provides 
for compensation for the exchange of interstate switched access service. The carriers jointly providing 
access to the interstate traffic from the ISP will establish meet point billing arrangements, just as though 
the ISP were an interexchange carrier. (Nevada Bell's Reply to the Comments of the Other Parties 
Regarding the Arbitration Decision ofCommissioner Donald Soderberg (hereafter "Nevada Bell Reply 
Comments") at 5 citing Interconnection Agreement §5.6). Under meet point billing arrangements each 
carrier would bill the interexchange carrier or ISP access charges. However, the FCC has explicitly 
exempted ISPs from the payment of access charges. As a result, the carriers jointly providing access to 
the ISPs must bear their own costs without the recovery ofaccess charges. (Nevada Bells Reply 
Comments at 5). Therefore, Nevada Bell will continue to bear all the costs oforiginating ISP traffic to 
ATG and Pac-West and will offset those costs with the revenue it receives from its end users. 

Staff: 

22. Staff does not believe that the FCC's conclusion that communications to an ISP do not terminate at 
the ISP's local server, but continue to the ultimate destination or destinations, specifically at an Internet 
website that is often located in another state (see Declaratory Ruling at ~12) alters the fact that 
ISP-bound traffic is treated as local for rate-making purposes. ISPs are no different than any other loca) 
business customer in Nevada, and reciprocal compensation is an important component of the local rate 
structure. To deny reciprocal compensation for traffic bound for a local ISP would constitute 
discriminatory application oflocal rates by the Commission. (Comments on Proposed Order Regulatory 
Operations Staff (hereafter "StaffComments") at 3). 

23. Staff reiterates the FCC's assertion that nothing in the Declaratory Ruling precludes state 
commissions from determining that reciprocal compensation is an appropriate interim inter-carrier 
compensation rule. Indeed, the FCC went so far as to make the observation that the FCC's policy of 
treating ISP-bound traffic as local for purposes of interstate access charges would, if applied in the 
separate context of reciprocal compensation, suggest that such compensation is due for that traffic. (Id. 
citing Declaratory Ruling at ~25). 

24. Staff states that the Arbitration Decision does not appear to result in any direct discrimination against 
another telecommunications carrier. (Staff Comments at 3). 

25. Staff believes that no party provided a plausible way to distinguish between traffic bound for an ISP 
and traffic bound for a non-ISP residential or business customer. As a result, Staff has both a policy and 
legal concern about the application ofcall screening mechanisms by Nevada Bell. Staff states that such 
can screening could violate Nevada's laws regarding interception of wire communications (wiretapping 
laws) promulgated at NRS 179.410-515, NRS 200.610-690, and NRS 704.285. (1d. at 4). 
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26 Since the FCC has not adopted a special rate structure for ISPs but, rather, has deferred access 
pricing to the local rate structure, Staff believes that all elements of the local business customer rate 
structure should apply to ISP traffic in a nondiscriminatory manner. Application of some local pricing 
elements, but not other elements. creates a void for local ISP access whereby ISPs are treated as local 
business line customers when served by Nevada Bell but not as local business line traffic when served by 
a CLEC. (Id. at 5). 

21. Staff states that the Commission approved the interconnection agreement between Pac-West and 

Sprint ofNevada which included reciprocal compensation as do other interconnection agreements 

approved statewide by the Commission. (Id.). 


28. Staff states that no showing was presented that indicated that a differential in the incremental costs of 
terminating a call are less than the reciprocal compensation rate. Even if such a showing were made. 
however. that should not lead to a policy conclusion that reciprocal compensation should be denied, but 
rather, that the rate in question should be reduced to a level consistent with incremental cost as prescribed 
by 47 U.S.c. §252(d)(2)(A). (ld. at 6-7). 

29. Finally, the information on the ratio of originating minutes ofuse to terminating minutes of use does 
not support a conclusion that a subsidy flow will exist. (Id. at 7). It is analogous to an observation that 
Nevada Bell purchases all of its electricity from Sierra Pacific Power Company ("Sierra Pacific") but sells 
no electricity to Sierra Pacific. To conclude that Nevada Bell is therefore subsidizing Sierra Pacific would 
be erroneous without considering Sierra Pacific's costs. 

30. Staff states that Paragraphs 77 and 78 of the Arbitration Decision appear to deny reciprocal 
compensation for any and all traffic terminated on the networks of ATG and Pac- West regardless of the 
type ofend-use customer. (Id. at 8). 

GTE: 

31. GTE agrees with the Arbitration Decision. By finding that a local can should not be defined by the 
rate center of the NXX codes, the decision prevents ATG and Pac-West from avoiding charges for toll 
calls and interLATA calls as well. (GTE Comments Regarding Arbitration Decision (hereafter "GTE 
Comments") at 2). 

32. But for the so-caJJed "ESP exemption" in 47 C.F.R. pt. 69, CLECs would be paying access charges to 
ILECs for such traffic as interexchange carriers do. Instead, the costs incurred for transporting such 
traffic are borne by the ILECs, not the CLECs. It is a perversion of the access charge regime set forth in 
part 69 of the federal regulations to interpret the exemption to permit the collection of compensation, in 
addition to the avoidance of access charges. (Id. at 2-3). 

33. The FCC refuted the two-call theory advanced by Pac-West and ATG. The FCC has consistently 
rejected attempts to divide communications at any intermediate points of switching or exchanges between 
carriers. The communications at issue here do not terminate at the ISP's local server, as ATG and 
Pac-West contend, but instead continue to the ultimate destination or destinations. (Id. at 3 citing FCC 
Declaratory Ruling at 111110, 12). The Presiding Officers decision (see Arbitration Decisionat 1168) 
appears to be consistent with Paragraphs 10-15 of the FCC's Declaratory Ruling. 

34. The Presiding Officer's ultimate conclusion in Paragraph 79 that the "just and reasonable" standard set 
forth in 47 U.S.c. §2S2(b)(2)(A) was meant to promote competition, not the Internet is correct. CLECs 
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.' 
which serve primarily ISPs are not bestowing the benefits of the competition on consumers. These 
CLECs are merely attempting to take advantage ofa loophole in the law at the expense ofILECs. (GTE 
Comments at 4), 

AT&T: 

35 AT&T states that the Presiding Officer unduly relied upon the FCC's Declaratory Ruling. It does not 
mandate the result reached by the Presiding Officer in the Arbitration Decision and indeed suggests that a 
contrary decision would be appropriate at least until the FCC concludes the ruJemaking. (Id. at 2). The 
effect of the Arbitration Decision is that neither ILECs nor CLECs will receive any compensation for the 
exchange ofISP traffic. (Id. at 3). The FCC recognized that reciprocal compensation is still appropriate 
and that in the absence ofa contrary FCC rule, state commissions have the authority and jurisdiction to 
order reciprocal compensation. (Id. at 2-3 citing Declaratory Ruling at 1125). 

36. In addition, AT&T states that the FCC indicated that if a state commission determined that 
"reciprocal compensation" is not appropriate, the state commission was still entitled to "adopt another 
compensation mechanism." (Reply Comments of AT&T at 2 citing FCC's Declaratory Ruling at 1126). 

Commission Discussion: 

37. The Commission agrees with Staft's analysis ofthe Presiding Officer's Arbitration Decision. The 
Commission finds that the Arbitration Decision is not in the public interest, convenience and necessity. 
Therefore, the Commission should adopt the Revised Arbitration Decision, attached hereto as 
Attachment ], that conforms with Staft's conclusions and recommendations. 

THEREFORE, based on the foregoing findings offact and conclusions oflaw, it is hereby ORDERED 
that: 

I. The Revised Arbitration Decision, attached hereto as Attachment I, is APPROVED. 

2. The findings delineated in the Revised Arbitration Decision shall SUPERSEDE the Presiding Officer's 
Arbitration Decision filed with the Commission on March 4, 1999. 

3. The Commission retains jurisdiction for the purpose of correcting any errors which may have occurred 
in the drafting or issuance of this Order Adopting Revised Arbitration Decision. 

By the Commission, 

JUDy M. SHELDREW, Chairman 

DONALD L SODERBERG, Commissioner and Presiding Officer 

MICHAEL A PITLOCK, Commissioner 

Attest JEANNE REYNOLDS, Commission Secretary 

Date: 4112/99 Carson City, Nevada 


I. In the Matter ofImplementation of the Local Competition Provisions in the Telecommunications Act of 1996; In the Matter of 
Inter- Carrier Compensation for ISP-Bound Traffic, CC Docket No. 96-98, CC 99-68, FCC 99-38, Declaratory Ruling in CC 
Docket No. 96-98 and Notice ofProposed Rulemaking in CC Docket 99-68, reI. 2/26/99 (hereafter "Declaratory Ruling"). 

Attachment ] 
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BEFORE THE PUBLIC UTILITIES CO.MA4ISSION OF NEVADA 

Docket No. 98-) 00) S 
In re petition ofPAC-WEST TELECOl\.1M, INC. 
for arbitration pursuant to Section 252 of the 
Telecommunications Act of 1996 to establish an 
Interconnection Agreement with Nevada Bell. 

Docket No. 99-1007 
In re petition ofADVANCED TELCOM GROUP, 
INC. for arbitration ofan Interconnection 
Agreement with Nevada Bell pursuant to Section 
2S2(b) of the Telecommunications Act of )996. 

REVISED ARBITRATION DECISION 

The Public Utilities Commission ofNevada (,'Commissionlt 
) makes the following findings offact and 

conclusions of law: 

Procedural History: 

1, On October 12, 1998, Pac-West Telecomm, Inc. ("Pac-West") filed a Petition for Arbitration to 
establish an Interconnection Agreement with Nevada Bell. The petition was filed pursuant to Chapters 
703 and 704 of the Nevada Revised Statutes ("NRSIt) and the Nevada Administrative Code ("NAC"), the 
regulations adopted by the Commission in Docket No. 96-12001 (later promulgated at NAC 703.280 et 
seq.), and 47 US.c. §251 et seq. This matter was designated as Docket No. 98-10015. Pac-West is 
currently authorized to provide resold intrastate interexchange, alternative operator and competitive local 
exchange services within Nevada pursuant to Certificate ofPublic Convenience and Necessity ("CPC It

) 

2036 Sub 3. 

2. Pac West requests that the Commission arbitrate the fonowing issue: whether a party receiving traffic 
from the other for termination to an Internet Service Provider (ltISP") is entitled to receive reciprocal 
compensation from the other pursuant to 47 US.c. §251(b)(5). 

3. On October 22, 1998, the Commission issued a Notice ofPetition for Arbitration and Notice of 
Prehearing Conference for Docket No. 98-10015. 

4. On November 6, 1998, Nevada Bell filed its Response to the Petition. 

5. By November 18, 1998, the Commission received Notices oflntent to Comment from AT&T 
Communications ofNevada, Inc. ("AT&T"), GTE California Incorporated, d/b/a GTE of Nevada 
("GTE"), the Attorney General's Bureau ofConsumer Protection - Utility Consumers' Advocate 
("UCA"), Advanced Telcom Group, Inc. ("ATG"), and Sprint Communi~atjons Company L.P. 

6. On November 30, 1998, the Commission held a duly noticed Prehearing Conference. Appearances 
were made by ATG, AT&T, GTE, Nevada Bell, Pac-West, Sprint Communications Company L.P., the 
Regulatory Operations Staff (ltStaff') of the Commission, and the UCA. At the prehearing conference, all 
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parties involved agreed to waive the 9-month deadline for resolution of the unresolved issues as required 
in 47 US.C. §252(b)(4)(C). In its place, the parties proposed a procedural schedule in which the 
Arbitration Decision would be filed on March 4, 1999, and a final Commission decision would be issued 
no later than April 5, 1999. On December 10, 1998, the Commission issued a Procedural Order in Docket 
No. 98-10015. Also, on December 10, 1998, the Commission issued a Notice ofHearing in Docket No 
98-10015. 

7. On January 8, 1999, ATG filed a Petition for Arbitration tp establish an Interconnection Agreement 
with Nevada Bell. The petition was filed pursuant to Chapters 703 and 704 ofthe NRS and NAC, 47 
US.c. §251 et seq., and, in particular, NAC 703.280 et seq. This matter was designated as Docket No. 
99-1007. ATG is currently authorized to provide resold local and intrastate long distance services within 
Nevada pursuant to CPC 2400. 

8. ATG requests that the Commission arbitrate the following issue: whether a party receiving traffic from 
the other for termination to an ISP is entitled to receive reciprocal compensation from the other pursuant 
to 47 US.C. §2SI(b)(5). 

9. On January 8, 1999, ATG also filed a Motion to Consolidate Hearings on Arbitration ofCommon 
Issue pursuant to NAC 703.550 et seq. and 47 US.c. §252(b). On January 15, 1999, Staff filed a Joinder 
in the Motion. No other comments were filed. On January 19, 1999, the Commission issued an Order 
consolidating Docket Nos. 98-10015 and 99- 1007. 

10. On January 8, 1999, prefiled direct testimony was filed by ATG and Pac-West. On January 15, 1999, 
prefiled direct testimony was filed by Nevada Bell. On January 22, ]999, prefiled direct testimony was 
filed by Staff. On January 29, 1999, prefiled rebuttal testimony was filed by ATG. 

11. On January 19, 1999, the Commission issued a Notice ofPetition for Arbitration; Notice of 

Prehearing Conference; Notice ofHearing in Docket No. 99-1007. 


12. On February 3, 1999, Notices of]ntent to Comment were filed in Docket No. 99-1007 by GTE and 
Sprint Communications Company, L.P. and Central Telephone Company - Nevada d/b/a Sprint of 
Nevada (collectively, "Sprint"). 

13. On February 10, 1999, the Commission held a prehearing conference for Docket Nos. 98-10015 and 
99-1007. Appearances were made by ATG, Nevada Bell, Pac-West, and Staff. 

]4. On February 10, 1999, the Commission commenced a hearing in the consolidated matter ofDocket 
Nos. 98-10015 and 99-1007. Appearances were made by ATG, Nevada Bell, Pac-West, and Staff. The 
hearing lasted two days which included 385 pages of transcript and 14 exhibits admitted into evidence. At 
the close of the hearing the Presiding Officer questioned the parties whether the final decision in this 
matter by the Commission could be extended to April 8, 1999. No party expressed an opposition to the 
change. 

]5. On February 18, 1999, post-hearing briefs were filed by ATG, Nevada Bell, Pac-West, Sprint, and 
Staff 

16. On February 26, 1999, the Federal Communications Commission ("FCC") released In the Matter of 
Implementation of the Local Competition Provisions in the Telecommunications Act of 1996; In the 
Matter oflnter-Carrier Compensation for ISP-bound Traffic, CC Docket No. 96-98, CC 99-98, FCC 
99-38, Declaratory Ruling in CC Docket No. 96-98 and Notice of Proposed Rulemaking in CC Docket 
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99-68, rei 2126/99 (hereafter "Declaratory Ruling"). The FCC concluded that ISP-bound traffic is 
jurisdictionally mixed and appears to be largely interstate. In addition, the FCC concluded that reciprocal 
compensation obligations should only apply to local traffic that originates and terminates within state 
defined local calling areas. Finally, the issue of reciprocal compensation for ISP-bound traffic was left to 
the discretion ofstate commissions in the exercise of their authority to arbitrate interconnection disputes. 

Statutory Guidelines: 

17. Pursuant to the Telecommunications Act of] 996 [Pub. L. 104-104, 110 Stat. 56 (codified as 

amended in scattered sections ofTitle 47, United States Code)] and, in particular, 47 U.S.c. 

§252(b )(2)(1), the Presiding Officer has been presented with one issue to resolve in this arbitration: 

whether a party receiving traffic from the other for termination to an ISP is entitled to receive 

reciprocal compensation from the other pursuant to 47 U.S.C. §251(b)(5)? 


18 Pursuant to 47 U. S.C. §251 (b)( 5), each local exchange carrier ('ILEC") has the duty to establish 

reciprocal compensation arrangements for the transport and termination of telecommunications. 


19. Pursuant to 47 U.S.c. §251(c)(2)(D), each incumbent local exchange carrier ("ILEC") has the duty 
to provide for interconnection with the local exchange carrier's network on rates, terms, and conditions 
that are just, reasonable, and nondiscriminatory. 

20. For the purposes of compliance with section 47 V.S.c. §251(b)(5) by an ILEC, the Commission shall 
not consider the terms and conditions for reciprocal compensation to be just and reasonable unJess such 
terms and conditions provide for the mutual and reciprocal recovery by each carrier ofcosts associated 
with the transport and termination on each carrier's network facilities of calls that originate on the 
network facilities of the other carrier. 47 US.c. §252(d)(2)(A)(i). 

Position of the Parties: 

Pac-West and ATG: 

21. Pac-West states that over the past sixteen years, the FCC has consistently yielded to state jurisdiction 
over switched calls to Enhanced Service Providers, including ISPs. Without exception, the provision of 
such services has been deemed an intrastate endeavor. (Pac-West Post-Hearing Brief at 6). 

22. While Nevada Bell argues that the FCC has asserted jurisdiction over dial-up access to the Internet 
through an FCC memorandum decision, Nevada Bell neglected to cite the portion ofthe decision (Tr. at 
275-276), where the FCC makes it unambiguously clear that the order did not consider or address issues 
regarding whether LECs were entitled to receive reciprocal compensation when they deliver to ISPs 
circuit-switched dial-up traffic originated by interconnecting LECs. (GTE Operating Cos., CC Docket 
No. 98-79, Memorandum Opinion and Order, FCC 98-292, reI. ]0/30/98 at 112). 

23. In addition, ATG states that the FCC's Part 36 Separations Rules do not support Nevada Bell's claim 
that the FCC requires calls made to ISPs to be assigned to the interstate jurisdiction of the FCC. (ATG 
Post-Hearing Brief at 13). The FCC ten percent rule applies only to private line and W ATS Iines~ it does 
not apply to switched lines~ and no rule in Part 36 applies the FCC's ten percent rule to the 
circuit-switched services which are at issue in this proceeding. (Tr. at 269-270). 

24. Even if the FCC were to reverse its earlier decisions to leave regulation ofcircuit- switched ISP 
traffic to the states, this Commission is nevertheless bound by the Telecommunications Act of 1996 to 
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order the payment of reciprocal compensation for the completion ofcalls to ISPs until the FCC adopts 
contrary regulations. (Pac-West Post- Hearing Brief at 8). 

25. Pac-West intends to locate a switch in Las Vegas and provide access to ISPs (also located in Las 
Vegas) via the switch in Las Vegas. Under this scenario, a Nevada Bell customer located in Reno would 
connect with an ISP in Las Vegas via a switch located in Las Vegas. (Tr. at 8 - 9). Reno and Las Vegas 
are located in different local access and transport areas (interLATA). Nevertheless. Pac-West is seeking 
to have reciprocal compensation apply to interLA T A calls simply because the customer will access the 
ISP via a local number. 

26. Pac-West and ATG seek to have the Commission define local calls by comparing the rate center of 
the NXX codes, rather than by comparing the physical location of the calling and called parties within the 
local calling area. (Pac-West Petition for Arbitration at 3; ATG Petition for Arbitration at 3). 

27. Pac-West states that contrary to Staff's suggestion, there really is no issue of potentially adverse 
impacts on the local versus toll calling structure since very few to)) calls would ever typically be made by 
consumers for the purpose ofaccessing ISPs. Thus, Pac- West's service would not be displacing any 
carrier's toll revenues. Instead. the real issue is merely whether Pac-West should be permitted to push the 
envelope a little bit in the extent to which local-rated ISP access is made available to consumers in 
outlying areas. (Pac-West Post-Hearing Briefat 15). 

28. Pac-West believes that the best interests ofNevadans lie in allowing Pac-West to provide its services 
on a foreign exchange basis. (Id. at 15-16). 

29. ATG states that even with Nevada Bell's proposal to monitor the usage of phone lines for Internet 
traffic (Tr. at 257-59), Nevada Bell still has not proposed a way to determine which traffic is terminating 
at ISPs. (ATG Post-Hearing Brief at 14). The end user requests may onJy request information from the 
ISP, and never go anywhere else, or may request information that is held in cache memory by the ISP and 
not need to go beyond the ISP. (Tr. at 176-77, 197-98, 229-30). 

30. ATG believes that an Internet call is two calls. One is a call from the end user to the ISP, over which 
this Commission has jurisdiction and for which reciprocal compensation applies. The other call is an 
unregulated Internet data exchange called Internet Service, and is provided without Nevada regulation by 
entities such as America On Line and Nevada Bell Internet. (ATG Post-Hearing Brief at 16). 
Consequently, when a call from the public switched network reaches the first ISP modem bank, it ceases 
to be a telecommunications service provided by a common carrier. (Ex. 4 at 4). 

31. ATG states that there is nothing in 47 U.S.c. §251 et seq. or the FCC's implementing rules which 
would prevent this Commission from finding that aU local traffic is subject to the obligation of reciprocal 
compensation. There is no FCC decision in any proceeding which would limit or prohibit the Commission 
from making this finding. (ATG Post-Hearing Brief at 10). 

32. ATG and Pac-West state that the purpose of reciprocal compensation is to compensate carriers for 
carrying out call termination functions. When an ILEC terminates a call on a CLEC's network, the ILEC 
should pay the costs of terminating the call. Ifreciprocal compensation is not applied to calls to ISPs, the 
ILEC avoids the costs of terminating the calion its own network and avoids reciprocal compensation 
payment to terminate its customer's call on another carrier's network. (Tr. at 32). This gives the ILEC a 
competitive advantage over competing carriers. 

33. ATG states that fundamental fairness dictates that ILECs and CLECs should each pay the other to 
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terminate all local switched telecommunications traffic. (Ex. 3 at 5-6; A TG Post-Hearing Briefat 2) 

34. ATG states that Nevada Bell is profiting handsomely from the growth in data traffic. and both 

revenues and earnings are outstripping the growth in number of access lines. (Ex. 4 at 19-20). The 

bottom line under any analysis is that revenue growth to Nevada Bell from Internet related sales is 

dwarfing any real or imagined expense from reciprocal compensation. (A TG Post-Hearing Briefat 7). 


35. In addition, Nevada Bell has the same opportunity as do the CLECs to avoid paying reciprocal 
compensation, if it makes an effort to compete for the business of the ISPs. IfNevada Bell were to win 
ISP companies as customers or even retain the ones it has. then it too would receive reciprocal 
compensation from other carriers for ISP traffic, as it undoubtedly must if local independents' customers 
are dialing into ISPs in the Nevada Bell territory. (Ex. 4 at 6). 

36. Pac-West stipulated that based on November 1998 data, its ratio oforiginating calls to terminating 

calls will be I :69, while the ratio oforiginating minutes of use to terminating minutes ofuse will be 

1 :683. (Tr. at 51). However, ATG explains that the reason for the discrepancy in numbers between calls 
terminated on the CLECs' network and the ILEC's network is due to the relative size ofthe companies 
and their customer bases. (ATG Post- Hearing Briefat 2). 

37. Pac-West states that Nevada Bell's reciprocal compensation payments for any local call, whether to 
an ISP or any other end user, should equal, dollar for dollar, the costs that Nevada Bell avoids by not 
having to transport and terminate the call itself If there is, in fact, no equality between reciprocal 
compensation payments and avoided costs under the agreement, Nevada Bell, alone, is at fault for 
attempting to somehow game the system or otherwise failing to accurately state its costs. Id. at 12. 

38. However, Nevada Bell has not contended that the UNE prices are faulty. Therefore, it must be 
concluded that the UNE prices set forth in the agreement are accurate and, as a consequence, that 
Nevada BeJl is truly indifferent, from a long run cost perspective, as to whether it terminates local traffic 
or whether Pac-West terminates such traffic. (Pac-West Post-Hearing Brief at 12). 

39. Strong considerations oflaw, public policy, and fundamental fairness to various competitive market 
entrants compel a finding by this Commission that all exchange of local traffic, including voice and data, 
should be subject to local reciprocal compensation. Fundamentally, reciprocal compensation is a 
competitively neutral, fair, just, and reasonable mechanism for compensating termination ofcalls, and no 
good reason exists to exclude calls terminated to ISPs. This fundamental reasoning has led commissions 
in some 27 other states to the same conclusions, with no state commission finding otherwise. (ATG 
Post-Hearing Brief at 10-11). 

Nevada Bell: 

40. Nevada Bell believes that ISP calls are jurisdictionally interstate in nature. Nevada Bell cites an FCC 
order covering GTE's offering of a DSL service which stated that the communications between an end 
user and an ISP is not made up of an intrastate portion and an interstate portion, but is one 
communication. (Nevada Bell Post-Hearing Brief at 3 citing GTE Operating Cos., CC Docket No. 98-79, 
Memorandum Opinion and Order. FCC 98-292, reI. 10/30/98 (hereafter "Memorandum Opinion and 
Order") at ~~1, 17). 

41. Nevada Bell also states that because the FCC allowed ISP to access the public switched network via a 
business line at state tariff rates, the FCC asserted jurisdiction over Internet usage, making the call 
jurisdictionally interstate. (Tr. at 24]). Since lSP calls are jurisdictionally interstate in nature, they should 
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be excluded from the compensation provisions of an agreement for the interconnection oflocal traffic. 

(Nevada Bell Post- Hearing Briefat 11). 


42, In addition, the communication does not terminate at the ISP's modem, but continues on to the 
website. (Nevada Bell Post-Hearing Brief at 3 citing Memorandum Opinion and Order at ~1f19-20~ Ex. 8 
at 16-17). This continuous transmission may traverse both state lines and national borders, (Nevada Bell 
Post-Hearing Brief at 4). Without significant administrative expense to develop a jurisdictional reporting, 
auditing, and verification procedure for all of the parties handling the calls, or significant investment in 
measuring equipment by all ofthe parties, the end-to-end jurisdiction of the call cannot be determined. 
(ld. at 13-14). 

43. Therefore, where it is difficult to determine through measurements or reporting, the jurisdiction ofthe 
calls using a service, the service is considered to be "contaminated" (a service handling both interstate and 
intrastate calls) and may be directly assigned to interstate if the station-to-station or end-to-end interstate 
usage is more than ten percent of the total usage of the service. If the interstate usage is less than ten 
percent, the usage and costs for the service are assigned to intrastate. (Ex. 8 at 15 - 16). 

44. However, if the calls, usage, and costs are intrastate, they are under the jurisdiction of the 

Commission. (Ex, 5 at 15). 


45. Nevada BeJi stated that the term "local call" denotes a call made within a geographical area, where 
both the originating and terminating party are located, and where there are no toll or other costs beyond 
the local exchange service rates. (Id. at 1-2). Nevada Bell agrees with Staff that the traditional definition 
ofa local call should be used in this matter. (Nevada Bell Post-Hearing Brief at 16-17). 

46. Nevada Bell believes that using the definition ofa "local call" proposed by Pac-West and ATG, would 
overturn years of industry custom and practice. It would also enable Pac- West and ATG to avoid paying 
access charges for toll-free type service and even avoid access charges for interLA T A services offered to 
their customers. (ld. at 16). 

47. Nevada Bell stated that the FCC rejected the "two call" theory and found that ISP Internet calls do 
not end or terminate at the ISP but are a single, continuous, end-to-end communications that is originated 
by a customer, transported to an ISP who then transports that calJ to a site on or beyond the Internet 
termination. (ld. at 9). 

48. Nevada Bell states that given the nature and current uses of the Internet, it is not possible to identify 
or separate most Internet traffic by jurisdiction because the customer does not dial 1+ or 0+, but normally 
dials only seven digits to reach an ISP. Many interconnected companies may be involved in handling the 
ISP Internet call which may be terminated anywhere in the United States or the world. (ld. at 13) 

49. Nevada Bell states that the FCC has determined that reciprocal compensation only applies to local 
communications: 

Transport and termination oflocal traffic for purposes of reciprocal compensation are 
governed by Sections 251 (b)(5) and 252( d)(2) while access charges for interstate 
long-distance traffic are governed by Sections 20 J and 202 of the Act. The Act preserves the 
legal distinctions between charges for transport and termination oflocal traffic and interstate 
and intrastate charges for terminating long distance traffic. 

Declaratory Ruling at ~1033. 
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The FCC went on to add: 

We conclude that Sections 2SJ(b)(5) reciprocal compensation obligations should apply only 
to traffic that originates and terminates within a local area as defined in the following 
paragraph, , , We find that reciprocal compensation provisions of Section 252(b)(5) for 
transport and termination of traffic do not apply to transport or termination of interstate or 
intrastate interexchange traffic. 

Id, at ~1034, 

These holding eliminate any application ofreciprocal compensation to interstate or interexchange traffic. 
(Nevada Bell Post-Hearing Briefat 8), 

50. Nevada Bell asserts that applying reciprocal compensation to dial up calls to ISPs discourages local 
competition. (Tr. at 7). If reciprocal compensation is permitted, CLECs could begin to use such payments 
for Internet traffic to fund payments to ISPs for traffic delivered to the ISPs. CLECs could remit some of 
their reciprocal compensation payments to pay these ISPs for connecting to the CLECs in the first place. 
Further, Nevada Bell states that it "is prohibited by law from charging its end users, ISPs, or other 
carriers, access charges for the interstate access costs they are causing." (Nevada Bell Post-Hearing Brief 
at 20). Therefore, Nevada Be)) would be forced to subsidize the CLECs and their interconnecting ISPs 
for the interstate communications originating from Nevada Bell customers. (Id. at 20). 

51. The subsidy arises because Nevada Bell is forced to bear all the costs oforiginating these calls on its 
network, is not permitted to charge end users to recover all these costs, and, under Pac-West's and ATG's 
interpretation, is forced to pay ~Il ofthe costs oftenninating these calls to the ISPs. (Id. at 20). 

Staff: 

52. Staff believes that if a call to an ISP is an intrastate call, the Commission clearly has jurisdiction to 
regulate that call. (Staff Post-Hearing Briefat 4). Staff states that the intent ofthe end user in making a 
call is irrelevant when determining whether a call is jurisdictionally interstate or intrastate. A call is 
interstate because it crossed state boundaries while the converse is also true. Therefore, intent cannot be 
the basis for determining whether a call to an ISP is jurisdictionally interstate. (Id. at 4-5). 

53. Any concern regarding interstate and intrastate separations is irrelevant to the detennination of 
whether the Commission has rate-making authority over calls to ISPs. (Id. at 4). The FCC, by allowing 
ISPs to access the public switched network via a business line at state tariff rates, in effect granted states 
rate-making authority which includes the authority to determine whether reciprocal compensation should 
apply to calls to ISPs. (Id,). 

54. Staff believes that a local call should be defined on the basis of the physical locations of the calling 
and called party. This is the traditional definition oflocal calling as currently used for rate-making 
purposes in Nevada. (Ex. 14 at 8). 

55. While Pac-West and A TG propose including interLA T A calls as local calls for reciprocal 
compensation purposes, Nevada Bell is currently prohibited from carrying interLA T A traffic. Therefore, 
the Commission should not define calls which must cross interLATA boundaries as local. (Staff 
Post-Hearing Briefat 6). 
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56. Staff states that a call to an ISP is viewed as comprising two discrete elements, one being a 
telecommunications service by which the end user connects to the ISP modem through a local call, the 
second being an information service by which the ISP converts the customer'S analog messages into data 
packets which are individually routed through its modem to host computer networks located throughout 
the world. (Ex. 14 at 4 citing California Public Utilities Commission, R-95-04-043 & 1-95-04-044, Order, 
reI. 10/22/98). 

57. Staff believes that when the dial up call to the ISP is a local call, reciprocal compensation should 
apply, as it does with all other local calls. (StaffPost-Hearing Brief at 6). The failure to apply reciprocal 
compensation to dial up calls to ISPs would discourage local competition. (Ex. 14 at 12). There is no 
technical reason to treat calls to ISPs any differently from other voice calls since both types of calls use 
the same telecommunications network functions. (ld. at 12). 

58. The guiding principles to be employed by the Commission should be whether the ILEC and CLEC 

compete on an equal playing field, and whether the public interest is served. (Id. at 3). The only 

imbalance, if any does exist, would be due to the fact that Nevada Bell is a monopoly or dominant firm 

having most of the local telephone customers. (ld. at ] 1). 


59. Staff believes Nevada Bell's primary concern seems to be that Nevada Bell would pay large amounts 
ofmoney in reciprocal compensation payments if reciprocal compensation were to apply to dial up calls 
to ISPs. (Ex. 8 at 7-8). Yet, ifNevada Bell's negotiated reciprocal compensation rate is equal to the 
forward-looking cost of terminating the local call, then Nevada Ben avoids the same cost when its 
customers' calls are terminated on another carrier's network. (Ex. 14 at 16). Therefore, the appropriate 
solution to any perceived problem in overpayment by Nevada Bell would be to adjust the reciprocal 
compensation rates, not eliminating the application of reciprocal compensation. (Tr. at 379 - 380). 

Commission Discussion: 

60. The issue before the Commission is whether Pac-West and ATG are entitled, pursuant to 47 US.c. 
§25 1 (b)( 5), to receive reciprocal compensation from Nevada Bell when they receive traffic from Nevada 
Bell that Pac-West and ATG terminate to an ISP. In order to decide this issue, four determinations must 
be made: (A) Does the Commission have jurisdiction to make a decision in this matter? (B) What is a 
local call? (C) What is the nature of a call "terminated" to an ISP? (D) Should reciprocal compensation 
apply to a can "terminated" to an ISP? 

A. Jurisdiction 

61. As the FCC observed, state commission authority over interconnection agreements pursuant to 47 
US.c. §252 extends to both interstate and intrastate matters. (Declaratory Ruling at 1125 citing CC 
Docket No. 96-98, First Report and Order, 11 FCC Rcd 15499, 15544 (1996». In the absence ofa 
federal rule regarding the appropriate inter-carrier compensation for this traffic, the Commission has 
jurisdiction to determine the issue of reciprocal compensation for these interconnection agreements 
pursuant to the Commission's statutory obligations under the Telecommunications Act of 1996 (47 
US.c. §252). As long as the carriers are located in the boundaries of the State ofNevada, the 
Commission has jurisdiction over that agreement. 

62. Furthermore, if a can to an ISP is an intrastate call, the Commission has jurisdiction because the calr 
was made and completed within the boundaries of the state of Nevada. Finally, the Commission agrees 
with Staff that the FCC, by allowing ISPs to access the public switched network via a business line at 
state tariff rates, in effect granted states rate- making authority which includes the authority to determine 
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whether reciprocal compensation should apply to calls to ISPs, 

63, Reciprocal compensation between ILECs and CLECs is a conventional local rate structure element 
that applies to residential and business customer traffic pursuant to 47 U.S.C §25J(b)(5) and is the 
subject ofstate commission requirements pursuant to 47 U.S.C. §2S2(d)(2)(A). 

B. Local Call 

64. The Commission finds that a local call is based on the physical location of the originating and 
terminating parties where there are no toll or other costs beyond the local exchange service rates, To 
define a local call based on the rate center of the NXX codes as proposed by Pac-West and ATG would 
.subvert industry custom and practice, It could allow them to avoid access charges for toll calls and 
interLAT A calls as welL 

C. Call "Terminated" to an ISP 

65. For purposes of this discussion, Internet calJing is a communication that begins with an end user in 
Nevada dialing a local telephone number in Nevada for connection to an ISP, The call passes through 
Nevada Bell's central office and is placed on an interconnection trunk for completion through a CLEC's 
switch, At the CLEC's switch, the call is then placed on another trunk and sent to an ISP's router, which 
may be located in another LATA At the ISP's router, the connection remains open and the caller can 
communicate through the Internet with data bases in other states and countries. 

66, The FCC has traditionally determined jurisdictional nature ofa communication by the end points of 
the communication. (Dec1aratory Ruling at ~] 0). Since the FCC has not adopted a special rate structure 
for ISPs but has deferred access pricing to the local rate structure, all elements of local business rate 
structures should apply to ISP traffic in a non- discriminatory manner. 

67. The Commission finds that a call"terrninated" to an ISP consists of two parts: the 

telecommunications service and information service. Those two parts comprise one communication. 


D. Reciprocal Compensation 

68. Reciprocal compensation compensates one company for allowing another company to use its 

facilities, It covers the cost so that the prior company does not have to duplicate construction and 

equipment used to complete the call. 


69. Pursuant to 47 US.C§2SI(b)(S), reciprocal compensation obligations should apply to traffic that 
originates and terminates within state-defined local calling areas, (Id, at ~24 citing CC Docket No, 96-98, 
First Report and Order, 11 FCC Rcd 15499, 16013 (1996», As required by the FCC, local access pricing 
for ISPs in Nevada is the local rate structure for business line customers, Reciprocal compensation is a 
local rate structure element. 

70, From the record presented to the Commission, the parties were unable to show what portion ofcalls 
"terminated" to an ISP remain local. Nor did any party provide a plausible way to distinguish between 
traffic bound for an ISP and traffic bound for a non-ISP or business customer. Furthermore, no party 
provided a plausible way to identify and separate Internet traffic by jurisdiction, Once the traffic reaches 
the ISP modem, nobody knows for sure what is local or long distance after that point. (Tr. at 229-230). 

71. The Commission finds that local access pricing for ISPs in Nevada is the local rate structure for 
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business line customers and reciprocal compensation is a local rate structure element 

72. Pac-West stipulated that based on November 1998 data, its ratio oforiginating calls to terminating 
calls will be ) :69, while the ratio oforiginating minutes of use to terminating minutes of use will be 
] :683. (Tr. at 51). This information does not support a conclusion that a subsidy flow will exist. A 
subsidy determination cannot be based on the ratio of sales and can only be determined by consideration 
of the prices and costs of the services purchased. No evidence was presented to substantiate a subsidy 
claim nor was a request for arbitration on a just and reasonable reciprocal compensation rate made. This 
concern is misplaced if the reciprocal compensation rate is based on the incremental costs to the CLEC 
for terminating a call. 

73. No party identified a plausible and precise method to distinguish between traffic bound to ISPs and 
traffic bound to non-ISP local customers. Nevada Bell's call screening method gives rise to public interest 
and legal concerns and should not be implicitly endorsed by a decision to deny reciprocal compensation 
to ISPs which are a subset of local access customers. 

74. As required by the FCC, local access pricing for lSPs in Nevada is the local rate structure for business 
line customers. Reciprocal compensation is a local rate structure element. Denial of reciprocal 
compensation would represent discriminatory application ofan important local rate element available for 
traffic to the business line customers. 

75. Denial ofreciprocal compensation for local traffic bound for an lSP will slow the development of 
competition and negatively affect the Nevada economy and public interest. 

76. No party provided analysis or evidence that reasonably supports a subsidy claim. Congress provided 
the criteria to prevent unreasonable cash flows under reciprocal compensation by requiring an incremental 
cost foundation. (See 47 US.c. §252(d)(A». No local exchange carrier receives a subsidy if the 
reciprocal compensation rate is based on the additional costs of terminating calls. The appropriate policy 
standard to prevent service subsidization is cost-based rates, not a policy that disbands service. 

77. Reciprocal compensation should be paid by Nevada Bell to Pac-West or ATG for traffic originated by 
a Nevada Bell customer and terminated to any customer, including an lSP, obtaining local access from 
Pac-West or ATG when those customers are located within the same Nevada Bell local calling area. 
Similarly, reciprocal compensation should be paid by Pac-West or ATG to Nevada Bell for traffic 
originated by a Pac-West or ATG customer and terminated to any customer, including an ISP, obtaining 
local access from Nevada Bell when those customes are located within the same Nevada Bell local calling 
area. 
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DOCKET NO. 21982 


PROCEEDING TO EXAMINE § PUBLIC UTILITY COMMISSION 
RECIPROCAL COMPENSATION § 
PURSUANT TO SECTION 252 OF THE § OFTEXAS 
FEDERAL TELECOMMUNICATIONS § 
ACT OF 1996 § 

REVISED ARBITRATION AWARD 

This Revised Arbitration Award (Award)l approves pennanent rates for inter-carrier 

compensation relating to the transport and tennination of local traffic between Southwestern Bell 

Telephone Company (SWBT) and certain competitive local exchange carriers (CLECs). 

Specifically, these rates provide reciprocal compensation for the inter-office transport, end-office 

switching, and tandem switching of local traffic. For purposes of this Award, a call to an 

Internet service provider (lSP) is subject to these reciprocal compensation rates to the extent that 

such a call originates from and terminates to end-users within the same local calling area In the 

event that the Federal Communications Commission (FCC) concludes differently in its pending 

proceeding addressing compensation for ISP-bound traffic2
, this Award is not retroactively 

affected by any such ruling unless the FCC specifically requires retroactive application. 

SWBT and any CLEC that has requested arbitration of the issue of inter-carrier 

compensation in this proceeding3 pursuant to § 252 of the federal Telecommunications Act of 

1996
4 

shall incorporate the rates approved in this Award in any interconnection agreement which 

is subject to the outcome of this proceeding. If the CLEC has formally notified the Commission 

J The Commission issued its initial Arbitration Award on July 13,2000. This Revised Arbitration Award 
supersedes the initial Arbitration A ward. 

2 In the Matter ofImplementation ofthe Local Competition Provisions in the Telecommunications Act of 
1996, CC Docket No. 96-98; and Inter-Carrier Compensation ofISP-Bound Trtiffic, CC Docket No. 99-68, Public 
Notice. 

3 Order No. 3 required CLECs to file petitions seeking arbitration of the issue of inter -carrier compensation 
in this proceeding by February 3, 2000. Order No.3 at I (Jan. 25, 2000). 

4 Pub. L. No. 104-104,110 Stat. 56 (codified as amended in scattered sections of 15 and 47 U.S.C.) (FTA). 
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of its election of either the first or third option regarding reciprocal compensation for local traffic 

in Attachment 12 of the Texas 271 Agreement (T2A}5, then a true-up of the applicable bill-and­

keep period shall be perfonned using the inter-carrier rates approved in this Award.6 

I. JURISDICTION 

If an incumbent local exchange carrier (ILEC) and CLEC cannot successfully negotiate 

rates, tenns and conditions in an interconnection agreement, FT A § 252(b)(l} provides that 

either of the negotiating parties "may petition a State commission to arbitrate any open issues." 

The' Commission is a state regulatory body responsible for arbitrating interconnection 

agreements approved pursuant to the FTA. 

II. PROCEDURAL HISTORY 

On January 13, 2000, the Commission initiated this proceeding for the purpose of 

consolidating requests to arbitrate the issue of reciprocal compensation for the transport and 

termination of local traffic. This proceeding addresses only this single issue; other issues for 

which arbitration is requested by the carriers participating in this docket are addressed in separate 

arbitration proceedings relating to specific interconnection agreements. The Commission limited 

5 Investigation of Southwestern Bell Telephone Company's Entry into the Texas InterLATA 
Telecommunications Market, Project No. 16251, Order No. 55 (Oct. 13, 1999). The T2A is a standardized 
interconnection agreement available from SWBT through October 13, 2003. See Project No. 16251, Order No. 55, 
Attachment 12 at .. 4.1; Docket No. 16251, SWBT Letter Agreeing to Extend T2A (July 7, 2(00). Attachment 12 
to the T2A addresses the issue of reciprocal compensation, providing an electing CLEC with three options from 
which to choose. Under the first option, after January 22, 2000, SWBT and the electing CLEC shall operate under a 
bill-and-keep arrangement for all wireline traffic, including ISP-bound traffic, during periods ofnegotiation and/or 
arbitration. The second option permits the parties to operate under a bill-and-keep arrangement for the duration of 
their agreement. Under the third option, commencing on the date that the CLEC opts into the T2A, SWBT and the 
electing CLEC seeking to negotiate and/or arbitrate the issue of compensation shall operate under a bill-and-keep 
arrangement for all wireHne traffic, including ISP-bound traffic, during periods ofnegotiation and/or arbitration. The 
bill-and-keep arrangements under both the first and third options are subject to true-up. The Commission concludes 
that the true-up period under the first and third options ends upon the Commission's approval ofan interconnection 
agreement incorporating the inter-carrier compensation rates approved in this Award. 

6 After a CLEC files notification of its intent to opt into the T2A, in whole or in part, the Commission 

issues a letter ofacknowledgement. 
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participation in this docket to only those parties arbitrating the issue of reciprocal compensation 

in this proceeding, i.e., SWBT and interconnecting CLECs, 7 consistent with P.V.C. SUBST. R. 

22.305(e).8 

The parties in this proceeding are: Adelphia Business Solutions of Texas, LLP 

(Adelphia), Allegiance Telecom of Texas, Inc. (Allegiance), AT&T Communications of the 

Southwest, Inc. (AT&T), CCTX, Inc. D/B/A Connect! (Connect), the CLEC Coalition9 (the 

Coalition), e.spire Communications, Inc. (e.spire), Focal Communications Corp. (Focal), Level 3 

Communications (Level 3), MCI Worldcom Communications, Inc. (WCOM), Southwestern Bell 

Telephone Company (SWBT), and Taylor Communications Group, Inc. (Taylor Comm.).IO 

The parties engaged in discovery through April 4, 2000. Direct testimony was filed on 

March 15, 17, and 20, 2000; rebuttal testimony was filed on March 31, 2000. The hearing on the 

merits was held on April 4 and 5, and May 18, 2000. 

The Commission issued its initial Arbitration Award on July 13,2000. SWBT, WCOM, 

AT&T, CLEC Coalition, and Taylor Comm. filed motions for reconsideration of the Award on 

7 See generally Order No.3 (Jan. 25, 2(00). GlE Southwest, Inc. and other lLECs did not seek to expand 
the scope of this proceeding to arbitrate reciprocal compensation issues for purposes of their interconnection 
agreements. 

8 This rule allows only the parties to the interconnection agreement to participate as parties in the 
arbitration proceeding. 

9 The CLEC Coalition includes: Time Warner Telecom, L.P. (TW), KMC Telecom, Inc. (KMC), GST 
Telecom. Inc. (GST), NEXTLINK Texas, Inc. (NEXTLINK), Intermedia Communications, Inc. (Intermedia), ICG 
Choicecom. L.P. (ICG), Teligent, Inc. (Teligent), Winstar Wireless of Texas, Inc. (Winstar), and Reliant Energy 
(Reliant). 

10 With the exception ofWCOM and Taylor Comm., the CLECs participating in this docket filed requests 
to arbitrate the reciprocal compensation issue in this proceeding. WCOM and Taylor became parties to this 
proceeding by virtue of the severance of the issue ofreciprocal compensation from other arbitration proceedings and 
the consolidation of such severed issue into this proceeding. Petition ofSouthwestern Bell Telephone Company for 
Arbitration with MCI Worldcom Communications, Inc., Pursuant to Section 252(h)(J) of the Federal 
Telecommunications Act of J996, Docket No. 21791, Order No. 6 (Jan. 26, 2(00); Petition of Taylor 
Communications Group, Inc. for Arbitration with Southwestern Bell Telephone Company Pursuant to Section 
252(h)(J) ofthe Federal Telecommunications Act ofJ996, Docket No. 21754, Order No.7 (Jan. 24, 20(0). 
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August 17, 2000." Responses to the motions for reconsideration were filed by SWBT, Taylor 

Comm., and CLEC Coalition. The motions for reconsideration are denied for want of merit 

unless the relief requested is expressly granted in this Award. 

III. RELEVANT STATE AND FEDERAL PROCEEDINGS 

A. RELEVANT COMMISSION DECISIONS 

Mega-Arbitrations 

The FTA became effective in February 1996. Soon thereafter, several proceedings­

collectively referred to as the Mega-Arbitrations-were initiated and consolidated for the 

purpose ofarbitrating the first interconnection agreements in Texas under the new federal statute. 

A focal issue in these proceedings revolved around establishing "reciprocal compensation" rates. 

"Reciprocal compensation" refers to the statutorily mandated arrangement between two carriers 

by which each carrier receives compensation for the transport and termination on its network 

facilities of local telecommunications traffic that originates on the network facilities of the other 

carrier. 12 

In November 1996, the Commission issued the First Mega-Arbitration Award in Docket 

No. 16189, I3 which established inter-carrier compensation rates, on an interim basis, for end­

office switching, tandem switching, and inter-office transport. The reciprocal compensation 

rates adopted in the First Mega-Arbitration Award applied to calls that originated and terminated 

II Taylor Comm. filed its motion on August 1, 2000. This pleading was deemed filed on August 17, 2000. 
See Letter of Danny S. Ashby at 2 (Aug. 2. 2000). 

12 See FIA §§ 2S1(b)(S), 2S2(d)(2). The FCC has construed the reciprocal compensation requirement in 
the FIA to apply to local telecommunications traffic only. 47 C.F.R. § S 1.701 (e) (1998). 

13 Petition of MFS Communications Company, Inc. for Arbitration of Pricing of Unbundled Loops 
Agreement Between MFS Communications Company, Inc. and Southwestern Bell Telephone Company, Docket No. 
16189. et aI, Award (Nov. 8,1996) (First Mega-Arbitration Award). 
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within SWBT's mandatory single- or multi-exchange local calling areas, including areas 

encompassed by mandatory Extended Area Service (EAS) arrangements. During the first nine 

months after the date upon which the first commercial call terminated between SWBT and a 

CLEC, however, the Commission designated "bill-and-keep,,14 as the arrangement by which 

reciprocal compensation would be accomplished. 

The Second Mega-Arbitration Award in Docket No. 16189,15 issued December 1997, 

approved cost studies for SWBT and established permanent inter-carrier compensation rates. 

These permanent rates appear in Attachment A to this Award. 

Pursuant to FTA § 252(i), many CLECs subsequently opted into the reciprocal 

compensation provisions in the interconnection agreements approved in the Mega-Arbitration 

proceedings. Neither the First nor Second Mega-Arbitration Award, or the interconnection 

agreements resulting from those proceedings, specifically addressed the issue ofwhether an ISP­

bound call is subject to reciprocal compensation. 

l)ocketlVo.18082 

The reciprocal compensation provisions in the interconnection agreements approved in 

the Mega-Arbitration proceedings were initially disputed in Docket No. 18082.16 In October 

1997, Time Warner Communications of Austin L.P., Time Warner Communications of Houston, 

L.P., and FIBRcom (collectively, TW Comm) filed a complaint pursuant to Subchapter Q of the 

Commission's procedural rules, alleging that SWBT had breached its interconnection agreement 

with TW Comm. Specifically, the controversy centered on compensation for calls connecting 

14 PTA §252(d)(2)(B)(i) permits "arrangements that afford the mutua) recovery of costs through the 
offsetting of reciprocal obligations, including arrangements that waive mutual recovery (such as bill-and-keep 
arrangements). " 

13 Petition of MFS Communications Company, Inc. for Arbitration of Pricing of Unbundled Loops 
Agreement Between MFS Communications Company, Inc. and Southwestern Bell Telephone Company, Docket No. 
16189, et ai, Award (Dec. 19, 1997) (Second Mega-Arbitration Award). 

16 Complaint and Request for Expedited Ruling ofTime Warner Communications, Docket No. 18082, Order 
(Feb. 27, 1998). 
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SWBT customers to TW Comm customers that are ISPs. SWBT had refused to compensate TW 

Comm for such calls according to the reciprocal compensation rates in the interconnection 

agreement, based on its contention that those calls were not "local" in nature. 

The Commission rejected SWBT's position and concluded that the calls in controversy 

were subject to the interconnection agreement's provisions relating to reciprocal compensation 

for the transport and termination of local traffic. In reaching this conclusion, the Commission 

first examined the nature of an ISP-bound call. It found that a call over the Internet consists of 

two components: (I) the information service component, which is the content of the call, and (2) 

the telecommunications service component, which is the carrier-to-carrier and carrier-to-end-user 

transmission of the call. With respect to the latter, the Commission concluded that when a 

person calls an ISP within a local calling area, the traffic carried on the call's transmission path is 

local in nature, with the telecommunications service component of the call terminating at the 

ISp.17 

Having reached this conclusion, the Commission then found that the scope of the 

definition of "local traffic" in the interconnection agreement included ISP traffic. The 

interconnection agreement's definition stated that, for reciprocal compensation purposes, "local 

traffic" includes (1) a call that originates and terminates in the same SWBT exchange area, or (2) 

originates and terminates within different SWBT exchanges that share a common mandatory 

calling area, e.g., mandatory EAS, mandatory extended local calling service (ELCS), or any 

other service with a mandatory expanded local calling scope. The definition did not distinguish 

types of calls (i.e., Internet versus voice), but rather focused upon the area in which the call 

originated and terminated. Therefore, if a call to an ISP originated and terminated within the 

same exchange or mandatory calling area, the traffic terminating at the ISP constituted "local 

traffic" and, consequently, was subject to the reciprocal compensation rates for such traffic, as 

specified in the interconnection agreement. 

17 In finding that such traffic is local in nature, the Commission rejected SWBT's end-to-end analysis ofan 
ISP-bound call, which viewed the call as terminating at the website or websites ultimately accessed by the calling 

party, rather than at the ISP. 
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Other Post-Interconnection Agreement Disputes - Other post-interconnection agreement 

disputes between ILECS, including SWBT, and CLECS involving the same issue arose after the 

Commission's ruling in Docket No. 18082. In those subsequent proceedings interpreting 

specific interconnection agreements, the Commission applied the precedent established in 

Docket No. 18082 in finding that the transport and termination of calls to ISPS is subject to 

reciprocal compensation. IS 

B. RELEVANT FEDERAL COMMUNICATIONS COMMISSION DECISIONS 

Declaratory Order and Notice ofProposed Rulemaking 

The issue of whether ISP-bound traffic is subject to reciprocal compensation also arose in 

other states. In response to formal and informal requests to clarify whether a carrier is entitled to 

receive reciprocal compensation for traffic delivered to an ISP, the FCC issued a declaratory 

ruling and notice ofproposed rulemaking in early 1999. 19 

The FCC's dec1aratory ruling concluded that ISP-bound traffic is jurisdictionally mixed and 

appears to be largely interstate in nature. In reaching this conc1usion, the FCC rejected the 

notion that a call to an ISP is divisible into two separate parts, the information service component 

and the telecommunications service component. Rather, it focused upon the end-to-end nature of 

the communication, the approach traditionally used by the agency in determining whether a 

communication is intra- or interstate in nature. Finding that "[a]n Internet connection does not 

18 See Petition of Waller Creek Communications, Inc. for Arbitration with Southwestern BeJl Telephone 
Company, Docket No. 17922, Order Approving Interconnection Agreement (April 28, 1998); Complaint ofTaylor 
Communications Group, Inc. Against Southwestern Bell Telephone Company, Docket No. 18975, Order No.3 (May 
4, 1998); Complaint and Request for Expedited Ruling of Golden Harbor of Texas, Inc., Docket No. 19160, 
Arbitrator's Decision (June 30, 1998); Petition for Arbitration Pursuant to PTA § 252(b) to Establish 
Interconnection Agreement with GTE Southwest Incorporated, Docket No. 20028, Arbitration A ward (Feb. 22, 
1999); Complaint of MFS Against GTE Southwest, Inc. Regarding GTE's Nonpayment of Reciprocal 
Compensation, Docket No. 21706, Preliminary Order (AprlI13, 2000). 

19 In the Matter ofImplementation ofthe Local Competition Provisions in the Telecommunications Act of 
1996, CC Docket No. 96-98, Declaratory Ruling; Inter-Carrier Compensation ofISP-Bound Traffic, CC Docket No. 
99-68, Notice ofProposed RuJemaking, 14 FCC Red 3689 (Feb. 26,1999). 
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have a point of 'termination' in the traditional sense," the FCC found that a call to an ISP does 

not terminate at the ISP, but instead continues to its ultimate destination of an Internet website 

that is often located in another state or country. As a result of these conclusions, the FCC 

determined that FTA § 251(b)(5) does not impose any reciprocal compensation requirement for 

ISP-bound traffic. 

Despite this statutory interpretation, however, the FCC stated that its conclusion did not, in 

and of itself, preclude the application ofreciprocal compensation to the transport and termination 

of ISP-bound traffic. The FCC observed that parties to interconnection agreements may have 

agreed to the payment of reciprocal compensation for ISP-bound traffic, or that state 

commissions may have concluded that such compensation is due for such traffic in arbitration 

and other proceedings conducted pursuant to FTA § 252. Until it addressed the matter of 

appropriate inter-carrier compensation for ISP-bound traffic further in a rulemaking proceeding, 

the FCC stated that interconnecting parties continued to be bound by their existing agreements, 

as interpreted by state commissions, with respect to the issue of reciprocal compensation in the 

context ofISP-bound traffic. 

Finally, the FCC expressed its desire that carriers, in the first instance, establish inter-carrier 

compensation for ISP-bound traffic based on interconnection agreement negotiations. In view of 

the need to further develop the record for the purpose of adopting a rule regarding inter-carrier 

compensation for ISP-bound traffic, the FCC solicited comments on two alternative proposals to 

govern carriers' negotiations on this issue.20 

20 The comments filed by the Commission in response to this notice of proposed rolemaking agreed with 
the FCC's position that commercial negotiations are the optimal means for establishing interconnection agreements. 
Furthermore. the Commission stated that the resolution of the reciprocal compensation issue is best determined 
under the aegis of the FCC and FT A §§ 251 and 252. In the Matter ofImplementation of the Local Competition 
Provisions in the Telecommunications Act of 1996, CC Docket No. 96-98; Inter-Carrier Compensation of ISP­
Bound Traffic, CC Docket No. 99-68, Comments of the Public Utility Commission ofTexas (April 8, 1999). 
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C. RELEVANT COURT DECISIONS 

Judicial Appeal ofDocket No. 18082: Southwestern Bell Telephone Company v. Public Utility 
Commission ofTexas (U.S. District Court; Western District, Texas; Midland/Odessa Division) 

SWBT appealed the Commission's order in Docket No. 18082 to federal district court, 

seeking declaratory and injunctive relief.21 The federal district court affinned the Commission's 

decision. After discussing the interstate characteristics of the Internet and the FCC's unique 

regulatory treatment of the Internet, the federal district court concurred in the Commission's two­

component analysis of an ISP-bound call, and characterized the call terminating at the ISP as 

local traffic. The federal district court further concluded that the Commission relied upon 

substantial evidence to conclude that the SWBTffime Warner interconnection agreement 

required the originating carrier to pay reciprocal compensation for calls to ISPs within the same 

local calling area. 

Judicial Appeal ofDocket No. 18082: Southwestern Bell Telephone Company v. Public Utility 
Commission ofTexas (U.S. Court ofAppeals, Fifth Circuit) 

SWBT subsequently appealed the federal district court's decision to the Fifth Circuit 

court of appeals.22 The court of appeals affinned the lower court's decision. After denying 

SWBT's challenges to the Commission's exercise of jurisdiction in Docket No. 18082, the 

federal appellate court concluded that the Commission's decision in Docket No. 18082 did not 

conflict with the FrA, FCC rules, or FCC rulings. Citing language from the FCC's declaratory 

ruling on ISP-bound traffic, it found that a slate commission may lawfully interpret an 

interconnection agreement as requiring reciprocal compensation for ISP-bound traffic, 

particularly given the FCC's past policy of treating ISP traffic as if it were local traffic in other 

contexts. Furthermore, the federal district court held that the Commission properly interpreted 

21 Southwestern Bell Telephone Company v. Public Utility Commission ofTexas, No. M0-98-CA-43, 1998 
U.S. Dist. LEXlS 12938 (W.D. Tex., June 16, 1998). 

22 Southwestern Bell Telephone Company v. Public Utility Commission of Texas, 208 F.3d 475 (51h Cir. 
2000). 
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the SWBTrrime Warner interconnection agreement to impose reciprocal compensation 

obligations for calls to ISPs within a local calling area.23 

Judicial Appeal ofFCC's Declaratory Order: Bell Atlantic Telephone Companies v. Federal 
Communications Commission (U.S. Court ofAppeals, D.C. Circuit) 

Bell Atlantic and a group ofCLECs appealed the FCC's declaratory ruling to the District 

of Columbia (D.C.) Circuit court of appeals.24 The appellate court vacated the FCC's decision 

and remanded the proceeding to the federal agency for want of reasoned decision-making. The 

appellate court concluded that the FCC failed to adequately explain why an end-to-end analysis, 

which the federal agency has traditionally used to determine the jurisdictional nature of a 

communication, made sense in the context of the reciprocal compensation issue, in terms ofboth 

the FTA and FCC rules. Specifically, it found that "[the FCC] has yet to provide an explanation 

why this inquiry is relevant to discerning whether a call to an ISP should fit within the local call 

model of two collaborating LECs or the long-distance model of a long-distance carrier 

collaborating with two LECs.,,25 

In remanding the matter to the FCC, the court of appeals made several observations about 

the fallacies in the FCC's reliance on the end-to-end analysis in addressing the reciprocal 

compensation issue. The appellate court noted that a call to an ISP appears to fit within the 

definition of"termination" in the FCC's rules, that is, the traffic is switched by the carrier whose 

customer is the ISP and then delivered to the ISP.26 The FCC, however, failed to apply or 

mention this definition in its declaratory ruling, instead relying on an end-to-end analysis 

23 Throughout its opinion, the court of appeals cited extensively to another federal appellate court's 
decision on the same issues in support ofits conclusions. See Dlinois Bell Telephone Company v. Worldcom Techs., 
Inc., 1790 F.3d 566 (7mCir. 1999). . 

24 Bell Atlantic Telephone Companies v. Federal Communications Commission. 206 F.3d I (D.C. Cir. 

2000). 

2S Id. In view of the grounds for remand, the court of appeals did not reach the issue raised by BeU 
Adantic with respect to whether FfA § 251(b)(5) preempts state commissions from compelling reciprocal 
compensation payments for ISP-bound traffic. 
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previously applied in contexts that the appellate court characterized as different and distinct from 

the context of Internet communications. The appellate court also criticized the contradiction in 

the FCC's application of the end-to-end analysis to characterize ISP-bound traffic as interstate 

traffic in view of the FCC's prior rulings exempting ISPs and other interactive computer services 

from access charges. Finally. the court of appeals pointed out the lack of satisfactory 

explanation offered by the FCC as to how its conclusions with regard to ISP-bound traffic accord 

with the statutory definitions of"exchange access" and "telephone exchange service". 27 

In June 2000, the FCC issued a notice seeking comments in response to the remand by 

the D.C. Circuit court of appeals.28 The notice requested comment on the jurisdictional nature of 

ISP-bound traffic; the scope of the reciprocal compensation requirement in FT A § 251 (b )(5); and 

the relevance of tenns such as "tennination", ''telephone exchange service", "exchange access 

service", and "information access" to the issue ofreciprocal compensation in the context of ISP­

bound traffic. Furthermore, the notice requested comment on any new or innovative inter-carrier 

compensation arrangements for ISP-bound traffic that are currently under consideration or that 

have been adopted through negotiation or arbitration. 

IV. INTER-CARRIER COMPENSATION RATES 

The inter-carrier compensation rates approved in the Mega-Arbitrations, as reflected in 

Attachment A to this Award, form the basis of the inter-carrier compensation rates approved in 

this Award pursuant to FTA § 252(d)(2). The inter-office transport and tandem switching rates 

approved in the Mega-Arbitration proceedings are re-adopted in this Award. For the calculation 

of the bifurcated end-office switching rate approved in this docket. the Commission relies upon 

26 It!. The relevant FCC rule defines "tennination" as "the switching of traffic that is subject to section 
25 I (b)(5) at the terminating camer's end office switch (or equivalent facility) and delivery of that traffic from that 
switch to the called party's premises" 47 C.F.R. S1.701(d). 

21 See 47 U.S.C. §§ 153(16), 153(47) (2000). 

28 In the Matter ofImplementation ofthe Local Competition Provisions in the Telecommunications Act of 
1996, CC Docket No. 96--98; and Inter-Carrier Compensation ofISP-Bound Traffic, CC Docket No. 99-68, Public 
Notice (June 23, 2000). 
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the local switching cost studies approved in the Mega-Arbitrations and the Basic Network 

Function (BNF) cost studies approved in Project No. 16657.29 For purposes of the methodology 

approved in this Award for calculating a blended tandem switching rate, the tandem switching 

and inter-office transport rates approved in the Mega-Arbitrations are elements in the 

methodology, as well as the bifurcated end-office switching rate approved in this Award. 

Consistent with the First Mega-Arbitration Award,30 the T2A31, and Section V.A. of this 

Award, the following definition of "Local Traffic" will apply to the inter-carrier rates approved 

in this Award and shall be incorporated in affected interconnection agreements: 

Calls originated by [CLEC's] end users and terminated to SWBT's end users (or 
vice versa) will be classified as "Local Traffic" UIlder this Agreement and subject 
to reciprocal compensation if the call: (i) originates from and terminates to such 
end-users in the same SWBT exchange area; or (ii) originates from and terminates 
to such end-users within different SWBT exchanges, or within a SWBT exchange 
and an independent ILEC exchange, that share a common mandatory local calling 
area, e.g., mandatory extended area service (EAS), mandatory extended local 
calling service (ELCS), or other types of mandatory expanded local calling 
scopes. For the purposes of reciprocal compensation, a call to an Internet Service 
Provider is classified as "Local Traffic" if it meets either requirement in (i) or (ii). 

v. DISCUSSION OF DPL ISSUES 

This proceeding address the four issues in Joint Decision Point List (DPL) filed by the 

parties on February 22,2000: 

DPL Issue No. I: What traffic should be subject to reciprocal compensation? 


DPL Issue No.2: What method should be used to determine inter-carrier 

compensation? 


29 Southwestern Bell Telephone Company's Application for Approval ofLRlC Studies for Basic Network 
Access Channel Nonstandard 4-Wire, Type 0, et al., Pursuant to P.U.c. SUBST. R. 23.91, Order No.8 (Nov. 12, 

1997). 

30 First Mega-Arbitration A ward at ,58 (Nov. 8, 1996). 

31 Docket No. 16251, Order No. 55, Attachment 12 at' 1.1. 
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DPL Issue No.3: What is the appropriate rate or rates (e.g., 
symmetrical/asymmetrical) at which compensation should be made? 

DPL Issue No.4: What is the appropriate method by which to bill for this tmffic? 

A. DPL ISSUE No.1: WHAT TRAFFIC SHOULD BE SUBJECT TO RECIPROCAL 

COMPENSATION? 


(a) SWBT's Position 

SWBT asserts that the FCC has determined that the FT A's reciprocal compensation 

requirement applies to the exchange of local traffic only. It defines "local traffic" as traffic that 

is either within a single exchange or traffic that is between exchanges subject to mandatory local 

calling; in either instance, such traffic falls within the "basicllocal" retail calling scope of an 

exchange customer.32 SWBT contends that ISP-bound traffic, however, does not originate and 

terminate within any such calling scope and is largely interexchange in nature. Consequently, 

SWBT avers that ISP-bound traffic is not subject to reciprocal compensation. It argues that a 

call placed to an ISP has end-to-end connectivity to almost anywhere in the world--in other 

words, such a call is not terminated locally but mther to some point on the World Wide Web.33 In 

support of this argument, SWBT relies upon the FCC's declaratory ruling addressing the nature 

of ISP-bound traffic as it relates to reciprocal compensation.34 

SWBT also states that all local traffic originated through unbundled network elements 

(UNEs) is eligible for reciprocal compensation. SWBT explains that the manner in which a 

CLEC decides to originate its customers' calls is irrelevant as to whether reciprocal 

compensation applies to those calls, given that the CLEC's method of doing business does not 

32 SWBT Ex. No.7, Direct Testimony ofD. Randy Long at 6. 

33 SWBT Ex. No.5, Direct Testimony ofRobert Jayroe at 5. 

34 In the Matter ofthe Implementation ofLocal Competition Provisions in the Telecommunications Act of 
1996, Inter-Carrier Compensation for ISP-Bound Traffic, CC Docket No. 96-98, Declaratory Ruling; Inter-Carrier 
Compensation ofISP-Bound Traffic, CC Docket No. 99-68 Notice ofProposed RuJemaking (Feb. 25, 1999). 
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affect SWBT's cost to tenninate the traffic. 35 SWBT contends, however, that the following 

types oftraffic are not eligible for reciprocal compensation: 

• 	 Traffic terminated through Internet Gateways, which generally are not used to 
originate traffic, but rather serve to receive traffic for purposes of routing that 
traffic to an ISP local server: SWBT contends that this type of traffic is not 
"local" in nature and that the traffic flow is inherently "one-way," i.e., there is 
no exchange oforiginating and terminating traffic between the carriers.36 

• 	 Transit carriers: SWBT asserts that such a carrier (i.e., the second or 
intermediate carrier) neither originates nor terminates the call, but simply 
directs the call to its destination, and is only entitled to recover the cost for 
transiting the call across its network.31 

• 	 FX-type traffic, which is traffic that originates in one local exchange area and 
is delivered to a telephone number that is assigned to that same local exchange 
area, although the physical premises for that tel~hone number and the 
customer are located in another local exchange area3 

: SWBT states that, but 
for the retail FX arrangement, the call would be an interexchange, intraLA T A 
long-distance cal1.39 

• 	 8YY traffic, which is traffic consisting ofthose calls which use "800", "877", 
or "888" as the area code:40 SWBT posits that such calls are generally not 
subject to reciprocal compensation requirements and may be considered 
"local" for reciprocal compensation purposes only if the call originates and 
tenninates in the same SWBT exchange area or within exchanges that share a 
common mandatory calling area.41 

35 SWBT Ex. No.8, Rebuttal Testimony ofD. Randy Long at 21. 


36 SWBT Ex. No.7, Direct Testimony ofD. Randy Long at 7-9. 


37 SWBT Ex. No.7, Direct Testimony ofD. Randy Long at 12. 


38 SWBT Ex. No.7, Direct Testimony ofD. Randy Long at 10. 


39 SWBT Ex. No.7, Direct Testimony ofD. Randy Long at 10. 


40 The originating party using one of these area codes is not charged for the call. The carrier terminating 


the call typically pays for 8YY calls. 

41 SWBT Ex. No.8, Rebuttal Testimony ofD. Randy Long at 22. 
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(b) CLECs' Position 

The Coalition argues that all traffic originated by the customer of a carrier that is 

delivered by a terminating carrier pursuant to the calling party's request should be subject to 

reciprocal compensation.42 The Coalition asserts that the Commission should re-affirm its 

precedent treating calls to ISPs as local calls subject to reciprocal compensation in accordance 

with FTA § 2S1(b)(S). In view of the D.C. Circuit court ofappeals' criticism of the FCC's use of 

an end-to-end analysis to conclude that ISP-bound traffic is interstate in nature,43 the Coalition 

posits that it is unlikely that the FCC, on remand, will develop a convincing analogy between 

ISP-bound traffic and long-distance traffic on remand to justify its declaratory ruling.44 Even 

absent the federal appellate court's remand, the Coalition argues that the segregation of ISP 

traffic for reciprocal compensation purposes is not justified by any cost differences between ISP­

bound traffic and other local traffic, given that the two types of calls use the public switched 

telephone network in identical ways.45 Furthermore, the Coalition contends that there is no cost 

basis for any such differentiation because the cost driver for both types of calls is the same.46 

The Coalition also asserts that the Commission should reject SWBT's effort to parse out 

different forms of terminating arrangements for serving ISPs by exempting certain arrangements 

such as "virtual FX" and "Internet Gateways" from reciprocal compensation. First, the Coalition 

argues that SWBT's effort to carve out such exemptions is unfounded, both as a matter of 

technology and as a matter of economic policy.47 With respect to the so-called Internet Gateway 

issue, the Coalition contends that the Commission's determination of when reciprocal 

42 Coalition Ex. No. ICG-3, Direct Testimony ofDon J. Wood at 7. 

43 Bell Allantic Telephone Companies v. Federal Communications Commission, 206 F.3rd I (D.C. Cir. 
2000). 

.. Coalition Ex. No. ICG-4, Rebuttal Testimony ofDon J. Wood at 4-10. 

45 Coalition Ex. No. ICG-3, Direct Testimony ofDon J. Wood at 7. 

46 Coalition Ex. No. ICG-3, Direct Testimony ofDon J. Wood at 7; Coalition's Initial Brief at 15-16 (April 
19,2000). 
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compensation is due should be technology-neutral. The Coalition believes given the rapid 

development ofnew technologies and the consumer demand for Internet access, the Commission 

should not take any action that would have the effect of dictating how a carrier deploys new 

technology or designs its networks to serve its customers.48 

Second, with respect to the so-called virtual FX issue, the Coalition contends that the 

CLEC service described by SWBT is also provided by SWBT in essentially the same manner. 

The Coalition believes that any exemption afforded a CLEC's virtual FX traffic would result in 

discrimination against CLECs and provide a competitive advantage to SWBT's own similar 

offerings.49 

AT&T avers that the most efficient and effective approach to addressing the reciprocal 

compensation issue is to adopt a cost-based rate structure covering all traffic exchanged between 

AT&T and SWBT which originates and terminates within the same LATA. 50 AT&T states that 

the one exception to its proposal is AT&T's Feature Group D access traffic, which is generated 

via its long-distance network.51 Furthermore, AT&T agrees with the Coalition that ISP-bound 

traffic is local traffic, possessing all the cost and technical characteristics ofa local call.52 AT&T 

argues that a CLEC should be compensated for any costs that it incurs in terminating a call from 

a SWBT customer because SWBT avoids having to incur those costs. 53 

With regards to gyy traffic, AT&T asserts that an gyy call that originates on one 

carrier's network and terminates on another's network without the need for any interexchange 

47 Coalition Ex. No. CLEC-l, Direct Testimony ofWilliam Page Montgomery at 23-24. 

48 AJlegiance Ex. No.1, Direct Testimony ofRichard Anderson at 2. 

49 Coalition Ex. No. CLEC-2, Rebuttal Testimony ofWilliam Page Montgomery at 37-39. 

50 AT&T Initial Post-Hearing Brlefat 5 (AprllI9, 2000). 

51 AT&T Ex. No.5, Direct Testimony ofMaureen A. Swift at 12. 

52 AT&T Initial Post-Hearing Brlefat 11 (AprlI19, 2000). 

53Id. at 12. 

\3J­

http:network.51
http:offerings.49
http:customers.48


, Docket No. 21982 REVISED AWARD Page 17 of 65 

carrier (IXC) transport is carried on local interconnection trunks and, therefore, is subject to 

reciprocal compensation. 54 AT&T further argues that virtual FX traffic and Internet Gateway 

traffic should not be treated differently from other local traffic. It states that there are no 

underlying routing or geographic characteristics that uniquely distinguish such traffic from other 

types of local calls. AT&T observes that, depending upon the physical boundaries of a 

customer's pre-defined local calling area, a local call may well traverse more central offices and 

route miles than a given toll call. 55 Moreover, AT&T contends that SWBT's position regarding 

Internet Gateway traffic would discriminate based on a CLEC's technology and network 

architecture and would be anti-competitive. 56 

(c) Commission Decision 

The Commission is again not persuaded by SWBT's argument that it should treat ISP­

bound traffic differently for purposes of reciprocal compensation. The Commission has 

previously concluded that ISP-bound trojJic is local in nature and reojJinns that such traffic is 

eligible for reciprocal compensation in this proceeding. Its prior rolings remain viable from 

technological, policy, and legal standpoints, and they are now supported by the federal appellate 

court decisions in Southwestern Bell Telephone Co. v. Public Utility Commission ofTexas and 

Bell Atlantic Telephone Companies v. Federal Communications Commission. Moreover, 

designating ISP-bound traffic as local traffic is not inconsistent with any action taken by the 

FCC on the matter. Additionally, taking into account the possibility that the designation ofISP­

bound traffic as local traffic may be subject to a successfol foture challenge at the FCC and/or in 

the courts, the Commission also finds that it is reasonable to compensate such traffic in the same 

manner as local trojJic, for reasons that are the same or similar to those relied upon in 

concluding that ISP-bound traffic constitutes local traffic. Finally, the Commission concludes 

54 AT&T Ex. No.5, Direct Testimony ofMaureen A. Swift at Direct at 12. 

ss AT&T Ex. No.4, Rebuttal Testimony ofPatricia D. Kravtin at 20. 

S6 Id. 
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that there are no compelling policy reasons for establishing a reciprocal compensation 

mechanism that would require the separation and/or measurement ofISP-bound traffic. 

The Commission also reaffirms its previous determination that reciprocal compensation 

arrangements apply to calls that originate from and terminate to an end-user within a mandatory 

single or multi-exchange local calling area, including the mandatory EASIELCS areas 

comprised of SWBT exchanges and' the mandatory EASIELCS areas comprised of SWBT 

exchanges and exchanges ofindependent ILECs.57 Consistent with this precedent, optional EAS 

traffic is not subject to reciprocal compensation. 58 The Commission also finds that to the extent 

that FX-type and 8IT traffic do not terminate within a mandatory local calling scope, they are 

not eligible for reciprocal compensation. 59 The Commission reiterates that this Award does not 

preclude CLECs from establishing their own local calling areas or prices for purpose ofretail 

telephone service offerings. 60 

Finally, the Commission agrees with SWBT that transit traffic should not be eligible for 

reciprocal compensation. The Commission addresses transit traffic in its discussion of DPL 

Issue No. 4. 

57 See First Mega-AIbitration Award at ,58; Project No. 16251, Order No. 55, Attachment 12 at 1 l.l. See 
also Evaluation of the Public Utility Commission of Texas, In the Matter ofApplication ofSBC Communications 
Inc., and Southwestern Bell Telephone Company, and Southwestern Bell Communications Services, Inc. D/B/AI 
Southwestern Bell Long Distance for Provision ofIn-Region, InterLATA Services in Texas Pursuant to Section 27J 
ofthe Telecommunications Act of J 996 To Provide In- Region, CC Docket No. 00-4, at 88 (Jan. 31, 2(00); Project 
No. 16251, Final StaffReport on Collaborative Process at 103-104 (Nov. 18, 1998). 

58 See First Mega-AIbitration Award at 159. 

59 These findings with regard to optional EAS and FX-type traffic do not preclude the parties affected by 
this Award :from negotiating and/or arbitrating appropriate compensation related to such traffic in other proceedings 
in which interconnection agreements are being addressed. This Award, which focuses upon inter-carrier 
compensation for local traffic only, does not intend to place compensation-related issues for optional EAS and FX­
type traffic in a regulatory "no man's land". 

60 See First Mega-AIbitration Award at 159. 
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B. 	 DPL ISSUE No. 2: WHAT METHOD SHOULD BE USED TO DETERMINE INTER..cARRIER 


COMPENSATION? 


The parties' positions regarding DPL Issue No.2 are separated into three areas: the rate 

symmetry issue, the tandem issue, and the rate structure issue. 

1. 	 Rate Symmetry Issue 

(a) 	 CLECs' Position 

The Coalition states that inter-carrier compensation rates must be symmetrical.61 AT&T 

proposes symmetric reciprocal compensation on a LATA-wide basis.62 Based on its own cost 

study, Taylor Comm. proposes asymmetric rates that are almost twice those approved for SWBT 

in the Mega-Arbitration proceedings. 

(b) 	 SWBT's Position 

SWBT argues that inter-carrier compensation rates should be set symmetrically at the 

total element long-run incremental cost (TELRIC) of a fully efficient competitor.63 SWBT avers 

that there should be a single TELRIC study to measure the forward-looking economic cost of an 

efficient firm.64 SWBT also asserts that there are efficiency consequences of establishing a rate 

based on costs higher than those of the low-cost provider because when the high-cost provider 

remains in the market, resources are wasted.65 

61 Coalition's Initial Briefat 34 (April 19, 2000). 


62 AT&T Initial Briefat 5 (April 19,2000). 


63 SWBT Ex. No. 14, Direct Testimony ofWiJliam Taylor at 5. 


64 Id at 22. 


65 Id. at 5. 
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(c) Commission Decision 

Parties brought two versions ofasymmetric rates before the Commission. The first, as 

proposed by Taylor Comm., involves asymmetric rates between carriers. The second is implicit 

in SWBT's proposal to segregate ISP-bound traffic from voice traffic. 

The Commission adopts the recommendation put forth by the CLEC Coalition for 

symmetric rates across carriers. The Commission finds that symmetric rates place the 

interconnected parties, ILEe and CLEC alike, in a position ofparity. The Commission further 

recognizes that symmetrical rates derived from one source--here, the rates set in the Mega­

Arbitrations-- are administratively easier to manage than asymmetric rates based on carriers' 

individual costs. (See additional rationale for rejecting Taylor Comm.'s asymmetric rate 

proposal under DPL Issue No.3.) 

Furthermore, the Commission rejects the adoption of different inter-carrier 

compensationfor voice and ISP-bound traffic. At present, the Commission is not persuaded that 

the methodologies used by SWBT to identify and segregate voice traffic from ISP-bound traffic 

are reliable or consistent. In reaching this cone/usion, the Commission recognizes that voice 

traffic varies both in call duration and distance, and that any attempt to segregate voice and ISP 

traffic for the purposes ofassessing asymmetric rates would be problematic, at best. Moreover, 

the Commission does not accept minutes-of-use (MOU), number tracking, or billing records as 

accurate discriminators ofvoice and ISP-bound traffic. 

2. Tandem Issue 

A hotly contested issue in this proceeding involved the compensation due to carriers 

using multiple-function switches capable of performing end-office and tandem functions. 

Specifically, the issue involves the extent to which such carriers are entitled to the tandem­

switching rate approved in the Mega-Arbitrations. 

\6~ 
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The FCC's Local Competition Order dedicates two paragraphs to this so-called "tandem 

issue. ,,66 In its discussion, the FCC found that telecommunications carriers can incur additional 

costs when calls are terminated through a tandem switch. The FCC concluded that states may 

establish transport and termination rates that vary according to whether the traffic is routed 

through a tandem switch or directly to the end-office. In setting suqh rates, the FCC indicated 

that states must also consider whether new technologies perform functions similar to those 

performed by an ILEC's tandem switch and whether some or all calls terminating on the new 

entrants' network should be priced the same as the sum of transport and termination via the 

ILEC's tandem switch. The FCC also concluded that where the interconnecting carrier's switch 

serves a geographic area comparable to that of the ILEC's tandem switch, the appropriate proxy 

for the additional costs incurred is the ILEC's tandem interconnection rate. Similarly, the 

resulting FCC rule, 47 C.F.R. S1.711(a)(3), states that when the interconnecting carrier's switch 

"serves a geographic area comparable to the area" served by the ILEC's switch, the appropriate 

rate for the interconnecting carrier is the ILEC's tandem interconnection rate. 

In addressing the tandem issue, the parties devoted considerable effort discussing the 

New York Public Service Commission (NYPSC) decision concerning reciprocal compensation 

(NYPSC Order).67 The NYPSC's inquiry into reciprocal compensation grew out of the 

unanticipated development of the substantial imbalance in traffic flows and revenue streams 

between ILECs and some CLECs with a preponderance of customers, such as ISPs, that receive 

far more calls than they originate.68 The NYPSC order refers to such traffic as "convergent". 

The NYPSC order determined that once the ratio ofincoming to outgoing traffic reaches 3:1, the 

inference of predominantly convergent traffic becomes stronger and implies greater efficiency 

and lower costs in the termination of traffic. The NYPSC order indicates that the inference of 

66 In the Matter ofImplementation ofthe Local Competition Provisions in the Telecommunications Act of 
1996, CC Docket No. 96-98 at ,,1090-1091 (Aug. 8, 1996)(Local Competition Order). 

67 Proceeding on Motion ofthe Commission to Reexamine Reciprocal Compensation, Opinion and Order 
Concerning Reciprocal Compensation, State of New York Public Service Commission Opinion and Order 
Concerning Reciprocal Compensation, Opinion No. 99-10, Case 99-C-0529 (Aug. 26,1999) (NYPSC Order). 

68 Id. at I. 
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lower costs cannot be disregarded if compensation is to be cost-based, but is not conclusive 

enough to have a definitive effect on rates. Consequently, the NYPSC concluded, in part, that 

the inference oflower costs could be addressed by a rebuttable presumption allowing a CLEC to 

show that its network and service are such as to warrant tandem rate compensation for all 

traffic.69 

In this regard, the NYPSC developed a rate structure using a 3:1 ratio of incoming to 

outgoing traffic as the point after which end-office rates alone would apply. The NYPSC 

allowed CLECs wishing to collect the tandem rate for traffic above the 3: I ratio, however, to 

rebut the presumption that traffic above the ratio costs less to serve by showing that its network 

and service warrant tandem-rate compensation for all traffic. The NYPSC identified several 

network design factors that may be used to make such a showing: 

• 	 The number and capacity ofcentral office switches; 

• 	 The number ofpoints ofinterconnection offered to other local exchange carriers; 

• 	 The number ofcollocation cages; 

• 	 The presence ofSONET rings and other types of transport facilities; and 

• 	 The presence of local distribution facilities such as coaxial cable and/or unbundled 
loops. 

The NYPSC stated that the presence of some or all of these network components in substantial 

quantities would demonstrate that the carrier in question was investing in a network with 

tandem-like functionality. designed to both send and receive customer traffic.7o 

(0) SWBT's Position 

SWBT cautions the Commission that customer dispersion should be a consideration 

when comparing CLEC and ILEC service areas. SWBT witness Mr. Jayroe states that when 

SWBT serves a wide area but a CLEC serves only a dense downtown area to the exclusion of 

691d. at 59. 

70ld 60-61. 
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customers dispersed throughout SWBT's area, the CLEC fails the geographic area comparability 

test.71 SWBT witness Mr. Wynn contends that if a CLEC serves a comparable geographic area 

and incurs additional costs, then it may qualify for the tandem served rate. But given that 92% of 

traffic are not using a fiber ring but instead using a loop facility, the equivalent of a line facility, 

there are no additional costs incurred; just as CLECs are serving an end customer.72 SWBT 

deduces that since CLECs have nearly 92% of their traffic go. to ISPs, their network must be 

designed to maximize that revenue instead ofdesigned efficiently to serve voice traffic.73 SWBT 

reports that Taylor states that almost 80% of its ISP customers are collocated and 73% of 

Allegiance's ISP customers are collocated. 74 

SWBT urges the Commission to adopt a functionality test in addition to the FCC's 

comparability standard. SWBT observes that there are functional differences between a tandem 

office switch and an end office switch. A tandem office connects end offices to other end 

offices, other ILECs, and interexchange carriers, while an end office connects to end-users. 

Moreover, according to SWBT, a tandem office does not need to record user billing infonnation, 

supply electric power to the equipment at the end of the line, or convert between analog and 

digital signals.75 Given this difference in functionality, the tandem rate paid by an originating 

carrier to the terminating carrier is in addition to the end-office rate. 

SWB1 attests that a CLEC can bypass paying SWBT the tandem rate because SWBT 

gives all carriers the option to interconnect at either a tandem office switch, end office switch, or 

both. 76 SWBT calculated that approximately 58% of all CLEC trunks interconnected to SWBT 

71 Tr. at 484 and 485 (May 5, 2(00). 

72 Tr. at 523, 524 (May 5,2000). 

73 Tr. at 556 (May 5, 2000). 

74 SWBT Ex. No. 16, Direct Testimony ofEd Wynn at 8. 

75 SWBT Ex, No.5, Direct Testimony ofRobert Jayroe at 13. 

\3( 


http:signals.75
http:traffic.73
http:customer.72


Docket No. 21982 REVISED AWARD Page 24 of 65 . 

are interconnected to end offices.77 SWBT requests that CLECs provide it the same choices for 

interconnection so that it can control its own costs by bypassing the tandem rates. SWBT 

contends that such choice is not possible from most CLECs, which generally operate switches 

that perfonn both tandem and end office functions. 

As an initial step, SW~T proposed that the Commission conduct a needs-based test 

ascertaining whether the revenues CLECs receive from ISPs recover their appropriate costs?8 

SWBT also proposed various functionality tests: a "parity of function" tese9
; a facility-based 

reasonableness test based on a CLECts incurrence of additional costs80
; a test addressing whether 

a CLEC offers SWBT the choice ofdelivering traffic at a point designated as the CLEC's tandem 

or at a point designated as the CLECts end office81 ; and a test requiring proof that the CLEC's 

network architecture is designed for the mutual exchange of local voice traffic and that the 

switch is serving end users in a geographic area comparable to a SWBT tandem. 82 

SWBT admits that it also operates switches that perfonn both a tandem and end office 

functions, but claims that the two functions are separated in a manner that the tandem portion of 

the switch carries only trunk-to-trunk traffic.83 SWBT witness Mr. Jayroe states that while 

SWBT may perfonn its tandem switching and end office switching functions in the same 

building, it does not collocate with end customers. SWBT avers that function rather than 

76 ICG witness Mr. Starkey confirmed that CLECs have the option to interconnect with SWBT at both 
tandem and end office level, and acknowledged that SWBT does not have that same option. See Tr. at 543-544 
(May 5, 2000). 

77 SWBT Ex. No.5, Direct Testimony of Robert Jayroe at 14-16. 


78 SWBT Ex. No. 16, Direct Testimony ofEd Wynn at 23. 


79 SWBT Ex. No.5, Direct Testimony ofRobert Jayroe at 14 and 15. 


80 Tr. at 472, 473, 494 (May 5,2000). 


81 SWBT Position Statement at 2 (May 16,2000). 


82/d. at 3. 


83 SWBT Ex. No.5, Direct Testimony ofRobert Jayroe, at 14. 
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location is relevant; even if the called customer is located across the street from the tandem 

switch, a tandem function and an end office function could still be performed for that call.84 

While asserting that the tandem rate should never apply to ISP~bound traffic,85 SWBT 

generally agrees that all of the factors noted by the NYPSC have at least some value as indicia of 

tandem functionality vis-a-vis non-ISP~bound traffic. SWBT singles out one of the factors as far 

more significant than the others: the number of points of interconnection offered to other local 

exchange carriers. 86 

Finally. SWBT proposes a streamlined standard for determining CLEC tandem 

functionality that does not involve any Commission activity. 87 As an alternative, SWBT 

proposes an expedited 45-day qualification procedure involving affidavits and certification by 

the Commission.88 

(b) CLECs' Position 

ICG believes that the reciprocal compensation rate paid by the originating carrier should 

be based on the capability that the terminating carrier's network provides, rather than the latter's 

network design and arrangement. 89 ICG witness Mr. Starkey further avers that CLEC switches 

only need to be capable of serving a comparable area, but need not actually serve a comparable 

area in order for a particular reciprocal compensation to apply.9O ICG asserts that this capability 

should be measured by geographic service area because the networks of most CLECs are built to 

84 Tr. at 474-475 (May 5, 2000). 

8S SWBT Position Statement at 2 (May 16,2000). 

&6 I d. 

87 Id. at 3. 

88 Id. 

89 Coalition Ex. No. ICG-3, Direct Testimony ofDon Wood at 28. 

90 Tr. at 444 (May 5, 2000). 
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take advantage of the decreasing costs of transport relative to switching facilities and to 

efficiently implement new switching technologies. ICG asserts that a reciprocal compensation 

mechanism that focuses on the underlying equipment used, rather than functionality provided, 

would penalize network designs that are more efficient than their competitor.91 Additionally, 

ICG witness Mr. Wood avers that CLECs connect to SWBT end offices to avoid SWBT's high 

blocking rate,92 rather than to avoid paying the tandem rate. 

The Coalition maintains that, to recognize the development of various CLEC network 

architectures, the Commission should not look beyond the area comparability test.93 The 

Coalition believes that functionality tests are ultimately circular. Coalition witness Mr. 

Montgomery maintains that it is difficult for a regulator to develop or apply a functionality test in 

any non-discriminatory fashion because it is difficult to take into account individual CLECs' 

characteristics in formulating a general rule that is viable. Mr. Montgomery asserts that an area 

comparability test, on the other hand, is much clearer than any functionality test.94 

The Coalition also criticizes SWBT's proposal of requiring CLECs to establish multiple 

points of interconnection, asserting that it is unworkable from a network perspective. 95 The 

Coalition asserts that implementation ofsuch a proposal would require a wasteful re-engineering 

ofeLECts networks because additional points of interconnection to the same switch would waste 

ports and switching capacity on the CLEC network. 96 

Coalition witrIess Mr. Wood contends that the NYPSC's factors related to network design 

should not be applied by the Commission in this docket because they fail to identify the relevant 

91 Coalition Ex. No. ICG-3, Direct Testimony ofDon Wood at 28. 

92 Tr. at 546 (May 5, 2000). 

93 Coalition Ex. No. CLEC-I, Direct Testimony ofWilliam Page Montgomery at 35, 36. 

94 ld. at 36-38. 

95 Coalition's Reply Briefon Issues Identified by the Commission at 2 (June 1,2000). 

96 See generally Coalition's Reply Briefon Issues Identified by the Commission at 3 (June 1, 2000). 
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functionality provided by a CLEC network. 97 He contends that regardless of the number of 

switches, as long as a CLEC can terminate traffic over an ILEC tandem serving area through one 

point of interconnection, then the CLEC is providing tandem functionality.98 Mr. Wood also 

argues that numerous collocation arrangements do not necessarily indicate tandem functionality 

because they may not enable an ILEC to deliver its traffic to a comparable geographic area 

through a given point of interconnection. Indeed, he states that a CLEC with fewer collocation 

arrangements may be able to provide tandem functionality.99 Furthermore, Mr. Wood contends 

that SONET rings and local distribution facilities may not be necessary to provide tandem 

functionality, given that a CLEC may choose to use wireless distribution facilities. lOG 

The Coalition submits that the record in this docket is sufficient for the Commission to 

order application of the tandem served rate in this proceeding, arguing that it would be a waste of 

resources to re-create a record in additional proceedings to further address this matter. IOJ The 

Coalition also offers a process for Commission determinations of CLEC eligibility for the 

tandem rate. 102 

WCOM notes that FCC's Local Competition Order makes no mention of requiring the 

same capacity or the performance of similar functions in order for the tandem rate to apply.103 

Therefore, WCOM concludes that geographic area comparability is the only test to use in 

making such a determination. WCOM also notes that since SWBT's Project Pronto will move 

SWBT's network away from the traditional hub-and-spoke architecture to architecture 

91 Coalition Ex. No. 41, Supplemental Testimony ofDon J. Wood at 9. 

98 Id. 

99 Id. at II. 

100 Id. 

101 Coalition Statement ofPosition at I (June 16,2000). 

102 !d. at 2. 

103 WCOM Ex. No. I, Direct Testimony ofDon Price at 30-32. 
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employing more fiber rings. CLECs' non-traditional architecture should be recognized as an 

innovation to be encouraged rather than penalized. Furthermore, WCOM witness Mr. Price 

states that the kind of hierarchy that exists in a typical ILEC's architecture is not duplicated in a 

CLEC's network 104 WCOM also submits that numerous point of interconnection should not be 

a requirement for a CLEC to meet the geographic comparability test. IOS WCOM urges the 

Commission to reject SWBT's proposal to establish rules requiring any migration from tandem 

to end office trunks. 106 

e.spire witness Mr. Falvey argues that,. due to carriers' different architecture 

arrangements, the FCC has clearly found that a switch architecture analysis, which partitions a 

CLEC switch into an end office switch and a tandem office switch, is irrelevant for purposes of 

determining when the CLEC qualifies for a tandem rate. 107 

Intermedia witness Mr. Jackson states that many ILECs require CLECs to route traffic 

directly to end offices after a certain level of traffic has occurred. But, he observes, overflow 

traffic from end office trunks can be directed to a tandem switch, if the ILEC chooses to do so. 

Consequently, Mr. Jackson does not view the overflow of traffic to a SWBT tandem switch as a 

"privilege" to connect to the tandem switch. Rather, Mr. Jackson views such a situation as a 

failure of SWBT to provide sufficient information to allow CLECs to set up more direct end 

office trunking.108 

AT&T witness Mr. Zubkus posits that the only relevant consideration in determining if 

the tandem rate applies is whether the CLEC's switch is capable of serving the ILEC-s tandem 

area. 109 AT&T also submits that none of the factors outlined by the NYPSC contain a bright-line 

104 Tr. at 492 (May 5, 2(00). 

lOS SWBT's Supplemental Briefon the "Blended Rate" Issue at 6 (May 26,2(00). 

106 WCOM's Briefon Issues Raised in the May 18th Hearing at 2 (May 26,2(00). 

107 Tr. at 492 (May 5, 2(00). 

lOS Tr. at 549, 550 (May 5,2000). 
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threshold for rebutting the presumption that the tandem rate is not due. 1 10 Furthennore, AT&T 

argues that those factors appear to be ILEC-centric. For example, the number of points of 

interconnection offered to other exchange carriers "suggests a tendency to look at requiring 

CLECs to mirror the ILEC's tandem/end office architecture.,,11I AT&T believes that it is 

entitled to the full tandem rate and observes that the standard for qualification of tandem 

interconnection rate is ''the Commission will know it when they see it.,,112 AT&T believes that it 

is entitled to the tandem switching element because its switches provide the functionality and 

geographic scope of SWBT's tandems. l13 

(c) Commission Decision 

In interpreting the FCC rule, 47 C.F.R. 51. 711 (a)(3), the Commission must give meaning 

to the underlying language in the FCC's Local Competition Order (,1090, 1091)). In that 

seminal order, the FCC directed state commissions to consider whether the technology employed 

by the CLEC is performing tandem or tandem-like jUnctions similar to those performed by the 

fLEC's tandem switch in determining whether "some or all calls" terminating on the CLEC's 

network should be priced the same as the traffic terminated by the fLEC's tandem switch. Given 

the FCC's discussion in the Local Competition Order, the Commission concludes that a 

terminating carrier shall be compensated for any "additional costs" incurred only when it 

actually uses tandem or tandem-like functions to terminate traffic in a geographic area 

comparable to the area served by the ILEC's tandem switch. 

The Commission disagrees with the CLECs' assertion that the FCC rule requires only a 

shOWing that the terminating carrier's switch has the capability of serving the same or 

109 Tr. at 439,442 (May 5,2(00). 

110 AT&T Ex. No. 12, Direct Testimony ofJavier Rodriguez at 8. 

III Coalition Ex. No. 41, Supplemental Testimony ofDon J . Wood at 8. 

112 AT&T's Supplemental Briefon Tandem Issue at 12 - 13 (May 26, 2(00). 

III AT&T Ex. No.7, Direct Testimony ofJon A. Zubkus at 7. 
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comparable geographic area as the /LEC's tandem switch. It reads the FCC rule to require 

something more than a simple comparison of maps of areas served by the interconnecting 

carrier's switch and the /LEC's tandem switch. In specifying how the interconnecting carrier 

should be compensated, the rule refers to a CLEC switch serving a geographic area comparable 

to the area served by the ILEC's tandem switch. The Commission interprets this language to 

require the CLEC'sfacilities to actually perform actual tandem or tandem-likefonctions similar 

to those performed by the /LEC's facilities before the CLEC is entitled to compensation based on 

the ILEC's tandem switching costs. To interpret the rule otherwise would contravene the 

general requirement of symmetrical rates for the transport and termination of local 

communications traffic in 47 C.F.R. 51.711(a). 

3. Rate Structure 

Throughout the proceeding, parties discussed various options for reciprocal 

compensation, ranging from the adoption of bill-and-keep, rate caps, the Mega-Arbitration rate 

structure, and a staff proposal. 

(a) StaffProposal 

Commission Staff proposes the adoption of a "tandem blended rate" employing the 

following rate structure: end office rate + (tandem rate x % SWBT tandems used) + (transport x 

% SWBT tandems used). In the proposal. the resulting rate would apply to all traffic up to a 

specified cap.114 

(b) CLECs' Position 

WCOM emphasizes that the relevant components of the Mega-Arbitration rate structure 

for inter-carrier compensation include end office switching, tandem switching and interoffice 

common transport. ll5 To the extent that the Commission considers a ratio or a blended rate, 

114 See Order Nos. 8 and 9 (May 19 and 22, 2000). 

\IS WCOM Ex. No. I, Direct Testimony ofDon Price at 4. 
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WCOM's prefers a blended rate that rewards CLECs that utilize a high percentage of direct end 

office trunking. 116 

Taylor Comm. proposes asymmetric per minute rates between carriers. It proposes to 

pay SWBT at SWBT's cost, while SWBT would pay Taylor Comm. at Taylor Comm.'s cost.1l7 

Under Taylor Comm.'s proposal, SWBT would pay Taylor Comm. rates in excess ofwhat Taylor 

Comm. would pay SWBT. Additionally, Taylor Comm. equates bill-and-keep to a very efficient 

bartering arrangement that makes sense only when traffic is in balance between the two carriers. 

Taylor Comm. argues that if traffic is not in balance, however, one carrier performs all the work 

and the other carrier gets a free ride if a bill-and-keep compensation scheme is adopted. I IS 

The Coalition maintains that the Commission should adopt the existing Mega-Arbitration 

rate structure. 1l9 Coalition witness Mr. Montgomery explains that the bill-and-keep method was 

historically an informal process used typically between a larger lLEC and a smaller ILEC in a 

monopoly environment. Mr. Montgomery stresses that LECs agreed to such arrangements when 

they exclusively served service areas and did not compete with each other. He contends that 

today, in a competitive environment, there is a need for an arm's-length mechanism by which 

carriers compensate each other for the termination ofcalls.120 

The Coalition further states that "[it] does not quarrel with certain of the intended results 

of the tandem blended rate approach.',J2) The Coalition acknowledges that the tandem blended 

rate is simple to administer and may eliminate many disputes, and also recognizes that such a 

116 WCOM's Briefon Issues Raised in the May ISm Hearing, at 2 (May 26,2000). 

117 See generally Taylor Comm. Ex. No. I, Direct Testimony ofAugust H. Ankum and Taylor Comm. Ex. 
No.5, Supplemental Testimony ofDr. August Ankum. 

118 Tr. at 167 (ApriI4, 2000). 

11'1 Coalition Ex. No. CLEC-l, Direct Testimony ofWilliam Page Montgomery at 25. 

120 Tr. at 154-155 (April4, 2000). 

121 Coalition's Briefon Issues Identified by the Commission at 6 (May 26,2000). 
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rate recognizes the CLECs' legal right to receive compensation for tandem switching and 

transport costs. The Coalition also appreciates that the proposal requires that symmetric rates be 

based on ILEC costs. The Coalition "strongly objects", however, to the proposal, due to the 

elements in its rate formula and the consequences of its implementation. III It indicates that the 

level of CLEC direct trunking to SWBT end offices is not a meaningful proxy by which to 

reduce SWBT's or a CLEC's rates for terminating another carrier's traffic. The Coalition further 

argues that the formula mistakenly assumes that less use of a tandem by a CLEC equals less 

tandem functionality. Moreover, it contends that the proposed tandem blended rate's use of a 

specific percentage is flawed because the use of tandem versus direct end-office switching is 

constantly changing. 123 Finally, the Coalition avers that the proposed tandem blended rate will 

either under- or over-compensate most CLECs most ofthe time. 

The Coalition also strongly urges the Commission to avoid imposing separate rates for 

individual CLECs.124 The Coalition proposes a default rate, that is, the end office switching rate 

plus the tandem-switching rate, without the transport rate. Nevertheless, under the Coalition's 

proposal, a CLEC is still given a choice to receive compensation for transport if it demonstrates 

that it terminates traffic beyond the footprint of an ILEC's end office. l2S 

Allegiance states that it is not opposed to the concept of a tandem blended rate as l~ng as 

it is applied symmetrically, to all local traffic and without any ratio or cap. Allegiance further 

states that such a blended rate would facilitate billing and avoid disputes over eligibility for the 

tandem rate. 126 Finally, Allegiance contends that the imposition of the tandem blended rate will 

not encourage or require CLECs to build inefficient networks, given that many of the first 

122 SWBT's Supplemental Briefon the "Blended Rate" Issue at 6 (May 26, 2000). 

123Id. at 7. 

124Id. at 8. 

125 Id. at 11. 

126 Allegiance Post 5-18-2000 Hearing Brief, at 4 (May 26, 2000). 
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generation of interconnection agreements provide for use of blended reciprocal compensation 

rates. 127 

AT&T proposes symmetric rates for reciprocal compensation on a LATA-wide basis.128 

Under this LATA-wide proposal, in instances in which AT&T purchases UNEs from SWBT, 

AT&T proposes the use of a bill-and-keep compensation scheme. 129 In support of its proposal, 

AT&T concludes that nothing in the FT A prohibits a state from expanding the definition of 

"local traffic" beyond "mandatory EAS" for the purposes of § 251 (b)( 5). 130 AT&T states that 

there are 'laudable" aspects of Staffs tandem blended rate proposal, but the problems with the 

proposal far outweigh its potential benefits.13l AT&T contends that the proposed tandem 

blended rate will improperly encourage network deployment based on reciprocal 

compensation.132 Because it seeks to configure a network architecture to interconnect only at 

SWBT tandems, AT&T avers that the tandem blended rate would be grossly unfair to it, given 

that other CLECs may choose to interconnect more often at SWBT end offices. B3 

127Id. at 6. 

128 See AT&T Ex. No.5, Direct Testimony ofMaureen A. Swift at 4; AT&T Initial Post-Hearing Brleht 5 
(April 19,2000). In its pending arbitration proceeding with SWBT, Docket No. 22315, AT&T bas proposed an 
interconnection architecture in which AT&T is responsible for delivering traffic to SWBT's tandems and SWBT is 
responsible for delivering traffic to AT&T's own switches. If this interconnection architecture is not adopted, then 
AT&T will pay SWBTaccording to levels of switching offices connected, while SWBT will pay AT&T the three­
part tandem rate. Petition ofSouthwestern Bell Telephone Company for Arbitration with AT&T Communications of 
Texas. LP.• TCG Dallas. and Teleport Communications. Inc. Pursuant to Section 252(B)(J) of the Federal 
Telecommunications Act of1996, Docket No. 22315 (pending). 

129 AT&T Ex. No.5, Direct Testimony ofMaureen A. Swift at 10. 

130 Jd at 9. 

131 AT&Ts Supplemental Briefon Tandem Issues at 4, 5 (May 26,2000). 

mId. at 5. 

133 Id at 6. 
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(e) SWBT's Position 

SWBT suggests two methods for minimizing what it characterizes as the CLECs' over­

recovery of compensation related to the tennination of ISP-bound traffic: (1) a cap on the total 

amount of inter-carrier compensation that a CLEC receives for tenninating ISP-bound traffic, 

which limits the amount of such compensation to two times the amount of compensation the 

CLEC pays to the ILEC, or (2) the use ofa proxy for the appropriate costs incurred by CLECs in 

providing services to ISPs. 134 

Anticipating that CLECs may allege that it is difficult to track voice versus ISP-bound 

traffic, SWBT proposes that the existing TELRIC-based reciprocal compensation rate would 

apply to traffic that is relatively in balance between SWBT and the CLEC. More specifically, 

SWBT states that these rates will apply for traffic that is in balance at a 2: I tenninating-to­

originating ratio between SWBT and a CLEC. 135 Under this proposal, if traffic "exceeds" this 

2: I ratio, SWBT indicates that it is appropriate to presume that the excess is ISP-bound traffic. 

Despite this presumption, however, SWBT concedes that CLECs would be given the opportunity 

to prove that the traffic in excess of this 2: 1 ratio is voice traffic and subject to compensation 

using existing TELRIC-based rates. 136 With regard to traffic in excess of the 2: 1 ratio that the 

CLEC does not demonstrate to be voice traffic, SWBT asserts that only the tandem switching 

rate should apply to the tennination of such traffic.137 SWBT declines to characterize its 

proposal as effectively akin to a bill-and-keep methodology, stating that ISP-bound traffic has a 

different compensation scheme due to the FCC's ISP exemption relating to access.138 

134 SWBT Ex. No. 16, Direct Testimony ofEd Wynn at 26. 

mId. at 27. 

136 SWBT substantiates this 2:1 ratio by a traffic study, which spans from 1997 to 1999. During this time 
period, SWBT terminated 1.5 billion local non-ISP minutes of use (MOUs) to the CLECs participating in this 
proceeding, while these same CLECs terminated to SWBT 1.2 billion MOUs. Based on this data, SWBT claims that 
the balance of traffic that is truly local would be 1.32:1. SWBT recommends using this ratio as a surrogate for 
distinguishing ISP traffic. See SWBT Ex. No. 16, Direct Testimony ofEd Wynn at 27. 

131 ld. at 28. 
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SWBT states that it does not have significant objections to the use of Staff's tandem 

blended rate in certain contexts, provided that concrete tnmking rules are also adopted to ensure 

that CLECs move traffic from SWBT's tandem trunks to direct end office trunks when specific 

traffic volume limits are exceeded. 139 SWBT emphasizes that if the Commission adopts a 

tandem blended rate, then it should clarify that CLECs are limited as to the volume of traffic they 

may deliver to SWBT's tandem before being required to establish direct tnmking to end 

offices. l40 Regarding the imposition of a cap, SWBT states that "a two to one ratio would work; 

a three to one would also be within the permissible.,,141 However, SWBT states that anyover­

compensation "could be mitigated by setting an absolute cap at a two-to-one, rather than a three­

to-one, imbalance. 142 SWBT states that, due to the administrative ease in using such a tandem 

blended rate, it could have significant advantage over any multi-factor functional test such as that 

adopted by the NYPSC.143 

SWBT rejeCts the Coalition's "compromise" proposal, arguing that it will over 

compensate for ISP-bound traffic, violates federal law, and is administratively burdensome. l44 

Also, SWBT maintains that AT&T's LATA-wide proposal goes beyond what is allowed under 

state and federal law. 145 SWBT believes that AT&T's LATA-wide proposal in effect reduces 

AT&T's costs of serving a concentrated base of business customers and ISPs without also 

serVing geographically dispersed residential customers. 146 SWBT further contends that AT&T's 

proposal Camlot possibly be cost-based if it sets the same rate for local, toll, and access traffic 

138 Tr. at 102-106 (April 4,2000). 

139 SWBT's Supplemental Briefon the "Blended Rate" Issue at 3 (May 26, 2000). 


140 [d. at 4. 


141 Tr. at 619 (May 18,2000). 


142 SWBT's Supplemental Reply Briefon the "Blended Rate" Issue at 6 (June I, 2000). 


143 SWBT's Supplemental Briefon the "Blended Rate" Issue at 5-6 (May 26, 2000). 


144 SWBT's Supplemental Reply BriefOn the "Blended Rate" Issue at 6-7 (June 1,2000). 


145 SWBT Post-Hearing Briefat 38-39 (April 19, 2000). 


146 [d. at 39. 
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tenninated within an entire LATA. 147 Because AT&T tenninates less traffic than it originates, 

SWBT argues that AT&T would be over-compensated under its proposal, while at the same time 

avoiding payment ofappropriate access charges related to interexchange traffic. 148 

(d) Commission Decision 

As a policy matter, the Commission prefers the bill-and-keep method over any of the 

other compensation proposals reviewed in this proceeding. While the Commission hopes that 

the bill-and-keep method will become a viable option as the market matures, it nevertheless 

recognizes that current volumes of traffic between carriers do not support adoption of such a 

compensation scheme as a general rule at this time. 

The Commission has long viewed the minute-is-a-minute approach as a goal by which to 

base compensation between carriers. AT&T's LATA-wide proposal, however, has implications 

for ILEC revenue streams, such as switched access, that have not been fully examined in this 

proceeding. Consequently, the Commission declines to adopt AT&T's LATA-wide proposal 

because it affects rates for other types ofcalls, such as intraLATA toll calls, that are beyond the 

scope ofthis proceeding. 

With respect to a hierarchical or two-tier switch network, the Commission finds that the 

actual use of tandem switching facilities is easily discernible. If only an end office switch is 

employed to terminate traffic, then only the end-office rate shall apply. If a tandem switch is 

used for the termination oftraffic, then the tandem rate shall apply. The issue ofcompensation 

is less straightforward, however, with respect to a network using multiple-fonction switches. 

As stated earlier, the inter-carrier compensation rates approved in the Mega­

Arbitrations, as reflected in Attachment A to this Award, form the basis of the inter-carrier 

147 SWBT Ex. No.8, Rebuttal Testimony ofRandy Long at 17. 

148Id. at 19. 
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compensation rates approved in this Awardpursuant to FTA § 252(d)(2). A "new" rate adopted 

in this proceeding is the "blended tandem rate". This blended rate is necessary because the 

CLECs have failed to demonstrate that they are entitled to the full tandem rate for every call 

terminated by their networks employing multiple-function switches. Specifically, the CLECs 

have failed to evidence that every call terminated on their networks involves actual tandem or 

tandem-like functions, or that every such call needs such functions, for that matter. 149 They have 

failed to demonstrate the termination of such traffic in a geographically dispersed area, as 

would occur had actual tandem or tandem-like functions been performed on every call. Rather, 

the evidence shows that some calls terminated by their mUltiple function switches use only end­

office functions, while others also use tandem functions. Consequently, in determining "whether 

some or all calls terminating on the new entrant's network should be priced the same as the sum 

of the transport and termination via the incumbent LEC's tandem switch, "J50 the Commission 

concludes that only some ofthose calls merit such symmetrical compensation. To award CLECs 

the full tandem rate for every call, under these circumstances, would overcompensate them and 

effectively award them a higher rate for end-office switching than what SWBT receives, contrary 

to 47 C.FR. 51.711(a). Furthermore, to do so would be inequitable and discriminatory. 

Therefore, to roughly achieve the rate symmetry mandated u~der federal law, the 

Commission looks to SWBT's hierarchical or two-tier network to calculate a blended rate that 

takes into account the mUltiple jUnctions performed by the CLECs' switches with regard to calls 

terminated on their networks. As demonstrated by SWBT, approximately 58% of all CLEC 

trunks interconnected to SWBT are interconnected at the end-office switch level. Conversely, the 

remaining 42% are interconnected at SWBT's tandem switches. For these reasons, the "tandem 

blended rate" approved in this Award shall include a rate factor that corresponds to 42% ofthe 

sum oftandem switching and interoffice transport costs. This rate factor is a reasonable proxy 

ofthe percentage oftraffic, in the aggregate, for which the CLECs' multiple-function switches 

employ tandem or tandem-like jUnctions in terminating traffic on the CLECs' networks. In other 

149 See, e.g., SWBT Ex. 6, Rebuttal Testimony ofRobert Jayroe at 5-6. 

ISO Local Competition Order at 11090. 
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words, it reasonably presumes that a CLEC's network is actually performing tandem or tandem­

like functions and incurring costs associated with those functions in roughly the same proportion 

as SWBT's network The factored amount shall be added to the bifurcated end-office switching 

rate approved in this Award to arrive at the total "tandem blended rate ". 

Because 42% of the traffic terminated by the CLECs' multiple-function switches is 

presumed to involve tandem or tandem-like functionality and the geographic areas in which such 

functionality occurs are generally comparable to the areas served by SWBT's tandem switches, 

the tandem rate is justified for that percentage of traffic, pursuant to 47 C.F.R. 51. 711(a)(3). 

The Commission further finds that the resulting tandem blended rate is reasonable and 

consistent with the FTA, given that the full tandem rate is not justified in every instance. In 

adopting the "tandem blended rate H, the Commission does not seek to impose an ILEC's network 

configuration upon CLECs or to discourage a diverse interconnected network, but rather only to 

determine the appropriate compensation for the termination oflocal traffic. 

The Commission also applauds the introduction and application of advanced 

technologies in the telecommunications market. The Commission finds, however, that the 

current means by which reciprocal compensation is accomplished has contributed to a 

significant imbalance of traffic between originating and terminating carriers. In other words, 

the current scheme has created perverse economic incentives that result in an imbalance in 

revenues between certain interconnected carriers, in favor ofthe termination carrier. 

Like the NYPSC, the Commission concludes that the use ofa threshold traffic ratio is an 

equitable device by which an originating carrier's costs can be lawfully mitigated and the 

efficient delivery oftraffic maintained when the degree oftraffic imbalance (and concomitantly, 

imbalanced compensation) indicates that certain compensation is no longer warranted. 

Therefore, for traffic subject to the "tandem blended rate", such a rate is appropriate up to a 3-1 

(terminating traffic to originating traffic) threshold imbalance. 151 When a carrier exceeds that 3­

151 The Commission notes that a carrier without any originating traffic cannot, as a practical matter, qualify 
for the tandem blended rate and will receive the bifurcated end office rate. 
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1 ratio threshold, it is reasonable to presume that predominately convergent traffic is occurring 

and the "excess" traffic should be compensated using the end-office switching rate only. 

This presumption, however, is rebuttable. The terminating carrier may demonstrate 

actual tandem or tandem-like jUnctionality in the delivery of this "excess" traffic using various 

network design factors that demonstrate the existence ofa network serving an area comparable 

to the fLEC's geographic area with tandem or tandem-like jUnctions, a network designed to both 

send and receive customer traffic for the purpose ofserving a dispersed customer base. Merely 

evidencing a capability to serve a comparable geographic area will not rebut the presumption. 

The network design factors upon which a carrier may make its case include, but are not limited 

to: 

1. 	 the number and capacity ofcentral office switches; 

2. 	 the number of points of interconnection offered to other local exchange 
carriers; 

3. 	 the number ofcollocation cages; 

4. 	 the presence ofSONET rings and other types oftransport facilities; 

5. 	 the presence of local distribution facilities such as coaxial cable and/or 
unbundled loops; or 

6. 	 any other indicia reliably demonstrating that the carrier is transporting a 
significant volume oftraffic to a geographically dispersed area. 

These factors are similar to those employed by the NYPSC in addressing the traffic 

imbalance issue. Furthermore, in evaluating the degree to which actual tandem or tandem-like 

functions are peiformed, the Commission shall also take into account the extent to which, ifany, 

the traffic examined requires the performance oftandem or tandem-like jUnctions. Examining 

the need for such jUnctions will avoid the configuration ofnetworks for the purpose ofobtaining 

the tandem rate even when tandem or tandem-like jUnctions are unnecessary. Because a carrier's 

proofofactual tandem oftandem-like fUnctionality will be fact-driven, it may demonstrate such 

jUnctionality, upon request, in either an arbitration proceeding or other appropriate proceeding 
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designated by the Commission, such as a post-interconnection agreement dispute proceeding. 152 

Upon evidencing the degree to which traffic exceeding the 3-to-J ratio satisfies the receipt ofthe 

tandem rate, the requesting carrier is entitled, on a prospective basis, to receive such rate to the 

extent that it has demonstrated that it is entitled to receive such compensation. Therefore, the 

rate awarded may range from 0% ofthe tandem rate up to J00% ofthe tandem rate, depending 

on the evidentiary record. Moreover, this prospectively applied rate shall apply to all of the 

traffic that the requesting carrier terminates on its network, i.e., traffic occurring before and 

after the 3-J ratio. 

In summary, the Commission adopts the following rate structure as the mechanism for 

payment ofreciprocal compensation: 

1. 	 For traffic terminated by a LEC with two-tier or hierarchical switches, i.e., 
separate switches performing tandem and end office jUnctions: 

• 	 When tandems are used, the originating LECs pay the tandem rate (end office 
switching + tandem switching + interoffice transport). 

• 	 For purposes ofthe tandem served rate, the end office rate is a bifurcated rate 
(set-up per call and duration), and the tandem switching and interoffice 
transport rates are the Mega-Arbitration rates previously adopted by the 
Commission. 

• 	 When tandems are not used, the originating LECs pay the end office rate only. 

2. 	 For traffic terminated by a LEC that does not have two-tier or hierarchical 
switches, but instead employs multiple-fonction switches: 

• 	 A tandem blended rate (end office switching + % of [tandem switch + 
interoffice transportJ) applies. 

• 	 For purposes ofthis tandem blended rate, the end office rate is a bifurcated 
rate (set-up per call and duration); the tandem and transport rates are the 
rates adopted in the Mega-Arbitrations/53 and the % is the approximate 
percentage of CLEC traffic terminated on SWBT's network using tandems 

152 Such proceedings shall be subject to Subchapters P or Q in the Commission's procedural rules, as 
appropriate. 

153 The inter-office transport rate used in calculating the blended tandem rate shall include the terminating 
statewide average inter-office transport rate, rather than the blended transport rate, and the facilities miles statewide 
average approved in the Mega-Arbitrations proceedings. See Attachment A. A 14-mile estimate shall also be used 
in computing the facilities mileage element for purposes of the blended tandem rate. This inter-office transport rate 
also applies to the full tandem rate calculation. 
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(42%), which serves as the proxy for SWBT traffic terminated on the CLECs' 
networks that involves the performance oftandem or tandem-like functions. 

• 	 This tandem blended rate applies until a 3:1 ratio (terminating to originating 
traffic) threshold is reached. 

• 	 After the 3:1 ratio threshold is reached, only the end office rate applies, 
unless the terminating carrier demonstrates actual tandem or tandem-like 
functionality. 

• 	 Upon a demonstration of actual tandem or tandem-like functionality, the 
terminating carrier will receive, on a gOing-forward basis, compensation in 
the range of0% to 100% ofthe tandem rate, depending on the extent to which 
actual tandem or tandem-like functionality is proven to occur. This rate shall 
prospectively apply to all of traffic terminated on the terminating carrier's 
network. 

• 	 LECs may demonstrate actual tandem or tandem-like functionality either in 
an arbitration proceeding or other proceeding designated by the Commission. 

C. DPL ISSUE No.3 - WHAT RATES SHOULD APPLY? 

All parties agree that the TELRIC principles drive the determination of rates in this 

docket. TELRIC requires that a cost study employed to set such rates be fotward-looking in 

nature; use an efficient network and engineering framework; and not use embedded costS.1 54 

Taylor Comm. is the only CLEC in this docket that presented its own cost study. The other 

parties rely on cost studies previously approved by the Commission. 

1. Taylor Comm. Cost Study, Requestfor Carrier-Specific Rates, and Asymmetric Rates 

(a) Taylor Comm. 's Position 

Taylor Comm. contends that it should receive higher reciprocal compensation rates than 

SWBT because its costs to terminate calls are higher. Since its business plan results in a 

customer base that is disproportionately comprised of ISPs, Taylor Comm. asserts that its cost 

1S4 See47C.F.R. § 51 SubpartF. 
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structure is different from that of SWBT and other companies. ISS Taylor Comm. proposes a 

minutes ofuse (MOU) rate structure to recover its compensation from SWBT. IS6 

Taylor Comm. notes that most of its costs are volume sensitive, and that it is capable of 

identifying its incremental costs very efficiently.ls7 As proof that its costs are different from 

those of other carriers, Taylor Comm. submitted a cost study (the QSI study) that initially 

calculated its cost for call termination as roughly $0.004431 per minute. IS8 Taylor Comm. 

claims that the QSI study is consistent with TELRIC principles. Specifically, Taylor Comm. 

indicates that no adjustments are needed in the study because the study assumes only efficiently 

located, state-of-the-art facilities. Further, Taylor Comm. avers that the most recent actual traffic 

data represent Taylor Comm.'s total company-wide demand for switching. 

According to Taylor Comm., the study is designed to capture expenses and outputs as 

they may be expected to occur on an ongoing basis. Taylor Comm. further explains that the 


study identifies all necessary facilities for providing switching functions and assigning costs as 


either traffic sensitive or non-traffic sensitive. In this regard, Taylor Comm. confirms that only 


the traffic sensitive costs of switches are included in the study.IS9 The QSI study uses as inputs: 


. capital switching costs,l60 costs ofconnections to end-users from Taylor Comm:s central offices, 


and trunking costs to reach SWBT switching facilities. The QSI study also assumes the 


economic life ofa switch to be 18 years. 161 

155 Taylor Comm. Ex. No.4, Rebuttal Testimony ofCharles Land at 20. 

156 Tr. at 356 (April 5,2(00). Because the costs to terminate a call are not constant through the duration of 
a call, this type ofrecovery mechanism requires an assumption about the average call length. Taylor Comm. has not 
disclosed how it determined the average call time in its cost study, or even what it is. 

157 Taylor Comm. Ex. No.4, Rebuttal Testimony of Charles Land at 20. 

IS8 See Taylor Comm. Ex. No. 1·11, Taylor Switching Cost Study. 

159 Taylor Comm. Ex. No.1, Direct Testimony ofDr. August Ankum at 36-40. 

160 All switching equipment in the QSI study is leased from Siemens. See Taylor Comm. Ex. No.1-II, 
Taylor Switching Cost Study at 8. The lease is for a five-year period. See Tr. at 417 (April 5. 2(00). 

161 Taylor Corom. Ex. No.1-II, Taylor Switching Cost Study at 9. 
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The QSI study links general and administrative costs to MOU based upon the demands 

on labor for each element. The QSI allocates the overhead costs based on headcount so the 

expenses follow labor costs, e.g., if a person is assigned to retail related activities, then office and 

supply related expenses are proportionally assigned to retail activities. Taylor Comm. witness 

Dr. Ankum states that costs associated with "service to end-users have no place in a study for 

switching costS.,,162 However, when asked about a specific line ofcosts labeled "end-user T-Is" 

in the Taylor Comm. cost study, Dr. Antrum states that these connections were usually to Taylor 

Comm.'s ISP customers, therefore demonstrating that costs associated with service to end-users 

are included in the QSI study. 163 

After the initial hearing on the merits, Taylor Comm. amended the QSI study inputs and 

revised its proposed rate from $0.004431 per minute to $0.002858 per minute, a 35% 

reduction. l64 In its revised cost study, Taylor Comm. addresses two issues raised in hearing: fill 

factors and return to capital. 165 Dr. Ankum changed the cost study to conform the Commission­

approved rates of return used in the Mega-Arbitrations and modified the trunk utilization factor 

from 55% to the Commission-approved 75%. Dr. Ankum also increased the annual traffic 

estimate to 3.2 billion MOU in the revised cost study. 166 

162 Taylor Comm. Ex. No. I, Direct Testimony ofAugust H. Ankum at 49. 

163 Tr. at 365-366 (April 5, 2000). 

164 Taylor Comm. Ex. No.5, Supplemental Testimony of Dr. August Ankum at 16; Post-Hearing Brief at 
29-31 (April 19, 2000). 

165 Tr. at 32Q-324, 361-365, and 419-427(April 5, 2000). SWBT also criticized Taylor Com.m.'s utilization 
and its inclusion of return on capital in the QSI study. See SWBT Ex. No. 15, Rebuttal Testimony of William 
Taylor at 5 and 17-18. 

166 Taylor Comm. Ex. No.5, Supplemental Testimony ofDr. August Ankum at 15. 

J Sq 




Docket No. 21982 REVISED AWARD Page 44 of6S 

(b) SWBT Position 

SWBT believes that the inter-carrier compensation rate should be set symmetrically at the 

TELRIC of a fully efficient competitor. 167 SWBT declares, therefore, that different assumptions 

about traffic volumes, depreciation lives, fill factors, or cost of capital should not matter if the 

forward-looking economic cost of terminating traffic is measured using the parameters of an 

efficient firm. SWBT warns that there are efficiency consequences of establishing a rate based 

on costs higher than those of the low-cost provider and states that when high-cost supplier 

remains in the market, resources are wasted. 168 

SWBT contends that Taylor Comm.'s cost study does not follow TELRIC principles. 

SWBT states the QSI cost study is a snapshot of Taylor Comm.'s current situation and is not 

necessarily indicative of future switch capacity and the ability to change capital expenditure.169 

SWBT disagrees with Taylor witness Dr. Ankum's assertion that CLECs experience 

higher costs due to lower switch utilization levels and lack of scale economies. 170 SWBT states 

that manufacturers sell small switches and that CLECs can purchase switching capacities 

according to their demand. SWBT also argues that extra capacities can be added in the form of 

small a number of lines and, therefore, CLECs should not experience lower switch utilization 

levels. SWBT submits that lower costs are an important advantage resulting from economies of 

scale that SWBT should be encouraged to explore. According to SWBT, customers should not 

have to pay more, directly or indirectly, simply because a small firm has higher costS.171 

SWBT also argues that Taylor Comm.'s cost study wrongly includes a return on capital 

for leased switches. SWBT contends that lease payments are expenses, not capital investments. 

167 SWBT Taylor Direct, at 5. 

163 Jd. 

169 SWBT Ex. No. 15, Rebuttal Testimony ofWilIiam Taylor at 14-16. 

170 Jd. at 5. 
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SWBT states that since Taylor Comm. has no capital investments in the leased switches, the 

opportunity costs and the normal profit from the switches is zero.172 SWBT concludes that by 

using the current lease expenses in the QSI model, the cost study becomes one based on 

embedded costs, rather than forward-looking costs. SWBT contends that the QSI cost study 

computes switching costs with similar logic. The QSI cost study divides current lease payments 

by the current number ofminutes to arrive at the switching costs per minute. This, by definition, 

makes the QSI ~st study a short-term rather than long-run study, according to SWBT. SWBT 

maintains that the lease payments also appear to be higher than the capital costs of the same 

equipment, thus overstating Taylor Comm. 's costS.1 73 

Finally, SWBT alleges that the QSI study does not incorporate overhead expenses, 

including entertainment costs and recycling fees in a proper way.J74 

(c) Commission Decision 

The Commission finds that Taylor Comm. 's cost study does notfollow TELRIC principles 

and, therefore, cannot be used to determine reciprocal compensation rates. The Commission 

acknowledges the adjustments that Taylor Comm. made to the QSI study but notes that the 

revised rate of $0.002858 per minute is still significantly higher than the end office rate of 

$0.001507 approved in the Mega-Arbitrations. While the FCC allows a CLEC to petition for 

higher reciprocal compensation rates than those of the ILEC, the CLEC must show that it is 

using the most cost-effective, fOlWard-looking method possible to serve customers. 175 Taylor 

Comm. failed to meet this burden. 

171 Idat 6. 


172 Idat 17-]8. 


173 Idat 13-14. 


174 Tr. at 529-530 (May 18, 2000). 


m 47 C.F.R. 51.7] l(b). 
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Taylor Comm.'s inclusion ofthe costs ofconnecting its end-use customers to its switches 

is the most fUndamental flaw of the QSI cost study. The Commission agrees with SWBT that 

those costs should not be included in the calculation of reciprocal compensation. The 

Commission concludes that Taylor Comm.'s inclusion of these costs results in a signijicant 

overestimation ofcosts by the QSI cost study. The Commission suspects that if these elements 

were deleted from the study, Taylor Comm. 's rates would be much closer to those approved in 

the Mega-Arbitration proceedings. 

The Commission also agrees with SWOT that the QSI study should use switch capacity 

rather than actual demand. The Commission concludes that the use ofactual demand violates 

TELRIC principles. 

Further, although Taylor Comm. states that only traffic-sensitive elements should be 

included in reCiprocal compensation rates, it assigns the majority of costs associated with 

elements such as recycling fees and entertainment to the traffic-sensitive portion ofthe QSI cost 

study. The Commission finds that Taylor Comm. 's failure to sufficiently explain the relationship 

between these elements and the number ofminutes terminated in its switch fUrther undermines 

the cost study's results. 

2. Southwestern Bell Cost Study and ISP-Specijic ReCiprocal Compensation Rates 

(a) SWBT Position 

SWBT supports the use of the Mega-Arbitrations' local switching UNE cost study to 

detennine the appropriate rates for the termination oflocal voice traffic. The cost study includes 

the investment necessary for call set-up, call tennination, and vertical services. SWBT contends, 

however, that ISP-oound traffic does not require the use ofall of these functions and argues that 

the total costs in that study should not be attributed to ISP-oound traffic. SWBT also indicates 

that the average hold times are approximately three minutes for voice calls as compared to 29 
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minutes for Internet calls.116 SWBT notes that a principal reason that it is less costly to terminate 

an ISP-bound call than a voice call is the longer average hold time. SWBT explains that a 

comparison of one 29-minute ISP-bound call to the equivalent minutes of voice calls yields nine 

additional call set-ups for the voice calls. Moreover, SWBT states that the stable and longer ISP­

bound call does not require as many network resources as calls that have a much shorter average 

holding time. SWBT concludes that each time a call is set-up and tom down, additional network 

resources are used compared to a call that is more stable. 117 

SWBT relies on its ISP-bound traffic (IBT) cost study to demonstrate that ISP-bound 

traffic is fundamentally different from voice traffic and should not be subject to reciprocal 

compensation, although SWBT does not propose that the cost study be used to set rates. 178 

SWBT's IBT cost study measures costs associated only for dial-up, 56 kilobit Internet calls. 

SWBT contends that the difference in call duration between voice and ISP-bound traffic justifies 

separating the traffic for rate purposes, with ISP-bound traffic costing approximately 20% the 

cost of voice traffic. In addition to using a 29-minute average hold time for ISP-bound traffic, 

SWBT states that the IBT cost study assumes that the switches terminating the ISP-bound traffic 

have no vertical services, which it contends are unnecessary for ISP-bound calls, and are the 

absolute minimum necessary to complete the ISP connection. 179 SWBT explains that its voice 

traffic study, however, does not make these assumptions, but rather includes the programming of 

vertical and other services into the switch, thereby increasing the switching costs for voice 

traffic, regardless of the call duration. Despite these differences in the cost studies, SWBT 

admitted on cross-examination that ISP-bound traffic uses the same switches and the same 

network as voice traffic. 180 

176 SWBT Ex. No. 16, Direct Testimony ofEd Wynn at 7. 


m SWBT Ex. No.5, Direct Testimony ofRobert Jayroe at 6. 


178 SWBT Ex. No. 13, Rebuttal Testimony ofBarbara Smith at 6-7. 


J79 SWBT Ex. No. 13, Rebuttal Testimony of Barbara Smith at 3-4 and SWBT Ex. No. 19, SWBT mT 

Cost Study at SWBT200005. 

180 Tr. at 199-204 (April 4, 2000). 
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The peak. traffic hour in the S WBT IBT study is assumed to be the peak. hour for ISP 

traffic. SWBT asserts that this peak. hour increases costs because it requires more switching 

resources to accommodate increased usage at the peak: hour. SWBT also contends that the 

switches must be engineered in a manner to handle all traffic, not just a subset of traffic. 181 

(b) CLECs' Position 

Taylor Comm. avers that the costs associated with the termination of ISP traffic are the 

same as that for traditional voice traffic. Taylor Comm. contends that the SWBT IBT cost study 

erroneously concludes that the costs associated with terminating ISP-bound traffic are a fraction 

of those approved in the Mega-Arbitrations. Taylor Comm. also argues that the SWBT IBT cost 

study does not follow TELRIC principles and is not representative of CLEC costs. 182 According 

to Taylor Comm., SWBT's assumption of a host/tandem architecture is not accurate for most 

CLECs and underestimates CLEC costs. Taylor Comm. states that although the host/tandem 

architecture allows switches to share functionality and, therefore, lower their costs, CLECs do 

not use this type of architecture because they have yet to achieve the size of ILECs such as 

SWBT: 83 

WCOM and ICG state that reciprocal compensation rates should be symmetric and 

should include ISP-bound traffic.184 These CLECs contend that symmetric rates promote 

efficiency and low-cost methods for terminating calls because they allow exceptionally efficient 

carriers a higher profit .185 

181 SWBT Ex. No. 15, Rebuttal Testimony ofWilliam Taylor at 10-1 L 

182 Taylor Comm. Ex. No. I, Direct Testimony of August H. Ankum at 52-53,55; Taylor Comm. Ex. No. 
4, Rebuttal Testimony ofCharles Land at 13-14. 

183 Taylor Comm. Ex. No. I, Direct Testimony ofAugust H. Ankum at 61-63,65. 

184 WCOM Ex. No. I, Direct Testimony of Don Price at 4; Coalition Ex. No. ICG-3, Direct Testimony of 
Don Wood at 8. 

18S WCOM Ex. No. I, Direct Testimony ofDon Price at4. 
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Given that ISP·bound traffic uses the same public switched telephone network as voice 

traffic, AT&T argues it is incorrect to separate ISP·bound traffic for costing purposes. By 

example, AT&T contends that consideration of only ISP·bound traffic in the SWBT IBT study 

misstates the peak hour usage of the network and asserts that all traffic should have been 

considered in making this estimation.186 AT&T further argues that the SWBT IBT cost study is 

an incremental cost study inconsistent with the TELRIC framework. 187 In support of this 

argument, AT&T cites the inability to accurately separate ISP traffic from voice traffic, the 

exclusion of tandem switching costs, and the exclusion of many components of end.office 

switching costs, i.e., Signal System 7 (SS7) capability.188 Additionally, AT&T advocates the 

minute·is-a·minute approach in determining network costs, asserting there should be no 

differentiation in costs by types oftraffic. 189 

Finally, AT&T argues that the 90% processor utilization factor used in the SWBT IBT 

cost study is too high and underestimates true costs. AT&T points out that the 90% rate ·was 

approved in the Mega-Arbitration proceedings for a slightly different purpose, noting that no unit 

cost figures based on the 90% processor utilization value were used to establish local switching 

rates in those proceedings. Questioning the propriety of using the 90% processor utilization 

factor, AT&T observes that the range of resulting cost calculations can vary as much as lOO-fold 

when the assumptions employed vary between 0% utilization to 100010 utilization. l90 

AT&T offers a counter method for setting reciprocal compensation rates that treats traffic 

within an entire LATA as local traffic, The rates proposed by AT&T are largely based on costs 

determined in the Mega-Arbitrations, with small changes in certain assumptions. For example, 

AT&T assumes that the average mileage for transport is longer than that assumed in the Mega­

186 AT&T Ex. No.3, Direct Testimony ofLee L. Selwyn at 15-17. 

187 AT&T Ex. No.1. Direct Testimony ofDaniel P. Rhinehart at 14. 

188 ld. at 7. 

189 ld. at 9. 

190 ld 17-20. 
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Arbitrations in view of the inclusion of more rural, less dense areas in a LATA. The AT&T 

method also includes use of the tandem switch charge: 91 The AT&T proposal results in a 

blended rate of$0.0024654 per minute. 192 

The Coalition, like AT&T and ICG, contend that the SWBT IBT cost study is faulty. 

Coalition witness Mr. Montgomery supports the testimony of AT&T witness Mr. Rhinehart and 

ICG witness Mr. Wood setting forth the flaws in the SWBT IBT cost study.193 The Coalition is 

also critical of the SWBT IBT's use of two usage studies. It asserts that the first usage study 

attempts to separate ISP-bound traffic and measure the number of minutes that fit criteria 

established by SWBT as indicators of an Internet dial-up call, including the number of incoming 

calls and the duration of those calls. With regard to the second study, which counts the minutes 

of voice and data traffic for two SWBT central offices, the Coalition argues there is no scientific 

or logical reason for using those specific central offices. According to the Coalition, the data 

obtained from the two offices differ from each other significantly and, consequently, cannot be 

used to determine any traffic patterns. 194 

(c) Commission Decision 

All parties agree that the SWBT lBT cost study should not be used to set reciprocal 

compensation rates. The Commission concludes that the SWBT lBT cost study is not a TELRIC 

study and also cannot be used to justify differentiating lSP-bound traffic and voice traffic for 

costing purposes. At this time, the Commission declines to distinguish voice from lSP-bound 

trafficfor purposes ofsetting reciprocal compensation rates. 

191 AT&T Ex. No.7, Direct Testimony ofJon A. Zubkus at Attachment 1. 

192 AT&T Ex. No.7, Direct Testimony ofJon A. Zubkus at 5. 

193 Coalition Ex. No. CLEC-2, Rebuttal Testimony ofWiJliam Page Montgomery at 11-12. 

194 Coalition Ex. No. CLEC-1, Direct Testimony ofWiJliam Page Montgomery at 53-57. 
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The Commission has rejected AT&T's proposed LATA-wide calling scope and also 

rejects AT&Ts LATA-wide blended rate. See discussion in DPL Issue No.2. 

3. The Biforcated Rate 

During the initial hearing on the merits, there was considerable discussion of the 

development of a bifurcated local switching rate that would address the three-minute average 

voice call length used in the approved Mega-Arbitration local switching rate and the 29-minute 

average ISP-bound call length used in the SWBT IBT study.195 The Commission expressed 

interest in a two-part rate that separates call set-up from call duration costs, which would 

mitigate any over-compensation resulting from the rate structure adopted in the Mega­

Arbitrations, which is predicated upon call duration only. 

(a) Parties' Positions. 

After the initial hearing on the merits, AT&T witness Mr. Rhinehart initiated discussions 

with SWBT witness Ms. Smith regarding the possibility of calculating a two-part local switching 

rate consisting of a per-message set-up charge and a per-minute-of-use charge that would be 

consistent with the local switching and reciprocal compensation rates for local switching adopted 

in the Mega-Arbitrations. 196 Ms. Smith and Mr. Rhinehart agreed that the appropriate surrogate 

for separating set-up and duration costs can be based on an approved SWBT local service basic 

network function (BNF) cost study that identified local switching investment on a set-up and 

duration basis.197 Ms. Smith and Mr. Rhinehart developed a ratio using both interoffice and 

intraoffice calling investments. 198 Although their calculations were perfonned independently, 

Ms. Smith and Mr. Rhinehart both calculated rates of $0.0010887 per call and $0.0010423 per 

195 See Tr. at 231-275 (April 4, 2000) and 427-431 (April 5, 2000). 

196 AT&T Ex. No. II, Affidavit ofDaniel P. Rhinehart. 

197 See Southwestern Bell Telephone Company's Application for Approval of LRIC Studies for Basic 
Network Access Channel Nonstandard 4-Wire, Type 0, et. al., Pursuant to PUC SUBST. R. 23.91, Docket No. 16657. 

198 SWBT Ex. No. 28, Affidavit ofBarbara Smith; AT&T Ex. No. II, Affidavit ofDaniel P. Rhinehart. 
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minute for end-office switching. 199 Ms. Smith indicated that she participated in several 

conference calls with AT&T and other CLEC petitioners to revise, clarify and explain the 

methodology and calculations based on input from other CLEC cost witnesses.2OO 

SWBT, WCOM, AT&T, ICG, and the Coalition indicate that the bifurcated rate concept 

is acceptable.201 Taylor Comm. opposes the bifurcated rate because its network is not limited in 

capacity by a call set-up function and argues that such a rate would not compensate Taylor 

Comm. for legitimate costs incurred in terminating SWBT's ISP-bound traffic.202 Level 3, KMC, 

and Adelphia oppose implementation of the bifurcated rate, citing a lack of evidentiary 

support.203 Intermedia, Focal, Winstar, TW, NEXTLINK, and Allegiance express concern over 

the costs associated with administration and billing of a two-part rate.204 Finally, SWBT rejects 

application of the bifurcated rate to ISP-bound traffiC.205 

(b) Commission Decision 

While the parties argue against the implementation of the bifurcated end-office rate at 

this time, those parties, with one exception, nevertheless agree that the bifurcated rate 

independently calculated by Mr. Rhinehart and Mr. Smith is reasonable. The Commission is not 

199 Tr. at 519-524 (May 18, 2000). The computation begins with the approved Mega-Arbitration local 
switching rate, which is a blended per-minute rate based upon an average call of 2.34 minutes. The BNF studies in 
Docket No. 16657 were computed with independent set-up (per call) and duration (per minute) components. The 
ratio of the two is used to compute rates based upon Mega-Arbitration inputs. Jointly, SWBT witness Mr. Smith 
and AT&T witness Mr. Rhinehart agree that a 75% large officesl25% small offices mix is appropriate for this 
computation. 

200 SWBT Ex. No. 28, Affidavit ofBarbara Smith. 

201 Tr. at 241-255 (April 4, 2000). 

202 Taylor Comm. Post-Hearing Briefat 32 (April 19, 2000). 

203 Post Hearing Reply Brief of KMC at 3 (April 26, 2000), Level 3 Post Hearing Brief at 32 (April 19, 
2000) and Reply Briefof Adelphia and cccrx, Inc. D/B/A Connect! at 8 (April 26, 2000). 

2114 Initial BriefofFocal at 13 and Initial BriefofAllegiance at 18 (April 19,2000); Reply BriefofWins tar 
at 5, Reply BriefofTW at 6, NEXTUNK's Reply Briefat 4, and Intermedia Reply Briefat 4 (April 26, 2000). 

20S SWBTs Supplemental Briefon "Blended Rate" Issue at 8 (May 26, 2000). 
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persuaded that the costs ofimplementation, administration, and billing outweigh the benefits of 

this cost-based rate, which more specifically accounts for the structure of the costs incurred. 

Moreover, the Commission finds that there is sufficient evidence in the record to support 

adoption ofthe bifurcated end-office rate. Furthermore, the Commission finds that this two-part 

end-office rate minimizes the debate about average call length. The Commission concludes that 

the two-part end-office rate, consisting of (1) a per call charge for the compensation ofsetup 

costs ($0.0010887 per cal/) and (2) a per minute charge ($0.0010423 per minute) for the 

compensation ofvolume-sensitive costs, shall be applied to all local traffic, including ISP-bound 

traffic. 

The Commission re-adopts the inter-office transport and tandem switching rates adopted 

in the Mega-Arbitrations. The bifurcated end-office rate, the tandem switching rate, and the 

inter-office transport rates approved in this Order shall be applied to the rate structures 

approved under DPL Issue No.2. 

D. DPL ISSUE No.4: WHAT IS THE APPROPRIATE METHOD BY WHICH TO BILL FOR THIS 
TRAFFIC? 

(a) The Current Billing System 

SWBT and CLECs currently calculate, verify, and bill for reciprocal compensation using 

a combination of originating records, terminating records, and factoring systems. In some 

instances, the companies are using a bill-and-keep system. Since 1994, SWBT has used an 

originating records system to bill for access compensation for LEC-carried intraLA T A toll, local, 

extended area service (EAS), and transit traffic?06 Throughout this proceeding, is system has 

206 SWBT Ex. No. 10, Direct Testimony of Joe B. Mwphy at 4-5; Coalition Ex. No. ICG-9, Direct 
Testimony ofWilliam J. Warinner at 6. 
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been referred to as the "92 records" system, the "Primary Carrier" System· (PCS), or the "92-99" 

records system. 207 

Today, if either an ILEC or a facilities-based CLEC routes a call over SWBT facilities, 

billing is processed using the 92 originating records procesS.208 The 92 process registers usage at 

the point at which the call enters or originates on the network and identifies the company that 

receives the call.209 The originating company then provides the records to the terminating 

company, which verifies and uses the records to bill the originating company for reciprocal 

compensation.2lo If a third-party customer places a call to a CLEC customer, and SWBT 

transports the call over its network, then the originating company provides records to both the 

transiting carrier, SWBT, and the terminating CLEC. SWBT and the terminating CLEC verify 

the records and use them to bill the originating company for reciprocal compensation.211 

Currently, SWBT and AT&T exchange records using the 92 originating records process 

when AT&T delivers its customer's calls to SWBT using AT&T 4E and 5E switches. However, 

where the 4E switch is used, AT&T and SWBT exchange records for verification purposes only 

and use a separate process for billing. For calls traversing AT&T's 4E switch, SWBT bills 

AT&T at the access rate. AT&T then applies a SWBT approved factoring process to credit the 

overcharged rate on AT&T's access bill.212 For SWBT originated calls that traverse AT&T's 4E 

switch, AT&T and SWBT exchange records and bill via the 92 originating records process.213 

Where AT&T's 5E switches are used, AT&T and SWBT exchange records for verification 

207 In this Award, SWBT's originating records exchange and billing system is referred to as the "92 
originating records process" or the "92 process." This Award will refer to the originating records used in this 
process as "92 records." 

208 SWBT Ex. No. 10, Direct Testimony ofJoe B. Murphy at 4. 

209 SWBT Ex. No.1, Direct Testimony of Paul L. Cooper at 9-10. 

210 SWBT Ex. No. 10, Direct Testimony ofJoe B. Murphy at 7. 

211 [d. 

212 AT&T Ex. No.9, Direct Testimony ofShannie Marin at 7. 
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purposes to test the 92 originating records exchange process. During this period, the companies 

use bill-and-keep.214 When AT&T uses a SWBT unbundled switch element (UNE), the 

companies exchange records and bill via the 92 originating recordsprocess.215 In such an 

instance, however, SWBT sends Category II records to AT&T for purposes of verifying these 

calls.
216 

The 92 process is also used when AT&T operates as an unbundler.217 

SWBT uses the Carrier Access Billing System (CABS) to bill for access compensation 

when calls are passed over interexchange carrier (lXC) facilities. This system uses "Category 

11" terminating records,2IS the CLECs' preferred alternative. Category 11 terminating records 

are call records collected by the carrier that terminates the call. The two types ofrecords contain 

similar information.219 

(b) CLECs' Positions 

The CLECs present a number of arguments for abolishing the current 92 originating 

records process. ICG identifies the incentive that occurs when originating carriers instruct the 

terminating carrier on the amount of reciprocal compensation that the originating carrier must 

pay as one problem with the current system.220 ICG believes that it should by compensated by 

SWBT using a terminating records process similar to that used in the competitive interLA TA 

marketplace.221 WCOM opposes the collection of data needed to render the bill by the carrier 

213Id. 


214Id. at 8. 


21S Id. 


216 Tr. at 646 (April 5, 2000). 


217 AT&T Ex. No.9, Direct Testimony ofShannie Marin at 6. 


218 SWBT Ex. No. 10, Direct Testimony ofJoe B. Mwphy at 4. 


219 This Award refers to the terminating record excharlge and hilling system as the "terminating records 

process." It refers to the terminating records used in this process as ··Category II records." 

220 Coalition Ex. No. ICG-9, Direct Testimony of William J. Warinner at 16. 
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that will ultimately pay the bil1.222 e.spire argues that the Commission should audit SWBT to 
223identify the origin and types of traffic directed onto e.spire's network.

Some CLECs note that they are unable to verify the records created by the 92 originating 

records process.224 Consequently, AT&T and SWBT use a factoring process to bill for these 

calls?2S Since AT&T is still working to implement the process for its 5E switches, AT&T and 

SWBT are using bill-and-keep.226 Taylor Comm. exchanges records and bills SWBT using the 

92 originating records process, but is unable to verify the accuracy of the records.227 

Several parties have experienced discrepancies between their own terminating records 

and SWBT's originating records. ICG testifies that its discrepancy is significant, but is unable to 
228determine its exact cause. ICG believes that its own terminating records are inherently more 

reliable than originating records.229 ICG concurs that SWBT transports and terminates third 

party traffic to ICG, and that those third parties (including wireless carriers that do not participate 

in the 92 records process) do not provide billing records to ICG.230
· ICG also notes that 

terminating companies may not have a terminating recording method that identifies all third 

party traffic. 231 

22lld. at 17. 


222 WCOM Ex. No.1, Direct Testimony ofDon Price at 32. 


223 e.spire Post Hearing Brief at 32 (April 19, 2000). 


224 AT&T Ex. No.9, Direct Testimony ofShannie Marin at 6. 


225 1d. at 7. 


2261d at 8. 


227 Taylor Conun. Ex. No.3, Direct Testimony ofCharles D. Land at 26. 


228 Coalition Ex. No. ICG-7, Direct Testimony of Kenneth D. Davis at 4, 8; CLEC Coalition Ex. No. ICG­
9, Direct Testimony ofWilliam J. Warinner at 9. 

229 Coalition Ex. No. ICG-7, Direct Testimony ofK.enneth D. Davis at 9. 

230 Coalition Ex. No. ICG-9, Direct Testimony ofWilliam J. Warinner at 15. 

231 Coalition Ex. No. ICG-lO, Rebuttal Testimony ofWilliam J. Warinner at 4. 



, Docket No. 21982 REVISED AWARD Page 57 of65 

AT&T prefers tenninating records for calls involving unbundled switch elements (UNE­

p) and local number portability (LNP).232 ICG notes that, when a carrier using a SWBT UNE-p 

switch port, additional processing is required for the 92 records process to identify the 

originating company.233 LNP further complicates the 92 records process by making it even more 

difficult for the terminating carrier to identify the originating carrier.234 WCOM concurs that 

there are shortcomings with the 92 records exchange process for UNE-p and LNP calls. 235 

A number of parties object to the 92 originating records process in part because it is not 

an industry standard, pointing out that, the National Ordering and Billing Forum (OBF) has not 

approved the 92 originating records process.236 ICG points out, and WCOM and AT&T concur, 

that while the 92 process uses some infonnation that could be considered standard billing data, 

many fields in the 92 record are not standard and are modified from state to state within SWBT's 

operating territory.237 

Some CLECs believe that the 92 originating records process is a duplicative and 

unnecessary financial burden. AT&T states that it already collects tenninating records which, if 

used for billing, would eliminate the cost of the 92 process.238 AT&T asserts that it can bill for 

reciprocal compensation using a terminating records process when using its own network, so 

long as SWBT sends complete call detail with the call.239 AT&T asserts that it can also bill 

reciprocal compensation using a terminating records process for local, EAS, and intraLATA 

232 AT&T Ex. No.9, Direct Testimony ofShannie Marin at 8. 

233 Coalition Ex. No. ICG-9, Direct Testimony ofWilliam J. Warinner at 12. 

234 Itl. 

23S WCOM Ex. No.1, Direct Testimony ofDon Price at 32. 

236 Coalition Ex. No. ICG-9, Direct Testimony ofWiIliam J. Warinner at JO. 

237 [d. at 9; WCOM Ex. No.1, Direct Testimony of Don Price at 32; and AT&T Ex. No.9, Direct 
Testimony of Shannie Marin at 5. 

238 AT&T Ex. No.9, Direct Testimony ofShannie Marin at 9. 

239 AT&T Ex. No.1 0, Rebuttal Testimony of Shannie Marin at 5. 
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traffic.240 lCG believes that the 92 originating records process itself is complex and expensive to 

implement and maintain.241 

The CLECs also object to the 92 originating records process in part because it was not 

originally intended for use in a competitive environment. lCG points out that SWBT originally 

designed this process for use in the Missouri Primary Toll Carrier Plan implemented prior to the 

commencement of local and intraLATA toll competition.242 The Coalition believes that the 

LECs for whom SWBT designed the system may not have been as sensitive to the system 

accuracy as CLECs.243 In addition, the Coalition notes that the system was designed for much 

smaller volumes oftraffic than it currently experiences.244 

Several CLECs propose alternatives to the 92 originating records process. ICG proposes 

that reciprocal compensation settlements be based on each carrier's measurement of traffic that 

terminates on its own network.245 ICG contends that these recordings would be taken at either 

the tandem or end office and would provide a usage record from which to bill the originating 

carrier directly for reciprocal compensation?46 ICG notes that Category 11 records are 

consistent with OBP standards.247 

240 ld. 

241 Coalition Ex. No. ICG-9, Direct Testimony ofWilliam J. Warinner at S. 

242 ld. at 16. 

243 Coalition Ex. No. CLEC-I, Direct Testimony ofWilliam Page Montgomery at 60. 

244ld. 

245 Coalition Ex. No. ICG-8, Direct Testimony of Roger L. Arnold at 3; Coalition Ex. No. ICG-9, Direct 
Testimony ofWilliam J. Warinner at 16. 

246 Coalition Ex. No. ICG-9, Direct Testimony ofWilliam J. Warinner at 16. 

247 Tr. at 626 (AprilS, 2000). 



Docket No. 21982 REVISED AWARD Page 59 of 65 

AT&T and WCOM recommend that Category 11 terminating records be used to bill for 

reciprocal compensation.248 AT&T suggests that, so long as SWBT sends complete call detail 

with each call, including ''to'' and "from" numbers and the originating company number (OCN), 

it can bill from tenninating records.249 AT&T notes that the ''to'' and "from" numbers are 

available in the call signaling and the OCN can be obtained using the LERG database.25o WCOM 

also notes that its switches are able to record terminating records for billing purposes.251 In 

addition, CLECs note that, if the Commission decides to implement a tandem compensation rate, 

the CLECs would be able to gather the information needed to bill for the tandem rate using the 

proposed terminating records system.252 

ICG proposes billing SWBT for all minutes that it terminates to ICG over SWBT trunk 

groups, even if this traffic originated with another carrier--a process similar to payment 

arrangements between IXCs and ILECs.253 ICG clarified, and AT&T concurred, that it does not 

propose to bill the transiting company for reciprocal compensation, but only wishes to bill the 

originating carrier. ICG prefers that when SWBT transports a call over its network, SWBT bill 

the originating carrier for reciprocal compensation.254 The CLECs note that Category 11 

tenninating records do not identify all of the carriers within a call path, but can only identify one 

transiting carrier.25S 

248 AT&T Ex. No.9, Direct Testimony ofSbannie Marin at 3; WCOM Ex. No.1, Direct Testimony ofDon 
Price at 33. 

249 AT&T Ex. No.9, Direct Testimony of Sbannie Marin at 4. 

2SO Tr. at 662-663 (April 5, 2000). 

251 WCOM Ex. No. I, Direct Testimony ofDon Price at 33. 

252 Tr. at 651 (April 5, 2000). 

253 Coalition Ex. No. ICG-9, Direct Testimony ofWilliam J. Warinner at 17. 

254 Tr. at 629, 636 (April 5, 2000). 

255 Id. at 575-576. 
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ICG and AT&T suggest that SWBT recover the costs of transiting traffic from the 

carriers whose traffic it transports.256 In the alternative, ICG proposes that the Commission 

ensure SWBT's cooperation in providing all necessary information to identify the carriers that 

are transporting calls over its network. ICG then proposes to use its own terminating records to 

establish the correct amount of reciprocal compensation due from SWBT.257 

The CLECs note that they are capable of using terminating records to bill the originating 

carrier for UNE-p and ported calls by using the location routing number, passed along in 

switching, and the Local Exchange Routing Guide (LERG) to determine who owns the calling 

number.258 AT&T states that Pacific Bell is able to provide the OCN of any carrier operating 

with an unbundled switch, ensuring accurate billing to all parties.259 

Finally, AT&T raises a billing sub-issue relating to the infrequent occurrence of 

originating traffic for which a calling party number (CPN) is unavailable. Under such 

circumstances, the actual jurisdiction of the call (Le., local versus toll) cannot be determined and 

the appropriate billing cannot subsequently occur. AT&T proposes that when CPN is not 

available, the parties should work cooperatively to develop a factor that will properly assign 

traffic on the basis of available historical data on normal jurisdictional patterns, among other 

things.260 

256 Coalition Ex. No. ICG-9, Direct Testimony of William J. Warinner at 17; AT&T Ex. No. 10, Rebuttal 
Testimony ofSharurie Marin at 6; Tr. at 575 (AprilS, 2000) 

251 Coalition Ex. No. ICG-9, Direct Testimony ofWilliam J. Warinner at 17. 

258 Tr. at 658 (April 5, 2000). 

259 AT&T Ex. No.9, Direct Testimony ofShannie Marin at 4. 

260 AT&T Ex. No.5, Direct Testimony ofMaureen A. Swift at 13. 
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(e) SWBT's Position 

SWBT prefers to continue using the 92 originating records process for a number of 

reasons, primarily because it is currently in use and it is the only process that provides the 

information needed to compensate all companies for use of their facilities. 261 SWBT further 

indicates that by using originating records, the 92 process avoids the problem ofbilling a carrier 

for third party traffic that merely transits its network. 262 SWBT does not believe that this 

proceeding is an appropriate forum for addressing billing and records exchange processes 

because a change in any process would affect all the ILECs ~d facilities-based CLECs in 

Texas.263 SWBT notes, and AT&T's witness agrees, that the CLECs do not agree on an 

alternative records exchange and billing procesS.264 

SWBT discusses at length the Connecting Network Access Recording (CNAR~ and 

AcceSS~ systems used on their network and their ability to make terminating recordings.265 

Although the AcceSS7® system does record terminating usage and SWBT is currently testing it 

for use as a billing system, SWBT nonetheless contends that the AcceSS~ system is not ready 

for use as billing system.266 In addition, SWBT currently has not installed the CNAR® system, 

which creates a terminating record, on all of its switches?67 SWBT notes that, if the 

Commission were to mandate a terminating records process, it could use the 92 records process 

to verify bills received for reciprocal compensation.268 Until SWBT is able to generate 

261 SWBT Ex. No. 10, Direct Testimony ofJoe B. Murpbyat 5. 

262 SWBT Ex. No. 11, Rebuttal Testimony ofJoe B. Murphy at 14. 

263Id. at 7. 

264 Id. at 20; Tr. at 583 (AprilS, 2000). 

265 Coalition Ex. No. ICG-8, Direct Testimony ofRoger L. Arnold. 

266 Tr. at 588, 590, 644 (AprilS, 2000). 

267 Id. at 609, 600. 

III 
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tenninating recordings, ICG notes that it can continue to give SWBT originating records for 

traffic that it tenninates onto SWBT's network. 

SWBT counters criticisms regarding accuracy by pointing out ICG's testimony indicating 

that the tenninating records from ICG switches are unable to identify the originating party on all 

recorded traffic?69 SWBT also notes that ICG's method of using the Local Exchange Routing 

Guide (LERG) to identifY traffic that is originated on SWBT's network does not work for calls 

involving local number portability (LNP). SWBT further points out that the 92 originating 

records process identifies the originating caller for LNP calls and calls that involve unbundled 

switch elements.27o Finally, SWBT notes that CLECs, with whom ICG has not negotiated 

reciprocal compensation and records exchange agreements, could be sending traffic to ICG 

customers.271 

SWBT strongly opposes any alternative that results in CLECs billing SWBT for third 

party traffic carried over SWBT's network, asserting that the CLECs are responsible for 

establishing agreements with third~party carriers.272 SWBT believes that companies that 

tenninate traffic should bill the originating carriers directly.273 SWBT notes that its 

interconnection agreements address this issue.274 SWBT further notes that the FTA does not 

obligate SWBT to perfonn a third~party billing and collection function?75 

268 Id. at 667. 


269 SWBT Ex. No. 11, Rebuttal Testimony ofJoe B. Murphy at 4. 


270Id. 

271Id. at 16. 

272 Id. at 3. 

273 Id.at 2; SWBT Ex. No. 10, Direct Testimony ofJoe B. Murphy at 7. 

274 SWBT Ex. No. 11, Rebuttal Testimony ofJoe B. Murphy at 3. 

215 Id. at 15. 
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SWBT points out that the tenninating records process proposed by AT&T and supported 

by other parties has limitations. Category 11 terminating records require SWBT to send 

complete call detail information already provided by the 92 originating records procesS.276 In 

addition, SWBT notes that Category 11 records do not contain the information needed to identify 

all the parties on the call path, making it difficult for the terminating carrier to bill all the carriers 

involved in completing the call.277 Finally, SWBT does not believe that moving to terminating 

records will solve the data problems discussed in this proceeding unless all companies' exchange 

records.278 

(d) Commission Decision 

The Commission acknowledges that the lack ofagreement ofthe parties with respect to 

billing issues extends to the national level. Moreover, the Commission notes that the common 

practice in our economy is to generally rely upon the records ofthe party that remits a service 

(e.g. the terminating carrier) and submits a bill to the recipient of that service (e.g., the 

originating carrier). Therefore, the Commission concludes that, where technically feasible, the 

terminating carrier's records shall be used to bill originating carriers (excluding transiting 

carriers) for reciprocal compensation, unless both the originating and terminating carriers 

agree to use originating records. The Commission further concludes that where a terminating 

carrier is not technically capable ofbilling the originating carrier (excluding transiting carriers) 

through the use of terminating records, the terminating carrier shall use any method agreed 

upon between the parties. The Commission finds that the use ofterminating records among the 

parties to bill for reciprocal compensation is a more efficient and less burdensome method to 

track the exchange of traffic. Terminating records impose less cost upon the terminating 

276Id. at 17. 

277 Id. at 6, 17, 19. Parties noted that Category 11 tenninating records do not identifY all of the carriers 
within a call path, but can only identifY one transiting carrier. Parties also agreed that while 92 originating records 
can identify up to eight parties within the call path, Category II records can only identify one transiting party. See 
Tr. at 563, 575-577 (April 5, 2000). 

278 SWBT Ex. No. 11, Rebuttal Testimony ofJoe B. Murphy at 19. 
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carriers than the previous regulatory scheme that used SWBT's 92/99 originating records to bill 

for reciprocal compensation. 

The Commission notes SWBT's concerns regarding transiting traffic and concludes that 

terminating carriers shall be required to directly bill third parties that originate calls and send 

traffic over SWBT's network. Transiting carriers shall bill the originating carrier using 

terminating or originating records based upon existing contract terms between the originating 

and transiting carrier. 

The Commission recognizes that there may be disagreement over the content and/or 

accuracy ofa carrier's termination records and expects that such disputes will be settled among 

the parties. The Commission notes, however, that when a balance in the traffic between 

originating and terminating carriers eventually occurs, a bill-and-keep system could be adopted 

that would eliminate the need for exchange ofterminating records. 

Finally, with respect to the billing of traffic for which CPN is unavailable, the 

Commission adopts the solution employed in the T2A.)79 If the percentage ofcalls passed with 

CPN is greater than 90 percent, all calls exchanged without CPN information will be billed as 

either local traffic or intraLATA toll traffic in direct proportion to the MOUs ofcalls exchanged 

with CPN information. If the percentage ofcalls passed with CPN is less than 90 percent, all 

calls passed without CPN will be billed as intraLATA toll traffic. 

279 See Project No. 16251, Order No. 55, Attachment 12 at' 7.5. 
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SIGNED AT AUSTIN, TEXAS the ___ day of August, 2000. 

PUBLIC UTILITY COMMISSION OF TEXAS 

PAT WOOD, III, CHAIRMAN 
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Sprint - Florida, Incorporated 
Docket No. 00007S-TP 
Staffs First Set of Requests 
For Production of Documents 
January 30, 2001 
Item No. 4 

REQUEST: Please provide a copy of any and all reports, other than those produced by 
the FCC, that are referred to in the rebuttal testimony of Sprint's 
witnesses, to the extent they have not been provided in the testimony and 
exhibits. 

RESPONSE: There are no reports referred to in the rebuttal testimony of Michael 
Hunsucker. 

INFORMATION PROVIDED BY: Michael Hunsucker 
Director - Regulatory Policy 
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EXHIBIT NO. ____ 

DOCKET NO: 000075-TP 

WITNESS: Stip -4 

PARTY: Verizon Florida Inc. 

DESCRIPTION: 

1. 	 Verizon's Responses to Staff's First Set ofInterrogatories and 
First Request for Production ofDocuments. 

PROFFERING PARTY: STAFF 

I.D. # 	Stip.;.4 

r:LORIOA PUBLIC SERVICE COMMlSSIOf{ 
DOCKET JI 
NO. c)«?t!' ~ .,p EXHIBIT NO. ...:.l:...-. 
COMPANYI ~ 
WITNESS. _&;:;4 -OL;;D.DATE; - <.lI-~-o 
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Kimberly Caswell • 
Vice President and General Counsel. Southeast ver''70n. ­, Legal Department 

FLTCOOO7 
201 North Franklin Street (33602) 
Post Office Box 110 
Tampa. Ronda 33601-0110 

Phone 813 483-2606 
Fax 813 204-8870 
kimbel1y.cuwelIOvenzon.com 

February 21, 2001 

Ms. Blanca S. Bayo, Director 
Division of Records & Reporting 
Florida Public Service Commission 
2540 Shumard Oak Boulevard 
Tallahassee, FL 32399-0850 

Re: Docket No. 000075!TP 
Investigation into appropriate methods to compensate carriers for exchange of 

. traffic subject to Section 251 of the Telecommunications Act of 1996 

Dear Ms. Bayo: 

Please find enclosed an original and one copy of Verizon Florida Inc.'s Notice of 
Service of Responses to Staff's First Set of Interrogatories (Nos. 1-23) for filing in the 
above matter. Service has been made as indicated on the Certificate of Service. If 
there are any questions regarding this matter, please contact me at 813-483-2617. 

Sincerely, 
-" 

6~~b,~ 
KC:tas 

Enclosures 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 


In re: Investigation into appropriate methods ) Docket No. 000075-TP 
to compensate carriers for exchange of traffic ) Filed: February 21,2001 
subject to Section 251 of the ) 
Telecommunications Act of 1996 ) 

----------------------------) 

NOTICE OF SERVICE OF VERIZON FLORIDA INC.'S RESPONSES TO STAFF'S 
FIRST SET OF INTERROGATORIES (NOS. 1-23) 

NOTICE IS HEREBY GIVEN that a true and correct copy of Verizon Florida Inc.'s 

Responses to Staff's First Set of Interrogatories (Nos. 1-23), which were legally 

propounded by Staff on January 30, 2001, was hand-delivered on February 21,2001 to 

Felicia Banks, Staff Counsel, Florida Public Service Commission, 2540 Shumard Oak 

Boulevard, Tallahassee, FL 32399-0850. 

The original and one copy of this Notice were sent via overnight delivery on 

February 20,2001 to the Director, Division of Records & Reporting, at the Commission. 

Further service on other parties of record is as set forth on the Certificate of Service. 

appended hereto. 

Respectfully submitted on February 21, 2001. 

By: 

&v-- Ki'ffIberly Caswell 
Post Office Box 110, FLTC0007 
Tampa, Florida 33601 
Telephone: 813-483-2617 

Attorney for Verizon Florida Inc. 
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VERIFICATION 

STATE OF FLORIDA ) 
) ss. 

COUNTY OF HILLSBOROUGH ) 

BEFORE ME. the undersigned authority. personally appeared Beverly Y. 

Menard, who deposed and stated that the answers to the First Set of Interrogatories 

(Nos.1-23) served on Verizon Florida Inc. by Staff in Docket No. 000075-TP were 

prepared at her request and she is informed that the responses contained therein are 

true and correct to the best of her information and belief. 

DATED at Tampa, Florida, this 2o-1h day of 1-~ .2001. 

~ Lj,--ntv\oJcd
Beverl Y. Menard 

Sworn to and subscribed before me this~ay of ~. 2001. 

\'~III d?-.I,;;/lJci/ 
Notary Public 
State of Florida 

Name Typed or Printed/Commission No. 

My Commission Expires: 

:ARY 
1'IIIIM~ SCX>ID 

NOI'AKYPUlUCSI'ATICIIFLCIU1lA 
COMMl!iS1ON NO. a::ttI388 

MY COMMISSION '6XP. ocr. 21 

-Q,­



CERTIFICATE OF SERVICE 

I HEREBY CERTIFY that copies of Verizon Florida Inc.'s Notice of Service and 

Responses to Staff's First Set of Interrogatories (Nos. 1-23) in Docket No. 000075-TP 

were sent via U.S. mail on February 21, 2001 to the parties on the attached list. 

@u&1H4P~ 
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Staff Counsel Nancy White clo:Nancy Sims Marsha Rule 
Florida Public Service Commission Be"South Telecomm. Inc. AT&T 
2540 Shumard Oak Boulevard 150 S. Monroe Street. Suite 400 101 N. Monroe Street 
Tallahassee. FL 32399-0850 Tallahassee. FL 32301-1556 Suite 700 

Tallahassee. FL 32301-1549 

Michael Gross 
Florida Cable Telecomm. Assn. 
246 East 611'1 Avenue 
Tallahassee. FL 32303 

Peter Dunbar 
Karen Camechis 
Pennington Law Firm 
P. O. Box 10095 
Tallahassee, FL 32302 

Charles J. Pellegrini 
Patrick Wiggins· 
Katz Kutter Law Firm 
106 E. College Avenue 
1211'1 Floor 
Ta"ahassee, FL 32301 

James C. Falvey 
e.spire Communications Inc. 
133 National Business Parkway 
Suite 200 
Annapolis. Junction MD 20701 

Scott A. Sapperstein 
Intermedia Communications Inc. 
One Intermedia Way 
MC FLT-HQ3 
Tampa. FL 33647-1752 

Charles Rehwinkel 
Sprint-Florida 
1313 Blairstone Road 
MC FLTLH00107 
Tallahassee, FL 32301 

Mark Buechele 
Supra Telecom 
1311 Executive Center Drive 
Suite 200 
Tallahassee, FL 32301 

Jon C. Moyle, Jr. 
Cathy M. Sellers 
Moyle Flanigan et al. 
The Perkins House 
118 N. Gadsden Street 
Tallahassee. FL 32301 

Donna Canzano McNulty 
MCI WorldCom, Inc. 
325 John Knox Road 
The Atrium. Suite 105 
Tallahassee, FL 32303 

Paul Rebey 
Focal Communications Corp. 
200 N. laSalle Street, Suite 1100 
Chicago, IL 60601-1914 

Kenneth Hoffman 
Martin McDonnell 
Rutledge Law Firm 
P. O. Box 551 
Tallahassee, FL 32302 

Wanda Montano 
US LEC of Florida Inc. 
401 North Tryon Street 
Suite 1000 
Charlotte, NC 28202 

Norman H. Horton Jr. 
Messer Law Firm 
215 S. Monroe Street 
Suite 701 
Tallahassee, FL 32301-1876 

Brian Sulmonetti 
MCI WoridCom, Inc. 
Concourse Corp. Center Six 
Six Concourse Parkway 
Suite 3200 
Atlanta, GA 30328 

Robert Scheffel Wright 
Landers & Parsons P.A. 
310 West College Avenue 
Tallahassee, FL 32302 

Jill N. Butler Charles A. Hudak Joseph A. McGlothlin 
Cox Communications Ronald V. Jackson Vicki Gordon Kaufman 
4585 Vii/age Avenue Gerry, Friend & Sapronov LLP McWhirter Law Firm 
Norfolk, VA 23502 Three Ravinia Drive. Suite 1450 117 S. Gadsden Street 

Atlanta, GA 30346-2131 Tallahassee, FL 32301 
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Michael A. Romano 

Level 3 Communications LLC 

1025 Eldorado Boulevard 

Broomfield, CO 80021-8869 


Jeffry Wahlen 
Ausley Law Firm 
P. O. Box 391 

Tallahassee, FL 32302 


Genevieve Morelli 

Kelley Law Firm 

1200 19tt1 Street N.W. 

Suite 500 

Washington, DC 20036 


Herb Bornack ., 

Orlando Telephone Co. 

4558 S.W. 35tt1 Street 

Suite 100 

Orlando, FL 32811-6541 


Dana Shaffer, Vice Fresid~nf 


XO Florida, Inc. 

105 Molly Street, Suite 300 

Nashville, TN 37201-2315 


Woody Traylor 

BroadBand Office Comm. Inc. 

2900 T elestar Court 

Falls Church, VA 22042-1206 


John McLaughlin 

KMC Telecom, Inc. 

1755 North Brown Road 

Lawrenceville, GA 33096 


Carolyn Marek 

Time Warner Telecom of Florida 

233 Bramerton Court 

Franklin, TN 37069 


Elizabeth Howland 

Allegiance Telecom Inc. 

1950 Stemmons Freeway 

Suite 3026 

Dallas, TX 75207 


Global NAPS, Inc. 
10 Merrymount Road 
Quincy, MA 02169 

MediaOne Florida Telecomm. 

clo Laura L. Gallagher 

101 E. College Avenue 

Suite 302 

Tallahassee, Fl,. 32301 


Morton Posner 

Allegiance Telecom, Inc. 

1150 Connecticut Ave. N.W. 

Suite 205 

Washington, DC 20036 


~ ~-



BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In re: Investigation into appropriate methods ) Docket No. 000075-TP 

to compensate carriers for exchange of ) 

traffic subject to Section 251 of the ) 

Telecommunications Act of 1996 ) 


) 

VERIZON FLORIDA INC.'S RESPONSES TO 
STAFF'S FIRST SET OF INTERROGATORIES (NOS. 1 - 23) 

Provide the name, address, and relationship to the Company of each person 
providing answers to the interrogatories and identify which questions(s) each person 
answered. 

Response: 

Interrogatory Nos. 1-8, 10, 11, 18, 22(g)-22(i), and 23 

Dr. Edward C. Beauvais 

Director - Economic & Regulatory Policy 

Verizon Communications 


~w 	 600 Hidden Ridge 
Irving, TX 75038 

Interrogatory Nos. 12-17, and 19-21 

Howard Lee Jones 

Group Marketing Manager - Wholesale 

Verizon Communications 

600 Hidden Ridge 

Irving, TX 75038 


Interrogatory Nos. 9, and 22(a)-22(f) 

Adolf Andrzejewski 

Manager - Regulatory 

Verizon Communications 

One Verizon Way 

Thousand Oaks, CA 91362 


1. 	 Please refer to direct testimony of Edward Beauvais, page 10. beginning at 
line 9. 

a) 	 Is witness Beauvais suggesting that a factor could be developed to 
estimate ISP-bound traffic that is analogous to a Percent-Interstate­
Usage (PIU) factor? If the response is affirmative, please respond to 
the following. 

-, 
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Verizon Florida Inc.'s Responses to 
Staff's First Set of Interrogatories (Nos. 1-23) 
Page 2 

Response: 

Dr. Beauvais has suggested that if reasonable estimates of the holding times 
for both traditional "voice" traffic and "Internet-bound" traffic can be obtained, 
then it is possible to develop a factor which estimates the aggregate 
percentage of traffic bound to the I ntemet over a trunk containing these two 
types of traffic. This is similar in purpose to a PIU factor, although Dr. 
Beauvais did not express it in those terms at the referenced lines in Staff's 
question. 

b) 	 For comparative purposes, please describe the PIU factor and discuss 
the similarities to and differences from the factor that is suggested by 
witness Beauvais. 

Response: 

In many jurisdictions, the prices established in a carriers switched access 
tariffs differ as between intrastate and interstate traffic. Thus, it is necessary 
to separately identify that usage which is subject to the application of 
intrastate tariffs and that usage subject to interstate tariffs. Rather than 
attempt to identify each call each month, carriers have agreed to approximate 
the relative amount of usage by a PIU factor. As an example, AT&T might 
state that its PIU for traffic delivered to Verizon in Florida is 80%; that is, 80% 
of the traffic is interstate in nature, with the remaining 20% both originating 
and terminating within the state of Florida. 

By adopting this approach, the individual call records (both originating and 
terminating numbers) do not need to be addressed on a monthly basis. In so 
doing, the costs which would otherwise be incurred individually to identify 
such traffic by its jurisdiction are avoided. 

The approach that Dr. Beauvais stated could be employed to disaggregate 
the Internet-bound traffic from other traffic on the same trunk is similar in 
concept. The purpose is to find a method that can estimate, without an 
unreasonable degree of error, the amount of Internet-bound traffic versus 
other more traditional traffic. In making such an estimate, again the idea 
would be to minimize the cost of attempting to identify each call on an 
individual basis. 

As in the case of the PIU, this potential factor would be applied for a mutually 
agreed upon period of time. Likewise. the estimates could be subject to audit 
if either party questions the results. 

Perhaps the most significant difference between the PIU and the potential 
Percent-Internet-Usage (PINU) is to be found in what is attempting to be 
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measured. In the case of the former, it is the relative geographical origination 
and destination of the call; in the latter, it is the identity of the party to which 
the call is being made. It can also be argued that if one considers Intemet­
bound calls as jurisdictionally interstate, one is also attempting to perform a 
jurisdictional allocation as well, even if one does apply that allocation to the 
pricing process. 

c) 	 Are there other factors that are routinely used in the 
telecommunications industry to estimate traffic for compensation 
purposes? 

Response: 

In one sense, the use of estimates is pervasive in the telecommunications 
industry. One only needs to examine the typical cost study, TSLRIC or 
otherwise, to find numerous estimates of traffic quantities, holding times, 
customer distributions, etc. So the use of estimates is not unique to this 
policy option. Likewise, jurisdictional separations relied on a great deal of 
factors histOrically - SPF, OEM, SLU. Some of the effects of these factors are 
still felt in the telecommunications industry today. Clearly, these traffic 
estimation factors have very much affected the compensation flowing in the 
industry today. However, whenever possible and cost effective, reliance 
should be placed on actual observations. 

d) 	 If the response to c) is affirmative, please describe such factors. 

Response: 

See above response to 1(c). 

e) 	 If a factor were to be used to separate ISP traffic, does Verizon 
advocate the use of carrier-specific factors, that is, should each carrier 
develop its own factor or should an industry-wide factor be developed? 

Response: 

Dr. Beauvais would advocate that. to the extent possible. the factors should 
be as speCific to the carrier-pairs as possible. That could be done by 
examining the realized holding time on each trunk or trunk group connecting 
each pair of carriers exchanging traffic. Thus. even if the same voice holding 
time and the same Internet-bound holding time were employed as inputs, to 
the extent that the realized holding time was different, the estimated amount 
of Internet-bound traffic would differ as well. Clearly, it is possible for different 
ALECs to be serving customers with different characteristics, given their 
differentiated marketing approach. Thus to the extent feasible, the results 
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should be applied as carrier-pair specific as possible. 

f) 	 How often would such a factor need to be updated assuming that 
I nternet traffic continues the pattern of rapid growth that appears to 
have occurred in recent years? 

Response: 

Verizon agrees with the assumption in the question that Internet traffic has 
grown rapidly in recent years. This factor WOUld. of course, argue for 
relatively frequent adjustments of the traffic holding time estimates, at least for 
the ISP-bound traffic. The voice holding times appear to have been relatively 
unchanged for a substantially longer period of time. Indeed, as Dr. Beauvais 
pOinted out in his testimony, the confidence interval for the voice traffic 
estimated by Brandon in Illinois in the early 1980s still encompasses the 
mean realized in California in 1999. 

If one follows the carrier-pair approach sketched above, then the resulting 
estimate of Internet-bound traffic would change monthly. depending upon the 
realized holding time on the trunk/trunk group observations. Of course, those 
in tum depend upon the mean estimate of the holding time for each of the two 
types of traffic being carried on that intercarrier trunk. Given the apparent 
growth in traffic bound to the Internet and the amazing development of 
alternative applications on the Intemet, Verizon would suggest that the 
holding time assumptions should be well-examined at least every six months, 
if not more often. 

2. 	 In the direct testimony of Edward Beauvais. page 11, beginning at line 11, he 
states that bill-and-keep should be applied, in the short-run, to all "local" 
traffic. 

a) 	 Has Verizon advocated a bill-and-keep approach for exchange of local· 
traffic in the past? 

Response: 

To put the question into context. Dr. Beauvais has stated that until such time 
as the Commission is able to address the intimately related issue of rate 
rebalancing of end user rates in light of the volume of traffic created by the 
development of the Internet, and given the overwhelming subscription to f1at­
rated local service, then if the Commission considers Internet-bound traffic to 
be "local." it should adopt a bill and keep mechanism. Since prior to the 
passage of the Telecommunications Act of 1996. Dr. Beauvais has 
consistently argued on behalf of GTE and now Verizon for the efficient pricing 
of telecommunications services, including potential reciprocal compensation 
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for the exchange of traffic among rival local exchange carriers. Likewise, he 
has stated repeatedly to this Commission and others that the issue of 
intercarrier compensation cannot be addressed in isolation from other prices. 
If the FPSC considers Intemet-bound traffic to be local for pricing purposes, 
then the costs associated with that traffic must also be considered local and 
reflected in the prices seen by the end users with the demand for such traffic. 
This position has not changed. 

As Dr. Beauvais has pointed out, however, the public policy associated with 
this rationalization of local prices in the face of competitive entry does have 
consequences. One of those is the necessity to revise local prices to 
accommodate the vastly increased usage brought about by the development 
of the Internet and its access on a dial-up basis. If residential end user rates 
cannot be altered to accommodate this development, then a practical 
response is the adoption of bill and keep. 

b) 	 If the response to (a) is negative. please explain why Verizon is now 
advocatin~ a different position. 

Response: 

As stated in (a), Verizon has not changed its position. There are factors, 
however, which have changed since prior to the passage of the Act when 
Verizon first formulated its policy on reCiprocal compensation. First is the 
development of the Intemet on a commercial basis. In 1995, it is unlikely that 
any party expected the volume of minutes that are currently observed on the 
switched network in 2001. The growth has clear1y placed upward pressure on 
local rates. In addition, it is unlikely that even the ALECs anticipated the 
marketing strategy that they have followed in response to the development of 
a usage-sensitive, reciprocal compensation plan. If they had done so, then 
we would not have seen their advocacy for a bill and keep approach. at that 
time. 

The market success of many of the ALECs in targeting ISPs and other large 
volume business users implies that any increased pressure on local rates 
resulting from the production and compensation costs associated with 
Intemet-bound usage will be largely seen by customers of the ILECs. This is 
largely a result of the incentives I have set forth in my testimony. The amount 
of upward pressure on residential rates is a function of both the quantity of 
traffic and the compensation costs to be paid. Given the volumes involved, 
Verizon has slightly changed emphasis to focus on the bill and keep option, 
as no changes have occurred in the past half decade to adjust the end user 
rates to accommodate the increased usage levels and associated 
compensation payments. 
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3. 	 In the direct testimony of Edward Beauvais, pages 12 and 13. he discusses 
residential holding times for measured service. Are holding times for local 
measured service higher or lower than holding times for non-measured 
service? 

Response: 

The holding time under a usage-sensitive local rate structure in comparison to 
a f1at- rate structure/zero incremental usage price depends upon the elements 
in that structure. That is, a usage-sensitive rate structure that charges on a 
per call basis only may have a slightly different impact than a structure which 
charges on both a call set-up basis and a subsequent minute of use basis. In 
the former case, there is no price incentive at the margin to change the 
consumer's behavior, given the call has been made, so one would expect 
virtually no change in the holding time of a call between a flat-rated structure 
and a measured structure. 

Under a set-up and duration structure, the resulting mean holding time 
depends upon the relative price responses on the quantities demanded of 
both calls and minutes. Results indicate that only a very slight change in the 
holding time can be anticipated, since the quantities demanded of both calls 
and minutes are reduced in approximately the same proportion. Under either 
rate structure, flat or measured, one would expect the holding time for 
residential calls, exclusive of the Internet-bound calling, to be in the range 
provided in Dr. Beauvais' direct testimony. 

4. 	 In the direct testimony of Edward Beauvais, page 13, beginning at line 13, he 
states that "Both published data and Verizon's own observations demonstrate 
that the average holding times for ISP-bound traffic exceed those of voice 
traffic by up to 10 times." 

a) 	 Please identify the published data that is being referred to. 

Response: 

The sources of that information were referenced in Dr. Beauvais' direct 
testimony itself. These include: 

- Hewlett-Packard. "GTE Internet Service Provider Characterization," Oct.. 
1997; 

- NielsenllNetRatings. April. 2000; 
Verizon California ISP CyberPop Utilization Study, 1st Qtr 2000; 

- Harris Poll, USA Today, June 1, 1999; 
GVU 10th WWW User Survey, Oct.-Dec. 1998 
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b) 	 What are the holding times that Verizon has observed that support this 
statement. other than the Coast-to-Coast example provided in the 
testimony? 

Response: 

The statement is that average holding time for ISP-bound traffic exceeds that 
of voice traffic by up to 10 times. If the average holding time is roughly four 
minutes for voice traffic, then the Coast-to-Coast study results are about ten 
times that value at 42 minutes. Other study results suggest that the average 
holding time of ISP-bound traffic is in the range of 30 minutes per call, or 
roughly seven times the holding time of voice traffic. AOL has reported an 
average daily usage of approximately 60 minutes of use per day. If that is 
based on a single call. then the multiple would be even higher than the ten­
fold Dr. Beauvais stated in his direct testimony. It is more likely, however, that 
the AOL usage is the result of at least two calls per day. The range of these 
results is why the statement suggests holding times of "up to" an order of 
magnitude multiple of the voice holding time exclusive of ISP-bound traffic. 

5. 	 In the direct testimony of Edward Beauvais, page 21, beginning at line 6. he 
uses the following terms: production function; cost function; scope; and scale. 
Please define each of these terms as they are used in the testimony and 
provide examples of each. 

Response: 

Production function: The relationship between the output of a good(s) or 
service(s) and the inputs (factors of production) required to make that good(s) 
or service(s). Formally, the production function has the general form: 

. 0 = f (L, K, t, etc.), 
where 0 is output, L is labor, t is technology, and etc. represents other inputs 
which may also be relevant. 

As an example, the number of calls produced is a function of the switching 
capacity, labor in the form of operators, switch maintenance, the technology 
involved, etc. The production function for a telecommunications company 
typically would involve both multiple outputs and multiple inputs. 

Cost function: The cost function describes the relationship between output(s) 
produced and the minimum possible cost of that output. Technology and 
input prices are taken as given as parameters in specifying cost functions. 
Formally, the cost function has the general form: 

C =g (0; PL, PK, t), 
where C is the total cost, 0 is the output, PL is the price of labor, PK is the 
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price of capital, and t represents technology. 

As in the case of the production function, a telecommunications cost function 
has numerous outputs rather than. a single quantity. As an example, cost 
models used to provide the Commission with estimated costs specify a 
production technology and then provide an estimate of the cost of many 
outputs. Unlike a cost function, these estimates are typically made for only a 
single set of outputs supplied. 

Economies of Scale: These refer to reductions in the average cost of a 
product in the long run, resulting from an expanded level of output. 
Economies of scale are the increases in input productivities that result from 
division and specialization of labor and savings in materials. As a Simplified 
example in telecommunications, it is clear that to double the output of 
telephone calls does not require a doubling of the number of telephone poles 
or conduit space to accompany the expansion of switching capacity. 

Economies of Scope: These refer to the reductions in the cost of producing 
multiple products out of shared means of production. As an example, it is 
more efficient to provide vertical services, such as call-forwarding, out of the 
same equipment as is used to provide the switching services than to have 
vertical services provided from their own dedicated plant. Thus, by expanding 
the scope of the firm's offering where sufficient demand exists, it is able to 
reduce the cost of its operation relative to providing the outputs on a stand­
alone basis. 

6. 	 In the direct testimony of Edward Beauvais, page 22, beginning at line 17, he 
states that a usage-based compensation system "automatically results in 
prices for local usage set at a level below the incremental cost of providing the 
end to end call." Please describe how this occurs. 

Response: 

To put the question in context, the referenced price/cost imbalance results 
when a flat-rated structure is present which has not been adjusted to take into 
account the increased costs associated with increased "local" usage. Under a 
flat-rated end user structure, the incremental price for an additional call or 
additional minute that is "local" under the Commission's definitions is zero. 
This would also apply to calls or minutes that are passed to an 
interconnecting ALEC and for which reciprocal compensation is to be paid on 
a minute of use basis. The originating carrier receives zero incremental 
revenue, yet must pay a positive marginal cost for that minute~ Hence, in the 
short run, the Originating carrier is worse off financially for having carried the 
traffic. 
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The situation contrasts with a usage-sensitive structure in which the 
incremental price for a call is at least sufficient to generate incremental 
revenues g~eater than or equal to the incremental costs incurred. 

At the very least, therefore, to avoid this pricing of incremental minutes below 
their incremental costs, including compensation costs, those expected costs 
must be incorporated into the prices seen by the end users with a demand for 
those calls. This can be done on a flat-rated basis or a measured service 
basis. If done on a flat-rated basis, it may be necessary to increase the prices 
on a periodic basis to account for the increasing demand for usage, including 
the accompanying increase in reCiprocal compensation payments. 

7. 	 Please describe the difference in costs between originating and terminating 
local traffic. Why is there a difference? 

Response: 

Within a given switch, the costs for handling a minute of use for either 
origination or termination would be equal. If more than a single switch is 
involved and one of those switches has been configured primarily to handle 
converging traffic, it may well be the case that the cost of a minute is less than 
it would be if the receiving switch had been configured to handle a more 
traditional mix of customers that both originated and terminated similar 
volumes of traffic. As Verizon understands the switch configuration, this is 
due to the economies of handling the large volume of traffic on a trunk-to­
trunk switching basis. This would then give rise to a difference in cost 
between Originating a call and terminating that call. 

8. 	 In the direct testimony of Edward Beauvais. page 25, beginning at line 17, he 
describes call set-up and duration costs. 

a) 	 Are the examples used in the testimony based on actual costs, or are 
they purely hypothetical? 

Response: 

The numbers used in the testimony are examples intended to approximate the 
costs that might be incurred and the prices that are to be paid. They are not 
precise values. The reciprocal compensation price of $0.0043 per minute 
cited on page 26, line 7 is one of the prices called for in an interconnection 
agreement between Verizon and one of the ALECs. 

b) 	 How would terminating costs differ from the Originating costs used in 
the example? 
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Response: 

The example provided assumed the existence of multiple switching of the 
calls between the ILEe's customer and the ALEC routing the traffic on to the 
ISP. Assuming that the ALEC has configured its switch principally to handle 
the large volume of trunk-to-trunk traffic associated with serving large volumes 
of ISP-bound traffic. along with more modest amounts of other customers. it is 
likely that the ALEC's cost of serving such minutes through its switches will be ' 
less than the costs incurred by the ILEC in originating that call over a switch 
configured to handle the more traditional mix of customers and traffic. That is. 
the ALEC switch is likely to have a much higher proportion of the switch 
configured to handle large volumes of trunk-to-trunk switching that an ILEC 
end office would have. Given the very large number of minutes of demand 
placed on that switch. the result is likely a lower cost per minute of use for 
such a function in comparison to the originating switch. 

The ALECs assert the ability to use the cost studies prepared by the ILECs. 
rather than perform their own and provide them to the Commission. I agree 
that they can do so. But the switch configuration cost estimate used should be 
as close as possible to that switch configuration being employed by the 
ALECs. Given the large volume of trunk-to-trunk traffic being handled by 
most ALECs, the closest proxy for that cost estimate currently available for 
Verizon is the cost of switching a minute of use through a tandem switch. It 
would also be possible, in prinCiple, for Verizon to adopt a long run view and 
to model the cost of configuring and operating a switch designed to handle the 
same types and volumes of traffic as might be expected of an ALEC. This. 
however, has not been done and would likely require that the ALECs provide 
details of their customer mix and traffic volumes that they might prefer not to 
make available. 

9. 	 In the direct testimony of Edward Beauvais, page 27, beginning at line 13, he 
discusses residential local service rates in Florida. 

a) 	 What is the average local service bill for Verizon's local customers, 
including all local revenues, such as Caller I D? 

Response: 

Defining local service as the sum of the federal subscriber line charge, local 
access monthly recurring charges, related vertical services. applicable 
network features, and local measured service, the average monthly residential 
local bill was $22.51 in January 2001. 

b) 	 How many Verizon residential customers also subscribe to additional 
lines? 
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Response: 

As of January 2001, 187,091 residential customers, or 13% of the residential 
base in Florida, subscribed to more than one access line. 

c) 	 What is the average revenue Verizon receives for each of these 
additional lines? 

Response: 

Considering all of the components the Commission might include, as listed in 
subsection (a), as of January 2001, the average monthly local revenue 
received for residential customers with more than one access line was $23.58 
per access line. 

10. 	 In the rebuttal testimony of Edward Beauvais, page 15. beginning at line 3, he 
discusses "ordinary" traffic. 

a) 	 Please define the use of the word "ordinary" in the context it is used in 
the testimony. 

Response: 

The term "ordinary" is meant to convey traffic of the more traditional type 
found in the public switch network. such as calls to friends, family. the dentist, 
or the ever-present pizza shop in this case. It would include short holding 
time for time and temperature calls as well as long holding time calls, such as 
a conference call between an attorney and a client. It was intended solely to 
distinguish that type of traffic from Internet-bound traffic and that is why the 
term was put in quotations in my rebuttal testimony. 

b) 	 Is there any type of traffic besides ISP-bound traffic that would not be 
considered ordinary? 

Response: 

See response to 10(a). 

c) 	 If the answer to (b) is affirmative. please describe such traffic. and 
explain why you believe it is not ordinary. 

Response: 

See response to 10(a). 

- \rt 



Docket No. 000075-TP 
Verizon Florida Inc.'s Responses to 
Staffs First Set of Interrogatories (Nos. 1-23) 
Page 12 

d) 	 How would the traffic described, if any, be factored into the formula 
presented on page 15 of witness Beauvais' rebuttal testimony? 

Response: 

See response to 10(a). 

11. 	 In the rebuttal testimony of Edward Beauvais, page 20, beginning at line 5, he 
discusses relative prices. If possible, please provide a numerical example. 

Response: 

The example provided in Dr. Beauvais' direct testimony beginning on page 25 
and continuing through page 27 is intended to be just such an example of the 
misalignment of relative prices between basic local exchange service and 
reciprocal compensation. Note that such relative prices have nothing to do 
with the relative price positions of vertical services such as Caller 10. The 
relative prices of concern here are for "local" usage and for any inter-company 
compensation for such usage. Thus, in the example, it can be readily shown 
that the costs of switching and. routing increased usage attributable to 
Internet-bound traffic exceed the revenue that customers are paying for such 
service. 

12. 	 In the' direct testimony of Howard Lee Jones, page 3, beginning at line 3, he 
discusses cost differences between ILEC and CLEC networks. What 
specifically are those cost differences? If possible, please provide a numerical 
example. 

Response: 

ALECs have not provided the level of network detail necessary to definitively 
quantify these cost differences. However, some factors that could be 
expected to drive the cost differences discussed by Mr. Jones are: 

a) Line concentration vs. trunk-served central office configurations. ILEG 
networks are dominated by line concentration arrangements, while ALEC 
networks which serve primarily ISPs or large business customers would be 
dominated by trunk-served (non-line concentrated) arrangements. 

b) 	Collocation of customer ISPs vs. loop-served ISPs. ALECs offer-
collocation of ISPs, which would tend to reduce the ALECs' loop costs. 

c) 	 NXX trunk group switching vs. ten-digit number analysis by switching 
equipment. Given large volumes of traffic switchable to a dedicated NXX 
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(where no other customers are assigned that NXX) ALECs can reduce the 
switch processing costs for digit analysis. ILECs do not generally dedicate 
NXXs to specific customers and therefore must analyze NXX~XXXX digits 
for almost all calls. 

d) The ALECs' networks are designed to handle trunk concentrated volumes 
of converging traffic in a more efficient manner than the ILECs. with their 
ubiquitous. distributed traffic network configuration. 

To the extent possible (in the absence of ALEC cost data) Dr. Beauvais has 
provided a numerical example reflecting network cost differences in his direct 
testimony at pages 26~27. 

13. 	 In the direct testimony of Howard Lee Jones, page 3, beginning at line 13. he 
discusses networks. 

a) 	 What network modifications has Verizon implemented due to changes 
in load pattems in the network brought about by Intemet-bound traffic? 

Response: 

Verizon has augmented its interoffice carrying capacity at a rate sometimes 
reaching eight times its line growth. Interoffice trunking growth has been 
35%, with 5-8% line growth based on trends over 199~97. Usually, the line 
growth rates would correspond with the growth rates in interoffice traffic; the 
difference is due to the fact that customer line counts have not increased 
dramatically' but those customers are increasing use of the network and its 
inter-office trunks as they incrementally add intemet usage to the base of 
voice usage. 

b) 	 How has this impacted Verizon's costs for handling traffic? 

Response: 

Use of the network for internet-bound traffic, in addition to the relatively stable 
pre-existing voice traffic, has increased costs substantially. In order to 
maintain acceptable grades of customer service, Verizon has had to expend 
funds to balance end-user line frames between intemet and non-internet 
users and, as noted above, substantially augment inter-office transmission 
facilities. Verizon does not have Florida~specific cost data; however, on a 
nationwide basis for the former GTE operating companies, Verizon estimated 
it spent $181.3 million for such network upgrades in 1998: (Reference ex 
parte to the FCC in CC Docket No. 96-263, dated 6-12-97.) 
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c) 	 Have such costs increased or decreased on a per minute basis? 
Please provide a dollar figure. 

Response: 

On a per-minute basis, costs have probably remained about the same 
because augmentation based on increased minutes does not substantially 
alter per minute cost. However, since expenditures to augment the network 
are not recovered on a usage basis for ISP-bound calling, Verizon has not 
received revenues to recover these expenditures. 

14. 	 For the purposes of this interrogatory, refer to the differences in ISP traffic 
described in the testimony of Howard Lee Jones. 

a) 	 Would it be appropriate for the local services purchased to provide 
service, such as 81 or ISDN services, to be placed in a separate class 
of service? Please explain why or why not. 

Response: 

81 and ISDN are already separate classes of service, with separate rates. To 
the extent that the question implies some type of separate classification for 
services associated with ISP-bound calls, such a classification would be 
impractical and inadvisable. Changing service classifications will not alleviate 
the problems associated with compensation for ISP-bound calls. 

b) 	 If the response to (a) is affirmative, explain how you would accomplish 
such a task. 

Response: 

See response to 14(a). 

15. 	 In the direct testimony of Howard Lee Jones, page 3, beginning af the bottom 
and continuing on to page 4, he describes infrastructure used to handle traffic. 

a) 	 Does witness Jones' position assume that CLECs are designing 
networks only to carry Internet traffic? 

Response: 

Verizon expects that many ALECs are designing networks to carry large 
volumes of Internet Traffic, but it does not assume that all ALECs are 
designing networks to carry only Internet traffic. The discussion on pages 3 & 
4 of the Jones testimony describes the differences in network design 
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expected given disparate traffic characteristics. 

b) 	 If the response to (a) is affirmative. please describe the evidence you 
have to support this position. 

Response: 

Mr. Jones' position is based on the traffic pattems observed in Verizon's bills 
from ALECs for reciprocal compensation. The holding time per call and the 
one-directional nature of the traffic indicate that an ISP market segment is 
responsible for this traffic. Also, the ALECs have filed testimony in this 
proceeding admitting that they have concentrated their marketing efforts on 
the ISP segment. See Dr. Selwyn's direct testimony, p. 60: "CLECS that 
have concentrated their marketing efforts thus far on customers that receive 
calls may be attempting to achieve economies of specialization, precisely to 
offset the cost disadvantages associated with relatively small scala and 
limited scope." Also, Dr. Selwyn notes on p. 68: "To the extent that certain 
CLECS are deploying advanced switching technologies designed to efficiently 
provide high-volume inward calling services, they simply are responding to the 
economic incentives created by the FCC's symmetry rule." 

16. 	 Please refer to the direct testimony of Howard Lee Jones, page 4. beginning 
at line 4. How would Verizon perform a cost determination to recognize 
different network designs? 

Response: 

The only way to perform an accurate cost determination would be for the 
Commission to require the ALECs to present their network schematics for 
review. Verizon is often required to produce network information; there is no 
reason why the ALECs should not be under a similar obligation. An 
independent party, or Venzon, could input equipment costs from the ALEC 
network schematics into a cost model and produce cost data for these 
network designs. 

17. 	 In the direct testimony of Howard Lee Jones, page 4, beginning at line 13, he 
states that there are a number of ways the Commission could recognize 
differences between lSP traffic and voice traffic. Only one way is mentioned. 
Please list the other ways to which he is referring. 

Response: 

Among other alternatives, the Commission could review the ALECs' network 
structures to determine a separate cost model for ALEC ISP-bound network 
minutes. The Commission could also recognize that ALECs which provide 
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service to ISPs employing SS7 Signaling Gateways, rather than load bearing 
circuit switching equipment, are not due any reciprocal compensation 
because the service they provide is not a switching function. The Commission 
should compel ALECs to prove that their costs are the same as the ILECs. as 
they claim. If they are not-and Verizon does not believe they are-then the 
Commission should recognize these cost differences in any reciprocal 
compensation scheme it may devise. 

18. 	 Does Verizon believe CLECs should pay higher termination charges to ILECs 
than what the CLECs receive? If the response is affirmative, please explain 
what factual evidence you have to support this conclusion. 

Response: 

No. Verizon's position in this docket is that if the Commission establishes any 
reciprocal compensation mechanism, it should be bill and keep, given the 
Commission's inability to rebalance local retail rates under current Florida 
Statutes. 

In addition, the Telecommunications Act calls for bilateral negotiation between 
carriers to reach an agreement. Verizon does not believe that it is at all likely 
that such an agreement could ever be reached if it were to insist upon non­
symmetric payments for traffic, even if such charges were appropriate based 
on the costs likely to be incurred. 

19. 	 In the direct testimony of Howard Lee Jones, page 5, beginning at line 24, he 
states that "after an end user originates a call on a line switched basis, most 
carriers switch Intemet-destined calls in trunk-ta-trunk, or tandem-like, 
configurations simply because it is more efficient with the call volume and 
holding time involved.ft 

a) 	 Does Verizon use such a configuration for Intemet-destined calls? 

Response: 

Yes. When a customer makes an Internet-bound call on a dialup basis, 
Verizon routes the traffic onto an interoffice trunk as soon as possible. 

b) 	 If the response to (a) is affirmative, how does Verizon determine which 
calls are Intemet-destined? 

Response: 

For traffic switching and routing purposes, Verizon does not have to make this 
determination, as an ISP customer's order for trunk-based ISDN PRI 
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automatically makes the traffic trunk-to-trunk by default. 

c) 	 Please state what evidence you have that shows other carriers use 
such a configuration. 

Response: 

The evidence would include data on traffic ratios and holding times (as 
discussed in Dr. Beauvais' direct testimony). as well as trade show and web 
site information. Again, ALECs have been unwilling to reveal their network 
configurations in detail (including equipment. vendor, and costs). The 
Commission should seek such information. 

20. 	 In the direct testimony of Howard Lee Jones, page 7, line 21. he uses the 
term "subtending receiver." 

a) 	 Please define "subtending receiver." 

Response: 

Verizon assumes the question refers to the following clause on p. 7 of Mr. 
Jones' direct testimony: "If a carrier is a subtending carrier of another-in 
other words, a receiving entity .... " In the context of Mr. Jones' discussion as 
to whether reciprocal compensation should be limited to circuit-switched 
technologies, a subtending carrier-or receiver-of ISP traffic would be a 
carrier who received as a majority of its traffic ISP-bound calls from another 
carrier. This type of carrier could utilize non-circuit switched modem 
termination equipment and bypass the receiving carrier's circuit switch 
altogether. The terminology of "subtending" is adopted from the typical use of 
the word for end offices that are served from ("subtend") another carrier's 
local tandem circuit switch. 

b) 	 Is Verizon a subtending receiver? 

Response: 

No, not in the manner described in 20(a) above. 

c) 	 What evidence do you have that other carriers are subtending 
receivers? 

Response: 

ALECs will typically connect to an ILEC tandem and the traffic flow will on 
balance be received by the ALEC rather than originated by the ALEC to the 
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ILEC tandem. 

d) 	 If carriers perform such a function, is the traffic handled in that matter 
separated from circuit-switched traffic in a manner that makes it readily 
identifiable? 

Response: 

Yes. ISP traffic that is directly connected to modem equipment is either 
separable by the straightforward use of NPAlNXX combinations forlSP-bound 
only traffic or SS7 Signaling Gateway devices used by the ALECs to signal 
the ILEC Tandem as to what trunks to place certain calls upon. All the ALEC 
must know to accomplish the traffic separation is the numbers of their ISP 
customers. 

e) 	 Can such functions be used to carry forms of traffic other than ISP 
traffic? 

Response: 

No. In this configuration. no voice or other commonplace type of traffic will 
function properly. Voice-over-IP traffic. for instance. requires codec (that is, 
coder/decoder) modem devices, which are enhanced versions of the ISP 
modem architecture. 

f) 	 If the response to (e) is affirmative, please explain what forms of traffic 
would be handled in such a manner. 

Response: 

See response to 20(e). 

g) 	 Would the traffic described in (f). if it is not ISP traffiC. be subject to 
reciprocal compensation arrangements? Why or why not? 

Response: 

See response to 20(e). 

21. 	 In the rebuttal testimony of Howard Lee Jones. page 2. line 8, he states that 
"many ALECs have direct interfaces from the ILEC switch into the RAS 
(Remote Access Server) devices at their interconnection facility." 

a) 	 What evidence does Verizon have to show the amount of traffic that is 
handled in such a manner? 
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Response: 

Two presentations of NaviNet indicate that at least one Dial-up provider is 
promoting the network configuration of direct interfaces from fLEC switches to 
RAS devices. The March 1, 2000 presentation indicates that NaviNet has had 
this "Switch Bypass" goal since July 1997. "NaviNet Bypass Deployment An 
meets the goals contained in the remainder of the document, whereas 
Deployments "B and B" and "C" do not meet the goal of "fewer switches in call 
path" on page 6 of the presentation. A Nortel presentation from the Fall 1999 
also shows direct interface configurations. These documents are included in 
the response to Staff POD request number 8. 

Verizon cannot definitively assess the amount of traffic handled in this 
manner, but believes that substantial volumes of traffic are directly interfaced 
from ILEC switches to RAS devices. Again, such information could best be 
obtained by the Commission from the ALECs. 

b) 	 How does the handling of traffic in this manner impact the costs of 
terminating traffic? 

Response: 

Per the 217/01 statement of Global NAPs, handling traffic in this manner 
reduces cost by 90%. The website link and a summary of the statement are 
included in the response to Staff POD request number 8. 

c) 	 Does Verizon receive traffic from ALECs who use RAS devices? 

Response: 

No. It is very unlikely for Verizon to receive traffic from ALEC RAS devices 
because ISP RAS devices do not Originate traffic. 

d) 	 If the response to (c) is affirmative, what percentage of traffic received 
from ALECs is received in such a manner? 

Response: 

Not applicable. 

e) 	 By what means could the Commission determine to what extent traffic 
is handled in such a manner? 
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,Response: 

The Commission should obtain network schematics from each ALEC and 
ILEC with the traffic volumes to assess the volume of this non-switched traffic. 
Once the carriers who use this configuration are identified. they should be 
compelled to provide back-up for all reciprocal compensation charges, proving 
that the billed minutes were circuit-switched. 

22. 	 AT&T witness Lee Selwyn states in his direct testimony, page 16. beginning 
at line 11, that he disagrees that total local usage per residential access line 
has increased significantly over time because of the growth of ISP-bound 
calls. So that staff may determine whether usage per access lines for not only 
residential, but also small business, has increased, please provide the 
average number of minutes of use per access line, for the years 1996 through 
1999. Please provide separate responses for the following categories: 

a) 	 total access lines (all local services); 

b) 	 residentiar flat rate; 

c) 	 residential measured; 

d) 	 single-line business flat rate; and 

e) 	 single line business measured services. 

f) 	 For each of the above categories, show the calculations used to derive 
the response, such as MOUs/access lines or other formulae. 

g) 	 If your responses show an increase in MOUs per access line over the 
requested time period. to what do you attribute the increase? 

h) 	 If your responses show a decrease in MOUs per access line over the 
requested time period. to what do you attribute the decrease? 

i) 	 For your responses to g) and h) what evidence do you have to support 
your conclusion? 

Response: 

As has been pointed out, the vast majority of Verizon customers take local 
exchange service under a flat-rated arrangement. Accordingly, local usage is 
not recorded on an ongoing basis for these customers. Likewise, for those 
customers who select the usage-sensitive service, it would not normally be 
anticipated that such customers would remain on a usage plan once they 
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become u~ers of the Intemet when a flat-rated option is available. That is, 
Verizon assumes its customers will behave rationally in their own interest in 
selecting optional service arrangements, given the prevailing prices and their 
expectations about their usage characteristics. 

While witness Selwyn disagrees that usage has increased, he does pOint out 
in his own example that Intemet usage is estimated to be in the range of 1500 
minutes of use per month - a number which is much larger than previously 
generated by the average residential consumer .. 

Finally, Verizon does not record usage on flat-rated service - it only records 
usage that is billable. Further, Verizon's financial systems record only generic 
primary class-of-service categories (e.g., Business, Residence, Company 
official, etc.). Exact line type statistics require customer specific analyses that 
are not available for the test periods requested. 

With this as background: 

a) total access lines (all local services); 

Response: 

Verizon does not measure and record the usage data requested. 


b) residential flat rate; 


Response: 

Verizon does not measure and record the usage data requested. 


c) residential measured; 


Response: 

Verizon does not measure and record the usage data requested. 


d) single-line business flat rate; and 


Response: 

Verizon does not measure and record the usage data requested. 


e) single line business measured services. 
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Response: 


Verizon does not measure and record the usage data requested. 


f) For each of the above categories. show the calculations used to derive 

the response, such as MOUs/access lines or other formulae. 

Response: 

Verizon does not measure and record the usage data requested. 

g) If your responses show an increase in MOUs per access line over the 
requested time period,.to what do you attribute the increase? 

Response: 

Verizon does not measure and record the usage data requested. 

h) If your responses show a decrease in MOUs per access line over the 
requested time period, to what do you attribute the decrease? 

Response: 

Verizon does not measure and record the usage data requested. 

i) For your responses to g) and h) what evidence do you have to support 
your conclusion? 


Response: 


Verizon does not measure and record the usage data requested. 


23. 	 If the FCC issues an order that is permissive with regard to any mechanism it 
prescribes for ISP traffic compensation, that is, an order which allows states 
to determine how termination of ISP traffic should be compensated, what 
action do you believe this Commission should take? 

Response: 

Beginning on page 28 of his direct testimony, witness Beauvais offers 
Verizon's view as to how the Florida Commission should proceed, assuming 
that the FCC leaves the matter up to the states and further assuming that this 
Commission corlsiders such ISP traffic to be "local": 

-'J~-
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"Assuming (contrary to Verizon's view) that the Commission finds it has the 
authority to adopt an inter-carrier compensation mechanism for ISP-bound 
calls, then in the short run, I recommend that the Commission adopt an 
approach to intercompany compensation that follows the price structure in 
place for end users for that type of call. That is, if the Commission is to treat 
the call to the ISP as a local, then so long as the end users are billed on a f1at­
rate basis for their local service, then the inter-company exchange of traffic 
should also be billed on a non-traffic sensitive basis. A bill-and-keep 
approach meets this criterion, and will avoid the potentially serious economic 
distortions in the price of local service that would result from end user prices 
being set below the level of incremental costs, including compensation costs." 
(Beauvais Direct, p. 28) 

Continuing on in his summary, witness Beauvais states: 

"The briefest summary I can provide to the Commission in terms of public 
policy guidance is quite simple: if the Commission is determined to establish 
an inter-company compensation structure, then that structure should match 
the rate structure faced by the end user customers. . The optimal long run 
solution would be an originating responsibility plan; a sound short-run plan, 
given circumstances in Florida, is a bill and keep plan." (Beauvais Direct, pp. 
28-29) 

If the Commission decides that under a permissive guideline from the FCC 
that the Internet-bound traffic is interstate in nature, then such traffic can be 
separated out from the other traffic as best as can be practically done and no 
reciprocal compensation paid on such traffic would be required. 

_ ~.2~-



BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 


In re: Investigation into appropriate methods ) Docket No. 000075-TP 
to compensate carriers for exchange of ) 
traffic subject to Section 251 of the ) 
Telecommunications Act of 1996 ) 

) 

VERIZON FLORIDA INCo'S RESPONSES TO 
STAFF'S FIRST REQUEST FOR PRODUCTION OF DOCUMENTS (NOS. 1 - 8) 

DOCUMENTS REQUESTED 

1. 	 Please provide any and all documents in your possession or under your 
control that you identified in response to staff interrogatory 4. 

Response: 

Provided are the following: 

"GTE Internet Service Provider Characterization: Internet Service Provider 
Switch Utilization Study in Southem California, If Bob D'Eletto, Hewlett­
Packard, Octobj9r 18,1997. (Bates Stamped Document Nos. 3 -61) 

Discovery response containing summary of data from the "California ISP 
CyberPoP Utilization Study," first quarter, 2000. (Bates Stamped Document 
Nos. 62-63) 

A graphical summary of the results of the Harris poll, USA Today, June 1, 
1999. (Bates Stamped Document No. 64) 

Website reference to the GVU 10th WWW User Survey: 
http://www.cc.gatech.edu/gvu/user surveysl 

2. 	 Please provide any and all documents in your possession or under your 
control that you identified in response to staff interrogatory 15(b). 

Response: 

Dr. Lee Selwyn, Direct Testimony, pp. 60 and 68 
(Bates Stamped Document Nos. 65-66) 

3. 	 Please provide any and all documents in your possession or under your 
control that you identified in response to staff interrogatory 19(c). 

Response: 

The documents identified in response to interrogatory 19(c) were referenced 
in Dr. Beauvais' direct testimony. These documents have been produced in 
response to other requests in this set. 

-:?£)­

http://www.cc.gatech.edu/gvu/user


Docket No. 000075-TP 
Verizon Florida Inc.'s Responses To 
Staff's First Request for Production of Documents (Nos. 1 - 8) 
Page 2 

4. 	 Please provide any and all documents in your possession or under your 
control that you identified in response to staff interrogatory 20(c}. 

Response: No responsive documents 

5. 	 Please provide any and all documents in your possession or under your 
control that you identified in response to staff interrogatory 22(i). 

Response: No responsive documents 

6. 	 Please refer to the direct testimony of Edward Beauvais, page 14, line 1. 
Provide any and all calculations, worksheets, or other documents used to 
derive the figures shown. 

Response: 

The underlying data consists of approximately 38,700 individual call records 
provided by Coast-to-Coast, a CLEC operating in Michigan, from GTE 
customers, at that time, to ISPs served by Coast-to-Coast for the month of 
July, 1999. These records contain the calling number and the called number, 
the date of the call, and the duration of the call. Due to the size and 
proprietary nature of some of the information on the file, a summary of the 

- information is provided below: 

Total Calls· 

Total Minutes of Use 

Mean Holding Time 


Distribution of Calls: 
Less than 5 Minutes 
Between 5 and 30 Minutes 
Between 30 and 60 Minutes 
Between 60 and 120 Minutes 
Between 120 and 180 Minutes 

38,700 
1,638,914.8 

42.349 

16504 
11574 
4785 
3044 
1005 

Between 180 Minutes and 600 Minutes 1593 
Between 600 Minutes and 1440 Minutes 147 
Greater Than 1440 Minutes 48 

Based on the 38,700 individual observations, the standard deviation = 83.332. 
Standard error of the mean = 183.332 1196.723 = 0.932 where the numerator 
= the standard deviation; the denominator = square root of the sample size. 
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For a 99% confidence interval with essentially unlimited degrees of freedom, 
the area in the rejection region is given by the critical value of 2.576. To fonn 
the 99% confidence interval, multiply the critical value by the standard error of 
the mean to obtain: 

42.349 +/- (0.932)*(2.576) 
42.349 +/- 2.401, yielding the approximate confidence interval provided 
on page 14, line 1, which will be corrected to 39.95 ::; x ::; 44.75 

This correction does not change any of the conclusions or subsequent 
statements in Dr. Beauvais' testimony. 

7. 	 Please refer to the direct testimony of Edward Beauvais, page 14, lines 20 
and 21. Provide any and all calculations, worksheets, or other documents 
used to derive the figures shown. 

Response: 

The calculations are quite straightforward for the coefficient of variation for 
both the voice and ISP-bound samples. The coefficient of variation is given 
by the standard deviation of the sample divided by the sample mean. 

For the voice sample, the average is approximately 4.9 MOU; the standard 
deviation based on the grouped data is 11.8, yielding a coefficient of variation 
of approximately 2.4, as reported on line 20. 

As described above in response to (6), the mean value of the ISP-bound 
traffic is approximately 42 MOU; the standard deviation of the sample is 
approximately 183.33, yielding a coefficient of variation of approximately 4.37, 
as reported on line 21. 

8. 	 Please provide any and all reports and studies referred to in the testimony of 
all Verizon witnesses, to the extent they have not been provided with the 
testimony or exhibits. . 

Response: 

Provided are the following: 

Hewlett-Packard AcceSS7 Study, Apr. 1997. 
(Bates Stamped Document Nos. 67-82) 

GTE Presentation to the FCC in CC Docket No. 96-263. 

(Bates Stamped Document Nos. 83-95) 
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Comments of GTE in CC Docket No. 96-263. 

(Bates Stamped Document Nos. 96-139) 


Reply Comments of GTE in CC Docket No. 96-263 and Supporting Affidavit of 
H. Lee Jones. I 

(Bates Stamped Document Nos. 140-171) 

Summary Pages of the MI Coast-to-Coast Study 

(Bates Stamped Document Nos. 172-177) 


Website link to 217/01 Global NAPS Press Release: 

http://www.gnaps.com 


Global NAPS Goes All Packet, Posted 218/01 

(Bates Stamped Document No. 178) 


NORTEL Presentation, Fall 1999 

(Bates Stamped Document Nos. 179-180) 


NaviNet Presentation, March 1,2000 

(Bates Stamped Document Nos. 181-190) 


NaviNet Presentation, Sept. 14, 1999 

(Bates Stamped Document Nos. 191-204) 
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F"-. 	 It shOuld corne as no swprise that most tntemel customers rely on the PSTN for 
COfIV8f1ient 8CC888 to their Internet SeMce PnMder. The PSTN prowi3e$ 1he same 
re.... law cost serviCe ftIr Inten'nIIt CUISklmerS as I doe$ for Ordinary valoe custQmers. 
The real Issue is that the PSTN is precisely e~ to provide great ~ pmvided 
the ariginaJ assomprions U$EIO in designing It 8re stil vald. These 8SSI.ImptiOn5 IndtKIe 3 
key etements! 

• 	 Cah holding 1h1es are exponentiaIy diStdbuted 
• 	 calIS last an aven1IQ8 d atxwt three mInUtes 
• 	 caRs :mt.fe at naodorn. that Is call arrivalS 819 not con-etated 

Since Internet customers are data customers and the PSTN was clesigned for voice tr.;ffic 
ttIefe Is serious doubt that these kay assumptians an" Still Valid. In fact. areas \IIIlIn large 
Intcmet CCIITI1'If.I'1I nave already experienced seMce probJems that may reqtire 
massIwre equipmn upgrades and eveRually totall'Mr1gineedng. 

The purpose of thiS report is to pnwtle GTE with some infom1atlon on the cali1Q 
c:haracterfsttcS fA customers Of 1SPs. In~. are IF ~ bel'laving Sinlar to 
VQIce customSIS'? 

The resutt8 are c:Ivided Inta thtee baIiG parts. Rrst \\'Ie divided the numbers on each 
swit(lh trm ISPs and non-ISPs and gathered data on the two user communities. This data 
answers the faIoWIng questlcns: 

• 	 How maRy calls are being received br ISPs and non-ISPs, tI1a is, v.t18l 
pen:lllllt 01 all answered calls ate destneQ 'crISPs? 

• 	 How much f1 the total ciR:uit connect fane an Ute swik::h is being used by ttle:/"""". 
ISP Ccmmunity? 

• 	 'M'iat are tn. buSesttlmeS fOr ISP usage vs. ncn-ISP usage? 

Th& second part charac:tertzes three very large i'd.emet pi"DVi:ter8. n: examines caIing 
pabmS for,cab they receive throughOut the study pedod.. It ~ the faBowlng: 

• 	 How many calls are received each hour ofthe day? How many does the IS? 
W~~ . . 

• 	 V\fhat is Ute average cal hOldirv 1ime far these ISP customers7 Is theA! a 
dilfa15nt c:aI holding lime depending on when the custamef' calls the ISP? 

• 	 Wlen Is the busy tine tor each ISP? Ate the fraftIc paaems diffinnl on 
weekentts? 

• 	 How mUCh CCS is this I8P feSP(II'ISiI:II for eGd1 hourofttle day? 

The 1hird pad calculated the SlIme staIisIiC& for $OITIe non-tSP c:ustanflltS. In ptriw&ar 3 
.Piz:za Hut n!IIIIbAI'WIta 'MJI'8 examined beCa1.IIe some I:IeIeVe that a PIZza Hc.t restaurant 
maybe. dole appI~on to an ISP. 

3 Data Collect!on 

~~entmonitored and teCOC'dect al tenni1aIng calla tofoLu' ~ end 
officeS in1M Lorv Beach. caBfomls lATA: 

MaibU 24Q.015-022 

santa Manica 240-01 5-127 


1'. CelRey . 240-015415 

ThoI..lSlil'ld oats 240-015-128 


1.01'1.7PAGlil..:tCCINADI!NTIAL 
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3.1,-.... 
In UIog Beach. Calfomla a number oflSPsW8A) sete«ed ttlal: had service from one 
offour C81ltrat Oftice lOcations. 

These oft[ces were ooanec:ted to the GTE SS1 network. by the I..cng Seam ana santa 
Monica PGir of Signaling Transfer PaIrds (STP'S) as Shown below. calls irm tn~se 
otfIces nave call seIlIp aata on ttrese SS71inkS which c::ontains all needed intOnnaUon 
InClUding call orlgin. destina1lon, anc! duration. 

l.rrIfI 8eac:h &1nta Moc1Ie.I 
Ao.... ) ..1 ........~::::.~ ..:. 

....­ ': ..... ". 

011 RIIr 

Manica oaIIs 

• FVIIt 1- SST NelwR fat lonG Ba:It SWf 
(\ 

Forttle stucty pe.rtod al call81snina1ing Into th~ four offiCeS were recoraecr. These 
included cals destined tlr Intemet seMcePnMr:Ser.s as well as tradiIIonaIvcIce 
~er.s. TCIII"I11nat1ng cans are calsWhere anolhercustarnerdials a nll'nber 
assigfMlld to o~ aftl'le sMtd'IeS I.IncIer study. caBs origi'ldng from eustomer5 
assigned to these sv.ttd1es and destined for subsaibens an other Mtdles were not 
re~ 

A 18QOrt;i was made for each ail attanpI. This II'IOfIIl$ that a record was made fOr 
caIs that QOUICi not aompleta, e.g. user 00$y as... ;18 at'I8WeI'ed c:aIs. No elapseiCI 
time was I"eOOItted for calls that wen! not ~. 

4 Scope of Study 

This shtdy was perfanned d1.Ifng aSIIIMMWIey period from C254 on August 20 
thftlUQh 10:23 on August 26, 1 GG7. Since the fISt and last days (I.e., ALIQUSI 'J.fI' and 
August 2f!/'j went not complete, they are nat Included In 1he summary data presented 
In d1is I'GptJrt. That is, only days whEn compete 24 hOI.I'data is avalable are 
SUI1'IITlaItted In this repoct This incIud«J 3 weekdays, a SaIuRiay and 8 Sunday. 

GTE provided 8 list of 34 suspected 1SPteaninafir'lg numbers, as well as 3 Pizza Hut 
SI.(I(8 ttwminaling numbets. The ISP fU'l'IbeIS were d.etermined ~ G1E using 
vadouspubIiC resources such as Internet Web sites and YeIIGw Pages. After Ini6aJ 

~ ~SeM;a f'roWiID pwally IIt»Iv.CIIIs.ta......an lSP*"call aCU!ltDmlr IIIItIacAgh aome usec:al 
~ far ova1Itlwnt'IG./""" 

CONI'1DE111T1A1. IJAGE404 . iOlfSIIT 
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testing of the recorded data, many a11he numbers showed no caII~. Follow on 
testing (i.e.. caJIng these oombelS) shewed that most had ~ <ISconnect.ed. Many 
ofU1e5e nLlt1berS had at one time been Itdemet SeMce PrcMders that had eitrier 
gone out of bUsIness or moved their numbers. 'l11is Is faiiy Common 8mor1g smaI 
1SF's and the'l'ell'c:lm tracking -real- ISP nLlT1bers Is an ongoing process. 

To allevae this problem I becaITte necessary for HP to Identil'y oUter Internet Selva 
PRwiders. in fact. In orderio obIain Mea1ingfuI results. HP had to idetllify moaf oftbe 
ISPs on ud1 switch. ThIs was done by ex.am.ining 'the patterns 0( calfs to aI numbers 
on the switches W'Ider stlldy. The mrnbel'8 showing SimiIa' calling patterns10 knc:JII.m 
and venaed InternetSeMce Providef8 were recorded and verified. Ventk:ation was to 
dJaj the number and detacl a modem tone Indk:atlng 1I\at lJSe18 dialed In for some 
tonn ofdata service. The following table incioates the numbefs used In the study: 

UalitlU ~rrta Monica DeIRey Thousand Oaa 
3103178300 3104511209 3103014501 805<4401500 
3-10 3179832 
310 31745S8 

3102.608513 
3104515264 

31030G345D 
3105740281 

8054976S00 
ao523Q2800 

3104666171 3108563105 3103028500 80549Z107Q 
3103173282 3102609452 31030e4922 8054949801 
3103173980 3108994770 310 57801e5 8OSm1600 
310.8832 31Q8233820 8052301048 
3104580037 3104481650 8054970861 
310 45&C07S' 3108220018 '805 4949608 

310,"81222 8052302300 
3105778980 8052302555 
3105778974._r---. 

AppendIX A contailS a c::ampeta list afthaS6 numbecs aIol"G with their reccxded 
MinutllSor Use (MOU) for each clay In the study period a1d1l'Ie1r avenlge (;aI holding 
timeDeach -. 

AI OIhetcallS were considered 10 be Non-ISP. OfpartiaJlatlnleresl were three PIzza 
Hut numbens identtfted by G1it Each Qf1hesl! runbetS was called and veril'illd 10 be 
a Piz:i:a Hutaxe. identical statI&Icswen GalitiIC'ed fer.each Pfzza Hut sfDIa 'Ilr 
comparison wiIh seled8d ISPs. 

5 I\lonitol'ing Equipment Installation 

'WIll the cooperaIIan and assi8&ance ot'the lJ:Ing Beach and Santa Manica GTe 
persoui1el.lIeIMett-Packald instaled theN:JaaSS7 mariloring sySem at the two STP 
IocaIons In callbmla. 

ThIs IIoWeCl for c:anpIete. yet non-inttuaiYe, access to the SS7 ira to the speclftecl 
.oenIrat amces. . 

A COItedion of han:Jwafe and sotI.w8ra was d~ inducting: 

• Meastnment C8t'd (;ages 

:a MaltbytdaleIIpCed ........ natJ'U'rlbet of CIIIIB. 
r-.. 
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• Remote Sie Protessors 
• Cenf.r.aj SelVer ,,-.... • Analysis Wortcstation 
• Web server:. 

n.e d8ta1or each caU was maintained on disk and used by analysis routines ex.ecuted 
on Ole wol1<sf.ation. the restits wen then gatheAld remotely for this report.as weU as 
transmitted to G'T'I: for daily repottS via a web browser. 

AI calrecotasfor the s1udy period were ardWecI and are avaIabIe for ~a600. 

6 Internet Service Provider Ch.aracteristics 

The most obvious que$tion to aSk aboUt ISPs is whether1hey behave the.same as 
tradit.ionat voice subsGIIbers. In particular, do 'SF' cuslon"IeIs tend to stay on the line 
Ioqger th8t1 'lOa ~IS? One rneast.I'8 of this is to detennlne tI1e peroent of all cats 
desti1ed to the lSPs1hendek!nm,e the percent of aU Minutes rI Use destined to tne ISPs. 
If ISP custOl118nJ behave similar to voice customers the perc:ent of cds Should about 
equal1he pelQH't of MOU. 

This Is also 8 good moasure of switch resources u:Md by the ISP. Again. if the ISP were 
using about. the same proportion of swItoh resources as all other CU8O:XneIS the ratio of 
calls and MOO shOCJki be aI:xXIt equal. 

6-1 caa Volume 

The taIH beloW shOWS the percent Vllues ofanswenJd ISP cab for the stuc:ty pertoct.1""'"'. Ttn!I peccentvalues rlIGect the total number of answered IF calls dM:ied bythe telal 
nurnbercaUs anawervd in each oftice. This measures the ratio «c:aIfs to allntemet 
Setvic& ProYiiens oompared 10 celIS to all othervoice useAL 

!~ 
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6.2 Call Duration 
('. 

Tt\e folowlng 'table shows Ute Minutes of USe (MOO) (or alllSP traffic which 
termlnate$ on eaetl switCh. The percentWlues \'Vef8 calcuiaed by dMcl~ 1hetctal 
MOU atanswerea ISP caHs by tne MOU Of an anSwerec.t calls in each oft\ce. 

Thousand &sA 6IL2 7G.2 713 63.11 

i oaks 

l 

- 6.3 Coalaparisan; % Calls va. % MOU 

Examining the two tables abOve shOws the ratio of percent oIlSP calla to percatt of ISP 
MOO ftJreach switch ranges rrom a law of aDOUt 3 to a high r:A amost 10. Thi5 means that 
ISPs use betWeen 3 and 10 times the 9iHItd1 resources usec:t bJ all dher subsCribers on~ 

• the S¥IItch. 

7 ISP vs-. Non-ISP HQurly Usage 

Explodng ISP tl"al'fJ) paUems also Involves datermining when trafIcto the Internet 
Service Provider 1$ heavtest. Hen! 1I'Ie cal wtume muet be measured for each hoLl':. 
This means that tong calls wi !haW usage In more than one hour period.. For 
exsn~e, if a cail begins at 2:30 In 'the atI8rnaan and endS. 4:30 It \\411 o:x'IIIttde 
1BOO caR seconds to the ~OO-3:OO periOd. 3600 seconds to 'the 3:0C).4:00 period and 
1800 seconds to 1he 4:00-5:00 period. 

lbis measunJment wa1aken by ~ each terminating PhOne _ detemliriE1i 
whether It Is to an IS?, and d:t.Itding Is eIapseG tble Ir'IID 24, hOUrly aecond caunts. 
Two!5elS of counts are keJi. one for ISPs and ancmterforNan1SPs. ThIs summary 
wu pioduced far each day <lf1he study as wet! as each switch. The com~ resuns 
fa' eaeh day and switch are cortalned In appendix B. 

By platting lnI:emet CCS along ~NarHntemet COS on the sarne~ vs. 1Ime it rs 
possible to compare their peak usage time6. one example Is shown beIeW. It ptolS 
the ISP and Ncn-lSP call 6eOOnds for tile Thousand oates Central offiee en 8121. 
Forthis Mtcn tis obIIlous that Intemet usage pelW's _ inthe evening while non­
Internet traI'fk; is decUning. In faCi. beCause of the Internet peak In the evening, that 
period becomes1he switch buSY hourand 1I1e switctl ancllrUnkS must be engineered 
10 handle that load • 

.~. 
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It is 8180 apparent that internet traffic is alSo e significant porIion of the total SWitch 
traftic durlrr.;rtrdlonal busy peI'ioW (i.e.. mid-moming and f11ld..aftemoon). It atso 
mdends wen IrCo the early morning hoI.n. 

As stated above-. appendIX S contains the Oet8i!eE1 ISP and Non-ISP resuiIs'. for each 
day. 

Tltollsall" 0.111 at:H187 

1.-: 
I 

...... 
1.1i.. C. I .........'0.__.QT_I 

8 Typical ISP Call Behavior 

~""" 	 This sediOn descrtbe:s the1ypiCII1aIg8 ISP caIIng palterns as meuured. in the study. The 
following table shows ,the daily eaIIing p8lt8m tor SI.ItIsCrI)ers of 31Q..5'7'8..G185 (America 
On LIne) on BI24I91. Thfa ISP receiYect a total or 324.937 minutes of use (or 1M entire 
day, more than B,00tJ ~ of use. This customer was by far the hQhest ute customer 
on 0'Ie Del Rey awitch. AnoIher Interastfng fact Is that the average call hc:IIdfnG arne forU1e 
day wu more than 23 mim.Ies. In faJt all of the ISPs had average CIIII l1a1dtng times 
above 10 mInUtes. an the lalge ones had c:aII hOII:IrG 1imes betMen 20 and 30 mirues for 
each day. 

~ 
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Complete results fQrthese ISP POPs ana one other are contained In appendix C. 

r-. 


.,..,... . 
f '. 

805-230-2600 AOL 8124197 
1# Av~e Call holding time is 23.120647 for 508885.433333 MOU 

I. Quny Tobals-­ ! -
] 

!t:iour Numoer of Calls NO. CaliS Not AnS, .·we. (,.,0911 nOI~ tl:ne (Min.) CC.:::; , 

QO-01 628 O. 34.244941 15894.7 
01..02 a78 01 34.571164 11851.52 
02-03 207 1, 2~,644283 7224.23 
~a.04 I 171 0 21.6 3~13.27 
~4-05 i 104­ 0 31.864904­ 2395.21 
105-08 I 90 0 19.971111 1134Ts 
08-07 r 198 01 25.108165 2524.S4 
O]-Q8 438 0 22.31se391 4685.24 
Q8..09 ES59 01 21.0221971 6993.35 
09-10 1017 21 19.629023110220.52 
10-11 1145 O. 18.e2B763; 12235.42 
11-12 1209 OJ 18.7719051 13329.84 
12-13 1165 1 j 19.558827: 13781.58 
13-1. 1231 Oi 22.Q65177: 14492.82 
14-15 1154 3: 21.961915: 14740.58 
15-18 1164 .. 21.S4aS4; 15164.91 • 
1cs.11 1217 0 23.114254i 15754.71 
17-18 i 1305 11 20.3587181 16847.05 
18-19 1274 12 21.593O!31 18015.44 
19-20 1318 12 23.761267 17457.8Q 
~21 1738 27 23.159599 20440.51 
21·22 17.&0' ~ 24.342672 24811.89 
22-23 1447l 34­ 27.431791 23511.43 
123-24 _1Q05i "18 28.834111 19913.87 

9 Typical Non-ISP can Behavior 

The table shown below represents III typical phon&oin seMQe bUsIness, that is a PIzza Hut 
store. Pizza Hut calls went ~ed to ampare their oustomers calling patterns to those 
of an Internet Secvlce Provider. 

r 
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TIlE! first absetVation is that retail stores. such 88 restaurants. don't harrJle neaI1ythe same 
voUnEJ at tr.affic as a large Internet Setvioe PrtM1er. l11e ISP" in the prevIoUs sedlon 
handled as much as half a miJlon MOU daily whle the busiest Pizza Hut in the study 
handled onfy 286 MOU. In fact. the Iafg$st non-ISP users Of the switches under study 
'tM'e voice messaging systems. these systems recorded MOU In the 3000 to 5000 range. 
Nelc1 \¥ere some hospitals and large hotel5 with MOU In the range cit 1000 to 300Q.. 

310-577·9897 Pizza Hut 1 81241971 : 
~Average can hokUm time Is 2.107598 tor 288.633333 MOU l 

Hour 
Qg,..Q1 
01"'()2 
02-03 
03--04 
04-06 
05-06 
06-0'7. 
07-08 
Q8.09 

09-10 
1()"11 
11-12 
12-13 
13-14 
14-15 
15-18 
1&-17 
17-18 
18-19 
19-20 
f20-21 
21-22 
122-23 
~24 

I'rty Totats--. ! I 
INurnoer Of Calls No. ~al!S Not AilS. Ave. Call h~-'imeJMin.>lCCS , 7 0 1.8833331 7~07i 
! 3 ·0 2.977778 5.381 
i 01 0 0 OJ 

01 0 0 Oi 
j 0: 0 0 0 
r oj 0 0 0 
r 0 0 0 0 

0 0 0 -01 
0 0 0 01 
0 0 0 0 
4 D 2.125 5.06 
0 0 Q 0.05 
3 0 2.555556 4.6 
1 0 0.288887 0.16 
9 0 1.884815 10 
9 0 2..494444 11.09 

18 0 1.821875 19.94 
11 0 2.043939 13.4g 
121 O! 2.1158a.44 15.53 
141 -0; 1.92618 14..2fS 
13: 0: 1.839744 16.27 
is' 0. 2.1917781 19.78 
12 01 2.3569441 16.3S 

7 Ot 2.90428571 7.13 

The I18Id observation Is ttlat the average caD to a PIzza Hut restaurant 18 only 2.1 minutes. 
As stated praviaUSly, ISPs regularly f'8CORS average call hoking times of 20 minutes or 
more. 10 tfmes as long as the PfmI Hut. VoioB messaging systemS show vetY short 
average c:aI holing times. usuaBy less than one minute but very /'tIstI C8II rat.. Hospitals 
and hotels emtbit average cal holding times in the 3 to 5 minute range. 

10 Conclusion 

1'1\15 study has ShOwn ISP and non-ISP calino patterns. It has presented 8 small amount 
of1his data in 1he body of the document and inClwed the bull: of the data In appendices. 
All caB recortIs have been arc:tWed If the need arfses to further ~mlne any aspect of the 
study.,,-.,

: ~ 
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Some ratherstrong concluSions may be drawn from the resuting data.i~ 

Rest, caJIeIS to intamet $8IVice pcovtfers stay an ttle line alleast ten times fonger1han 
traditional voice users. Voice.traffic mchibls average call hofding 1imes between one and 
fourminules. ISP call bcting times are between 15 and 30 minutes.. 

The nr.mberohlSers of1he ISPa wilt! caI8 greaferthan 10 (or even 24) ItcM$ 8Ugge!5ts a 
very heavy tail If cal hdcing times arB pId1ed. It is doUbIftIl that the·c:aII. hoking time 
distriblllion is sill expanential. Determining the clstributian af cal notding times requims 
det2ied S1ad1tica18I'IIIysIs and Is outside Iha scope of this ~. 

Finally. the enormous numberof ~ calls during same ISPs busy houts suggest 
something other than randCm caIIrIa- I suspect that nrpeWve alltOod.Mc8 may be 
responsible for ttIs phenomenon. CectaI'Ry If repeIIWe auIQodiaIefs ~ the .-san, then 
call allempts are nat nmdom. 

These tt1AJEJ conQusions suggest that many of the assumptions U8EId in designing the 
PSTN are not valid in Uis new envin:lnment. Changed caIing pdIrms wll n!lquie .... 
engineering and upgrades to the neI.'IIof1c to prcMde Ihe same 18\181 of seMce we have 
become accustam to. 

,~. 
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Switch cap Number , ~1J971. I 8@!F1 ~_8f,.()taI MOU lAve Hold TIme TotaiMOU ',Ave Hold TIme iTatalMOU iAve Hoklllme 
Malibu 3103178300 20.05 13040 19.19 50430 2ti.D4 
: Malibu 310 317Q832 49731 21.7 54091 23.s;i! ~24 27.04 
MalibU 3103174638 17673 18.1 16948 15.44 '~549 21.33 
Malibu !3104566171 IU79 ·24.5 ~ 25.72 544S 37.64 
Malibu '3103113282 8.45 9.36 106!1 8.89 11111 18.9 
IMaUbu 3103173969 1645 10~61 1714 8.42 1332 10.25 
iMalibu 3104568832 1098 10..38 2067 6.5 190 14.9 
Malibu l310 04560037 ' 633 33,.3 .. 25.75 ~n 23.09 
Malibu 13104564073 704 ' ~.~ S44 10.17 380 10.28 
SantaMonica 3104511209 231457 24Ji 243127 25.07 1---... ~.78 
S8ma~~ 3102608513 2OSD04 23.U 187154 20.73 196Z13 23.33, 
SantaMonica 3104515264 6489 9.2 5888 IS.33 5472 9.51 
santaMonica 3105563105 87nl ,23.5 7861 ;c. :.~ 5aS1 23.391 
santaMonlca a10 26~ 530,1 2.9.!; 61121 2. .42 6387 36.29: 
SantaMonica l3iO 8994770 6498 19.51 5974 1! .33 4693 35.61 
OeIRey '3103014501 12637 15.51 13448 15.91 13418 16.96 
OeIRey 3103063450 2DZ501, 15~ ~,I 15.61 161118 17.36 
OelRey 3105740287 939CJ 14.55 1~ 11.31 4442 16.7 
DetRey j3103028500 413t! 30.:5 .~, 37.$ 35213 37.06 
CefRey 3103084922 ~ 8.JJ1 6947 8.84 4404 11.69 
OeIRey 310 578Q1e5 ~ffl~ 20.2 382;51" 19.75 310053 23.Q1 
DeiRey 3108233820 13T.$6 2:1.8 1&120 2tU6 ~O 18.26 
DelRey 3104481650 ~~I 19.:sa S428 U·eIZ +'47 26.37 
DeIRey 310&220018 3014' 61 2751 57.31 2185 63.31 
DelRay 13104481222 1484f ' .1'.n 23Ilfl 21.315 1192 18.~~ 

OetRey '3105778980 _~I 30.2 28II5Il 20.69 803 10.8fi 
OeIRey 310577887. 2202! 16.3 :a53U 15.94 1704 25.2 
ThouOaks 805 -4491600 9G.401 18.57 1021~ '9.51 84608 20.54 
TI1ouOaks ;805 4976S00 74280 20.67 94821 aa 68591 24..2i1 
ThouOaJ(s i805 2302600 512808 21.9 540586 21.~ 23.93 
ThouOaks 8054871070 5~! ~7 33.44 5a041 33.5~ 

ThouOaks 8OS4MS801 20078 2ot.~ 2RJIg§ 22.83 24610 2G.9i 
1houOaics 8OSm1600 24053 25.7 27119 23.44­ 4:."6IMa 292: 
ThDUOab 8052301048 18921 20.9 19357 20.85 1~ " 27.1" 

ThouOaks .808 4970881 ~7 35.3 1~ 35.05 9113 31.9' 

ThouOaks ;805 4849808 1211:1 38 902:i 24,-7W 609& 23.44 

TItouOaks 'i~2302300 6131 13.5 !RJ~ 12.1U 586Q 20.4' 

ThouOaks 8052302555 811 13.2 16tS9, 37.1 449 15'! 
-

(\ 
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11 Appendix B ISP vs. Nml·ISP St41ti~:;tics 

Each table In 1h1s sadlon shows Ihe per ISP slallstics. That Is, thB imallSP cal seConds by hour, the .11U1 non-ISP calf sooonds, the number 
of ISP caIa ~and not COI'nJMled that hour, the h.lmber« non-ISP caIs camp.sled and I10l completed thai hour. 

381UMonlcit I 21-Aug 
)ffJce - HOur T~ Cal sec. !Non-fgp call Sec. ~Totsl lSP CaDs "on-tSP calfs Unanswered l~9»1s lUnanswered Nofi~ISP Cals 
~~!!:. 0C).()1 .W.5093 ~78 -!~~~1 631 ~!~_....... 313 ___. , 324 
~ntaMonlca 01..()2 .•_ 868406 .__._. 2821a9 .•J260545 426 __ ......2082 .. ___..._____._..._.~ ....... __. ___ .•. __.•m 
_laMonica 02-0:1 640550 163035 803591 288 1~ 2 190 
~nhfAonlca 03-04 388418 111544-----'- 499960 1-40 831' -.." ... --_.., 3 144 
~aMoiiica 04-08 279065 - -6jUt 376512 ~ .. -'126 867 -_." .. _... 0 -"'-'-"- ---•. "-;ee
3antaMoolca 05-08 314526. 152817 '--481SOS ····---198 1527 -_. '-" ····-..1·----·.._ ... .,.- 129 _.. ---_. .... ---- .. ...-... -.--~...-:---,- .._- _. ..;,~ .. . ---. .._.. , ..... '----""""-' . '" ... 
9antaMonlca 08.Q'1 542515 388886 932281 572 a719 3 672.... '''_'''_'-_''- ... _-- ....._.."..._. .. .. . -._.._._­~= 

~ntaMonlca 07..(J8 90S033 101~14 1980241 902 9415 356 1275'--' ......- .. '"iS5074'.I----:;-:-:-:--. . :.-: _.. --_....._ .._.- ..... , ..--------
JantaMo~! ~09 11!23J.6 _ 2438392 -".~~~Ur-'-.1!YU ._._......~ ...~_._._... _.........10~ .. __ ..._._....._~7 
~lIf'It8Monlca ot-10 1262047 4547944 5829981 1191 38103, 2197 5610._-:.-='----- -.'" .... _.. ---_.. -......... _ ....._.....,....._...... _._., --.....-

JantaMonlCa 1Oo11 1329858 5868232 6998088 1031 44322 2585 . 6810 
~=::: g:~~......_.H:!;: =_.- .. ~=~:.:-{~ .---:=:~ .~.u:~'_=._~~:__: ,-.-..~..-. ~J1i 

3antaMonica' 'ii-li 128eOfSe _ .. -. .." 4309217 595273 1013 --37810 1370 ._.-.. 5278 
iantaUanIr!ll 14-15 U24MO 4881488· -_ .. 6205508 1024 40137 "'-"-"'213li - .-.. 5178 

:::t: ~!:~ t= :~:~- ::! ··..···fm=:..··= ,- ---.--. ·--·ffiI·:~~.:=-- :: 

3antaMonkJa 11-18 '-' 1435430 3895912 533184.2 1280 32218 ._.•- 11is ·....·.. _-4868 
~onicII 18-19 1-487411 .. - 3218798 "'4e84209 1203 26131 1413 -, 4205 
~antaMonlca 19-20 1374737 2945182 _._.- 4320499 11n 24085 913 4178 
~nlaMonlca 20-21 1:iii282 ~113 -t51339Sr-i'iJ92 2012S-···..·-iijj3r--.. 3213' 
i4ntaMorllca 21-22 -1515687 275i035 -- 427.722 893 15097 ....._... 4575 ..... "2020 
iinlaMontca 22-23 1510424 ---2151891 3662310 --SOT 110crr . 5713 ----1307 
1anlaMonlca" 23-24 1427-406 1237518 .. '26&4.922 762 8385 .....-. 2905 ­

...... 
Ol 
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SantaMonloa 8122197 
Office iHour ISPCaU Sec. Non-ISP Call sec. Total 
SantaMonica 00-01 129624g ~!! 1904036 
santaMOnlca 

.-- ... ' ......_.. _--. 
01·02 975217 2ge9Q2 1272209 

611039­ ... ------.---~'=' 813147SantaMonlca 02·03 198708 
SantaMonlca ~!:~! 485932 115084 551016 
santaMonioa 

-_._.._.­
93581 ..1801S04-06 325492 

~~.....­....-"" 
05-06 299156 160209 ·•.. --..si365santaMonica 

480585 - 414878 
_...... ,. "'-'8i5ii4 

8a0taM0n1ca 08-07 
f:::.-."~-:--- 01..08 926687 1110565 2.037222santaMDnlca 
SlntaMonica 0&-09 1259384 ----..2514484 ·.. ·_·'113868 

---'1429298 4582&11 6811909samqMonica 09-10 
SantaMonIca 10-1f 1482945 5483045 . --iiis.o 
r:: ..---­ 11·12 1503641 53&fn3 68_74santaMonica 

1486393 43fh492 .....­ ..........­ .."'.:-
SlntaMonica 12-13 . 5817885 
SfmaMonica 13-14 1468872 -:---~-414i91f - -'---'815783 

~!~onIca 14--16 1414413 4551584 5171997 
samaMarice 15-16 1481893 4587536 108t429 
Siiil8Mon1ca 16-17 1465221 4436494 5891721 

4t39200SantaMo[l1ca 17-18 1411939 3521281 
SantaMonlca 18-19 1365027 2904571 ~70t98 

SantBMonlca 19·20 1280652 24&7481 
....-..";;..:;..;.
31481. 

8antaMonica 20-21 '~25e486"""" ..... 2264304 ._­ ."-3522'1ib 
SantaMonica 21·22 '-~78373 1921228 ... _­ -3197802 

SantaMonloa 22-23 1305185 1389393 2884518 
SantaMonlca 23-24 -' 1298~ -... .... 87ASi6 '" 2178115 

_.'--
ISPCaIIs Non-ISP Calts Unanswered asp Calls IUnanswered Non-ISP Calls 

595 3849 5aO 374 
411 2234 18 --'-j8e 
281 1373 3 198) 
18e 8M 

..----... ~ "0--­
174\ 

121 :"~---"~~I888 
-.21'2 1439 

488 3968 3 1294 
808 9459 7 1Sn 

1323 21886 316 3225-­ 1196 37312 1029 5704 
..···_·1'118 43829 1646 5965 

1138 4coS3 1544 6125 
.... 1152 31659 943 4711._-­

1201 31042 843 5010 
1148 38819 ····---iiiif 5199 
1144 38889 1221 6563 
1259 37811 

1­

1541 . 5063 
sOsI92 

_....­
1125 1297 4211 
1081 24988 .­ 1014 3611....~ 

-' 21413884 818 3283_..__._. _...... -..._._-­
.~-- .. -.-.­ 545 -_.. ----2821858 17_

-'758 -'--128fci .. ,--~.... 706 
2089 

... 726 9185 1243 '" 1058-·_··..'11 .~. 6235 _., -....-. ----­ ~ 
583 

\. ~ 
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santsMonlCa 8128/01 
I(YMoe tIourlSP Cd Sec. ..... Cal sec. lToiai fSP Calls INOn-tSP cals lUflanswered ISP Cals ~JnansVlereQ Non~jSPcalfs 
8enlaMOnica 00-01 11~4823 .!25458 __.~~9978 &sO ___._~.! __._,.___.____~~ _ ~ 
aanfaMonica 01.()2 1057534 318204 1375138 -i61 2550 35 275
BanieMOtIica 02-03 --813431' --. --20548i 1023000 - 338. 1850 7.......... _ ...... · .. ·_-·.. ···2 ..---................... - 218 

SanlaMollica 03·04 -494695 121352 815941 205 1143 2 - --154 

~~~: ~:!!. ~~~ ::: := ~~: :~:'. ~'-"~:===-==~~tl 

SantaMonlca 08.07 386750 1eso02 r------. 531752 289 1807 3 226 
SantaMonioa 07-08 582924 ~82610 1040534 485 4003 -- 8 . 614 
SantaMonica 08.()9 870158 1279501 ..·.. ---·:2149650·..·_· 758 9593 4 1546 
santaMontca 01-10 ·11-47508 ·2209813- .. · .. ··-·-~7321· .. ··.. -953 -l~ -: 190 . 2640 
~nt!l~ 10·11 1241232 2722023 3964155 952 __~!~~~ ..... _ 1t!~__.__ 3!~ 
SanlaMonlca 11·12. 1295436 25811140 3851378 906 20619 354 29n 
SlInl8Monioa 12-13 1221654 2283089 3504753 883' 19408~--""'-' ... " ....._... 2889 
SantaMonJca 13-14 1226482 1938485 3161987 972 17844 - 14 •.--.. "'2609 
SantaMonlca 1+16 11!~~~lr_ 1818585 3001922 886 17015. =._".,!! >- 2323 
SantaMonica 16-18 1242980 1833838 3016822 951 16378 271 2239 
StlntaMonlca 18-11 ----1218e8If----···, '1922202 --_._. 3140ii1 85$ 11074 . . 511 2314 

IsS~ H:l~ _._~lJ8!gt~_--1~~836 _,31SG13! 816 16458 388 _~:-: _. "___ 2642 
antaMonIca 18-18 1181248 181992$ 5117174 OS7 15708 382 2599 

SantaMonica 19--20 1232338 112U64--:---2iims --ill' .~.. 14548 • 24 2319 
SRaMonica 20..21 1185198 1888850 ~ 2874048 804 --13016 - 183 --......-----.-.- ."21~j 
santaMonIca 21-22 1202185 131Je888 2589023 8581-" 10395 .- .. ..... 693 -15281 
SantaMonlca 22-23 ---r252841 f--- 1004738 '-2257,iif- 873 -·-7i18·----~-· 827 ,....- ... ,.-... 962l 
santaMonk:s 23·24 124018(1 _.-.-71i428f--··--·194eftti8~"·- 638' 5220 .-- .... ·-·~-·· ..-·-·4i2 ___ ... ~··-·621a ­
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DelRay 8122/97 
IOffice Hour ISPCaH Sec. Non-ISP Call sec. Total 

1()O..()1 2044118 ___.1!!2~. 2813161 
~, 

D~..!1 01-02 1280131 378950 1e51081 
02~O3 ·······--781551 2SS082 1018833DelRay 

OeIRey 03..Q4 501303 131901 .-. "83i2M 
OetRey 04..05 321299 107071 428370 

DetR~. Q5..Q8 -30&903 183264 502187 
DelRey D6-01 530192 418279 .~ .-MMi1 

"-22ifflOi
Q!t~!Y 07.Q8 1OSS116 117-4588 

1543347 2492199 4035MODelRay 08-0G 
oetRey 09·10 '-r99i801 ­ 4157181 8f5887-4 

10=11DeIRey 2155301 4778022 6933323 
DeJRey 11-12 2226190 .4565483 e792273 
DetRe~ 12-13 --':2138569 3844861 5984220 

13-14 3838808DelRev 2134153 57709fJ1 

0eI1tt!! 14-15 217696! 39a5197 -6112186_. 
2281485 3957130 6238015DelR., 1~16 

DelRay 18-11 2301222 3840973 8142195 
!eQ053TDelRay 11·18 2314148 337838i 

DerRey 18·19 2169233 1236420 !405853 
DelRay 19-20 1951955 - 3036958 4084813 

-'-~--2004626 --'--2149fsi-­ -t8638NDelRay 20-21 
2498427 458D584DelRey 21-22 2082137 

OeIRey 22':21 -2288158 18510U-· . 4118191 
5eiR8Y 23-24 - 2215~:""" 1156185 3372095 

ISPCalls NOrHSP calls Unanswered ISP Calls Unanswered Non-ISP Calls 
1034­ 1826 84 406 
691 869 0 238 

-~....,._._-_.
317 ---"17 ._­ ---2PS1

--'215 511 0 150 
206 m 0 "'--189 
218 1143 0 360 

~""""-884 2521 0 735... 
1471 7147 2 1496 
1996 1&314 

.~ ,_,.u_...._2iij
8 

2440 28807 31 4186 
2318 .._-".. 

30001 221 5292 
2i8i ........ 30842 

286 5305 
20., 26820 15 -iess 
2100 

---_..,.--­
28080 ........---­ 46 '---'·'--'---4281 

"-"21" ......--.. ·20878 - 29S . 4429 
2237 28577 741 

~....-.,-......-. 4739 
"--,2388 2&18 1252 

..__.----'4154 -......... ---"-"-.6202324 21641 500 
2021 20172 296 4211 
1674 11680 6 4015 
1628 14i82 3 3228 
1526 9451 73 1907 
1892 8259 1172 1219 

...."'----­ ._----­
1359 3488 143 737 

I\) ..... 

1 

I 
I 
i 

COHflDENnAL PAGe 11·7 1011.111 
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OeIRey 8I23J97 
IOfftce rFiour ISP Calt Sec. 

00-01 1¥Wto1 
DelRev 01-02 1298730 
OeIRey 02-08 881550 
~B!l 03-04 602971 
OGIRev iU:i15 409030 
0e1B!Y. 05-06 28305-4 
0e1R4W 0&-07 389727 
DelRay 07..08 681304 
OeJRev 08-09 1004911 
PetReY 09-10 1382649 
OelRey 10-11 1598580 
PalReV' 11.12 1--- 1656213 
DeIRey 12..13 1608914 
DelRay 1S-14 1596119 

~~, 14-15 1713911 
Del 1i~1e ---1703351 
DelRey 16-17 1810879 
DelRay 17·18 1809558 
OeRw 18·19 1137149
OeIRev fO-20 15ii7i9
DelRev 20-21 1718712 
OefR8~ 21-22 - 1878834 
'oefRaY- 22·23. 2123575 
~. ,23-24, _ 1959021 

lNo""'SP Call sec. !Total 

103548 

298594-,. 

-'1691847395217 
252188 1133736 
162007 

...--...--,....'!.~

18487a 
101172 .#_--

5108Q2 
38Be03 

204548 574276 
576542 _.. 1243848-- 1571656 2578581 

.26M045 4048894. 
3088798 4887378 
2...77 - 46025eO 
24977i8 -41omO 
218S2S6 3782954 

•.• 1824637' -._, ..- 383i54i 
lunar 36482U 
2025858 3898535 
2231_ 

'w_ 

41.1138 
230S833 4045882 

-~-'li2iii 3 
2122034 3842886 
1837283 3113817 
1310322 3433887 
850052 2809073 

Unanswered ISP Calls Uft8ASWe1'1!i1 Non-ISP eatls 
!8e ...t~ _ ....__ 01*_ 

1327 

liSP Calls !Non-iSP CalIS 
ee 439----- - 290572 t309 2 

957 911 0 --'-~~ 
i-- 230 

._-,
568 0 146-. 

189 413 0 106 
204 519 0 128 
342 1189 0 _..... ,...- 223

----:701r----"--- - 0 
~-., .... 

5913024 
1087 7929 1 1525 
1388 14414 2 3122 
1541 16829 0 352B 
1499 18881 2 37~f 

--....·1101 15182 
~-''''~'''-''P'---'- 2 3458 

13381 4 2743......--,-" .............. _.. _.........'- ---
1419 12388 6 2519 
1606 12228 011 -- ..---'--~"-'-25i2 
1627 12418 81 ' 2411 

12325 
..... 

ii3 -------.- -25411560 
1490 12107 85 2648 
1255 10871 t----, - aa 2518 
1355 9887 69 1858 
1487 13.55 76 1478 
1437 -t812 2<43 980--1253 2818 81 613 
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Thou08M 8121197 
Off'1C8 IHour .SP Call Sec. Non-ISP Cd. Sec. !Totals ISP CaUl INOn-ISP calts !Unanswered ISP calls Unwhll-."'-' Non-ISP Calls 
ThoUOaJrs 00.01 2503501 250381 2158842 1015 2082 3 504 
1110110_ i01~02 .1580875 123890 1704565 484 .- 1088 1 436 
ThouOaiS OM3 931318 70383 1001881 •.•.. 31.. . 855 0 ._-_.. 419' 
fh'OuOaks 03-04 558110 -_. 63180 8222GO 150 395 .,- 0 392 
ThOUOaks 04005 4858W '.-. - 47595 513287 --'212 . 320 a 399 
ThOUOaks 05-0& 478138 74218 650155 --- 301 5(7 0 .-". ._.- "'--.s7 
!TliouOaU Q6.07 701~4 .-- 188830 890414 785 1519 1 555 
ThoUOaks 07-08 '-'12Sl082 SOO773 '-1754851' 1356 4101 3 936 
T~ouOaks CJ8.09 1839&16 '1312432' ~~~8 1780 -T952~-' .. 3 __ .._._.. 1820 
ThoUOaks OQ.10 2133153 2251287' 43i44i1 1921 18204 4 2972 
ThouOaks 10.11 2418540 2A89928 4t014e8 2035 i8t~ 41 4O'f3, 
ThouOaks 11·12 ~ ~~! .. 4803463 1981 173221-_____ 35 31651 
ThoUOaks 12·13 248937:3 ,.,33 4328_ 1887 150Q6 6 3144 
ll1ouOab 13=14 f--. 2483224 183;S7S ..422791 1882 1·r022t-------~ 4 3023 
TIIou08b 1~1S 2816003 ~~I18 4,~," 2034 18331 is 2835 
TbOUOaks 15-18 2181141 -22Oiiiii 4970801 2180 18180 - . ---19- ~ 
'!jiiiUOib 18-17 271-4412 _.~71_ 4184240 2218 '18. _ . 1 ..__.....:. 2M~ 
ThouOab 17·18 283Q238 1848121 <42~7 2299 13045 11 2591 j 

ThouOau 18-19 -. 2747084 142218& 41et870 23150 11072 9 2411 
~Q!~ 19-20 2971300 -- --r .i.~ • 4351388 ----r400 ==J!l!~.=-._-·····--~··--19~-·-· ."-=:"" . ~1 
ThouOaks .20-21 351151lO4 1582t5& 6121780 2T!8 . 8715 55 22281ftiOiiOiiS 21·22 4239081 •... _.. 1353255 6592318 2a&8 6918 510 ---"--1481 
ThouOaks 22-23 ... 4181413 81815f . . '-5OSiii84 2389 4841 689 - 925 
ThouOaks 23·24 3514123 . 4897061-.~-- 4043828 1704 ~48 _ ._.__...• - 5 _ ... __8gf 

I\) 
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ThouOaks I 8122/97
IOfftce Hoof rsP Call Sec.. No~ISP Cal §oo. Iot~l. ISP Calls Noll-lSP Cals Unanswered ISP caDs Unanswered Non-ISP calls 

t;;o;:~~ "16279a: ~:~ m'" ...~=!! --~ ..·m ~- --·~"f~1-····· -.-.~ ~ :: 
Thou08k8 02-03 - 938448 - 78441 1018880 312 541 0 4121==___.:Oe:l-.----Z :: ~~:: --!=~~~...-... -.--:~~ 

1iiOUOib 0&:00' '-'-~-:maH .. ·... ···__7 -.....3:us 803 0 . -
ThOlIOaD Q6.07 702541 184287 888828 762 1690 1 ,._·······--548 
ThoU08Ics 07-08 1195049 526094 1~ ._. -'1414 _.4188 .2 - 10251 
ThouOaks 08-09 1878309 12G0845 2889154 1120 9800 1 1811 
ThoUoaks 09-10 2081595 218H54 4245248 1954 18125 6- 3212 
ThouOaks t~tlf-_._~327 .._·.--.~~~~r ___ . 4794984 2039 17631 '14 3214 
ThoUOlkl111.12 2444298 2338508 " 4782807 1837 1n12 29 _., .. 3868 
Thou08k8 12-13 2358180 1837845 4197025 .... "'1884 - 14735 2 3044 
ThouOIks 13-14 2310140 1853193 4183933 1855 16415 5 2881 
ThauOaks 14--15 2481372 3>101158 4500030 2088 -----·-1i112 _.._- 26 --"2907
lliiiiio8ki 1&:18' -- 2817114 - 1mo14 4589188 2083 ----18200 ...--- 7 2919 
lhouOakS 16-11 270aUl - .. ·.. 1983309 48.9tM48 2390 1i941 -- 8'" .. "'-.3 
TtloUOGkS 11·18 211855Q 1596111 43122&1 2428 12953 1f -._..-- 2500 
lbouOaks 18-18 2645594 ..-.~ 1343832 8989228 2172 -11015 - 8 2301 
ThouOalcs 19--20 2-- 1220280 3723845 2131 9578 -1" - . 204i) 
ThOuQaks 211-21 2874928 11295" ~1J.44t4 2189 831~ 3 ---~~ 1~ 
TboUOaks 21-22 3303594 982588 G8fS10Z 226t 8127 ............ . 9 114&
iThOUoaa 22-23 3483815f-. 682024 41T58ii H_' '-2250 --...-- 437G 15 -.-.-----......-- 889 
ThouOMl 23-24 3218M8 -- S7e584 385m2 1816 3411 ··18 - 688 

f\) 
()l 

I 
, 

, 
i 

I PAOI! 11-1~ tOl1Mr1CQ,NfIDBmAL 

\ 
\ 

http:ThoUOlkl111.12


.) ..) .) 
..' 

i 

0\ 
..J 
\ 

1l1ouOaks 
!OffIce 
ThoU08ks 
ThouOab 
ThouOqks 
ThO\IOakB 
ThouOaks 
ThouOaks 
ThouOaks 
ThouOaks 
rhOuOMl 
Thou08k& 
ThouOaks 
ThouOaks 
ThouOaks 
TbouQaks. 
ThouOakS 
ThouQaks 
Thou08ks 
~ugau 
ThollOaks 
ThouOafcs 
!Thouoaks 
'ThOLlOake 
ThouOaks 

01-02 

ThouOaks 

!Hour 
;00-01 

23-2..-

02.03 
D3-rN 
~ os:oe 
Q8..07 

07.:oa 
08.09 
09-10 
10-11 
11·12 
12-13 
13-14 
14-15 
15·16 
1&:11 
17-18 
18-18 
19-20 
20-21 
21-22 
22-23 

8I2W1 
~spcausec. t«MHSP CaU Sec. ITdaI 

2$83982 224078 2788060 
1788895 138457 '1828152 
1165i2i 88834 _.. 11D2083 
8fl1855 58287 720142 
4G7 5044S 488702-- -i'-58 32507 402385 
548750 77312 826082 
915188 240183 11S5Q4Q--1-448080 621684 2069714 

-ii8i143 1158793 
.,-_. 3022838 

21608. 1308280 f--- 3488819 
····218182& 1148044 . 3328710 

2285295 10445_ --- 3312275-2257214 912211 3168425 
2347~ -.. .8fW959 3212388 

810548 34307112550250 
2522224 840100 '-:---3412384 
2355841 92&900 328174" 
2475473 --.-!~~~Ij 3334888 
2311. 8.,e 3168:204 
2185iie 858S08 3021842 
3116090 759854 3878444

--333isiiSe 4t18018 8825814 
~476 30071. _____ 33-"10180 

.. 
ISPeals NOn-ISPCa_ Uoanswered IFCalb Unanswered Non--ISP CalLcJ 

1119 2710 3 --.~.
855 1572 0 492 
3Q 030 1 432- -195 544 1 421 
174 421' 0 4101 

189 338 0 3&8 
457 583 0 ~I 
801 1595 1 808 

1388 4217 1 10731 
1888 71'f/1& 43 18731 
1783 1$07 8 2538 
1_ ---eel1 2 22781 
1803 8675 7 23551 

-1732 7M3 18 1622 
1728 7418 6 --14~1 
11124 1570 5 1_ 
1792 . 7800 11 1565' 

-18 -- 15831781 1ae
-'-00 --- 1-4.5411884 6 

1161 1003 13 14U 
1918 8450 16 - 1381 

~. 

1808 4883 8 887 
2011 4043 ., 788-1564 -~ _._. - J) __ ___ _ __ --..-!!!

... ~-

f' 

/1\)
f 0) 

I 
I 
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Malibu 1---1121/97 
IOiiIce --~-- fHour ISP C~lsec. 1Non-ISP Call Sec. Total ISP CallS '- I~p Cmls IUuans.wered ISP Calls Unanswered N')I1-::'SJ)calls 
MaJibu 00-01 _..... ~!~1 114540 503461 171 _...... _.~1... _ 3 75 
~!~ .._... _~t·~~. _ 27588a __~~g~ 340171 103 141 0 1~1 
Maflbu 02--03 186849 35Se7 222416 61 8& 0 43 1 

Malibu .9.!:!M .._ 1"71042 -'-'ii862 166804 .._]8 -----03·· 1 .__.J!I 
Malibu 04-05 10652«1 187048 125274 _. 28 74. 1 55 
Maftiiu- 05-06 88153 '---19169 105322 64 13S 0 _······_··--····77' 
~~ 06-07 139028 - ~~ _ ....--L8!-i82 1315 416' 0 _._____. __.. 142 
Maftbu 07..Q8 288'580 2OOO3tl _599 250 1424 2 295\ Malibu oe-Qi '-"'-397744 ~i 847403 382 --"34ge' .....-----..... 4: 655 

~ 'Malhi ..• , --~10 483834 '701868' 124570& 485 54.' 9 -'----1264 
IMallbu 10.11 593293 -----878991 1412284"":-8111--' 8088 44 T3B 

=-···.l~l! ... ~= -- =._. ___ :=r-'--~r- _:~,:"'::__._=:::;1~ -~~__~ ~~~~:-l~ 

Malibu 13-14 498021 708983 1206984 490 5267 11 1016 
Malibu 1+15 462253 ----..·735872 .-.. 11&7925 "-4-(7 ---- ..···5282 .. -._....- 7 1108 
Malibu --~5~16 500138 '118134 127B27Ci .....·...70 "'--5316 4 . --1024 
iilitiU 1&017 518913 ..~-.. "---727197~- 124611ii --557 5258 8 --·----------1078 
Malibu 17..18 -513114 ~ -"-"-~'6i5182 1128878 ..... - -iii "--4278 1~ 813 
Malibu 18-19 480m 525250 -'1018027 388 .45 .; ..~.- .. ---..··-·-··~1 
~~._=~.~~~ ~~j~ ... -4e0898 471680 932576 381 3181 .--..- .. ----.......3 - 808 
uaaibu 20-21 482398 501047 963445 3Bo 2710 8 782 
Malibu 21-22 5023D8 sQ2ijji h 100433e 426 1952 -;-.----. 3 446-.." ._....-..._- '--' ., ..............._", -_..._--­
I::~ :~:! ;;:: -~..-..-- ... ~f!: ~=: 1:~-"--'---"i" .' .. '., ..--·-..··--1:~ 


I\) 
0) 
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Malibu 8122197 
IOOice IAOii ISP Call 88c.lNOi1"'SP CaN Sec. [otal tSP Calls iNoo-ISP calls Unanswered t8P Calls ~answered Non·ISP Calls 
rMllIibu 00.01 .Ig~n 1413e6 567305 195 301 2 J.90 
IMaUbu 01~02 24i7ifo . 50813' 291513 f-._1~! .."._..!~_~. ____~ - -'----42 
Malibu 02-03 174648 20039 UM885 43 132 0 37---.- --- --­~lbU 03-04 124079 1S488 1!1~. 33 109 0 41 
MalIbu 04-05 80188 10186 90364 34 74 2 30 
tJlallbu 05-08 e3154 "~-~-"'iiiii ......... 82080 4a 141 0 57 
MalIbu' 08-07 128553 - 86287 194850 145 - 520 0 -------'---120 
MalIbu.__. 07:.tii .._..... 262228 - 191280 459508 240 1389 2 265 
ManIii .--- Qi:Oii 391S81 403104 - 864485 429 --"-3393 ···-·------·-61---··· ._.__.....__._--
Malbu ()9..10 548334 758515 r-" .. - '-1307849 S25 5438 s 1~ 
Malbu 1()"11 ~ea 903359 1453847 521 6057 9 ''''-""7"T138 
Malibu 11-12 ..···--537211 884.203 1421414 -.ceO 5998 13 '----1029 
Ma.bu--~2-13 442101 72815! _ .......11W58 351 -,2SSI---------..··· -"2 -_......_._.-". '--' ····U3. 
Ualbu 1a-14 -_.. 464788 --8ii3i2 - ..- 1124180 414 5122 .--. "--'" "'·"4" ......... .---~··~·..·---98ii 
Malibu 14-15 ~~31 748510 1238101 388 51. 6 -·..~----·---·-·-7 
Malibu .- 15-.18" -'--'495188!--'---e8liOi81-'-- 1193237 . 508 602~ 1 --------..---i;:; 
MiiibU'--~ -18:17 '-"'613098 716784 -- 1229882 - 461 5185 ..... 1 ·-----~--1oe2 

Malibu 11-18 4..a858 62131$ 1070331 410 '''~14 -.:----~-~ '---'15 "---923Miibu ...-- ra:Ui '" "'4049•.--. "----'52om'" .._- '925228 --358 -·---,438 --.... _..._. ··..8 -.....---......~. ·.. ··-814 
.Bllbu 19=26 _.... 425249" ..,. -'412822 ·_· .._····-837871 371 2728 --' 8 ..._-- -'768 
,MalIbu 20-21 ,_ 416295 •.._._ ~ ___,_ ..._._ 83!283 308 .2199 ---~:::- .. -------. S8D 
MalIbu 21-22 455245· 348117 708182 333 16831 - '---'-'348 
MalIbu . - •.:: 22223' ....._-4ii5Mf.._,. 234a80 .---. 681414 331 1009 2 248 

Malbll 23-24 428611 164194 592865 308 604 1 142 
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Malibu 8123191 
IOffice fblr liSP Call sec: INon-ISP cali Seo.iTotai hsp Calls JNon-ISP eals Iilnanswered ISP calls lunlnswered Non·lSPCBlls 
IMiIHii rOO:01 415852 129050 544702 228 288-6-- --- .. 85 
Mitiiii ~ ._- 01.02 324087 7i8ii --'--'-.400551 125 182 o· 88 
IM~~~~ 02-03 231633' ... .... 33842 266216 _.==.=~12 -..... - 127 ._. 0 ._~ 
Malibu 03·04 '!.@~~ _ 22838 188516 ~r-- 88 0 __._.•_ ...~. "N"~~~' 
MaSlbu ·04·05 107951' 11601 119552 41 12 0 33 
Malibu 06-08 "'77108 12383 88501 "--"'37 69 0 '-38',d•• ,. 

_ .._---- .-.-. '--I--.--..~- ........-.,~.. ' 
Malibu 08-01 106321 24t30 130757 19 181 0 '50 
Malibu iir·oii 168758 101918 2601)78 138 549 ·_· ..·-·-_·_........·_· ..····-0 -_.·-------..'1·41


I ...- ,,-.. -.--.-::.::r--". "---"'l'I---~ __ ..-.__. _.......__....-_..... "'''.' r~ ••• ._·-···_ft~.._.
Malibu 08-08 231182 266462 481844 185 1429 1 297 
Malibu •. "'-' iii.f(f ,,- 30$529 439202 ._......... -",.,ilS1 252 ~.- 20.. 0 . ---'040 

.. - .. ~-..:,:= " .., -- .... - - •.•.--.-••....,.....--••----. _... 1---" --..... ,-~~ ••..- .. 
Maflbu 10-11 352397 483951 836354 284 3065 2 707

........_ ......·M ...__ 
 _~= ._.... _......___.__ _.. ___ _ 
MalIbu 11-12 372776 495407 89183 225 3209 0 140
MalibU 12-13 398058 ·---4i3010 - 841074 .290 2870 ..._ .. -- 1 --'·'634 
Malibu 13-14· "434950 - 378284 8U234 ·_···· ..200 .-~ 2(i$7 1 "-&55" 
Malibu 14·15 43i336 :\35828 -----775164 291 2453 O· ~.---' ... _--:- 641 
Malibu 15·18 400307 - 311948 712255 278 2251 3 486 
Malibu 18-17 .-- 388102 353844 _.. ··_·· ..7i9948 280 2522 0 530 
Malibu 17..18. 352425 .7132 ...... - 718551 248 2318 .---.----'2 --- 545 
Miiiii- - 18-18 300~ f-.._ ._.......!?~:1 735851 280 .'--2224 ..~:--- 2 5~! 
M8In~ 2Ot0-20 2~~ --....--.•-~~1! 805a18 208 19~! __ . , _~ ____ 474Ma wu ·21 219404' ~1 682AS65 232 1831 1 497IMiiibu "._- 21-22 304328 234885 539208 212 i2aO _'0_" "'-- ._--' ••. ·•..•..1 ... _-_. 357 
Miii6ti 22-23 322548" .......... . 199723 .----. 522272 221 e60 1 262 
Malbtl 23-24 _ ... ··ii19iii ··----139793 491782 ._---- 211 .._ .....~ 509 .. 0 151 

~ 
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Appendix C fSP Stiltistir.s 

\ 

~ 
\ 

.' 

\~ 

310.451·1208 I I 81211811 
!M~~~!~ hO~!~.~m8 Is 25.078801 tor ~43927.116661 MOU 
---Ho Totals--­
iGur . INumber of calls ~o. Calls Nut AIlS. Ave. Call hold tine (Min.) CCS 
00-01 248 0 21~12D _.~646.B~ 

~~. 151 0 28.072827 37(]8.0~ 

2-GS 132 
..­

0 - 28.840025 2603.8jl 
03-04 48 0 29.348259 . 1842Jj........... ­
Q4.QS --.-...~ 50 0 41.331333 1392.78 
05-08 - 80 0 38.702083 1e48~!~ 
QII"()7 180 -­ 2S.2628851 22Q2.8B
[)7.QS .- .......--­ -----373 0 81.67319 .168.4 

l~:'---"'-' 562 5 22.868365 5989.81 
sa? 115 25.83318 -7515:48

rro:H !5e4 277 25~8 1872.81 
11·12 

""-.-~....... ........... -.-- 550 
333 24.1m33 8147.46 

12·13 524­ 28 24.6529i 7889.32
ii:,r­ 623 _2 20.5.1038 7864.11.---------:.T-" -'ml.5814-15 492 14 21.75&943 
11·18 

_... __ .... ......_ .•.... "'514 .....__... _..... 

2 22.359987 ~~8jl
1e·17 584 2.t 22.699941 7646.59 
17·1' eoe .__.--.-•• 51 - _.---------± -1895]3-.- . :--.:._____~. 23:519708 
18-11 

. .~:-:- -_...._-, 
--7753.37681 . 21 ••886 

11-20 .7 5 26.254885 716.28 
20--21 ----.­ -­ 812 -'--18 ~----- 25.178199 79~~
,21-22 . .te1 '-457 --_....,----­

29.948812 ...J~~:{:
22·23 401 . 542 --­ .. 30:291604 8015.. 
~~2" ---..__..--. _.._-_.-. _·_..··,.. ······-1 .. __••-. "'---' 24~841819 7442:98 

CONFlDEHTIAL PAGE 12-24 UH11117 
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31Q.451-1209 8122N1 
'Average Call holding time is 24.900613 for 231476.188667 MOU 
._.--Hourly ...otaIs:......:.-----­ . 
Hour :Number ot Calls INa. Calls Not Ms. Ave. CaN hold t4me (Min.) 
00-01 282 1 36.326818 

~ 153 0 20.801307 
02-0S 100 1 29.051187 
03-04 88 0 31.7041178 
if.i.05 045 0 45.242983 
~~08 79 0 34.218034. 

190 38.24484806-07 o·

!5-.-..~.- .-::: 325 0 34.-339071 _ •._"_'N~ r_._' _·-------••3 ----_..._---:
572 .25.727828 

". 587 .. -­ 28 24.897631 
10.11 551 579 26.05977 
11·12­ B38 350 25.24052 
12-13 ·588 9 20.386191 
13-14 621 . 2 18.516401 
1~15- ..' ..... -" ..._­ ----··--610 -----_._-_.­ -... .... . .. ··....21.4161151is.:-ie·····.._·..·.._-­ ..-......---..sea -----•. - '-"-~'-"7 ~.-....... "---'1'1:60144'11 
!6-~I ___. 848 27 21.201235 

----...2'2"l42iH17·18 508 2 
1&-19 612 3 20.571745 
t9-2O 381 • 0 ___25.1~m 

20-21 364 2 37.0406429 
21..22 348 .. 32.823046 
22...23 

_.. 
342 

. 
31.8204882 

~~--- 337 --... ~----=~ 
1 _~.g131.55 

.-
ICeS 

6131.62 
3932.51 
2558.29 
1997.79 . 

~720.33 
1871.1 

2438.41 
.•.~390:~ 

6128.29 
- 756UW 

826'.U 
8037.~ 
1839.71 

..!.~~7488. 
. 7904:9&;; 

1660.87f--,._'_-_'
7447.97 
7039.06 
8~1j 

582s.~ 
8118:88 

62'i1T1 
. 8~.t~ 

w w 
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1310--451-1209 I 8123197 
I!~V!~.2.a.11 tJoIdlng lime Is 28.761128 for 188892.388661 MOU 

--_.. 
---Hourty TotaIs---­ . 
Hour Number of Cells No. Calls Not Ans.· "'ve. Calt hotd time (Min.) CCS 
(lO-O1 202 . 2 35. "'993.31 
01·02 161 0 38.357764 4585.680iQi'-_._...._.__..... .... ""._._... 

118 0 28.488983 ~39.98
03-oi'-'­ 81 1 25.65879 2039.83 
04-05 • - 0 47.579024 1496.0844 
~ ...-............"----­

~ 0 57.975833 1.f.55.06 
00-07 .-­r--'."-~--- ...._... _ ......... "'1 ..­ .....---.•~ -"'32.739068 -i759:&i93 
107-08 

..........._,,-1---.-------------f---_.. _­ 1 
27.298732 f-.241~184 

08-09 - 280 1 • 25.247879 3848.7709-10 ..... --_.­ 389 1 27..475407 5069.32 
1~11-·-··-·· 

-_.__...:. 
~: -_._...... '''''''26:692748 5S-;:;]5416 . 2 

11-12 '-~7
t-.­ ..... __.. ""2 

29.65~78 8120.02
12:13-' 330 0 33.581313 5546.83 
13-14 438 

. '.' ·.. ····0 ~.~.- .._---_. 
23.3207 5584.78 

~""15 
.-.. -.•.• '-"324 ..............._.. 

30.583128 52800
15r16--··'· .f01 1 23.681696 5782.15
14017 •.•_­ 357 1 25.609384 58891 
!1]:18-' 361 - 1 20.921978 5525.25
fi8-18-' sao 0 23.023772 5507.7218-20 ._...... " ......... 380 2 32.911435 6018.04 
Mi 331 o 34.345972 5595.561 
21·22 m . 1 27.-442294 "5858.6: 
122"-23 307 o 30.0483135 5878.91 
123-24 - 242 --_····.. ,···_····--1-..---·--40.18S2S2 ··<S71·..:9iJ _ ........ __ .............._. __ . ~- .................-.---.-.. -.-.. -.~-.-

,l~ 
I 
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310--401·1209 I 8124197 
"Average Cal! ~~~!~IJ Ih\e 1526.911830 for 1971~~~~ 6687 MOU 
--Hourly T01818--­

~ INumber Of Calls No. Calls ~ Ans. Avo. Call hold time (Mi,n.• ) 
00-01 192 0 41.583507
01-02 '-"'-~.' ...-. 154 0 31.38842Q&---'-"'--" 88 '-'-"---' 1-os '1.236384 
Q3..04 

--­ ..-.... ~.- -··------·0 ····------21.12812. e3 
()4..D5 39 0 ----sf311795 
os.oe ..- --­ .. 0 26.937847 
~--.. 

82 
"-: ---'-'27.93760'208-07 0 

07-08 131 ----."0 fo-....-­....----­
33.5887208-09 0 

- . ­ ••• 246 1 28.044218 
09-10 -308 0 3O.W0983 
1().11 

...._...­
382 

-----.--......'0 .. -31.529881 
11-12 - 0408 ~---'1 _. '---·"28.431084 
12·13 

,-~--- 339 1 _. 3O.7064i2 
1,.:j.­ 1---_.__•. 341 

.. _-_._- -_.....1' 
28.856983 

1 ... 15 --­ 335 1 -31]81Li)­
16=18----­ 381 2 29.176469
1e..a---··--··-- ,......_.. __ .....-.. 

8 21.088482 
11·18 -' 418 3 2i.5iii31 
18-18 392 3 -"30M6198 
19-20 

...-.. ~..-.... ­ _.....­
402 1 .---~~~~2(i:.'2T" "-.-_. - ~21 4 Z.G02488 

~1 ..22 418 
-_...-·.. ·.. ·....--2 ..._.,.---21.38io~ 

~.a 432 3 21.325M 
t23a24 3Si -"-----'-2 -­ i~f188115 

.-

ICes 
5018.24 
41Sifs7 
340W 
261f.76 
1848.31 
1484.13 

-1868.06 
2205.83 
3578.57 
4408.08 

-.5~lf~.4 
8375.31 

_~125.0~
6808.3 

~120.8l' 
tW82:Z! 
8891.71 

-7013.11 
--~~!

eo43.73 
~'lHG9 

1 ....... 05 
6570.3_2 

PAOI12·27' ttltll91CotfFIOSMTIAL 
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~1o-tS1·1209 8125/91 
~Ayera08 Call holding IJrne Is 24.599884 for 253498.850000 MOU 

._........... ----_.. ­
---+tood, TotaIs-­ - .r~·._· --..-.---.-. 
~r [Number ofcalts No. CallS Not ADs. Ave. Call hold time (MIn.) CCS 
~l 100 1 27.197571 4956.6.2 
01·02 129 0 28.188475 3632.31 
02·03 102 

.­ ":. 0 25.45788 2577.i2oj:64 .. , . ........ .­ -0
-_._,,--_._--­

1466.9557 12.960526 
0+05 

._-" .. _.. 
47 -0 30.90461 1201.86 

05-08 64 0 34.8eeoG4 1271.12 

~r 
...._--..._•. 222 . ;2 -21.592111 ~~9.7a 

7·08 . 371 
-_... , ." ..... -. 0 

___ ..28.611~! 4469.43oa:09'--"--'" .­ 587 ----, 22.568048 -0216.08 
09-10 . ..- ..._--­ "163 ~ ......-.-..­ ..~~!!~?! 8343.&i672
10-11 ..­ --~··-·-·----·eoe ,-_........._. -.......... 

'li2i5.D1113 24.180281 
111-12 -1---'-.8 & 23.19718 .eOi4.8~1 
12-13 55S 192 23.424081 8241.89 
[3-1~_..__.._ '610 35 -_. 26.S610e8 8197.54 
14-15 579 10 18.882288 8020.9111-- ...,.- ... 
8·16 627 130 ""20.313158 We' 

18·17 ...... ___ 565 
-­ ...._.. 

438 21.765'929 --8568.38.--."-'
~1.18 516 ' 1001 24.418981 8498." 
!18·18 583 -·---------437 23.002872 ...=t.l:~8=20"" 

...._--.. ---'--,ai .. ,....- ..._..... ­ "17S .. .... , ' ..:.-_'.. ~A3812i 
20-21­ 555 389 28.012183 8428.55 
21~22 --., ...... _...... -.. 

489 '·"'1408 29.475752 ~~ 22·23 
.- ,-.­ .. -..­

1085 25.37"229454 8562.86
23-2i-'­ 480 97 .. f9.934348 1~-­ --~-- ..-.-­

fI .~ 
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806--2»2600 I I 6121/"71 ......­-=-,".' - ••

f A.,e~~e Calf hokfiootime is 21.995811 for 540tS80.133333 MOU 
r---Hourly Totafs-­
flour Number of Calls No. CaisNoi Ans. Ave. Call hokJ tllne(Min.} 

~--.--.~ "­
850 1 31.079841 

. 298 1--" 
1 28.398986

H-_w--",--­ 194 0 27.380584---a8 -'''-'-'--.~ 48.088217 
04-05 12& 0 ·---~···--T9.573545 

~ 192 0 23.211094 
~7 - 528 

--_.__._.;:. 
=.--=-=-.1t!S&ns1 

07-06 838 '0 16.936742 
Q8..09 1081 1 17.680348 

1181 
.._-­ _._._-_.. '''17.584_

09-10 0 
'"M_ 

1217 HUe·U1910-11 3 ... ", ..", 

11-12 1211 0 18.416848 
12·13 12t3 1 19.911212' 
ii1.r--" ._-- 1187 0 -" 2O:e~i-i=is--- ... ,"---.._.. _. :~~···-'12.1 .----..... ·····--3· -~ .....-­

21.809079 
~:------_ ...­ -­ 3 2O.~42:4H16-16 1_ 
18-11 - .. 1404 0 17.811202317=1;;-~...'.._.... '..-' ._.. _-----_.. 

1509 ..'­ 1 18.349194 
18-19 tNS 1 1i]5ii11 
18-20 - ~~.... ­ :;;1 .2 -0'25.071&7 
~Q..21""-·-··-- ----_.o .. '! ,-~- -.~~

24.510446 
21-22 •• 1717 M 489 "26:848864' 
22·23 . • 1501 " 613 27.80'72$1 
~3-2i- 1079 1 31.2&4473 

....._--..... 

CCS 
18138.5 

10299.14 
5762.08 
3187.05 

• 2547.41 
2612.04 
3867.08 

"'-6754:46 
9"305:5 
·'11344.S7 
13348.75 
13871.00 

)~1~14282.8 
15174.~ 

~~ 
18210.81 
16298.87

-108m;:"
"'i8"44iJi1 
°Zli3i;oe 
'262ii:~~ 
259i2:iia 
22534.96 

~ 
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805-230-2eOO. I 812~1 
IAverasie-Cil holding time Is 21.928047 for 612800.300000 MOU ........---..
----Hourly TotalS--­
Hour ~mberof calIS ~ calls Nol Ans. Ave. Call hold time (Min.) ICeS 1 
01).01 611 1 30.BUS6i 16l91;~ 
01..02 328 0 31.138861 10213.741 
02-08 

-'--- ­ .... --.... ~. ..., --..-.,,_. 0 
29.833682 5802.17191 

0M4 '13i' --~"-'.' ····•··..··0 27.476642 
...~~~~ 04-05 ..____H! 0 20.4302iG -­ '-"_. .-.-- ~::

188 0 
i-' 

21.48817 2285.01l--_._-­ .._......-­ -....'0
461 16.884563 3997.23' 

07·08 
... -_....-.__. .---_. 

15.678357 _6315.251834 0- ------­08-08 1027 0 17.893138 9062.89 
08-10 -----1207 18.415~5 

....--:::: 
1 11175.78 

10-11 1221 
__ A' ~""- .­.. 0 .­

19.742588 12809.94 
1'1:12 1220 3 20.823443 14522.66 
12·19 1188 

..-_.-...... _--_...""' ..­
0 18.243659 1-«07:1& 

13.14 '---1157 .... ·-··-··-·-.. ~-·-2 
19.5345~ 14144.38 

14-15 1218 1 20..290204 "1488i.02
15-18 _..--_.-r------....-­ - -.. 

0 -2ii~i8152 "15489.031259 
US·17 

._--_._----:= 
2 19.496501 16227.041487 

17·18 .--'--14!U -"2 ...-----­ 19.889386 16693.71 _....-- ....._.......... '.- ­ _.-.-_.._­ ---I .._.- •..•­ 20.0MJ78 16468.1818-1. 1391 
~~- ..­

1332 0 
-':':' 

J~~18-20 20._1~~ 
~1 1414 -----.... 1 25.882031 f8203.88- ........ 
121-22 .__.-- ._..-~~! 27.D100t~ 21133.762 
l22-2a 

... - -:...__._­
1421 3 28.002569 22453,31 

23-2" 1040 1 
_ ....... ~u ....····_ 

32.06508 215-48:1l~ 
- - ---­

~ 
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~5-2so.2600 __ I 8I23J87 . 
~Average call holding lime Is 23.825245 for 492740.416667 MOU .._.­
i----Hourl)' rotals--­
Hour Number of calls No. CaOs Not Ans. Ave. call bold time (Min.) 

~f-- 711 1 .•. 32.2-i0624- 384 -0r-'­ 30.663542. 
02-03 234 0 27.711823-­83-04 127 0 37.818766 
O4-OS - .,. ...... 

84 0 28.894843.. 
05-06 112 0 33.148512 
08-07 265 0 23.4049611 
07..Q8 !l35 0 20.098411 
O~II - 838 

_. 1 
20.14313808--10 .•.._ .......,....... .. _·_··.... ·1084 .--..-~---...•.•­.... ---".. _.-. 
21.0052431 

1()"11 1122 1 18.856714 
~~.............. 

1180 
..... _.._-.-"'-' 

0 .--20:183994"11-12
12:"'-­ ... ----1174 ~... -----_ .•.. _.._"'_. 

2 --iif.486ifii 
tl-J!_.... ­...___ 1056 0 . 21.06523 

. -- .. _.._~.I...-....­..--~~ 
14-15 1111 1 22.682318is.;i· .... -" .....~- ...... ''''''---1189 ......-........-"... 2 .... '" ... ­ ....~. 22252705 
18·11 1157 1 21.860429- ...... _­
17-18 1129 0 21.39628 
18-1B 1209 1 22.313992 
19-20 11. ", _._..__.--_. 24.751777 

,20-21 
, ...... 

1246 1 ...­ . -'2Sl88704 
:21·22 12-43 0 30.306463---, ...,-- ........_.. _-...... 

28.70700822-23 1251 
2So24 1~ "0 1--" ......_ .. 

28.86eooa -­

--_.. _. 

CCS 

.11E~ 
12103.15 

7289.82 
4247.....

--'-i554:8 
2321.91 
3112.14 
5250.72 
8521.52 

11S09.71! 
J!811~ 
..~!!!~3992. 

,"~!~1~1460D.8.; 
15823.Q.4 
15632. 

14788.1 
1~ 
14802.9 
1742519 
19698.97 

.21464.1 
19764.7 

00' 
<.0 '" 
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rt"~~!9Jkiliij'i3.1208471or!~~;~~~-:-~~ ... 
---Ii TotaJ&.­

......_..._-
HOllr Number of Calls No. Calls Not Ms. lAve. Call hold time (MIn.) CCS 
0.01 82.6 0 34.2A14941 15894.7-_._­

-. 378 -0 ---.--.,. 34.5111&4 -HSIH:52m::!----­~.~.--- --_.•...-. ··'-'-1 -_._- - ­ ~2i~3
~4~~207;;..,.__ ._-­ .--. 171 ......-. "--0­----.. -.-..;;;.~

21.11 3913.27 
----~.:::7 .' 0 31.884904 2*.21f-­ 104 

~ ~.- .... 90 ·-.. ····0 --18.971111 1'n4.78 
~.C)7 . __ ~ .­ 188 0 25.108165 2824.54 
1Q7-08 488 0 22.816639 4665.24 
~ ,>.--­

0 
. 
21.022197 69g3~3S-..................._­ .. __..... ~ ..... 

-ftUi290231(».10 1017 2 10220.~ 
10·11 

, 
"11'45 -------·····0 •• u ......._ 

18.82876S 12235.42 
11·12 ~ .... '-"­ 1209 

". .. ­
0 18.711806 '13329.84 

12·13 
....... ''''·'1 ...... , ....._­

19.558821 
....~--.~-=

1165 13781.58 
1~'14" "'-'--" 1231 

I.'. ................. 
0 

--. ' 

22.0651n 14492.82 
1 ... 15 

" ... _­
1154 

.. . ­ ..... 
21.98191'& ·1.f!~~~~316-18'" ..._­ --'''' --... ." -_._-­ ..... 

1164 1 21.54894 15184.91
1CJ..17'·· .. 1217 

.. ,. .......... -'" 23.174254 15754!~0 
7·18 -­ 1305 

.. 
11 _20.356118 1~~~ 

1a.19 
.­ 1274 12 21.S83053 18015;'" 

~20 1318 - 12 23.761287 174~.~ 
21 1738 '21 . 23.95i1599 20«0.51 

~.~~+ •. - • 1140 .~-- - 56 24.342872 24617.~._ ......... 
1447 ._-34 .• ",,- ..- -·---27:43179 23511Mit:: --'-. . ........ 1005 ...,.....~:~_ .... 18 .-.. _., 28.83471 19913.87 

Ir~ 

0 

CONFIOENTIAL PA<iet242 10118/1J 
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.8Q5.23().2600 8125197 
~Av.!I~ C~J~!!Q time f~.!~:~~~or 5342S3.~~7.:.,.;MO=U~_____-+
----Houny ,otals-•.­ i 

-__­I 

J 

I~our ~ --:---~ iNumbei ofCills No. Calls Not Ans-:-"Ave. Celt hOIeI time{Min:) ccs 
00-01 524 5 30.372108 14692.59 
01..o~ 261 0 30.9"142 8467.7 
02..03 117'""'--0 -­ 33.215841 . 5144.30
I03-G4 _ •._- ._-,._- 79 f---- ......._ .. ---'ol-~·---·····-22~68iii2 -',2823:64 
~5 102 4 22.0MI118 1716.43 
05..0& ___M_.' .­ 190 ..... 1 24.027016 2144.92 

19.~_._... _._____.. 427 2 ____16.6~!r .•.35~~:!
07-08 785 2 1e.249~ 6415.83 
IJS.08 '10S6 1 -"18.8'41272 -9888.911 
iJ8-10 - 1082 -~. 2 .. 19.431808 11504.12 
10-11 1197 .. _­ 2 17.835575 13018.08 
111.12 - 1224 1 19.197012 13893.98 
~2-13 1162 4 20.083333 18603.42 
11'a:1T . 12.66 .. 21.634683 15224.16 
14-16 ., __ ...........~ .•, ......... _.........._! ...... ___,_..!:98963! ,t~!43~~ 
15-16 2742 9 9.884208 13042.01 
~e.17 - 1585 . 6 - 18.548637 i8782:1~ 
~7::18--"---. . 1609 11 19.276984 18053.~ 
.18-18 ·1511 8 19.432861 181" 
19-20 1879 6 21.708577 1GIL_.. _ 
~9-21--:"'---"~'-- 1821 ""'-'-18 -:'---'---21.983588 23433Ae 
~r..22- 1837 713 ----2f.ffii7 t-2i789.8 
22..23 1815 83 ~:!1f!!! ~.070~~ 
21-24 1003 6 28.842406 22253.22 



') .) ') 


, 

...::l 
).J 
\ 

10-618-8165 I 81211971 
, 

~ ~vElraQe call hOrdlng tf~,~! 19.751034 roi382547.316661 Mq~L.__. 
--..I-foudy Total&--­

........ __. 

iour Number of calls NG. Calls Not Ans. Ave. Call hold time-(MinJ ICes 
~01 637 0 27.45e083 108~.• 
01·02 235 '_·0 iii I 

31.57078 7348.4t'I 
62-03 'i~f 

... '0 ~ 24.944095 "'42'43.51 
~O. 

.._-_. --­ 0 "24.908397 2529.5899 
04-DS --­ 78 -··.. 0 31.429915 1737 
os:oo 13i 

-----_.--: --.-... 
0 

, 
2~.Of1959 1732.92 

08-07 
...... .,.. .... 

384 
~-.--... 

18.&3924 2871.390 
107·08 .- .~:....",~__ 

.........­ --. 1 --­ 15.648075 5934.32775 ..........­ _._.. 
15.706025 95M.S8-01 1148 0.__. 

1286 
_.. ­

424 16.83809 11630.57:9-10 
~~j1 

-...-' ,1180 993 "---i8.iffij115 12181.88 

~':!~'_'. 
_...-­ _.-... 

1238 172 
-, 17:27982 J.=~~;ll2-13 1103 - -148 16.115008 

13-14 
..._, ...... 

1iii ·_-----·..245 --'·'-"-7:3"1709& 12188.1 
,....,5 -_...,.... -"_... _,, 

1213 
......... '.... ,

912 '16.412038 12002.15 
15-18 - ---'1078 ---"444 - 18.284918 1112~.9':! 
16-17 

~. ..... 1110 . '934 . '''li.826896 12073.47 
17·18 

.........-­
1187 .., -~1222 .' , 

11.958838 12.5~.~ 
18-19 -­ 1108 

__....·h 

751 19.815521 J~~:19-20 
... ,.. ... ,. .. __ w ..... _'*. 

851 300 
.." ..... -, 

21.368Sn 12095: 
20-21 

..... , ~ .... 
870 

... ...."'. 

1554 -~ -"-'-25.84112 1~~
21..22 - _..... 

27.509402842 3994 12505.84 
22-23 

....­..._.. ,.­ .~.. 
753 . . -:; _.._...... .. ..~:=;~ i~~ 

23-24 
--...... ' . 

759-_._---­

j ~ 

•I J\) 

OOHFtoeNT1A1. PAGI1H4 tl'lltM7: I 
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I 
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\ 

310.-518·9166 8122N1 
" AveraQe Call hOIdl.!!il.!~m!J!~!1~1.!or 377128.416687 MOU 
---Hourly TdalS--­
·Iour Number oJ Calls ING. Calls Nol AIls. lAva. Call hold time (Mm.) 

OCJ..01 536 91 27.12198401..02 --.. .. ..•._­
290 0 29.819253 

~--- .. -.,-. 
141 0 30.82127702-OS 

03-04 
_. 

101 
.....' 

'0 27.25482
04,::05' ---­ 98 0 21.87802 
05-08 

_._-... '~'-'i39 ,...-.-- -".... -----0 -·-··--·2.ii1'79137 

08-07 
..._-. ­ -.-.. "'--"345 ...._--_._--­

0 
_'III"" 

18.128183 
01·08 -725 0 15.-921287 
08-00 

......_ ........... <­ _._ ..".-.- ......,..,
994­

........__._, ··----0 
17.461905 ...._­ .............­ ~ .. --.-.. 

1219 22­ 16.000424(19..10 
10-11 

....-_.. 
1202 ---209 11.025091H=12..·---· ._­ - _J; ------""276 '-17.018~ 

12-13 
1--,-----.., . 

1 . 8 18.831923 
13-14 - -"1148 42 .'--- ­ 18.0076"72 
~~15 1075 278 18J~74822_N_' ........... 

---'071 ----- 715 19.&3467215-18 
16-17 1080 _··..·_-····'1221 r---·-···------- ­18.487346 
17-18 

..... _.. _............. . -_.. _. ­ ,'-480 ----·....-17:3323591180 
18-1.9 "-'" ".......... 

1057 .• 289 ...·-----·20.388168 
19-20 830," 5 22.868493 
20-21 850 2 24.998608 
21·22 -­ 52 ..­ 24.439025n6 
22..2a 8(19 628 27.444728
5-2i-"'" -- ­ 898 

....... 
121 _31.811755 

[\:cs 
11547.12 
. 7170.12 

4378.42 
-29972~ 

1867.91 
1894.~ 
2754.S 
5745.M 
8348.31 

10901.4 
11759.4 
12256.52 
11860.19 

,'2014:62 
11730.85 
12460.7 
'12142.3 

12119.1 
11991]j4 
10971.31 
11445~--11858 
12515.35 
12471.86 

\~ 
I. <XWFID!MTlAL PAOE!124G 1111..1 
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I 

-J 
'Jl 

\. 

310-578-9185 I J 1123187 
III AV8I801 call holding Umo Is 23.012021 for 3100fJ3.083~~~~_ 
--Houl1y TOlaIs--­

Hour NlImber of calls ~. Calls Not Ans, A.vo. Call hold lime (Min.) 
,00-01 ~! 85 31.145194 

~:~- 323 0 28.044324 
·03 182 0 29.812637 

0$.04 
-..,,~ -

0 26.9103 
~. 

..­ .. __..­ -
93 0 26.21&269 

[05-06 100 0 -23-:iZi' 
~07 ..:.... 176 0 22.798485.,= --..._.----­
~-OS 317 0 20.234262 
~8-09 526 -­ 0 11.588435 
D8~10 704 0 21~742681 
10..11 - -­ 1&1 - 0 20.~ 
~---..­.. 

170 1 21.20804811-12 
12-13 718 0 21.232891 
13-1... 

.... ,~..--.. - •.. 
70S 20.6739410

14-15 ...- .•..-. 733 0 20:162879 
15-18 '187 -"-0 . --'-2(fm4i 
1&-11 830 0 ,____,..~.!!!!t~ 
17*18 776 - . 6 21.309113 
18-11 791 .. -·"-'1~..-.~-- ----~..........._-­

19.03838 
19-20 812 .. 23.829216 
20-21 103 -·----..·'-1_....._- ····--27]01095 
121-22 -.m. "''----''--1---_._._--:-==

25.901275 
122-23 

1--'._"--­ -'--'----·28.8574759 166._.•.._--­23-2. 629 26 25.966723 

CCS 
11~~ 

r-_!~09~~ 
5589.87 
3501.8 

-2308.63 
H:71.6S 
2049.07 
3881.97 
5282.84 
l1Q7.28 
855S.2-4: ,as7S) 
9048. 

-fiiiilD6 
"-'--".1'';91fj1.8~ 
10175.8~ 
10424A.. _-':: 
9788.87 

• 8585.35 
" ..•,,-:.~ 

_... I72;J.! 
1121U 

"12121.71 
"11"816.27 

it 
\ 
\ 

COHFIOIIN'rIAL PAOE .2.1&8 10/19197 



') ') )
", 

310-&78·8165 ,:~~ el24Jgf ---.­~ijQ;'cs'if-riO~~ i~18~.J2069g tor 32'4937.I~! ~OU ,._.~-:.,,~ ....'::'--­-Hoorfy TotaJ&--­
Hour INllnber of Calls No. calls Not AfIS. lAve. Cull hold time (Min.) CCS 
go.G1 439 12 3O.2120S5 .,~!1..64 
01-02 2S1 12 22.531189 ~!8.55 
I~~ 182 

,.--.....~ ~----O . 
28.985348 .4439 

~3.~._....___.. 114 ----0 :--­
34.428316 3267.63 

1M-05 82 0 30.213884~ia7.1e 
05-06 fR 0 21.0641152 1595.12 
[08-01 -­ ....'._-­

132 24.028515 1548.580 
87·08 --301 ~.- 0 20.473311 .2884.4308-0i--·_.... _.. _­ -,.-..-_.. 

..58 0 21.051055 4971.34. 
. _.J,9.411854 Og..10 584 0 8105.85 

10:11 _.--'" "'-'7Z1 0 18.82006 78M.01 

~-
..·_··"·..·787 3 22.127819 9091.7 

12-13 805 3 21.593085 10242.01] 
3--14 - '-21:124475 10034.311784 0 
4-15 819 -.-~ 0 24.384392 10359.061 

15-18 B04 0 
---_... 

, 23.198994 10842.72 
r:-,----~,--... ~ -....... ..... ."'..."'-­ ..~ ---­ 23.084887 1140't~1i18·17 . ___.. _ aee 8 
~7:ri-' 885 40 20.4.88 . 115if.111 

~JL----- 818 
.-----.,. 5 

22.088218 ,-~1335.98- ···..········_·161 ....... 23:80319818-20 .... 878 1191~ _.._--­
~-21 940 1001 20.316135 12168_16 
21-22 

.'_. -",---_....­....­ ...­ ''''-2760 ..-,-~-- ---24.824e81 11910.03811 
22·23 

_._-- 822 -­ 2815 25.021768" '-11938.53 
~,,-24 728 --528 1-'­

21.864008 -1'1$1f.301 
~-~~ 

-J 
~ 
\ 

II 
( 

lti 
\ 
! (X)tfPlDSNT.AI. PAG&1urr tl'tIlIST 

http:X)tfPlDSNT.AI


"-) ")) 

\ 

~ 
-.J 
\ 

310.57a..Q18§ .1,-_. ~~.__ 
tAy~rage OBI boIdlng time is 17.1.t7270 for 312438.~~U
·_·_·-Hourlr 10181.--­
tour Numbor of Calls No. CaPs No! Ails. Ave. CaY hold time (Uin.) 

~ -­ +11 1 3OM~.!1 
293 

.-­
0 25.794767 

-,.~.- -P2-03 162 0 36.900132 
~ 

........_. 
12. 

.-...­
0 25.715457 

04-0! 71 0 
-~.--- ....­

28.343662 

~-~.~ .•~. 117 0 
..­

23.816239--_.. - 'i2ii w._ 
0 20.831809 

~:: .. 
'--~"721" 1 ·--1"i.i2f"235 

1070 -1 15.143832. 
1)9..10 

-,.......... ..­
15.8188821222 153--_ ..... ---_.' ....­

10·11 1254 1120 16.~U5!.16 
11·12 1210. 

.... - ...... 
1155 16.258678 

~.-- --,~ --. 
18.143914~.......--­ 1142 464 

1106 
.. 

507 17.99638813·14 
14:16 , -2003 887 

_. 
7.60882... 

15-18 2663 495 8.825391 
18-17 "-~ 1150 2553 16.879014 
,17..18 -. 

1132 2229 - 17.428767 
:18-18 1100 '-1428 

...._. 
19.206939 

19-20 
.. '. 1487 20.45091210C50 

20-21 -"-"882 S057 ---2ii52a21 
~ .... ,,-.,-... 

21-22 801 6784 24.177832 
22-23 - iii -~ 24.649033 
23.24 .. ----a 2097 24.865211 

._.-......_­
t~CS 

10005.82 
6881.78 
4929.43 
2818.24 
1633.14 
1503.01' 
2973.35 
5786.76 

9210 
11358.11 
12187.4G 
11935.911 
12087.8~ 
12085.271 
11813.2~i 
10881.85 
T2254.37 
11~~.J?i 
1.!~!:..~ 
11972.31 
12227~ 
1227~ 
12025.~~ 

-12284:5i 

\ ~ 
\ en 
I 
I 

\ CONFWIiNTIAL PAGe 1J·aa 10111181 
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APPOlldiK 0 Piua Hut StCltistics 

\ 
-:J 
~ 

310-577-8891 &'21197 
• Average Call flo.Idinll time Is 2.052104 for 211.3eae&7 MOO 
r---Hourty Totals---­
Hour Number of Calls No. Calls Not Ans. 
0CJ..01 2' 0 
01.02 0 0 
~!.o3 __ _.­ 0 0 
~3-04 ........_ ......... _. 0 0_.. --:= --....~.~ ..... 

0.,4.05 0 
~5~~__.____..____ 0 0 
8.07 . --"--"0 '''''-'''-'' "--'0 

..--.. _-- ............. _.......-­

07-08 Q 0 
Ga-ou 0 0 

n~~·- ......---~- 3 0 
- 3 

. . 
011·12 ,....---....... ' ..... .',­ '" - --#-"-2 ~ ..__ .. -. 
0 

12·13 - e 01f.'i4· " ............ ---­ " 7 0i4-.... ..... .. ........_.... 
1 ·16 

......__.. 4 
0 

1&:18 6 0 
18·17 -­ -05
17-1S'" ..·------­ .. ···~·--e· ._­ 0 

18.10 12 (; 
19·20 -._­ . 18 0120=21"" '..­ .. -~ ......--­ ----12·· 0-121-22 7 0 

~------"--
'6 ,._..­....._-_.... 

0 
-~ -0 

--.-~~ ~. -­ --..-.­

-
Ave. Cab hold limo (Min.) ICeS 

.1.141667 1·~I 
0 0 
0 0- 0 0 
0 0; 
D 0:

1--'--' 
0 0 
0 ~ 
0 0 ........... --'-1:838889 1.58 

. '-•.0483333 --4A 
1.225 1.47--_..._._-._._. -~ 
~2.3 

._-""1:816187 9.4 
1.260681 2.49

.•­ .....­ ..---­'1.2444« 6.03!--.... -.--_...... 
0.75 2.25 

···~---·2:m718 7.85 
-----..---2AiIT11 18.25 

--.--~.•- 2.500928 23.89 
- 2.443058 2G.11--..__.. ~ ..•. 1:592857 'e~69 

2.158333 9.93---_..­
2.083333 S 

( 

! ~ 
I ~ 

I CONFIOIttTIAL PAllen·'. 111.'1'lIr 
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1310-571-0697 81221971 _ _._.." ._._'_ 
!~v~ Call holding ltma fa 1.631703 for 301.. ~~~~3 M0'L,~__.,._ __ _._ 
--Hourly TotaJs..­

) 
-:J 
~ 
I 


Hour 
OO.Qt 
01.rJ2 
----.- .---... "" 
02..03
CJ3..04 

104-05
[05-06 
06-07 


~D8'- ...--_.­
..!:9.9 	 '" 

!Number of Cels No. cats Not Arts. IA'VI. Cal hold time (Min.' ecs 
1 

1 


-I-' 
1 


--_..- ._- 0 

0 .,. __ .,-,--0 
-_..•_." 0 

0 
0 
0
0 

0' 	0 
0 

~ . -= '" __... 0 

, .., ... __ 

09-10 0'-"---------.. ". ,.. . ..•....•
10-11 1 

11-12 13 

12-13 .•..... - 4 

1$14 	 _ .......... - 9 

1".i."is-	 8111 	 .....
.!-j~, ..'..... 6 

10-17 11 

~-.--..- ..-.-......, ·····"---13 

, , 

19·18 	 16 

'19-20 -- -'-- -.- .... ----24' ­
~O·21 "'" "-' 2e 
21-22 	 16 

22..23 ....... _.. 8 


0 


23-24·---·---____-----·8 --­

~ 

\0> 

... _ ..__ .. _. ' ~. 
0 
0 
0 -•. _. 1.980769 15.34 

0 
0 
0 

.•. "... .... 	 0 
0 
0 

." ...... ---0' 
....'............ --._. I) 


0 
-".'--0 

.- 0 
..'~·_·..·'-·--·"·o -, ­

0.oeee67 OjJ4 
- '0.1 0.06 

----.--.. ~~.=.=.t
O.1eee87 	 0.1

0 0 

0 0 -- 0 0 
0 0 

---.. - -.-~ .._.f 
.... ____._~~--. 

O· 0-1---._..
1.083333 0.65 

....'_ ... --- 2.370833 5.8 
-- 2.025926 10.941 
------ 1.079187 5.18---.'",-- "-e:Qii

1.688889 6.0 
2.114242 14.3! 

--2:36Te49'18.3~ 
1.8375 -i1A~ 

.. --.---'1:7'1e867 25.Of 
f:em044 28.3~ 
{757292 f8.Bf 

----"2]10417 9.a! 
~J83333 "8:58 

CONl'IDENTIAL PAGEila..o 	 lOfltJI7 



-) .)) 

, 

-:::/J 
C) 


L 


1~·1~'17·8891 6/23/97 

~~~~~=!~~fS2'~~r-.$28.~5OOO!J_M....OU'-lI~_____-i-~ 

fkiJr . Number of CaUs 'NO: crtJl$~1 Ans. A~e~Cal hcildllme (Min.r ICes 
100.01 .. 0 2.6125 0.27- '~-'-"---"-':' ­ ....----...~.--- . :~ . ­
101.02 . 2 0 2.091667 2.51.•.__... "-'---.-.-- .._..-- ...._._...... . ,._._ ........ -­ .......-~--.-~;-
02·03 1 0 0.05 0.03---'-"---1--' --1--._-_.--_ ......... -.........--......_... ,
03-04 0 0 0 0• .. .--..----- ­ r-~.-.-~-.-.. .
'04-05 0 0 0 0 
05-06 0 0 0 01-.--­ _ _ __ .. 
08-07 0 0 0 0
07.oe .­ 0 . -0 ._ .. ---" -·"0 -"0 
08-09 • 0" 0 ·0 0 
09-10 1 0 0.066667 '0]2
10..11 •..•..­ 2 • 0 2.316867 f2.18 
H~12-' '. ·__..··_··..__ ······_··_--·_···4 '"." ....... '0' 3.991887 9.58 
12·13 ----. 's ­ 0 1.1333sa 2.04 _..............._.._­ .-.~.-~.... ---.~ -
13-14 14 o· 3.52381 29.6 .. ~I--••-..- ...... - ....... ­ ... - .---­
14-15 8 0 L9125 9.18 
'-1'5=10' 3 . 0 . 1.083333 1:'95
18=17" .. --." .... "".'. • .. ····••··..11 -.------_. 0 . 1.837879 1[8 
tft:f~r ·..·--,9 _ ........... _····_·0· 1.330702 15.2 

18-19 12 0 1.4'8889 10.~ 
19·20 -'-io ----....­ 0 1.988333 22.1.J 

~~1 17:··.. 0 2.~~2941~3~d 
t21 .22 26 1 2.235256 34.91 
122~23 ~··i -­ 0 2.323333 'e']f11- r------.--.- ­
123-24 S 0 2.11 6.5. 

~ co 
101fJ191CONFiDeNTIAL PAOE $3... ' 
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31~577~eee7 8124197 
&~r~!l~lng time is 2.107598 for 286.633333 MOO 
---Hour Totafs--­

.....- .. ~.-,.-.--
Hour i!'!Jm~rof Calfs No. Calls Not Ans. IAV8.~ hold time (MIn.) 

~:9.L._ 7 0 1.683333 
01-02 3 0 2.977178 
~~f"--' 

---.__. 
0 0 0--­ ·'-_·'0,...__... -......­ ....

03-04 0 0 
04~6- ._... - 0 0005:08-'."'" ~ 

-­0 0 
~.......--. _.......... "'­

08-07 0 0 0 
07-08 ..­ 0 

.._..... ". .... - 00 
01-09 '1--­ 0 0 0
08:1'0'-­ 0 

,. ..............._-­
0 

-_.._- .. , .._....'0 

10-11 
._._._--:.. --0 ~-

2.126 
~12-'" _ 0 0 --0 

12-13 3 0 2.555558.-..
13-14 1 0 0.286681......... 
14-15 9 0 UI64815 
15-UI 

-_.... 
0 -_. - 2.494«49 

1&:17 - ..-..• .­ .. ......... -...... ~ .... _..,-----..
16 0 1.82187517-18'--'­ .., 11 

...... . ......__._-. 0 
r-----_.­ 2.043939 

18-19 
--- .•.._.._._­ -

12 -­ '0 2.1569441:---=· 14 
---_....._._--'::' _ ....__.__.__.---,.-=­

0 1.92819 ........... ,. 
13 

-_... '. .' -"-"'.-0 --.' •••- ­ "",,::::::-:-7 
_. 1.839744 

21--22 15 o· 2.187n8
22-23····­ 12 

..,--..~..' ...-­
2.358044I) 

23--24 .=1 '0 --­ 2.942857---_.......•._­ ._ .. 
.~.....-.. -.-~ .... ~-- ....-­

.. 

CCS 
7.07 
6:30 

'0 
0

-0 
a 
O!

'1 
(J 

5.05 
0.0 
4.e 

0.16 
-"10 
Jl~ 
1SUJ.4 

-13.49 
15.53 
-14.26 
'16.27 
19.78 
16.35 
7.13 

01 o 
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1 
:)() 

\0, 

r~ 

:::~:;~~{ifhOidinillimefsl.42f91Jor 220.40OC:~~ 
.'--" .---..~ 

----Hourly Totafs---­
Hour I-ilimber or Calls ~. Calls Not Ans. Ave. CaQ !lokI time (Min.j CCS 
00-01 1 0 0.45 6.12 
01·02 - •...•..••_ ..- .. ' ....(J ---. 

0 0 0 
~-O3 0 

.. 
0 00 

~ 
. ------···0 - ... 

0 0 0.•.. _.­ .. 0 
0 0 '0~O5 

~.--.---.-- 0 '. 0 
--.........-0 _. "0 

• "''''''''-'''0 _ .. -- ­ 0 
0 dQ7~-'''' Q 0 0 0 

08-09 . 0 
_.... -0­ ._.........._-,,_.__.­ ~O --0 

09-10 1 0 0.433333 0.26 
1()..11 

---;:­ _._......_--_ .... . "--" - .. '16.068667 
".18.0~2 0 

~ ....---.---...-.­ .' "---"'-1------.--'0 -..-._._._-' ....18333311·12 2.51 
12-13 8 0 3.122222 7.ga13-14 --_.._-- .....,_.... ......__..........-:;.: _.. _---­

0 2.694444 8.133 
i....1'5· 9 0 2.125926 11.4-_. 
1~16 4 1.6126 3.8~0 
16-11 

,-,-­ ···--~·······..... 8 ~..._- ­ ..'.-- :: .----..... ~ ---2.7125 ~:..:~0 13. 
17-18 '7'" . 's •..•-.-.--_...­ ... jj .--.. ··_..··•.. ··-1.345833 ·6,~ 
18·19 l~ 0 1.816867 13.3~ 
1&·20 .­ 1.1 0 2.60303 16.91 

~il"-- 7 0 1.886867. 8.11 
11 

--_. ...._-.- ...,--::: f-,,_._­
0 2.31~~ 15.21 

~!.- ._._._-_.. 3 0 1.355556 2.44---_ ..._---_.-. '0 - ­ ........ ,. ..­
1.829187 4.39·24 .. 
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310-458-3304 8121197 
!iAverage-Csil hckMng 11me is 2.036395 for 99.183333 Moll 
I---Hourly_Tolals--­ .. ­
1i00.lr Number of Calls No. Cd'js Not. AnI). 
00..01 1 0 
01·02 0 1-­ -02-03 0 0.-. 
03-04 0 0 

~j;... -~-----.--- - 0 0 ._. -··-·--·--~O fo--_.•­ .• " ........... _-.- ­
0 

06-07 0 0 
07.08 0 ~·-·O .. 
~..Q9 0 1 
09·10 3 0 
10-11 3 0' 
11-12 3 0-12-13 3 0 
13·14 - _.._. 

2 . 0 
ii::iS-' 3 

1--.__._._.- •... -0 
16-18 "2 0 
18·11 3 1"if.i8~'--'.--.~.-- .. 4r----.-- ­ 0---"'---.",,_.,.._­
18-18 - 8 ---0 

~~.--.--.. ­ ....­ 2 - 0 
I----~.... ­ ".... _._.­ --·------0 

~-.... --.-......"­ 4 
21-22 . . 4 0 

~lt~·-····---"-'­ 1 '0 
.---"". 3 ,_ .. 0 

A1I8. Cau hold time (Min.j CCS 

2.683333 1.61 
0 0 
0 0 
0 0 
0 0 .. - ... 
0 0 
0 0 

r-••---'~"---'--
0 0

. "0 "--'-0 
0.305556 0.55 
'O.530i89 "-m 
3.533333 8.0f$ 
1.383333 2.79. 
0.733333 0.88 .,.__.. "-'3.244444 .­ ....~ 

fUM . ·----'3:725 4.•7 
- ­ 3.586C161 8.42 

1.141867 "2':74"1----_--___..__
1--,..•.• .., 

1.839583 8.831 
" 1.481667 1.79,...-----...._ .. 

0.918687 2.2 
1.183333 .. ,f~"-lI:633ij3 5.18 
2.922222" -5:20 
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310-456-3304 .-~"..• l.-.. t. 8122197 
~~!.~! ~O.~lflu.~!me Is.1.3~!! ~~!.~!.,?~r ~Q!! 

-
... _.-_.. __...... _.. 

-·--·Hourly rotalS--" 
Hour Number of calls No. Calls Not Ans. Ave. Cal hold lime (MilL) CCS 
00-01 1 0 0.333333 0.2 
6i;02 ·~-·o 0 0 0-­02-03 

.....­ ..-....~ ._. 0 '''-'''--'-' 
00 0 

-~-"-"-"6 .. --.~-.-
03-04 0 0 0 
~4..05 .....~~.. 0 0 0 -0 
~.--.. _... --_. 

0 
-_ .........,;:- !-.._---. 

0 00mt . 
0 

.._-_.. __. 

~I0 0._­ ....." .... -;_ .. --0 
1-08 0 0.. __. ........ _._. 

0....09 1 2 0.2 0.12 
01-10 

.._._r. .,......... _..·.... --·-0.9866671 0 0.5 
10-11 2 ·· .. ···0 -'-"'~---- 1.35 1.62 
1 
11-12 

~_.'.4" . 
.. 0.8833332 (J 1.06.__.' -----::, --­ _..-.-... _-­

:12-13 4 0 1.383333 ~~ 
13-14 2 

._. --'---0 
1.816667 '1.94 

i14015 
--. 3.114 0 1.320833 _......_,,-_ ....... 

t ----0 -.15-18 3.05 1.65 
1(J-11 4 

... _ 't-

O 1.295833' . 329 
17·18 

-.,.., & . f466667' "'l~2 018-19 _ ..__.•.•.. .. _..._......_""' .­ 0 1.783333 4.28 
19-20 

. "--'-'...ij .. 1.066661 1.282
20:21' _._. '. -.~::.~ """. 7 j 1.480952 6.22 

2''''''-'1 
....._....­

121-22 1.308333 1.57 
22·2.3 

-_...........-._.._.
2 0 1.55 1.8623-24 -_..... _' ..... -­ o__... r·"'_· 0.616667' .,.9.742 

r (J'1

Iw 
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1310-458·3304 I 8123197 . 

!.~y!t!Se Call hOlding lime Is 2.500~. for 70.00'0000 ~9u 
--" . 

'---" r----Hour1y T«8I.··_·" 

~-- INumber of Calls No. Calls Not Ails. lAve. Can hold timejMln.) CCS 

~~-.-- ~ _.-­ 0 1.95 1.1I 
01002 0 0 0 0 
02-03 

.. -f----. 
0 

_........... 
0 00

03-04' ..... •. w 

D -"'0 0 0 
cu.05 

.. ,,. .. ......... 
0 
.­ '-00 0 

08-08 
_. ... _.,- ­

0 0 0 0 
08-07 

...... - - .,...... 
0 a 0 0.. ..­ -" 

07·08 0 0 0 0 
08:Oi 0 

.­ ,... ...,,, 
0 o 0 ...'. .­ .,.-­ 0'0CJ8.10 0 1 

1c)"U 
_.. 

"0 -' 00 0-_. . -",.­ _. 
11·12 1 0 7.583333 3.18.' ..... 
12-13 2 0 2.21ee87 4.03 
13--14 

-' ..... 1.61_71 0 Q.97 
14·1& 

-,.., ­ -~ 

1 0 4.015 2A3 
15-10 

........... 
O·0 0 0 

10.17 2 O· ~1~883333 2.28 
11·18 

. -_.•.. 
1 0 O.61e887 0.37 

~.~. 
.. -­ 1.660411 7.9718 0-19..2Q 4 0 1.85 4.44

20-21-'---' 1 ..~-----.-~ ___ ,e •• " '_."':::::- .-j-._­
0 . 3.275 7.88 

~~-
- 2 ·----3.768333 4.510-_.' ....._­ -.~. ...... 

0 .;22·23 . 0 0 
i23-24 . 

.'. _....... _J'--­ -.... ..J.68i3ii :~.2".61.. -­ ~~---.-~ 

0 _._.­ - ---­

/ 
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CJl 
(J'1 

~6:6-~.._.__ 6124/97 ..­ _..... _­
~Average CaU hDldlng time Is 1.747222 for 62.416667 MOU-.__...... "'-iir' .-­ ..----­
----HDur Total.--­
-four Number ot calls INO, calls Not Aps Ave. Call hold lima (Min.) CCS· 

~r1 .. ­.._-. 0 0 0 -~.. '-'---00 0 () 

~~.--.. ~= .~.~.~=..:..­.. 0 - 0 0 0 ..-.... -~ '0~ 0 0 0 
~.()5 0 

_.... __.. ... '·0 
0 0........._­ - ...~ -'''-0()S.()8 0 0 0 

~07 ....... . ~ .......~- ·0 . ......... "'---'0 -
0 0

'·"0 ----.-----­ ...... ......_..... ---.•
~'!::9_~._, 0 0 0-----_... --._.__ ..,--­
~~ 0 0 0 0... 

0 00 0- ---1 ·--O~f333j3 .-- O~110-11 0 
~....-. ....,. 
11·12 0 0 0 (l 
12·13--­ -"-- ....... 

8 0 1.~12S B.7•.. _-_..... __. ..•. __.. 
13·14 1 0 6.666667 ..
14-15-----­ 1 

...-._. '--"---0 .-­
0.15 ··o.~15_16--'·-'·"-'-;-" . ....... -_......... 

3 1.55 2.79'0 
18·17 1 

._--_.._-,:. ........ -'''-'''-''T033333 ----0.620 
17=18 -----.

0 0 0 0 
18:19 --­ 3 0 1.655558 2.98 
19-20 

.__.... "'-"-~"r 
11 

.._---::::-= -1.123.53!~~~~..... 
'10.11h·.. ·· ..·­ 10 41 1.618333 

·22 '0 r--'. 0 O-~ 

~-23 0 0 0 0 
~.- .. -.---. 

1 o . 0.45 0.27 ... .'.. -----'­ . 
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3tQ..456-3304 8I2SJ87 
..Average Oell hofdlng "me fa 2.263838 for 119.083333 MOO 
~--HoudyTotaI&--­

--..... #'.-~- ...,- .. , 

-loll" Nllmber of QallS ~Q. Colis Nul Ans. Ave. Call hold time {Mini 
00-01 0 0 0 
()1-02 ,.------_. 0 0 ~· .... -·-... ·'...-·-O 

, -­ -,. ­
02-03 0 0 0 
~3.Q4-·· .........­ ... ------...._--•..,-_._,--,

0 0 Q 

~~-.---~-.. ­ 0 0 
--_. 0 

-* 0 0 0 
~:O7 -­ 0 -----..·..··0 ,-.-•.-.--.-.-~.. G 
07.oa---· -_.. 1---·_'-,......··-0 _.•w"... 0 .. 0 

08-09 .___..... ' - 0 0 ---'0 
'... -­ . . ...,,---= --'-·'----0 ' -.------~. 41 

~~~ ..... ft ... 

0 
10-11 3 0 - ------ ­ .. --. 2.811111 
11..12 "'"" 

_ ..... ".._..... _.. 2 
O'~2~ 

12·13 5 0 3.7~ee71'a:"{4'-'" ._-. 5 
0,_••• "'~'- 0 

2.96
14..15----··--·· ...... ,.. ... :;''( ._._. 0 1.1875
15-16 .•._ ­ 2 0 ·-----1.341~e7 

18-11 ." 3 0 1.944444if.18.-.__ .w" ,,,, 

e 0 
-~--...-~ 

2.327118 
18.19 6 ·0 .. '-3.102778 
11·20 Wi "-"'-'-"-'- 0 1.47819 
20:21 -'-:' -_... -­ . 

0 1.4944443 
21·2f" " -­ 4 0 2.791801 

I~~:~i':=----- 0 
.. ----,:. ~~..*,....w .... _ ..·._.. '---'0 

0 
-'-_."''""71----"' ­ - .-.. --.-- ­ .-~:•.-:--_...__.-: 0.4 

~--- ........--.............-. ­
, 1 (J 

-- ­
CC$ 

0 
0, 
0- ­ 0 
0 
0 
6 

r-_Q 
....,-:~ 
5.~ 
i~ 

'1'1".204 
8~--. 
4~ 
1.61' 
3:!! 

8:38 
~11.11 

6.2 
~!.~! 
6.7 
~ 

,0.24 

~
r 


I 
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310~0080 8/21/97 
~Average ciiii'iioiding time is 11B.~P. for 86.1 fii66i'MOU ....-.-"............ ~ •.-­
",--··HOll"Y Totals-·-·­
·iour Number of Calls Nu. C'llIs NOI Aos. Ave. Call hold limB {Min., (~CS 

Q().Q1 -_._--­ --­ 0 0 o 18~83 
P1..02 0 

.. ---­ '-'"-''' ---0 
0 D 

P2-03 -0 . .. _'0­
1 

..- .. ...-.~ '-' ­0 D 
~~........._­

0 0 
--_......_.. 

0 -..~ --_.-. '-"0 --"'iI~.05 ....____ 0 0.. .................. 
~..()8 0 0 0 (I 
0i~07 0 .. _--." "'--6 0 

.w> --0 
ON)8 

...~-~ . "-- ­ 1 0 .. ····-"1.769667 1.06 
~:-.- .. --­ '0 .-..... --_... 0 . -.­ 0 0
09-10­

.._--".'''. _. -_..-_._-----:­ _ ....-....... ... 2.4'45633 "'3":'3]1 
~.- .. ­ -4 f'o-----.',., -_.._--. ­ ...---.. ..' ........__...,-= '--a]ii10·11 0 1.5 
.;-,---. ­--­ -3' 0 2.433333 4.3811·12 
12-1! 

.- •..•.- 2 ,. ..--.~- ..-­
0.84-~ 0.7 

13=14­ 1 0 _ .........-. 2.466887 
1.4814:i5'--- .._.__.--­ ... -_..-.._­ ·..··-_······,_·-0 ---~---~25 2.253 

----.--~--- ---'----""~ .'.......-.- ..... ­ 0 . '''':f 483333' "'r4915·18 . 1 
~---..---.­ 1 

'-'~""--'. 0 '----'--0:816881 0.371e.17
r:-:;'-"- .. '--" .....­ '$ ..-----..... 0 0.596867 1.1917·18 
18-19 "'1 ~. 2.4388~! ·· .. ·4~3~. 0 
19-20 .'--'.­ 2 2 2.45 -2:9~ _ ..- ...­ .....­... 

. 12 ---- o 1.1125 8.01120.21 
21..22 - -_._---_.­ ~!~2 o 1.291687 1. 
122-23 

M_ .-, ._, ..... ,. 
4 

.._..­
~ --.---~~::~~~i:l~ ~J~i2J..24 ..·._..r ." . 2 - .......-."".......__.. _, * •• ,.. ..,.....,.. 

01 
-...J 
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\ 
\)() 
-1) 
\ 

31()..82S·00BO I 8122197 '-'­tAv!f9! Call ~!~~e Is 1.235345 for 71.~~.~~.MOU ,." . -----HQurty Total8-"­
~"our Number of cons No. Calls Not Ans. Ave. CaR hOId'llme (Min.) CCS 
~"()1 1 0 0.15 o.O~ 
Pt-02 

........... 
0 

.~ ... 
0 

-" ..... ....­
0 (J 

~:-OO 
_._.. .. -­ --C]0 0 0 

--.~ .. ~.• -,~ .­.. 
"0 '-0~::; 0 0 .... ...­

0 
.. ,...... 

0 
....._... 

0 0 

~~ 
--_ .. __..­

"0 "'---"---0 ....._...­
0 'u 

8-07 0 0 - 0 '0 

~~ 
.­ -_... ." 

0 0:35 '0.211 
-00 

_., -_.... 
2 0 

_..' 

·'-"0.125 0.15 
!!8-!O ---.­

1 0 -0.383333 0.23. ....- .. 
0.1510-11 2 0 0.125 

1·12 
......_­ - 2.116667 1271 0 

12-13 - '''-'... -.. 0.75 0.92 0 
13-14 .-. ..., -- .. -~~. - 1.788867 0.32. . 1 0 
~- .... ---3 ... '-"'-----iJ ...... --_oO -. 1.85 4:0714-1515-16 _...-._.-.. ···----5.1---­ .'-.'.".----0' ...-­ ..---T.183333 6.34 
16-17 -." 1 _..... 0 

3.73$3~ J~~ 
17·18 -0 _....__._..::; ··"------00 0 
18·18 . -­

S --0 ----O.8261se7 2.48 
18-20 

. 
11 "'-­ ... -"1.237879 8.17 

0-21 
._." 

10 
.. , ". 

1 
'" 

1.04833; --6.29 

121..22 '.­ - 0.855588 
,,---,~

3 1 1.64 
122-23 

_._ ....... .'''--''­ 1 '1.881111' ~3 
123-2. 

,~ ..."'.... ", .~ 

0_, _.~=_ ,1.80833.!J.51 16· _ ..... _ ........... _._._--1-.. 

(' 

I (J1 
Q) 
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310.823-0080 --t.. _.__8J.!3I1H 
~.~v8rage Call ho(dlns lime is 1.381~~~ for 68.300000 MOU .. ,".""
---HourlyTDtals---
·fOur Number of Calb.i No. Calls Not Ans. Ave. Call hold lime (Ukl ) 
po·01 , 5 0 1.283333 

'-"'~'-- .- -- .... 'H ..... _ 

~t-02 0 0 0 
~. - 0 

.." ...... , ... 
1 

.. ........ 
..03 0 

Os..o4 
---- _. .... .... .. 

0 0 QIt- o .. - - ..-......... ~ '..... ""'-

0 0 0 
5-00- ~ 0 

... .- ···..···--00 
08-07 

.. -- .. --. 
0

·0 

0 

0 
0 - . 0

07-08---' ......._. ·'0
_........__. 

08-09 
.........,. .. " ... -........ 

1 0 4.233333 
• "0' ...... --0 ", ... 

Qjijijij6j~·10 1 
~i :=._. .....-.-... 

..... __. .. 0.88751
·"'''---0 ---011-12 . 0 

~~:~3 5 ~-- -:._0.8233330 .....-
13·14 2._-

C] 
0 0.8." -...... 

1....15 6 0 0.988889+.::- ••- '" ..... _..,.. --- ----015-18 0 0 
10:17- ._...... _..... 1 

0---= 2.433333 
17-18 . 

_._. "- 2 ,... 1.~~33330 
18-19-"--- 8 --~O -------_ ..---_ ... -.--- .. ____.~.37916?18-20' .. __. '---, ··--·-----0 0.846661
21'--'-'--"'-0-21 "'--. •. 

-8:62 

- 3 
_. __.... ii -_... ~.- .... --~. 

2.727776
3 --"---'0 --...-.... _.. _.. _----_.

21·22 3.112222 
~-23 -_....... -~ ··-----01--"---'---'--" ... _.____1 1.seeee7 
2~2"---- _.-... "'-'-' .__.~-=-==1:2~_1 0 

.. 

CCS 
3.85 

'.

01 

.lin 

OJ 
0 
~ 

_. "{~
~I 

~~51 I0)-!.--= 

-iii 
-~ 
~ 

1.-46 
1.96 

'1':94 
4:91 

1.1 
·(t1~ 

. ':oJ 

" 
~. 

, 
..j) 

o 

01 
<0 
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1310-82l-0080 .L. ..__ ._ .. ___ . ~/97 
~ AV!!'!I~!!!.!!oldlng Ume !!J!?'!~ for 85·65.Qg~e~ 
I---Hourfy Totals-­
Hour INumber of Calls !NO. Calls Not Ans. 
00.01 0 0 

§)~. 
-_ .. ,...... ­ -:''0 - -0 .. ·.. ···_-0 -_..-_ ... '-"­

0.-._. 
03..04 0 0... ... 
D4..05 0 0 
~ 

.........---,.-~.. _........ 
0 0 ...._--.""_ ... 

~ .... 0 0
-:--0 0 

~... 
....... 

0 
----. .... 0 

. - . '--"---i: ­
0 0 .. ­ • 010-11 · 1 

·i1.12 
.-,4-­ '''0 ......_..._-----=

0 
12-13 -----...-'2 0 
13-14 ---­

.. ~ .... 
· 1 Dt4=1S" ....­ ....... 

2 0 
15..18 

... -........ 
0· 1 ....6' ......_---_ ..­. 

1IS·11 0._.__......­
17·18 S 0ii=1r-' ..­ .•. "8 - -1 
18-20 .-. 7 .... "3 
20-21 

. -_ ... 
. 11 -'"-''' 14 

~1..22 
. ~ _h. '--'-~a1---,,,--,,, ­

1 
~23 ; ---. 5 ----'.1'
M-­ ,_­ '-"-0' ···---'-----024__ , ___ 

. '--'-" ­ r-'-­.•-_..."' .._-_.-..... "­
A.ve. Call hot! time (Mm) CCS 

0 Cl
""-'---0 - ·•..~O 

------:...__.... 0 . "'''6 _. b 
c--. ·"'0I' 0

O· 0-" 0 0.-... --00
"'-"'0 '--0 

--_... ... '0 
0 

625 0.15--_.__... ----0 --0 
.•__..... _~.316667 0.38 

0.240.4-....... 
!~~~ 1.7~ 

0,851.083333 
0.630556 2.27-.. 

2.76 3.CHi 
-.-. 2.00625 11.~~ 

- 2.001143 8.43 .. _-- '~"7 ....~_._l 
2.41J6081 14,,43--_.._.... --- ...~.-- !--'-----i2;038889 --.~~

---··-1.!~r
~l_ 0 __ .0 
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310-823-0080 . I - I . 8J2S1G7 
~Average can hEldlng u"1e Is 1.811364 for 70.~~OOOOO ~I I ••• _-: 

--Hourly 'rotals---­ i I 

~ p:!umbB(Of cnll~I"tD. Ce'ls ~o' An$. I~VrCanKilillirnA (lIo1itO ICes 
~. ~ ...­ 0 --­ Dr---oi 
~~___. ~,." _..... . ~. - ..~.~' O'O~I 
~.. '"" ...--..---- .. ­ -'''---' .. -.1-----.-..... _..._­
03-04 0 0 0 0 
04-05 ......_. ­ . -0 . . 0 • -... 0 0 
05-06 ·0 " -0 " 0 . ''"l) 
:06-07 . _.' , . 0'-----··'-0.. 0 "'0r' :, 1,'_'_. _ 0: :'~ 0.466667 . 0.28 

.r. ~ ~= j:26666;~ 
0 0 O! 

.--.. 0 0.05' 0.031 

0 _.. 2.818887 3.38 
(] -, 3.533333 2:12 
0 - ':.. --0 0 

0 .~'. _ 0.758333' 0.91 
1 .0.928&71 3.9 
0-" ·"'0"0 
0 ..•. . 1.858333 2.23' 
o· .-'. 2.809524 11.8 
0 '.­ 2.186067 6.se 

0 . .485714 2.04 
---"'2.122222 3.82 
... 1.9315 4:65 

~~ '---...-- ..---.;'--; ..~~__\ 
1) 110.11 : 0 
u 11-12 . -. l', 12:'13 2" ... 

iW- - '1 
14-15 . -_.... -0 ..~-, 
~15-1!...___ 2 . ._-'.. 
16-17 7
11·18-" .----- '-"-0 ....__ . 
18-1ii' ...- ':-_... 2 . 
19~(f .. __. '. 7" 

·21 5 .' 
~.. " 7" 4 

-29'---' , ~. 3 0 
1=-'::·2:"'l"'4-- ..--- . 4 ., ,. 0 

". 

en ...... 
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Regu=st No. ~O: 

Identify (by month and by year) the average duration 

(in minutes) and the total number of all local calls 

delivered to your ISP customers (including any ISP 

affiliate) for the most recent 18 month period available, 

and produce documents sufficient to support this 

calculation. 

Respopse t9 R~guest NO. 20: 

GTE does not routinely track usage associated with 

dial-up calls to lSPs served by GTE. However, GTE does 

have traffic study information available that reflects 

dial-up usage to ISP customers served via PRI trunk groups 

and can determine the duration of calls (i.e., average 

holding times) to individual PRl trunk groups with this 

information. GTE further states that it does not track the 

total number of calls delivered to ISPs and, other than the 

sample data available, is unable to produce such data. The 

following provides a summary of sample information 

available in three of GTE's central offices with PRI 

service to ISP customers: 

Average Holding Time 

1/11/2QOO 2/e/20QQ 3/§/2QOO 

-<13­
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Laguna Beach 24 Minutes 26 Minutes 25 

Minutes 

Ridgecrest 35 Minutes 27 Minutes 25 

Minutes 

Thousand Oaks 22 Minutes 24 Minutes 25 

Minutes 

Prepared by: Greg Windmiller 

Request No. 21; 

Identify (by month and by year) the average duration 

(in minutes) and the total number of all local calls that 

you delivered to each of your ISP affiliate for the most 

recent 18 month period available, and produce documents 

sufficient to support this calculation. 

.,' ,
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Florida PSC Docket No. 000075-TP LEE L, SEL\\'¥N 

1 service and, in particular~ the costs of transporting and terminating local calls: 

2 .scale andfacilities mix. 

3 

4 Scale. The overall cost ofconsb.\1cting and operating a telecommunications 

5 . network: are heavily impacted by the overall volume oftraffic and number of 

6 individual subscribers that the network: is designed to serve; that is, telecom 

7 networks are characterized by substantial economics ofsaale and scope. As I 

8 have previously noted, CLECs serve a far smaller customer population and 

9 carry far less traffic than do lLECs. Because they are necessarily forced to 

10 operate at a far smaller scale, CLEC networks may exhibit higher average 

11 costs than ILEC networks. These higher average costs may be combated in 

12 some caSes ifa CLEC is able to achieve economies ofspecializat;'ljn. i.e.• 
"":7".. 
~~ 

13 focusing upon a mmow range ofcustomers and services, b:ut serving those 

14 customenl extremely efficiently. From this perspective, CLECs that have 

15 . concentrated their marketing efforts thus far on customers that receive calls 

16 may be attemp:ing to achieve economies ofspecialization, pmasely to offset 

17 the cost disadvantages associated with relatively small seale and !imited 

18 scope. 

19 

20 Q. Me the:o other ways in wbich a CLEC's relatively small scale ofoperations 

21 may affect the level ofits costs? 


22 


65 

60 •
E!c:;? ECONOMICS AND
':U, TECHNOLOGY. INC. 

~9LP-



Florida PSC Docket No. 00OO75~TP LEE L SEL\VYN 

I Thus. the FCC correctly viewed the possibility ofCLECs lowering their own 

2 tennination costs below the symmetric rate (and thereby receiving payments 

3 higher than their forward-looking economic costs) as a positive development 

4 and a consequence ofcompetition and innovation. 

5 

6 Q. Some !LECs h:-ve contended that CLECs' costs oftenninating rSP-bound 

7 calls are substantially less than those confronting ILECs because CLECs have 

8 been able to acquire specialized. switches that are designed specifically to 

9 ·handle high inward calling volumes. Under those circumstances. would it be 

10 reasonabl~ for CLEC tennination charges to be set below those being 

11 imposed by !LECs? 

12 
.~i.~~;~ 
':"'~:,: 13 A. No, it would not. As I have just explained, theFCC established the 

14 requirement for symmetric termination rates for recipl't)Cal compensation 

15 fully recognizing that some CLECs may achieve a lower cost level than the 

16 ILEC's, and thus be rewarded with higher profits. To the extent that certain 

17 CLECs are deploying advanced switching tecbnologies designed to 

18 efficiently provide bigh-volume inward calling services. they simply are 

19 responding to the economic incentives created by the FCC's symmetry rule. 

20. and by succeeding in this market, they are showing that the rule is in fact 

21 promoting competition. 

22 

23 
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Ifi3 "I!WUiiTT II. ~--SS7 NE1\'IIORK STuD't' , GTE TeIop6lntamat Sel'Vior:t Provider Study
~MCK"-RO ~ 

EXECUTIVE SUMMARY 
The activity of Internet Service Providers (ISP's) providing dial-up access 
to the Internet has caused c::oncern over the required resource demands 
on the local telephone network. These ISP's typically provide service at a 
flat monthly rate for unlimited access. 

The recent growth of several of the large ISP's prompted GTE to study in 
more detail the calling patterns of these service companies and haw they 
may differ from the normal patterns for which the network was engineered. 
In the some cases, ISP's have advertised a mass event, such a ~chat with 
a celebrity". creating a mass calling for the Jocal telephone network. with 
10,000+ calls.to a single ISP within several hours. 

The purpose of this study was to determine an estimate of the caU volume 
and resource usage by these ISP·s. The estimate was made using the 
Hewlett-Packard SS7 monitoring system, AoceSS7. to measure all carts 
ternlinaiing to GTE offices in part of Tampa, Florida where a runber of 
lSP's have service. Using the data from each call, further data analysis 
was perfonned to create hourly and daily trend reports. 

Data was coUected for an exact one-week period, including weekend and 
weekday traffic. 

Of particular interest were not only the number or call attemptS but also 
the percentage of line usage of ISP's over all other calls. As well. daily 
and hourly trending information of these values was. desired. 

The report found a substantlal amount of ISP traffic compared to other 
traffic. On weekend days. ISP line usage exceeded that for all other calls 
combined. For weekdays, the ISP line usage only exceeded o1her calls 
during late night and early morning hours. 

In particular. the tine resources consumed by the lSP's indicate 
significantly longer call ckJrations. A:s well, the daily and hour1y trend 
showS that the ISP's promote different'usage patterns than that of nanna' 
calls. 

Proprtetary and Confidential Page 3 

ProjectAgteem9nt C96110180022; HP Project ID: 48119602. 

--II-n~ 

69 

http:calls.to


~HEWU5TT GTE Tc.1ar:s. Internet Sonrice Pro\rider Study..,.,. P.AC~ ACC!SS7 NElWOfU( STl,lOY 

DATA COLLECTION 
The installed AcceSS7 equipment monitored and recorded aU terminating 
calls to three specified end offices in the Tampa, Florida LATA: 

Ybor City YBCTFl.XA24H 240-149-21 

Tampa East TANPR)(EOSO 240-149-85 

Tampa Main TAMPFLXX27H 240-149-23 

NeTWORK TOPOLOGY FOR STUDY .. 

In Tampa. Florida, a number of ISP's were selected that had service from 
one of three Central OffICe locations. 

These arHces were connected to the GTE SS7 network by the Tampa and 
Clearwater pair of Signaling Transfer Points (STP's) aa shown beJow. 
Nearly' all calls into these offICeS have can setup data on these SS7 links 
which contains all needed Information including call origin. destination, 
and duration. 

C/earWJrM 

.. :~:......... ';\::\':::'<:':"l:;~::'::'::"" 

......

V_ely a.. 

~ 

F'1I]Ur8 1 - 557 Nerwork for Tampa Study 

Eadl of these offices have trunk and line interfaces. The trunk (network 
side) interlaces connect each offICe to other offices in the GTE network. 
The fine (subscriber side} interfaces provide dial-tone to customers. 

Since the study indudes all terminating phone calls, the results could 
apply to both sides, depending on the resource being engineeed. 

1 This would nat include calls Inat are <iOI'npSeted using inbound signaling (MF trunks), SUGh as 
Operator assisted or Pay Phone. 
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~HSWL&TT GTE Telops Internet GerAce Pravider Study ..-r.IIACICARD ACCESS7 NETWORK S"ruov 

SCOPE OF STUDY 

. This study was perfonned during a complete, seven-day weeK from April 
13 through April 19, 1997. 

Data from all terminating caUs to three offices were collected. 

Location CW PoInt Code 

Ybor City YeCTFlXA24H 240-149-21 

Tampa East TAMPFlXEOSO 240-149-85 

Tampa Main TAMPFL.XX27H 240..14g..23 

GTE provided a Ust of 18 IS?'s tenninating numbers. All other calls were 
considered to be "non-ISp·, aithough it is likely that other numbers were 
providing. unrecognized ISP service as welt 
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(jJ~ ACCES$7 Ne"fWORK STUDY GTE Telops lntemetSe1ViCe Provicic.rS'ludy 

ACCESS71MPLEMENTATlON 

VVith the cooperation and assistance of the Tampa and Clearwater GTE 
personnel, Hev.riett-Pack.ard installed tMe AcceSS7 monitoring system at 
the two STP locations in Tampa Florida. 

This allowed for complete-, yet non-intrusive, access to the SS7 links to the 
specified central offices. 

··· ....·······..······..~;;·"r· . 
". ", '. ''X' ".: STP s 

····· ..~:::~::·~:~~;~:CZl:-··\~ .',,:.' ..............Z:...... 
.J" .... _­ f 

.~:~:l;;:l:"':' :i~ e 
... N 

-_. ,," 

! 
lI Meaaurement Cages 

Remote Site Processors 

Central Server a .. 
WOrkstatiOI 

Agure 2 • AcceSS7 StudyArchIteCftll'e 
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Gte Telops Internet Service Provider Studyiii= ACCeSS7 NE1'V1fORKSTUDY 

A collection d hardware and software was deployed including: 

• Measurement Card cages 

• Remote Site Processors 

• Central Server 

• Analysis Workstation 

The previous diagram shows how the AcceSS7 system components were 
deployed to monitOr the SS7 links and transmit the data back to the 
central server and workstation for analysis. 

The data for each call was maintained on disk and used by analysis 
routines executed on the workstation. The results were then gathered 
remotely for this report 88 well 8$ transmftted to GTE for daily rel)Orts. 
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GTE Telops Intemet SeNce ProW:ler studym =~ ACCESS7 NE'T'NORKSTuOV 

OFFICE TRAFFIC 

WEEKLV CALL VOLUME 

Each day. several statistics were collected for each offICe showing the 
nl.l11ber of phone calls and % line usage. The table below shows the total 
vatues for the entire week. 

Location Total Calls I Av8rage %Usage 

VborCity 

Non-ISP Calls: 1,123,389 

ISPC4l1s: 353.035 
Non..ISP % Usage: 32% 

asp % US,age-: 68% 

Tampa East 

Non-ISP calls: 5,597.352 
ISP cans; 84,859 

Non-I$P % usage: 11% 

ISP" Usage: 19% 

Tampa Main 

. Non-ISP Cals: 1,353.175 
ISP Calls: 205.754 

Non-lSP" Usage: 46% 

ISP " Usage: 54% 

DAILY % USAGE 
Percentage usage values are calculated as a percentage of ISP line 
usage over total line usage for all catls. 'Unanswered calls have zero 
uaage. 

Note that these valUes do 'not show the % usage based·on switch 
capadty,; but only compared to other switch usage during that day. 
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% MOU by all ISP's 

90% 

80% 

70% 

60% 

50% 

40% 

30% 

20% 

10% 

0% 

SUN MON 

DAILY CALLS TO ISP's 

TUE WED THU 

.YborCity 

-Tampa East 

DTampa Main 

FRI SAT 

Gall attempts are based on the count of ISUP Initial Address Messages 
(lAM's) to the central office. regardless of whether the calls were 

answered or busy. 

AIiISP numbers are included in the values below, grouped by the end­
office that serves them. 

100.000 

ao,DOO 

ao.ooo 

10,000 

6D.DOO 

'0.000 
_.CCO 

30,000 

ZO.OOO 
10,0lI0 

o 

ISP Call Attempts 
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PACKARO AcceSS7 NETWORK STUOV GTE.Teiops Internet Sef\lk:e Provider Study 

The following chart shows the number of answered calls each day on 

each end office. 

All ISP numbers are included in the values below, grouped by the end­
office that serves them. 

Answered ISP calls 
:-YborCly 

;-Tampa East I 

40,000 

35.000 

3O.CXXl 

25,000 

2O,CXIJ 

15,000 

10.000 

5,OCD 

o 
Tue Fri Sat 

Non-ISP calls ware shown to be around 70-75% completed, with the 
remainder as unanswered or busy. However, the percentage of answered 
calls to ISP's are significantly lower. 

In particular, the Ybor City end office has far more call attempts than that 
of the other offices - nea1y half of the calls to the Ybor City IS? s are not 
answered. This would indicate the Ybor City ISP's have insuffICient 
resources to answer calls successfully, 
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HOURLY OFFICE TRENDS 

GTE Telops Interrdet Service Pro\'ider Study 

The chart below shows the average total line usage per office in each 
hour. The average is calculated from ead"'l hour peMod during the seven· 

day study. 
All IS P numbers are included In the values below, grouped by the end­
office that serves them_ 

Ispecs 
:IIYbor City 

I-Tampa East 

lOTampa 
35000 

30000 

25000 

20000 

15000 
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5000 
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Ii1~ AccliSS7 NETWORKSTuov GTE Telops Intemet SeNioe Previdet Study 

ISP ACTIVITY 

POPULAT1ON 

GTE provided a list 0118 ISP's terminating number8, shown below. Also 
shown are the total nunbers of calls and total usage in CCS2 for the week. 

Location Nwnber calls Usage 
4,060 . 60,610818-209-4300Tampa Main 

10,462813-2Q9..92tl0 571TamJRIMain 

206 1.981813-241-6514YborClty 

285,355 2,235,065YborClty 813-241·7775 

75,272 1,096,39081.3-2'17.78fl3VborCity 

7,411 59,357813-273-3755Tampa Main 

3TarnpaMaIn 0:813-Z16-~ 

11,92581.8-276-9824 207,7951! T...-pa Main 

-48,355 43,219Tampa Main SIs..W-2200 

2,321,278139.576Tamp. Main 813-30'7-6000 

4 0I Tampa East 813-6?D-1134. 

70.159Tampa East 813-621-1178 997,028 

Tampa East 81S-R21-2115 273 590 

Tampa East 813-621·1541 27 165 

Tampa East 2681~ 134 
Tampa East 140813-626-1148 3n 
Tamp. East 81~ 31 0 

Tamp.EMt 813-626J.W46 54 464 
----- --L... 

These rumbers show that a few ISP's have relatively lower traffIC 
volumes. For this stucly. all given ISP numbers were included for data 
anaIys1s figures, hoNever some charts may omit the ISP's with low traffic 
to make the graphical results mOf19 readable. 

:: Centum Cag seconds. CCS, indicates the amount of nne usage In one hour. One hour of 100% 
usage on a single line is 3eOO call-seconds, or 36.00 centum Call Seconds. 
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FQlHE.W...,TT GTe Telops Internet Service ProWier Study ~ PACKARD Aca:.SS7 NE'TWORK S'ruDY 

ISP AND NON...ISP COMPARISON 


CAlLY TRENDS 

Call Attempts 

Day non..ISP cans: 
SUN 
MON 


TUE 


WED 
THU 
FRI 

SAT 
Total 

Usage 

58,0126 
1,408,725 

1,448,822 

1,415,840 

1.346,651 
1,219,484 

654,268 

81073.916 

ISP calls: 

76,907 

133.974 

127,290 

105.687 
79,548 

63,453 

56,589 

643,448 

The following chart shows that ISP CCS actually exceeds non-ISP volume 
during weekend days. I. .I UiPDaiIJ TatIIl ccs ,I 

I._OlIO ,........ .....____ 
 ...- .•..-.._- __IS.P i ..-~---' 
j 

~.-.-I,------! 

,.~+-I-------! 

~.;a.... to!-----~ 

.... 
....aco 

~.... WM... rue 11N '" 
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n3 Hfi.WL..il'TT GlE Tek)ps Intemet Service PtO'IIIder Studya:z.-~KAIID AcceSS7 Ne'rNORK STuDY 

HOURLY TRENDS 

The folJowing chart shows that ISP CCS actually exceeds non-lSp. volume 
during off-peak hours. In addition. there is a steady increase in ISP usage 
during the day while the non-ISP usage is rapidly ina-easing as well 

AwnIge hou1y ccs 0Net ........, IIucfy 

-ISF' 
1~ • __ non-/SP 

~---- '"----" 

,r"'--c ~ 'p
,I'JOOOO 1 	 / I.. 

! a 
Il0000.~_. • 	 cr 

II 

IIIJlCQ 	 b 

C! , 
_....--l 

CI {

:i~Z= 
, '11-_ ... e .,...#a 

o :-·----------~--~'----~--T.--~--.----------q ; q q 8 8 ~ ~ , ~ ; ~ ; ; ~ _ ~ !! !! R 1'0 ~ R ~ 
8 a g s t S S , i B ~ ~ ~ ~ : ~ !. ::: = Ii R t Ii: ~... 


The above chart is an average over all seven days of the study. If 
weekend and weekdays are separated. the "..ge is dtfferent. 

Weekdays shovi several featl.l"es: 

• 	 Hg, usage during earty mOrning and late evening hours, with a peak 
in 9:00pm hour. 

• 	 Steady increase during working hours, wiIh a slight plateau ckl'ing the 
noon (kJnch) hour. 

• Non-lSP busy hours at 10:00am and 3:00pm. 

Weekend days show several features as well: 

• 	 High usage during early morning and late evening hours, with a peak 
in 9:00pm hour. 

• 	 Faster increase during moming houl'S, continuing during day. 

• 	 Non-ISP busy hour in evening (reduced calling rates) 
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~H&WU!TT GTE Tetaps lntemet SeNiCe Pr'cMder StudyIIZa -.::MAAO Access1 NE"NVORJ< STuoy 

CALL DURATION 

The average caD duration for tSP caDs is shOwn below to be greater than 
that of non-ISP calls. 

.....
ISP Average Duration 

2094300 


2099240 

2476514 

2477715 


2477863 


2733755 

2762265 


2769824 

3072200 


3076000 


6201134 

6211178 


6212115 


8217547 


8234083 


6261148 


6263904 


6265446 


29.71288 

24.83968 

14.42381 

26.67494 

29.90851 

16,81899 

o 
34.86744 

2.008988 

38.61875 

o 
28.84232 

4.067619 

1.-467083 

1.181667 

2.51889 

o 
4.238869 

Average DwatIon 
Non-ISP'$ 2.484762 
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ApPENDIX A: DAILY REPORTS 
The· data from each day was coUected and summarized in several tables 
available separately. 

SUNDAYt APRIL 13, 1997 

MONDAY, APRIL 14.1997 

TUESDAY, APRIL 15. 1997 

WEDNESDAY, APRIL 16, 1997 

THURSDAY, APRIL 17. 1997 

FRIDAY. APRIL 18 t 1997 

SATURDAY, APRIL 19, 1997 
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GTE's INTERNET POSITION . 	 . 

• 	 GTE Is Committed To The Internet Potential And 
Future Development 
• 	 GTE Has Liokect .t'5 Future To The Internet 
• 	 GTE Provides Both Wbole~ale And Retail Internet Services 

• LEes Are Experienci~g Major Congestion Problems 
That Threaten AU End Users Quality Of Service. 

• 	 Current Rules Do Not Allow For Efficient Pricing Nor 
Adequate Cost Recovery Which Jepordizes Future 
Investment Decisions . 
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• FCC Must Expedite Resolution. Of This Issue 

GTE 

. )" 


,..
,.. 




) ) 	 ) 


-J 
\. 

iCXI 
'0'1 

GTE 


SUMMARY OF GTE's 

COMMENTS 


• 	 Three Areas Of Congestion Id~ntified 
• 	 OrigiaatiDg Liae Frames Serving End Users 
• 	 Interoffice TroDkiog ~rom Originating End Omces To The Office . 

Serving Internet Service Providers(ISP) 
• 	 Termiaating LiDe Frames Serving .SPs , 

, 	 . 

• 	 Significant Traffic To ISPs Is Present In The GTE 
Network During The Daily Busy Hour 

• 	 Holding Time On Calls To ISPs Averaged 15..16 
, 	 . 

'Minutes and Is Increasing Versus Voice Holding Time 
Of 3 To 4 Minutes ,. 

Identified Cost Impact Of$50.3M To $83.6M In 
1996. Projected Cost Of $130.3M in 1997 And $181.3M .: . I 

http:Of$50.3M
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FLORIDA STUDY 

• 	 Hewlett Packar~ AccesS7 Link Monitorin,g System 
Used To Conduct Study 
• Studied Local CaUing Network Of 13 Central Offices To 3 Hub 

Central Offices Serving ISPs 
~ • Study Conducted On The SS7 "A" Links Of The 3 Hub Office~ ,.
\ 

• Studied Terminating Tramc Only Into The 3 Hub Offices 
• Traffic Data On All Terminating Calls To The 3 Offices Collected 

• 	 Study Conducted Over Seven Day Period 

(4/13/97 tbru 4119/97) 
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HOLDING TIMES 

NON-ISP Vs ISP 
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STUDY CONCLUSIONS·.. 

• Traffic to ISPs Is Present In The Network All The 
. Time (peak And Off Peak) 

• Traffic To ISPs Constitutes ~early 280/0 Of the Total 
Busy Hour Load r­,..

• 	 Holding Time Of Calls To ISPs Is 10 Times Longer 
Than Non-ISP C~lls On Average 

Network Is Sized Based On Busy· Hour Requirements. 
~ J I I· I .Study Is Validated By A Large ISP's Data. 
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ACTIONS TAKEN TO AVOID QUALITY 

OF·SERVICE PROBLEMS' 


• Originating And Terminating Line Frame Congestion 
• Have Balanced Higb Usage End Users Over Multiple Frames 
• Have Bal.Deed ISP Lines Over Mu1tiple Line Frames 
• Have Migrated ISPs To Trunk Side Connections ,..
• Have Ad~ed Additional Line Frames to De-Load Existing Frames ,.. 

• Interoffice Trunking 
• Have 'Added trunks throughout network to maintain quality service 

,.. 

All Of The Above Have Been Done With A Cost Of. . . 

$1951\1 Thru 1997. Continued Action For 1998 

Required Estimated To Be 51S1.3M 
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FCC ACTIONS REQUIRED 

• 	 FCC Must Take Jurisdictional Responsibility And 

Quickly Initiate Formal Rulemaking To Address: . 
• Traffie To ISPs Is Presumptively IDterstate In Nature 
• ISPs Being Subsidized By Other Users' OfThe Network 
• LECs Must Be Allowed To Reeover Costs From The Cost Causers J-I

• Expedite Docket Sch.edule 	 ,.. 
• 	 Internet Demand On Tbe PSTNContiuues To Grow Steeply With No' 

Cost Recovei'y 

• 	 Provide Efficient Pricing Mechanisims To Maximize 
Efficient Network Utilization Not Ineented Under 
Current Rules 

I ~ I · Provide Interlm Cost Recovery Until Resolution Of 
\ Final Rules 
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Before the 

r-~ FEDERAL COMMuNICATIONS COMMISSION 


Wasbiqtoa, D.C. 20$44 


In the Matter of: ) 
) 

Usage of tbe Public Switched ) CC Docket No. 96-263 
Network by Information Services ) 
and IDIerDd Access Providen ) 

COMMENTS OF GTE 

GTE SerVice Corporaticm ("'GTE-). OD. bebalfof itsaffilia1ed domestic Strateaic 

Busincu UDits ("'SBUI").t offen tbc followiDC commelltS ia the Ibove-captioned ~iDI 

CODCerDiD& usage of tbe Public Switched TelepboDe Necwort ("'PSTNW) by iDformatioD,.... 
services and IntctDIt a&:aIS$ provldcn.Z In ita Nolle. D/lnqIIJ" (-NOr), tbe CommissiOll 

seeks the views of iitterested parties with respect to: (1) local exclunle carrier ("'LEC·) cost 

recovery; (2) the ef5cieDt tnasport of data uaftic; (3) IIItWOI't ccmpstioa; (4) barriers to 

altaDalive netWOrk au:cess ~; ad (5) disdDcdarIs. if ID'J, IxtweeD 4iffereDt 

carelOriea of lDConnadGa.« .,....."" services.' M cIIscusIed below, GTE submits mat the 

.GTB II a warld JeIdcr iJa tile provision. of wireUDe, wireless. Intemet and d.ireclory 
SeMces. 

J Accrsr 0ItI.Itf Rl/fJrm. Price Cap p,rjb1'1lllJlla RnlIwlor~ £%cht,mge eamers. 
Transport ,..Stnv.:tuIw and Man,. Usa,. D/tlul PublI.c SwItcMtl N.etWOric by Info~on 
s.rvta and Immtlt Aceal JIrovid4n. Notice of Proposed R.uJemakiDI. Third Report aDd 
Order. and Notice ofIuquiry, 1996 FCC LEXlS 1105.! Comm. ReI· (P &. f) 604 (rei. Dec. 
24. 1996) ("A.cc&f, Chtug, NPRMj. 

) Id. ,,311..318.,....... 
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netWork CODpstiOD problems in tho Local Exdlanae Camers' ("LECs''') telephone networks 
."....... 


caused by iDcreasiq ID.teri1ct KCeSS Usale are real. costly to resolve. and likely to continue to 

grow expoacDda11y. Accontingly t GTE welcomes'this inquiry atId urges the CommissioD to 

develop a.ad 'implement a radonal pricUJ& policy for all intetScatC services under which all users 

pay the ac:UlIl cosu oftbcir use of the PSTN. or in the altemative. LEes Reeive explicit 

universal service fuDdina in accordaDce with the TelecommuDicaliou Act of 1996 (the "Act"" 
. . 

to compeasatO for any shonfall ill cost recovery mat may result froul JimitatioD.s on prices as a 

result ofpubUc policy decisions.' 

I. INTRODUcnON AND stlMMARY 

The fssua raised ill die NOI coDSti&utc oae piece of a major ~ of the 

(' Commi~OD'S access rul_ necessitated by dle dereplarory policies embodtc:cl in the Act. 

GTE shares the ConmriSlioQ"s 1011 of promotiDl the tedmolop:at evolution of the netWOrk 

aDd die ofteriJl& of iDformadoa servk:ca in an ecoaomicaJiy efftcieDt JDIJ!OCI'. However. tlUs 

caD oaly be ICbJevecl iD. repIatoIy lid a market euvlroameDt characterized by correct 

ecoaomic sipla,. iraadv. for efIiciency _ wbeIe --11')'. apUcit support paymeId:S. 

explicit IUbeidiel. Iebm ofdie rare SIrUdW'es applicable to Iaiemet Service Provider 

(-ISP") use of... PSTN IIIIIIt be ICCOmpllshed coasistem wi1h dlese critical priDciples. 

• TeIec:ommuDicadoal Act of 1996, Pub. L. No. 104-104. 110 Stat. 56 (1996) (to be 
c:odifiecl at 47 U.S.C. II lSI ",q.). ­
.s Com·MIlIS of GTE. CC Docket No. 96-262, at v. 

~ 

-2 .. 

GTE Scnic:c Corporation 
Mm:b 21. 1997 
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In these Comments, GTE reaffirms its strong Commitn1eD11O the use and development 

1"", 


of the Internet. As GTE is a LEC. an ISP. and a wholesaler of Internet access service. it 


gadcrstaDds that me problems associatecl with ISP use of the PSTN are multl·fa.cetecl a.a.d of 


critical impOrtance 10 many iDdUStry participanrs. Daly" resolution of these problems based 


on ftmdamenral economic principla linking cost 'causatioD aDd cost recovery can properly 


promote the public interest by eucouragiDg die deploymeat of die aeceuary advanced 


telecoDUDUDieatiODs iDftasuucture OD wbicb. tb1s excUiD& DeW medium deDends. 

GTE bas collected data that prove that Intemet usa" eralel a serious problem Cpr the 

PSTN. Because die PSTN was desipe4 for voice traffic. whic!l emibl1l dramatically 

diffCtcsu caUj!)1 paUetDS and usqe cbaracteriadcs dwl ~ access data trafftc, the rCccIU 

iDcreaso in·1ntenJct-related caDs is creatiq coagesdoD at critical pom in the aetWOrt. The 

.~, 	 Internet Access Coalidoa aaempcs to deny the ~ of lIlY coalcsUoD problem tbroup a • 

fuDded study euIitled IITbe E«ects of Interaet Use OIl the Natloa', TelepI:loac NetWork. .. 

authored. by Lee Selwyn IJId Joseph Laszlo (the -SelW)'DlLaszlo StuclT'). Careful examination 

will show tbat tilt SelwyalLaszlo StDdy suffcn.fioIIl a mlmber of faca1 defects In It.s 

enaiD=iDl. ec:oaamic.. ard Iraftic: ualyses. aDd is wbolly 1JDI~ to rebut GTE'. well· 

dOClIlDentcd showiDp. 

MeJI'CIOftr, dIIre is eviIy reasoD to beJieve cballDtemet use wID coDtiDue to rise 

4ram'dcaIlJt c:a.um. alllreldy clifficult coDlesticm problem to beCOme worse. In order to 

maintain DCtWOrk iDIepity. Lees have· bad. to expead substllldallDd apJanned ~ to 

increase netWOrk: capacity. aDd. thole ex:DODditUres wm only iacreaSe in die tumre.... Y~ 

exJsdq repla.lory poUc:y prr:cludes approP~ recovery of mese costs. 
If""" . 

..3 .. . 
GTi Ser¥icc Corporadon 

. Mudl21. 1997 
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The tlat-rated aatUl'C of the network services purcb.a'sed by ISPs aDd their customers 
{', 

prevent LEes from recoverinl the actual netWork costs of these services. As a result. lSPs 

and their customers have DO incentive la'act in an economically efficient maDDer. Instead. the 

beavy subsidy of their use of me anatol telepl10De service UDdermiDes inceDtives to purchase 

appropriately priced. more efficient data services. At the same time, the Commission's new 

competition policies foreclose me LECs from findins other revenue sources from which to 

recover d1c huge UDp,.imed iafrasU'UCtUl'e iDvcstmeDIS i11curred In respoase to increased 

lDtemct usap of the PSTN. ISPs' arpmcnrs to preserve tbis status quo iDt.enDiaably/lDU$(. 

therefore. be rejected. 

GTE submits tbat the Commission must adopt a compreheasive IDd co~isteat priciDl 

rqime for iDrersta1e services based Oil die priJ1ciple of cast recovery from cost causen 'Ifitb. 

(', expUcit. taraerm support payments to provi4ers from the Uaivenal Service fuDd. where public 

policy dictalel an excepdcm from tIUs cardiDa1 rule. Ubiquitous appllcatioa ofsuch a pricq 

. poUcy wiD ICIICl tile appropriate eccmomic sipa1s to the iDdasuy ad eDSUre the most efficient 

aDd ~Ye dcveIopmeac ofpublic DetWOrb m:l taterDet services. 

D. 	 . GTE IS COMMJ.'ITED TO THE REAUZAllON 0'THE IN'I'EitNET's 
POTINTIAL AND TO THE DEVELoPMENT AND IMPLEMENTA1l0N 
or NEW TBCIINoLoGms 

GTE 11_ oaIy I LEe, but also a major participaat u..the IDremet COII1l1lUDity dlroup 

GTE Imellipm Necwork Senices (-GTE INS"). GTE's LEClm: amoaa the .country's larger 

wbolesalers of Inccract access services IIX1 are committed to maJeiDlICCCSI to these and omer 

1"""'. DeW rccImololies available ~ their customers.. This is demonstrated by the P'Owina 
-4­

GTB Serric:e Corporauon 
Match 21. 1997 

-..-I?i?>­
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sopbis~cadon of their service offerings, die level of their investment in Dew teChnologies, and 

r" the ongoiq process of netWork upgrades to penni! aU Internet users to make efficient and 

effective use of GTE's telephone netWork. 

Nearly 2.000,000 GTE telepbone customers DOW use tbe IAtemec. GTE LEes also are 

continuing the aasressive deployment of "'data frieudly" tecbnologia iDcludiDglmegrated 

Services Digiw Network ("ISDN") aDd Asymmeuical Digital Subscriber LiDe (.ADSL1t) 

teclmoloaies. To date ADSL. while still aD experimental techaoloIY. has been well received 

by the trial paniciplDts. GTE Laboratories aDd. switch veadon are pursuiag various ADSL 
o 

aDd fiber-to-thc-cutb voice/data combiDadOIi services in additioll to ISDN aad ADSL 

tecl1.IloloJies. GTE is • leader ill the deploymc:Dt of these tecbnolopes m:l will coDtiDue its 

commitment to die 1atesa tecImoIosies for daIa U'aDSIIIissiou II a top priority. 

While tile deploYmem of ISDN createS aetWOrt cfftcieD.cies allbe two ends ofa;--. 

telephony InIerDet access CODDeCIioD.. ISDN ~ DOt improve die efficieDcy of the Interoffice 

traDSmissiou sepDt of a call. 1Dt.er0ffice trIJIsmtssioll capacity requireme'lllS are cbe same for 

staDdarcl voiee cniumissioa 81 for ISDN. "ne Cyber!'oV" • service offend by GTE is" 

lDIlocous CO ISDN: for iDferoftlce capacity utilization. but die addldoaal uetwort cflicieIlc:y it 

provieJes affects die pordoa of die call pad1 ~me wire cear.1Dd abe lSP's IlCtWOrk. 

ADSL ad Db ICrVIceI are DUCeIlt techDoloiies tbat very lJ.taly will piOYide improve4 speeds 

and co~ ndIIcdoaI bI n'quired network capICity. Bul. tlMt· questioD of cimini for the . 

dcploymclll of such Diakal Subscriber LiDe C'DSLW) tecImololies ill a quantity sufficieDt to 

affect me usaae of telepbony capacity, giva iDcreISiDl sabscripdoD. to overa1l1JlrlorDet access. 

concems GTE because it is DOt likely dial aear tenD dcptoynicDl will sufficieady relieve 

r'" .. 5­
GTE Service Corporacion 

Mudill. t991 

-1:1,4--­

102 



telephony netWork c;apaeity ~itiODS. As will be detailed later, the ec:ollOnUc attractiveness of
'r-. 

subsidized residemial dial tone services impedeS customer selection of -data frieDdly" 

tecbnolo,ies. because me customer benefil must DOW exceecl the cost c1itf'mmce betweea lhe 

services plus the subsidy. 

Ac1ditioaally. GTE INS is a major Internet providef'. SC"'lDI over 100.000 customers.· 

In a recent press release, GTE INS IDDOUl1Ced & substaDtiallntemet network: expaDSion for 

1997. GTE INS wUl provide additional dial-up numbers aDd will beam offeriDa Int.erncc 

access in 120 DeW markets. 1bese effons will • least double, &ad ill maay cases quadruple. 

GTE INS custom:ers t ability to access tile IDterDcc in cbe more dum ~ mark:et:I tbat it will 

serve. 

GTE is DOt alone ill. ofl'er'iq huerDet acceSs IIlCl adler oGliDe servicf:s. AT&T. MO. 

;-... Mic:rasoft aDd Olber eompames bave embarked. on .;ormarbtiDI anDP'ilDl for tbeIt 

I.utenu:t access otferiAp in the last year. Smaller IDtemec ICCeSI provident IUCb u EroJ's in 

tile Washinacoa D.C. area. 11'11 proliferadDa. AD d1e .r0DliDe .vices are prorDod,q me 

hiremet IIlCl other iDfonrIadoD products. As. result. IDferaet traffic volume Is explodiq. 

GTE'a own acdaDs demoDstrate dJ.at It supportS briDaiDI die beDefitl of the'lDterner aDd 

the IDt'ormadoa Aae to die pabIic. Tbe Commission CID best support this aoaI by creating a 

sOUDd ICOIIOIIIie ad repIItory eIlviroamat within which the lDtenI:t aDd relaUld rcchaololies 

caa tbrive. O:averseIy, it sbouId exercise cauuoa wba. estIblish;DI& rep.Iatol)' repne mat 

coulel mlpede t.ecJmololical propess or resu1C ill the deDial of these senic:a CD die public • 

.... 

6 GTE INS was dut first LEC Iatemet affiliate to reach tile 100.000 customer mark. 

~ 

.. 6· 

GTE Service CorporadoD 
Marcb 11. 1991 
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.. 
The FCC also needs to consider the impact of its ISP policies in the larger context of 

1""'-, 
the tel~catioQS industry as a whole. Absent tile establishment of appropriate prking 

arrangemems that permit recovery of the costS of serviD8 ISPs and their customers, LECs will 

lack the resOurces to address me io.crea5ing demands placed OD their netWorks. In that event, 

~ not oaly the LEes, but all users of tbeir networks will suffer from a dete:rioration in 

performance and. the unavailability of sopbildca&eCl'teclmological capabilities. This C8DD.0t be 

the result sought by the Commissioa.' 

As disCussed ill pater dota.il below. GTE aDd other LECs - whose .netWOrks remain 

critical to rea1jzalioa of the FCC's UD1versallCC:lSl policie8 for the Intemec - wm fiDd it 

difficult, if DOt imPNSlble, to mham their commirmeats to those policia if tile exiJtiq 

imeconomlc repJatory regime is maiaraiDed. TIle OmaUllioa IDUIt fiDd • solutiOll tbat 

,....... 	 acxmulnodates cost recovery for die LEes while eosuriDJ dIat ISPs coaIimJe to prosper. This 

wDl best ensure tbat the Americaa pub11c. reprdJeu ofwhedler !bey reside in meuopollWl or 

rtU1I1 area, hu affordable access to oew, bmovadve services.' 

, q. NOI. , 311. 

I GTE is cum:atly bivolved la aelociadoas with varioas state aovemment o(!icials in 
order to provide rural comrmmitics with 1oc;al diallD.t.emlt access service in a manner tbat is 
beneficial to iDdlvidual sabscriben and is DOl detrimeDUl to GTE. 
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W. L"ITElL'lET USAGE CREATES A DE.1\{ONSTRABLE PROBLEM FOR 
,."........ THE LECS' NETWORKS 

A~ 	 The CODeestioD Caused. by Internet Calling. Holding Times, and 
Trame PatterDS Is an Increasing Problem 

An internal GTE study of (nternet access usage of the PSTN reveals the same 

conditiollS that several other LEes have experienced: heavy Internet ttaffie is causing a 

congestion problem for LEe netWorks.' The LECs' networks were designed primarily to 

accommodate voice traffic patterns. The data traffic: associated with access to the Internet has .... 
differear attributes dian that of voice traffic. Because tbc LEe networks were noc desi&=! to 

handle the volume ofdata ttaffic: aDd long holding times generated by Internet u.sage~ LECs are 

swUling to main~ c:ousistent1y blgh quality netWork service UDder an ever-increasing 

'burden of Ime.met-related c:olDJDlU1icatioDS.1O 

~. 

To Wlderstand. the eongesdou problem. it helps 10 break dowD a switcbccl access call to 

an iSP iDJ:o three links. (See Figure 1).11 The tim lmt is the eud user's loop to end office 

switch serving tbal end user. The. loop and switch Line port dtdiated to the cad user are nOD­

traffic sensitive aod do not coatribute 10 the congestio1l. However. congestioD can occur in the 

coDDCCtion between tbe liDe port IOd the rest of the eDd office switch (the traffic sensitive 

portion). TIle ICC01Id liDt is rhe imerofftce trunk (or facility) counectinl the end office switch 

, . s.. NOI.131' (- We eacourap commentaton to prowse data on the characteristics 
of lDformadoll service usap aad its effects OD the network·)~· 

10 Network coqestion affects voice services as weU as daI:a traffic. 

11 For a more cletaUcd representation of congestion points 011 an ISP access c:all. see 
(Continued ... ) 
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and the ISP serving wire center. This link is highly susceptible to congestion created by 

unprecedented growth in traffic volumes and holding times 4-5 times longer than those for 

which the netWork was designed. The third link is from the serving wire cenrer to the ISP 

premise. Congesdon in this linlc predominantly occurs when the ISP is served via a line-side 

connection (or liDe) as opposed to a tl'Unk-side connection. A tnmlc-side connection has the 

potential for coDgestion. but it is mucb less tb.an that for a tioc-side connection. 

nGURE 1: NETWORK CONGESTION POINTS 

..-..... 
! 

UNlCILINK S CONGUTIOfI fOINT, 

oaIGUCA1'1NG 
DID 
usus 

1'01SII .... , ..........- ........ 

IPCTaIOfltC& 'ACIUTID 

UNIU 
COHCU1~ I'OINT 

TOIS1'1 

CO/IfGIftIClff fOOft' 

At CIU:RIU ttaftlc levell, GTE hu addressed CODlesdoa problems in the first liDk (eQd 

user 10 ead oflk:o) by rebtJnciDS the assianmeDt of end users 10 eDd office line unit equipment 

so that beavy users of die DetWork are distributed more eveDl~:' Slmilarly. GTE bu addressed 

( ... CODlinued) 

Attachmem B. 
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the congestion in the third link (serving wire center to ISP premise) either by encouraging the 
r-,. 

use of trUnk-side access, to whicb many ISPs in GTE ~rritory currently subscribe. or by the 

same rebalancing technique described above. As a result of these cffons, congestion in these 

links bas been largely manageable in GTE's netWork. but DOt without substantial cost. 

However. the network capacities of these linJcs are limited and rebalancing traffic is a costly 

and ai most a temporary solution. It is reasonable to expect tbat. liven the tremendous growth 

projections for Internet usage, these lints will begin to experience cODiestion problems 

requirinl additional netWork invesnnem in the not too distaDt futUre. 12 

It is the increased demand for interoffice capacity (the secas link) due to Internee 

access that has become the primary cause of netWork congestion for GTE. GTE's efforts to 

control congestion on this link overshadow its expenditures for the first and third links 

"'-",combined. The increuiq congestion of interoffice facilities stems from tbe ISPs' desire to. 

secure the widest possible local calling area.for their customers. As disc:ussed in more detail 

below. the loqer bolding times aDd heavier traffic volumes associated with Internet calls. and . .. 
the fact that other techDiques sucb u reballDCinl ad4 truDt-side ac:cess are DO( available to 

alleviate cooaesUoa. on iDreroffice facilities. bave required the LECs to mate subsWKial 

investmems ill ad otfk:e swiIcbes IJid iDterofficc spaDS OD these lints. 

M .._ill tile arracbed affidavit. aD internal study revealed that iD 1996, OTE 

customers CbM acceaed the Iatemet generated an additiOD&1 954,580 to l.52.7.32.0 total CCS 

12 . S4e NOI. 1313 (·We invite panics to identify meaDS of addressing the conl.csrion 
cODCems raised by iD.cumbent LECs. for example by deploying hardware to route data traffic 
aroWld incumbent LEe switches •...-). 

",-.. 
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on average during the daily office busy hour. lJ The interoffice segment of these Internet 

access calls generated 763.660 to 1,374.580 toW CCS on average during the daily office busy 

hour. 14 

In addition. GTE conducted six studies of ISP bolding times during 1996. The results 

of these studies are summarize4 ill the following table: 

Or-ccmbel" Oeccmhl'c September Augn'" April 1')96 January 
199(, Stud~ 1996 Stud~ 1')% Stud~ 1996 Stlid~ Stud, 1996 
Numhn 1 'umht!r :! Study 

r.. 
ISPs 
Studied 

Average 16 to 17 21 14 to 15 12 to l~ 12 to 1~ 12 to 15 
Holding Minutes Minutes MinuteS Minutes Minutes MiDutes 
Time For 
ISP Call 
Averqe 
HoldiDg 
Time For 3 to 4 Mimates 

.Voice Call 
Number of 2S ISPs 91SPs 131SPs 161SPs 'ISPs 61SPs 

,-.. 


u .·CCS" staDds for -ceutum or hundred call secoads." A sinlle liDe bas a maximum 
capacity of 36 CCS per hour boc:ause tbere are 3600 sec:oudI in each hour. CCS is aD 

engiDecrina metric which is COiiUIlODly uacd to measure actaa1 traffic loads. U well as rhe 
maximum capacities 011 ttaffic ~idve elemealS of the actwort. The uumbers are based an 
the assumption thai dle time seasldvity of much of the iDfonDadOil acccssed. via fDternet 
services (SUCh as stock quota. acws. weather. aDd email) sugest dIU ImerDet usage will be 
spread tl1roupout Ibe day IDd tbat U percent of GTE·s Imemet users wUl access the ID.tcmet 
durina the ofllce busy hour. Typically telephone etWorb are engiDeered for a network 
capacity t:baI woaJd accept 2.5 CCS per line during the office busy bOQl'. The total busy hour 
load in GTE'. DeCWOrk is over 43.000,000 CCS. The number ofIntemet users coupled with 
their averap holding times results in usale that approximates 3 pa=lt of the toW engineered 
busy hour capacity of the actwort. Se, Attachment B. Aftidavit of Altoa. BlackmOD. 

~. NOI. 131~ ("We encourqe c:ommentatofS to provide data 01l1he c:banCteristics of 
information service usage aDd iu effects on the network"). 

·11· 
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,.,...... 
As the swdy results show, the average holding time for an lSP call is 1'-16 minutes. The 

average holding time for a voice call is only 34 minutes; This means that on average. ISP 

related calls are approximately II minuteS. or up to 4(X) perc~nt. longer tban voice calls. IS In 

tum. these increased network demands translate into a requirement for additional network 

equipment purcbases at substantial cost. 16 

GTE bas already begun further studies of these issues. These new studies will take 

advantage of new technologies aDd equipment that allow a LEe to monitor traffic in its end 

office with greater precisi01l thaD was available previously. With this eqaipmem GTE will 

measure ttaffic terminatiDl to particular trunks aDd liDes. as wen as measure the overall t:raffic 

load destined for the cud office serving those customers. GTE hopes that the data gatbered. by 

r-. these stUdies will present a clear piCl'U1'e of IDtel11et aecesa traffic in specific offices compared 

to aU ocher traffic in those offlces. 

The following table summarizes data gathered. in a three day stUd.y ofone of GTE's 

offices. l1 It is offerecl as an example of the type of data that can DOW be ptberecl with this 

IS The ISP traffic studies con4ucted by other LECs conflrm tbe legitimacy of this data. 
Su "Report of BeD AtJautic 011 Incemet Traffic" (JUDI: 28, 1996); "Pacific Bell ESP Impact 
SUldy'" (July 1, 1996); I..-cr from NYNEx. to James Schlicbtilll. Chief, Competitive Pricing 
Divisioa, FCC (July to, 1996); ·U.S. West COIJ\D'UIQicatioas ESP Necwork Study - Final 
Results'" (Oct. I. 1996); Amir Atai aDd James Oordon.. "Impacts of Intcm« Trlfftc 011 LEe 
NetWOrks aDd Switchi". Systems· (1996). 

16 S« NOI. , 3 t' ("We eDCOUraIe commentators to provide data 011 the characteristics of 
infonuadoll service usage and its effects 90 the oetWOrt·). 

... 
11 The study ~ performed from March 3·'. 1997. 1'hirty-eipt and. a balf total hours 
and seven ISPs were studied. 

,-.. 
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new teChnology. A quick review of the data indicates that further studies will be able to 
f""". 

identify total aetWork usage for specific identified numbers, such as an {Sf office. as well as 

the total netWork: usage for all other numbers served. by the end office. This will provide, for 

the first time. the ability to determine both the volume of traffic accessing rhe lmernet as a 

percentage of the total traffic volume in rhe end office. and the holding times and completion 
. . 

rates1
• for each type of caU. The results of these new studies will be provided for the record 

when available. " 

CUll1pkh.·t.I 
Calf... 

Duratiou 
ill \finult" 

'\\"cra~l' 

Hulding 
Time in 
:\lillUlcs 

nll"~ Cal.... Pnccllt 
Compldcd 
Calb 

Pl'lT~nr of 
Total 
Traffic 

ISP 
Trame 

19.755 322,582 16.33 56.1'8 2S.99~ 18.81 S 

Non-ISP 
trame 

394.OS1 l,3n.609 3.53 44.826 89.79~ 81.19S 

Total 
_Traffic 

413.806 1.71.5.191 4.14 101..084 8O.37S 100.00%
,-. 


II Wbi1e ddI is oaly a limited three day sNdy. the completion rates stUdied iDdicate that 
blockal. ~ oa ISP aecworD are liminal IDtcn1CC traffic's impact OD tile PSTN. When 
!SPa improve dIeir low completion rates by a.upnenUn, their ~. the towlSP 
traffic in me office smdicd would likely have been even areater that IDe 19 pcfcetl'C shown in 
the data. . 

~ 

19 See NOI, 1315 ("We caeourage commentators to provid.e data on the cbaractetistics of 
information setVice usaae aDd. its effects OD me netWork-). 
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B. The SelwyD1Lasz1o Study Does Not Accurately Reftect LEe 
i"""· 	 EDgineerinI Metbods and Understates tbe Impact of the CODiestioll 


Problem . 


A recent study, "The Effeci: of Internet Use on the Nation"s Telephone Network," 

financed by the Internet Access Coalition (the "Selwyn/Laszlo $tud.y") claims that the Internet 

does DOt pose a serious risk to the PSTN. This study's results. however, are marred. by 

incomplete research and faulty assumptions 

CD"Il!sion ctIlUl!J II1UIIfIidpt1lld upe1Ulituns. The Selwya/Luzlo Study points to the 

fact tbat "very few congestion problems . . . have been i4eatified as affecting the telephone 

netWork" as evideDCe tbat "[d]ata communications traffic currently poses no significant threat 

to network imeJrity ...» It is a;ue that few congestion problems have occurred, but this is only 

U'Ue because of the dedication of LEes to the provision of quality service IDd their careful 
,.,.-.... 

monitoring and quick actioa to prevent users of the network from C1I.COUI1teriDg blocked calls. 

lmerofftce t1'UDk groups. are routinely studied aud pl81med adc1ltioos are made as the 

traffic load increases. Planning for DOrma1 growth paucms is bunt into tbA! LEe's i.D.leroffice 

facUity coasttuction bud... However, with the uuprecedemed. arowd1 caused by ID.temet 

access traffic, uaplamled our-Gf<ycle expenditures have become aeccssary to augment the 

netWOrk to maingin a P.Ol pade of service to accommodate customer demaDd.~1 After 

20 Sel\vyDlLazlo SCu4y at vi. 

;U TrunJdu. service objectives tor LEe netWorks geaerl.uy require tnmk groups to be 
engineered for a blockiD& probability ot .01. This means thai: one in ODe lw.mlred calls on that 
particular trunk &rOUP may experience a blockage during the busy bout. ~~ BOC'NDIU on 
1M LEe NerworlcJ -1994, Slt-TSV-00227S, Issue 2. April 1994. Section 4.4, at 4-24. 

r.. 
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making emergency additions to their networks to maintain an acceptable grade of service as a 
r--. 

result of the volume of Internet access traffic. the LEes now must make additional 

expenditures to ensure that there is enough capacity for the normal projected. growth of the 

network. ~ . 

Tralftc within Ih. ISP I1stm'lIlf/'l!Is the PSTN.. The SelwynlLaszlo study also 

attempts to minimize the congestion attributable to ISh by assertin& that. congestion within an 

ISP's system only affects those users of the P8TN that are attempting to access that particular 

ISP. Z3 This is wrong. First. coIllestion caused. by an insufficient number ofISP lines (or 

tru.Dks) between the serving wire center ao.d the ISp·s premise does affect users of die PSTN 

that are not attemptiDc to CODDeCt with that particular ISP. An iDsUfticiCDt DDmber of 

liI1es/tnmks to me ISP results in ineffec:Uve netWork attempts. W1:aCn an end user reaches a 

r-. busy signal. usually anomer call attempt ii i.tnmediately made. aud another aad another until 

the coonectiou. is made. These iDeffective call attemptS occupy network resoutces umil the 

network can dc:tcrmiDe that there are DO lincs/crunks available to access die ISP. The netWork: 

resources tied up by cad users aa:t.emptiD& to access me ISP are ~ available for use by other . 

end users attempdac to plaf;c voice calls aud. caD result in all circuits bu9 sipals ro both the 

voice aDd. IntenId callen. Secoa.cl. ifan .ISP fails to provide a sufficieDt backboae netWork. 

transrrrissiaa all JeCCPCioIl to and from. its Internet servers is less than optimum aDd. end users 

%& In one local calliol area in Washinaton State. aunt adaitioDs totaliDl 5S perceo.t of the 
existinl in-service truak capacity were required to susWn an acceptable grade of service to our 
custOmer'S. 

SelwynlLaszlo Study at 1. 

."............ 

• 15· 

GTE Service Corporation 
Matd121. 1997 

',---- -.>-".... 

-\44~ 

23 

112 

http:Secoa.cl


.' 

1"""'" 

;-., 


..-.... 

will be unable to access or transfer data at the maximum speed of their modem. This increases 

holding times on Internet calls. These longer bolding tUnes, in tum, use telephone company 

network resources for the entire period the Internet call is in progress. making those resources 

unavailable for omer users. 

IlIt~TOlfic. trunk cllptlCity is UmitllJ. The Selwyn/Laszlo Study also bases its 

conclusions all a misunderstanding of LEe engineering of interoffice trunIcs.. The study 

appears to assume that there is an iDfmite quantity of trunks between any two end. office 

switching locar.iODS because it states that "any CUStOlllet that can place a call at the originating 

switch will bve an interoffice trunk available that can establish a route to me desired 

tc:miaaring switch oftbC call. -3& In fact. the "rare" cases wb.eD an such trUDka are in use aud 

not availableU are beromitig much less '"rare" with the growdl of uaffie over tb.is netWork to 

ISPs. These interoffice UUDk groups are generalIy engiDeered at a P.Ol grade of service based 

on the typical caUjas paueraa of that particular trUnk group. These traffic patterns are 

changing dramatica1ly as a result of traffic destiDed for ISPs. Wicb. me longer bolding times of 

Internet access calls as compared to voice ca1ls. the aormal busy hour is now showing a 

demand for additional ueroffk:e tnmks throughout the LEO· 11e'tWorks. 

"If Intemec lad voice tnftic peat at me same time of day. tbeD the trunk &rOUP mUSt be 

sized to aaDlln....'" die combined traft'ic for that panicular busy hour. If Internet aDd voice 

traffic do DOt pat It die same time of day, then the truDk J1'OUP must be eqiDe:red for either . 

Z4 Selwyn/Laszlo Snldy at 8. 

~ These cases are Mrare" only because quick network pJanniDl1IId emergea.cy fixes have 
accommodated pa$t levels of DSa&e. As usage increases tb.is will DOt be the case. 
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the Internet or voice busy hour, clepcru1in& upon which experiences the peak traffic load. [n 

"....., 


either case~ it is incumbent upon the LEe to detennine the increased traffic load attributable [0 

Internet traffic in order to accurately reflect tbe increased cost for interofflCc facilities caused 

by traffic to the ISPs. It is true tbal if the busy hours arc non-coincicieut an4 the ISP busy 

hour traffic is (ess man the voice busy hour traffic, then DO aclclitional trunks are required. 

However. traffic studies to eWe indicate that the lSP traffic is causinl an increase in the 

average holclin& time of trUnks during the engineered peak busy hour. 26 . 

SS7 alolUl U IlOl II so""., In another aaempt to show that coDlcstlOQ wiEhiri an 

ISP's system will DOl affec:t the larger world of PSTN users. the Selwyu/Laszlo Study assumes 

that the use of a common cbannel signaling architecture lib SJpaUog System 7 (·SS7-) alerts 

l5P customers that the ISP system is overcrowded without COIIpStiD& Ibe PSTN for other 

,,-.... 	 users.rI This assumption is erroQCOUS. 1D fact. eveD. though the SS7 oecwort DOtifies the 

OriginatjDg end office that the <lia1ect a;umber is busy. the voice circuit between the switching 

entities is reserved for the period. of time required to determine rbat tile dialed number is in 

fact busy. No other traffic bas access to the reserved facilities. Funb.er. calls to the ISP 

originating within the savin& wire center of the ISP (i.~•• were the ead user is served. by the 

same switch as the ISP) do DOt use SS7 sipaling. merefore a yoice pam is set up within the 

switeb. 

Set supm, 11·13. 

r7 Selwyn/Las%l9 Study at 7. n.13. 

,.......... 
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The study also fails to address the impact of the ineffective call attempts (calls that are 
.r".. 

not completed) created. by the lSP's customer as a result of busy signals and subsequent 

redialing to the ISp·, number. As noted above. this does. in fact. cause problems in the 

network. Ineffective attemptS generated by automatic dialing techniques in users' computers 

are commonplace today. thereby creating a large number of reattempts in a very short time 

frame. 

Upgrades produce signijkllllt t:O!". The study also suggests that.various engineering 

solutions are available to easure that peak usage docs not overwhelm the PSTN - but . 

coasistem1y fails to recop.iZe the substantial costs of these UParada.18 For example. the study 

sualeats that -[a)dc1idonal traffic capacity can readily be augmemed either by imtallln& 

ack1idonal electrOnics tJo working (4lit') [fiber opdc) straDds. or by equippiDg 'dark' strands 

r-. 	 with electronic tenninadDggear. "19 The electronics necessary for such UPif8des are a 

substantial cost for LECs. Moreover. merely augm.eming the interofftce facilities with 

accUtioD8l eleetronic gear is nat sufficient to reroute traffic from the switch OIttO the additional 

facilities. As a result. it is also nec:essary to add. truDt port equipII:tem to the switChing 

equipmem. Jastalling these tnmt port facUlties is an addirioDll substantial cost. 

CAllg_SliD" DeClU'l ill tlNlntmJf/IU lI'fmkiII6pottioll 0/* 1ICtWori; IIDt ill • LCM. 

The study aues1I.thIt IIOIl-bIoctina architectures can cure iDcJeased traffic loads CI.1I$«1 by 

lntemet c:alls-. TIais asscnion is premised upon the assumption that the tiDe ConcenttatioQ 

D Selwyn/Laszlo Study at 9. 11. 


;w Selwyn/Laszlo Stuc1y at 11. 
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Module (the "LCM") is the "switcb component wbere blocking is most likely to occur." 3O In 

r". 
fact, althoup ao:onunodation of congestion in any of the three links comprising an Internet-

related call is expensive. the most costly link on which to cQrrect congestion is the interoffice 

trunking. or second link, as described above, Bloclcing 'will oaly occur in the LCM if all 180 

paths served are in service at the same time. Thus far. LEes have maaaged this type of 

congestion. In contrast. congestion in the interoffice trunkiDg link requires cosdy equipment 

upgrades to maintain quality service and avokl congestion . 

... ... ... 

Because of these major flaws in me Selwyn/Laszlo Stucly. the Commission should not 

give credence to ks coaclusion that ISP traffic does DOt raise serious coacems about network 

intearity. In fact. there is eve1:y reason to believe diat Inceruet access. ard the netWork: 

11"'"'\ conaestion that accompanies u will become even more of a daDlCf to !lCIWOrk iDtcpity in thet 

future. A recem study conducted 'by Nieben Media R.eseaIch and CommerceNET showed mat 

,	close to one quarter of the US aDd CanadiaD populadoa., or about ~.6 millioIl people. now 

access the Interuet.'1 'Ibis represeats a 100 perceDllDcrease ill just 18 DIOD.tbs.11 A recent 

Solomon Brocbers stUdy estimates tbac tbc number of people wbo access the 'Ir:ltcrDet will reach 

160 million in tile DeXt ~ yean.D Tbis contiDued expoaauial growth will compouDd 

JO SelWJ111Laaz1a Study at 11, n.lO. 

)1 Sa Rajiv CbaDdrasekaraD. Int,mn UI' Ho.r Mor. ThtJ1I DoubW inl.tJ$t J8 MOIIlhs. 
Survty Finds" Wash. Post. Mar. 13" 1997. at 03. 

:1l 54, ide 

33 Se, Kevin Maaey. Web in crisil? Gridlock on info highWay. USA Today, Jan. 20, 
.(Continued... ) 
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congestion 00 me PSTN. As Matt Cutler. the founder of web. Genesis. which measures 

.,-... 	 . 
;. performance of me World Wide Web, has stated, "[ilt's a race between users and the 

infrastructure ... The question is, who's going to win? The answer is, it's probably ,oing to 

be a race for a long time...34 

C. 	 SubstaDdallDvestmeDts In LEe Infrastructure Have Been ad WlU 
Continue To Be Needed To Avoid a PoteDtIaIIy CrlppliDg Overload 
of tile Network 

GTE's data on total CCS generatio~ and the leqd1 of IDtemet access calls show that 

ISP·ac:cess traffic causes congestion. This congestion has had aDd CODtiJ1ues to have a serious 

impact 00. GTE's o.etwork.lS As explainecl above. the LEes' llCtWoru were engineered 

primarily to accommodate voice traffic. Voice traffic customers typica11y generate hetwCCll 

~. 1.8 • 2.4 CCS per 1iDe. a.ad holdlag ~ average 3 to 4 mimltes. End. office equipment (l~ 

units) are typically engiDeeted. 00. a 6: 1 conceat.ratioa ratio. wbich means that there is one path 

(.••Cootinued) 
1997. al18. S6e alSl1 Louise Kehoe, HOlM t.~lqhona IlIIIkr s;4': InteT'lUlt lUen Me 
strttchi1l, th4 USpIroM MtWtNt to bnllkin, poilft, FiDaDcia1 Tima. Feb. 1. 1991. at 7 
("·Internet usage is predicted to IfO'\' more t1wl700 per ceut by the year 2001.' says Mr. Roy 
Neel, presideDt aDd chief elOCUCiYe of the US Telephone Associadoa.. aD iIIdusCry trade group. 
'Someooe bas co pay far tIIIt usage, the subsequcm wear and. teat 00. che netWork and the new 
equipment.,. 1. 

oU 	 KeviD MIaey, W4!'b in Crisis? Gridlock 011 info highway. USA Today. Jan. 20, 1997. 
am 	 . 

" 	 See NOI. 1313 e'We invite parties to identify ~ ofaddressing me conlestion 
concems raised by inc;umbent LEes. for example by deployiaa bardware to route data traffic 
around incumbent LEC switChes ••.•"). 

,~, 	
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to the switching matrix for each six incoming lines. J6 Eacb path has an engineered capacity ofr-. 
approximately 28 CCS. Based on these ~apacities, each path is capable of carrying berween 

11 and 1S voice calls per hour. A typical line unit in GTE's network can bandle 

approximately 980 lines and, therefore, bas the capability of carrying between 1.800 and 2.465 

.voice calls per hour . 

. Internet calls create traffic levels that would overload a system CDliDecred on this 6: 1. 

ratio. ISP traffic generates 9 ·9.6 CCS per line on average. a.nd.ISP ho1.c1in& times average 

15-16 minutes. If only 78 of the lines served by a 'Ypica1linc unit are used to access an ISP. 

the concentration ratio of the line unit goes up to 6.3;1. This meaDS that oo.Iy 900 lines can be 

handled by the same piece o(equipmem: that previously haDdled 980. M traffic to the lDrerDet 

continues to increase. this problem. will iDcrease. If the network COnfipratiOD which existed 
,,,...... 

at the time.the FCC created dle ISP access charle exemption were used to ac::ct:)DmJOI1ace 

today's iD.f1ux of data traffic. the system would be overwhelmed. Witbout sigDificant and 

expensive additious to the netWOrk architecture, service quality will suffer and service outages. 

which could inclUde an inability to access critical services like the 911 emerleo:y system. 

coulcl occur. 

In ~ to avoid service depadatioll aDd outqC$ due to Internet access JI'OWdl. GTE 

has made a sianificmt i:aYcst:ment in ncw equipment and equipment upgrades above and 

beyoDCl its t1tD'Qai budpted iDvesunenES in the 1J!tWork. and wUJ be required to,continue to 

16 This concentration is very typical of the needs of a nOrmal voice netWork• 

...-.... 
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r-
make large expenditures in the foreseeable future. 31 Accumulated Internet traffic through the 

end of 1996 has required GTE to install between 201 and 331 switch line units, resulting in a 

total switch upgrade cOst of between 534.4 million and SSS million. Additionally, GTE has 

supplemented its mteroftice facilities with between 27.273 and 49.092 trunks, resulting in an 

upgrade cost of betWeen S15.9 million and $28.6 million. In tora!. GTE has thus expended 

between 550.3 million and $83.6 million in direct suppon of its effons to avqid a potentially 

crippling overload of its network:: as a direct result of increased ISP ttaffic. This information is 

summarized in the fQnowing table: 

,,-... 

mi11ioD million 

~ 

Giv~ CUl'tent traffic crowd! rates aDd creDds. GTE estimates that it could expend this much in 

1997 aloae. UufortwJaIely. as clIscassed below, existiq regulatory poUcy does DOt permit 

GTE to recoup these cos&I from the cost causers, thereby c:reatiD& .mother implicit subsidy 

system in c:or.aa."eadoa of SOUDd economic policy and Section 2S4 of the CommUDicatioDS 

Act. 

11 These investments are in addition to GTE's normal, aad very substaDtial. network 
augmeDWion efforts. 

- 22· 

CiTE Service Corporation 
Mardl21. 1997 

-)f5/­

119 



r". 
IV. 	 CURRENT RULES AND POLICIES PREVL.Vf LEes FROM 

RECOVERING THEIR COSTS 

A. 	 Information Service Providers Do Not CUlTently Pay The Network 
Costs They Cause 

Although ISPs are users of LEe access facUities. they are currently exempt from 

paying access chargcs.JI Because this "exemption- means mat ISPs,do not ba,·(e to pay usage 

based charles for LEe-provided transmission services, it permits ISPs to utilize effectively 

flat-ratec11oca1 business services to access the PSTN." In turD. tbe vast majority of ISPs' 

largely residential customers also use ftat-ratcc11ocal services to aceess their tmemec offerings. 

The regulated rates f~r these services. particularly residential services. are typically set 

. substantially below cOst. 
".-.., 

Internet access calls cost GTE more tbaD odler types of calls·because the averaae 

duration of an ISP-related call is 15-16' mingtes, while the .averaJc duration of voice call is 

only 34 minuteS. This meaDS !bat network resources are occupied for four to five times as 

31 54e Acu,fl Ouug. NPRM ,. 214. s., also MTS and WAT.S'Mtuk« Strut:tlUC, 
MemorawhlM 0piDi0u. _ Order, 97 FCC2d 682. 71 t·12 (1983); Ammtbrrmts ofPan 69 oj 
1M CoIlfllti.uU,w.', RIlla RdIztIn, to Enhanced. ServiCI Provldm. Order. 3 FCC Red 1631 
(l988). Sa•• NOI. ,315 (·We seek comment aD the ctreca of the CUlTent system on 
netWork uup, ~ LEe cost-recovery. and the developmeDl of the iafonnacio'Q 
services martdpIxe.). 

It The vast majority of residential telepboae service offerings are fW-rated. Although 
many business lines are pr1ced OD a usaae sensitive, basis for o\Ugoin& calls. ISPs ~ically 
generate few such conmmJricatioDS. instead receiving calls from their customerS anel paying 
only the basic flat tale ponioa of the business line charges. 

r.. 
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long, but no additional revenue is generated. This additioilal "holding time" undeniably 
r-" 

results in a<1ditional COSts for GTE. as the company must invest in large amountS of additional 

equipment to prevem netWork degradation. 

While opponents of ISP·related reforms argue that increased revenues from outbound 

usale charges and the addidonal residence lines needed for widespread Internet usage will 

compensate for costs LECs incur from ISP·related calls,4O this is not the case. First, neither 

ISPs nor their customers typically incur outbound usage charges. unlike many business 

custOmers of the PSTN. Their customers subscribe to fla-rated resiclelUial service. and ISPs 

themselves rarelyoriginatc caiJs. Instead tbey receive incoming caJ1s at their computer servers 

for iDterconnecUoll with infonnatioa resourees at that location or with remote hosts. Although 

trunk side services such as CyberPOP--. OSl aDd PRJ. used. by many ISPa in GTE's territory. 

/"""\ ameliorate congestion Oil the servinC wire center to ISP premise liDk.. they do DOt resolve the 

.cost recovery allortfall. 

SecoIKl, the sale of additioaal residea.ce lines uscd. for IDtemet access does not 

ameliorate the problem of the ISP excmpCioSlt it compouDds it. Customers who purchase 

second lines for lDIemet access rarely subscribe to usap seasitlve offcriD&s for local calling. 

make few toU ca1Js from die secoDClllDe aad do DOt order venica1 aCrvic:es such as call waiting 

that woak1 repreICDllddidoDal revenue. Further. given the replated aacure of residential 

service, dle reYeDUe piMd from Placin& a secoa.cl resideDtialliDe iato use often falls to 

..., s.. SclwyalLaszlo Study at 8 a.14. 

,.-..... 
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· . 

compensate a LEe for even the iIlcremeo.tal. cost of providing the basic service to a customer.4\ 

[". 
Even if the plant necessary to provide a seconcircsideDtialline is already in place;': it does not 

mean that the LEC does not bave any associated COStS for that line., The expense of making 

this plant operational may be less than constrUCting a new plant to meet the inc:reasccl need. but 

it still exists. Also, o,nee used, that line is unavailable for use as' primary service for someone 

else, therefore loop plant will need. to be augmented to ~ additioDJ.1 primary service 

demand. Additionally. activation of the second line causes additious'to the end office switches 

ill the form of line cards ao4 asaociaIed common equipment. 

Finally. wheu subscribers have a second. liDe declicated to 1arernct uslle. they bave 

even less inccDtivc to limit their access of ~temet servia:s. With oaly au residenda1line, 

Intemet use is limited by the need also to use the liDe for voice services. Whca the primary 

,-,. ' line can remain opeD for incmainc and outgoing voice calls wb.lle eubana:d services are 

~ any restraiDt. on the use of me secondary tiDe disappears aod the cost intensive 

scenario described above is exacetbatcd. 

The ISPs' and their ead users' inceutlves under the -exemptiOn- to COUiimlC to utilize . 

local business and tcsideDI:W service~ abseDI coucerted action by LEes, could lead. to a 

danaerous ovcrlold. of cbe PSTN. ADd. LEes· aDd tbeif customers' abWty to continne to 

41 s« ,."."., CQIIIl'DCIIfS of GTE, CC Docbt Number No. 96--98, (residential service 
rates typically do ... recover even tbcir own directly aun'butablc costs 00 a forward-looking 
basis, much las the additional ncrwork augmentation costs ideatified herein) (-GTE 
Interconnection CommentsW

), 

4Z . In some cases. the droP from the pole to the bouse may be iD place. but the'l'est of the 
required loop is DOt in place. 

r--, 
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subsidize the necessary fixes is no( unl1mit~. As lon& as [sPs and. their Customers lack any 
.~ 

. incentive to limit their use of business and residential tines f they will continue to push me 

network to the outer limit of its capacity. America Online's ( ..AOL's") battle with congestion 

earlier this year illustrates this process. AOL's institUtion of a flat·rated pricing scheme 

removed the economic incentive (0 moderate use of their network - mucb as the [SP 

exemption removes the economic incentive to efficiently use the PSTN.41 

The result is well known. AOL'5 customers dramatically increased their use of the 

company's and the LEes' infrastructure," ACL customers' average daily use increased from 

14 minutes per day in September of 1996 to 32 minutes per day in January of 1997. III 

increase of over 12.5 percent. At the same time their average bolcli.q time iacreased from 16 

minuteS to 26 mim"'eS. III iDcrease of over 60 percent. While AOL users iDcreasecl their use 

r.. .	of the LEe network by over 180 pcrc= per day flom September 1996 to Iaauary 1997. GTE 

aDd other LEes received. DO additioDll o.etWork revenues to offset me usage sensitive costs of 

providlna access to AOL's DdWOrk.4S 

AOL attempted to adapt their cquipmeDl, bUt coa1cI DOt match the pace of skyrocketing 

demaDd.• No tbe limits of the DCtWOrk were tested. customerS experienced major delays in 

4J Su David S. RUzemada, Al1'IIU Rtzt,. TIwy'Il • SwtIInpId: How Fwd F"I on tM 
Nfl MllkI/DrSct1tt4 'IIItNlI1ru and SomI So,., (Jllnt Wash. Post. lID. 24, 1997, at Dl. 

44 Su Ctaia Stoltz. WhlnAOL Goes AWOL, Wash. Post. Feb. 21, 1997, at N66. 

•, See Charles Ealy IDd IeDDifer Files. AOL An.rw.rn GrijHr, Da1lu MorniD& News. at 
10 (Jill. 17. 1997), 

Cd Be, Denise Pappalardo aDd Bem Snyder. AOL bltJd:out: a dartponmt? ASAP. 
Aug. 12. 1996. at 1. . 

~. 
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receiving service and. finally. even total failure of some services:" AOL's blocking problems 

(' ­ mirror those in the PSTN. however. thus fat LEes have done a much better job of ma.aaging 

peak usage stress on the network. '" 

The economics are simple. When demand exceeds supply and the supplier cannot 

incr~e supply efficiently or adjust prices so as 10 control demand, custamm will receive 

deficient service. In this manner. the implicit, uafU.aded subsidy system created by the ISP 

"exemption" is undermining achievement of dle fCC's avowed loat af creating an a4vanced, 

feature-rich. d8ta friendly network infrastrUCtUre. 

B. 	 New Com.pedtloa PoUcies WiD Exacerbate die Cost Rec:over.f 
ShorttaD-

As explaiDed in detail in GTE's commeDts OD tbe access cbarp reform NPRM. the 
~\ 

"'trilogy' of the 1996 Act imp1ementatioD proceedings creates grave risks- because ..the use of 

hypothetical. forward-looking iD.cremeDtaJ costs to price oetWort elements. decmniDe 

universal service SUPPORt aud set access rates woukl prec1uc:le GTE from recoverinl [its) 

C7 s..-Sr.eYe Lobr. RI/IIntb PItInntd By A1Mrica OnIiM I", NdwOrI: JtJ1'II. N.Y. Times. 
Jao. 30, 1997. 1& At; David S. HiJzeDradllDd JeDDifer Ordoaez. AOL to Glw R.rfund$ to 
Subscribers; C1IIIl1IIf Srni.« SlIt"! WillI J6 Slatn Owr Computu Congation. Wash. Post. 
Jan. 30. 1997". ItAt; Louise lCehoc, AOL a,rea rqun4s aftu lawsUit, rhrlQl 01IUne service 
group ovulDadalltJ IIItWOID, Fiaancial Times. Jm. 30. 1997.. Sec. I at 20. 

" Had AOL augmeur.ed their oetwo~ prior to implenating flat-rare pricing. LEe usage 
wauld have increased even J:DOte thaD it did. The result of tbiJ iDcrease would. have further 
taxed the PSTN. 
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legitimately incurred costs... 49 These "costs" include the subsidies for universal service and 
1"""'.. 

other poli.ey objectives that historically have been recovered in the rates for other services. 

particularly interstate access and intrastate toU offerings. Althou&h many of the burdens and. 

hence. the costs of subsidized network usage will remain with LEes as carriers of last reson, 

the services which ftmd the subsidies will be subject to increasing competitive pressurcs. and 

customers of those services will be susceptible to overtUres &om new entrants ulilizina below· 

cost "wholesale" services and necwork elementS obtained from LEes. Thus. even if Section 

254 of the Communications Act c1icl not already mandate the removal of such bidden subsidies. 

it is apparent tbaI: rhey could not be sustained in the new competitive ea.viroamem.» It follows 

tbar not only will there be no sources of additional revenue to compeDAte far Imcmet ~ 

network augmentation costs in the Auure, but also tbat recovery of ova existin& cos'S will be 

r-\ .enda.D&ered. 

.r" 

4t COIJI"WlIIJS of GTE. CC Doctel Nos. 96--262.94-1.91-213, at vi. 3-16 (filed Jan. 29, 
1997). AI..... die UDited States Court of Appe8Js for the 8· Circuit bas stayed the 
imerconnecdaa priciq rules pendq resolution 9f appeals, Iowa lltiUlta Bd. tt aI. v. FCC. 

, No. 96-3321" aL. 1996 WL'89204 (8* Cir. Oct. 1S. 1996), many Swea have enacted 
regulatious substaDdalIy similar to the FCC's. Se, NOI. ,314 ("We also seek comment on 
how the matters before us iD our Local Competition and Univena) Service proceedings affect 
information servic;o providers aDd raise issues thai we need to address in this pr~"). 

so S~e 47 U.S.C. f 254 • 

- 28 - . 

GTE Service Corporation· 
Marth 21. 1991 

-1~17-

125 



• 


v. THE· ISSUES {DEN IIF lED IN THE NOr CAN BEST BE ADDRESSED 
/""". 	 THROUGH A CONSISTENT AND COMPREHENSIVE APPROACH TO 


NETWORK COST RECOVERY 


Incumbent LEes are facing a cost recovery crisis that will only grow in terms of both 

immediacy and magnitude if current projections re&arding fuwte Internet usage are correct. 

The Commission must. therefore. take action to address this problem not merely to ensure the 

recovery of.LECs' le&itimare costs, but also to further the aoals set out in the NOlregarding 

encouragemcm of the development of a technologic:ally advanced. data friendly public netWork 

or networks. To this end. the FCC must not allow itself to be deten"ed by the numerous 

arpmems offered by various members of the ISP community that the ColDIDission preserve 

the status quo and avoid ~inl the problem. 

For example. it should be irrelevant at this point whether or DOt ISPs currently . enjoy • 

r--. 	 or ever did enjoy. an "exemption- from the applicability of the access charge rules." It 

cannot be disputed that access traffic: to ISPs' netWorks bas increased dramatically since the 

access cbarae rules were promulgated in the mid-l980s. aDd the ISPs providin& such access 

are DO IOlller only fledgUng businesses, but major playen such IS AT&T aDd MCI. The 

differcnt service applic:atioDS offered by ISPs bave similarly multiplied IDd some. sueb as 

I~ telephony. are direcdy substitutable for voice services subject to access charges. In, 

51 54,. e.,.. Comments of the Internet Access Coalition. CC Docket Nos. 96-261. 94-1. 
91-213. 96-203. at 10-12 (rued Jan. 29. 1997) ("Coalition Comments-). 

~ 
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. , 
delivering that traffic, nor are the COSts recovered elsewhere in LEes' rate structures.52 [t 


r-

follows that the debate over appropriate pricing mechanisms for ISPs' use of the network 

should be conducted on the basis of such existing facts. not constrained by past rationales that 

hold little relevance for the present. $3 

For similar reasons, I:laims of unlawful disl:rimirwion if ISPs are treated differently 

than other business customers of network services lack merit.~ The tel:Ord in this proceeding 

conclusively demonstra.tes r.bat ISPs bave <1ifferem usage cbaracteristics than me vast majority 

of other business users and that those differcD.<:es .impose substantial addicionaJ costs on the 

network. In its Fint Interconnection Or.r. the Commissiou ackDowledgecl that it is QOl 

discrim.iDatory to establish different rates for customers that exhibit diaparate cost 

cbatacteristics.$$ ISPs bave DO ripe to demand such broad averaliDi ofbusiDess user coStS as 

.~. 	 currently exists. particularly where tile resUlt is.a material distortion in me economic sipals 

provided to the marketplace. 

51 Even if some additional revenues are available from other sources at present. it would . 
be contrary to Section 254 of me CbmmUD.icadoas Act to seek tD-pcrpeuue such III implicit 
subsidy and these subsi.diea will. in any event, be impossible to mamiD in a competitive 
marketplace. . 

» Thus, ISPsI claims tbr tI'IIIIitional or ocher relief from aD immediate cut-over to a new 
priciq mcthocIoJoIY if tbIt is to occur should likewise be addressed in the cumut 
enviromneat. 

54 $e, CoalitioD COIDIDCDtI a 20-22 

» ImpklMntIlIIon oftu·Loa:zl O:JmpIIilion ProvisiOlU oflM TekcommuniCDliotU A.ct of 
1996, First Repon and Order. 11 FCC Red· 15499, 15928. 16140 (1996) ("Fint 
lnie,coltMction 0,.,..). Voice aDCIlSP-related calls have substaDdally different COst 
characteristics. See SUP'" 8-13. . 

r· 
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There are also no legitimate grounds to deny LEes' recovery of their actual costs 
r-, 

simply because alternative network technologies. such as packet switching. may provide a 

more efficient alternative in the future to meet the data transpon needs of ISPs. The fact 

remains that ISPs and their customers are currently using circuit switched netWork facilities for 

a substantial ponioD of their' traffic and. should. therefore. pay the costs of whai they use. This 

i$ especially true because it is the FCC's current policies regarding ISP access arrangements ­

panicularly ISPs' and their CUStOmers' ability to utilize fIal·ra.tcd services ~ provide 

adclitiol1ll transmission capacity on an effectively "free- basis - wbich discourage smaller ISPs 

from moving to packet offeriags. It is this requirement wbich underlies the most exteDSive 

regulatory barrier 10 ISPa' use of efficient data U'auspon offeril1p.S6 

Finally, the mixed jurisdictional nature of ISP's traffic does ~ preclude the 

.r. 	 establis1uncnt of a radonal cost recovery rqimc for tsP netWork usap.J7 Replators aDd 

carriers deal with mixed use facUities and services every day in the context of the jurisdictional 

assigmnent of special access tines aad percentage use allocation factOrs for ~ork plant and 

traffic·bilq. Given tbat me prepoDdera:Da: of IDternet access usage is imers1ate. it is 

incnmbent upon the FCC to take die lead in promuIpdDl a sensible rate ~ture for reQ)very 

of Internet access costs mat seads the correct economic sipals IDd thai can be Implemented. 

as appropriate., Ia bo1h cbc federal and state jurisdictioas consisteDl with the respeclive 

" ct. 	NOI. 1313. 

S7 See Coalition Commen1S M 2O-21. Set abo NO!. 1315 (-[W]e seek ~ on 
jurisdictioaal • . • questions, liven the cIifficulty of applying juriSdicdoaal divisions or time­
semitive rates to pw:kct-switchcd netWorks such as the Intemet •• ). 

~ 
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authority of each. Certainly. the current regime. whicb precludes the stales from responding 
"..... 

[0 real ec:oaomic sigDals and arbitrarily assigns cost recovery for these mixed services to the 

intrastate jurisdiction. cannot be squared with sound ecOQomic policy or regulatory comity . 

Perhaps most fundanlentally I the Commission must recognize that the types of implicit 

subsidies that characterize LECs' existing rate strUctures and. thaI ISPs urge the agency to 

maintain are simply not sustaiilable in the competitive marketplace envisioned by the 

Telecommunications Act.B As GTE repeatedly bas emphasized. in its inlerconnection, 

universal service, aDd access thUle reform filings. a comprehensive solution is required.$9 A 

piecemeal approacl1 to reform. such as the Commission haS been atteIIlptinJ. widl me coDlinued 

defcm.1 of acr.uaJ. c:ost recovery issues to yet anodler future. proceediq while implicit subsidy 

.burdens such as the ISP <10 exemption" are perpeawed. does DDt retlect ratioaal decisioDmaking 

r". .ancs cannot satisfy either ~ goals of die Act or other legal and coDStitutional constraints.6O 

Indeed. the continuation of the ISP -exemption" is already crea.tiug a distortive ripple 

effect in other markets. Many competitive LECs are eX!ellSively marketing their offerings 10 . 

Internet access providers and othef ISPs for the sole purpose of capturins those entities' 

,. Se_ NOI. , 313 (·We seek COIIUIWU 00 bow our rules can most effectively create 
incentives for die deployment of services and facUities to allow more efficient transpOrt of daca 
traffic to and from CDCl users-). 

$9 GTE preYiousIy staled that it <IObas consisteDtJy tU:ca tbe position mac all uSers of the 
network., IDcltMtina ISPs. should be respoasiblc for payiq tbeir OWll way ill a system based on 
efficiem pricing aud. cost recovery principals. Access reform sbould provide ILECa with the 
ability to assess access charles equitably on all access service users, iJlcludiDg ISPs... 
COllUDe11ts of GTE. CC Docket Nos. 96-281. 94-1.91-113. 18t 0.31 (filed Ian. 29..... 1997>. 

60 See ill. at v-vi. 

r". 
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overwhelmingly tennjnaling traffic in order to attempt to obtain transport and tennination 

I'*"" 
charges from LEes under reciprocalloca1 compensation arranaements. If CLEes were to be 

successful in this attempt. LECs would retain responsibility -for the vast majority of the 

network cost increases caused by Internet access usage. incur a new cost burden in tenninating 

payments to the CLECs. and lose all revenues from ISPs themselves. CLECs should not be 

permitted to game the SYStem i.a. this manner or otherwise allowed to take advantage of such 

arbitrage possibilities that lack any reasonable technological or ccouomic basis. Rather. COSts 

should be recovered from those who caUse them to be inCurred (and. dlus should follow the 

revenue stream when a custOmer cbaDges providers), and explicit subsidy paymeDlS should be 

made available to those proViders who continue to serve eud. users that public policy mandates 

have expressly deemld entitled. to below cost services• 

.r-. 
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VI. CONCLUSION 

Accordingly. GTE urges the Commission to move quickly in this and the related 

interconnection. universal service. and access charge reform proceedings to promulgate a 

consistent and comprehensive priciag PoliCy to govern all jurisdictionally interstate services. 

This policy should permit LEes to recover their actUal costs from the cost causers. provide 

LECs with expUcit and adequate funding from competitively neutral sources where public 

policy dictates that end users not be required to pay their full costs of network usage. and 

ensure that all users. service applicatioas. and teclmologies arc subject to correct, cost-based 

economic signals so tha1 rational investment choices can be made that will best promote the 

development of an efficient, economical. and tecbnologically advauccd. netWork. 

(""'. 

Ward W. Wuestc 
Gail L. Polivy 
1850 M Street. N.W. 
Suile 1200 
WashiDgtmi. DC 20036 

March 24. 1997 

Respectfully submitted. 
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Affidavit of Alton Blackmon 

1. My name is Alton l. Blackmon. I am Group M.nager-Infrastructure 

Dimensioning for GTE Telephone Operations. My business address is 545 E. 

John Carpenter Frwy, Irving, Texas. My'principal duties and responsjbiUties 

include the direction and supervision of network traffic standards associated with 

voice and data communications. 


2. In conjunction with these responsibilities, I have directed the preparation of 

the attached Internet Impact Report (3197). 


3. Internet Impact Report Attachment A . 

The purpose of this report is to identify the portion of network hardware costs 
. that GTE incurred to accommodate 1996 intemet traftic1 demand. Since 
historicaUy there was no practical way to precisely identify the intemet traffic from 
voice trafflc on our network (intemet traffic and voice traffic use the same 
common facilities) we ha:t to make certain asaumptions based on historical data 
(described below) that will result in reasonable estimates of the traffic attributable 
to Internet usage. Once the percent of internet traffic during the office busy hour 
is known, the hardware costs associated with this traffic can be detennined. 

A) Known 8tudy data: 

• For year end 1998. GTE had 17,356.000 Access tines (counted using 
methodology for ARMIS 43.05 1'eI)Ort). 

• GTE has determined. based'on quarterly intIImet audita. ,that the average 
holdi~g time for an Internet call is 10 CCS: 

• Recent market surveya2 indicate tbat 11% percent of GTE telephone customers 
have access to the Internet. Thus. it is reasonabfe to assume that 
approximately 1.901,180 GTE customers have access to the lntemet (C.11 x 
17.358.000) 

• Traffic SCUCIn ofexiating, interotnce message trunks have detennined that. on 
average these trunks have a capacity of 28 CCS. 

VVhen I refer to Internet traffic. I am referring to the traffic on the lEe's 
network that Is originated by the lEC's suh~ and typicaOy is routedftom 
the originating end otnce over LEe Interoffice facilities to the terminating wire 
center that serves the Internet Service Provider 'ISP')• 

Q.E.D. Alert NO. 123 (2197) market survey. 

' .._--­
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• Analysis of switch line modules3 with 6: 1 concentration (the average 
concentration ratio for GTE's nehNork) on average cost approximately $166,200 . 

• On average the cost of interoffice T-1 (24 channels) facility is $14.000. 

- Based on a review of our network.: the average switch Une Unit capacity is 
.4602 CCS. 

B) Assumptions necessary to complete the analysis. 

- It is reasonable to assume that between 5% to 8% of GTE customers that 
subscribe to internet aCC$SS will access the internet during their office busy hour. 
A rather wide range of estimates was chosen simply to establish the magnitude 
of the impact knowing that precise data is not available. But. given the public's 
interest in accessing the Internet for timely news, weather and stock updates, the 
actual percentage is likely to be in thia range, Thus, acrOss our network, 95,458 
to 152,132 of our customers (i••" 5· 8% of our customers that have Internet 
access) are using the Internet during the peak usage pertoda of our network. 

• Due to our network: design and the fact that Intamet Service Providers desire to 
have the largest local calling areas available. we befMrle that 8,0% to 90% of our 
customers access internet by tenninating caDs to wire centers other than their 
own end office4

, Thus, In order to complet. these calls, our interoffice facilities 
are used, This results in anywhere from 78.368 to 131.458 of our customers 
using interoffice facilities during their office busy hour. (80% of 95.458 is 76.366 
customers. 90% of 152.732 is 137.458 customers.) 

3 SWitch One units are configured to handle various traffic demand loads 
through the ,use of concentration ratios. Una modules can have concentration 
ratios varying from 4:1 to,8:1', A 4: 1 concentrated line module will handle fewer 
lines than a 8:1 or 8:1 unit' Correspondingly, the average daily busy hour per 
line caplllCily far Unes on a 4:1 unit will be higher than for a switch tine unit using 
a 6:1 or 1t1 concentration ratIO. In general the lOWer the concentration of the 
unit. the higher' Its cost GTE's network has line modules of esen concentration. 
The 6:1 conc:entratlon ratio was selected as a representatiVe unit for this study 
analysis. 

.. Internal analysis of office configurations (interoffice calling capabilities) 
and the local offtces that ISPs are using as thGir serving wire center indicate that 
on the average ISPa can receive traffic from 9 to 10 surrounding offiees via the 

r-. 
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1) GTE customers that access the internet on average place 954.580 to 
1.527.320 CCS of daily office busy hour traffic on our network. This is simply the 
product of the number of customers accessing the Internet during the busy hour 
and the average Internet holding time ot19 CCS. (10 CCS x 95.458 customer = 
954,580 CCS. 10 CCS x 152.732 customers =1.527.320 CCS.) 

2) The approximately one to one and one halfmil1lon CCS of traffic during the 
office busy hour requires GTE to install addition switCh line units. The totat 
number of line units required to accommodate this traffic i8 derived by dividing 
the Internet office busy hour CCS demand by the GTE network average line 
module CCS capability. 954,580 CCS divided by 4602 average CCS per line 
module • 207 line module8 required. 1,527.320 CCS divided by 4602 CCS per 
average line module. 331 line modules required. Thus. 207 to 331 line 
modules are being used to accommodate the office busy hour internet traffic. 

3) GTE customers that access the internet on average generate 783.860 C.CS to 
1.374.580 CCS of busy hour interoffice traffic. This is simply the number of 
customers that are utilizing the interoffice facilities during the office busy hour . 
times on average internet holding time of 10 CCS. (10 CCS x 76.366 customers 
;: 763.660 CCS and 10 CCS x 137.458 custornet's =1.374,580 CCS.)

:--­
4) The number of interoffice facilities required to accommodate internet busy 
hour requirements is ~ertved by dividing the tnteroftlce usage by 28 CCS. the 
usage on the average trunk In GTE's network.( 763.680 CCS divided by 28 CCS 
per trunk. 27.273 trunks required and 1,374.580 CCS divided by 28 CCS per 
trunk • 49.092 trunks required), At 24 trunks per T1 span 1M quantity of T1 
spans required is 27.273 to 48. 092 ( 27.273 divided by 24 :: 1.138 T1 spans 
49.092 divided by 24.2.045 T1 spans). 

5) Total coat per element is determined by multiplying quantity of hardware 
element required times average unit cost. 

For Une Modules: 207 units X $166.200 per unit:: $34.4 Million 
331 units X $186.200 per unit:: $55.0 Million 

For Spans: 1,138 spans X S14.oo0 per span:: S15~9 Mdlion 
2,045 spans X S14.000 per span =$28.6 MiBion 

r" 	 focal calling plan. Thus. the 80 to 90% assumption is a reasonable estimate of 
Intemet accesa calls requiring our interoffICe facilities. 
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;;-.." 	 6) Therefore. it is reasonable to assume that GTE' was required to place 
additional hardware to accommodate internet access traffic during the office 
busy hour ranging from $50.3 Million to $83.6 Minion. 

The afflant aays nothing further. 

;l/Iz- .7i- 6k..J:.-
Alton L. Blackmon 

Subscribed and swom to 
before me on this 21st day. 
of March, 1997. 

~~ltU.~ 
DCd..tA.S c.,.~ . 
Te,.,·t\. ~p~,~.s Go· i -'li.-.. 

r"'\ 
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ATTACHMENT A 
GTE Telops - Internet Impact Report 3/97 
~----~---------~----------~-~------

Purpose: Idantify n~twork h~r~ware Coats that GTE Telops has incurred 
to 	accommodate internet traffic demand, as of Dec 1996. 

1) 	GTE cUstomer data:
° GTE had 17,356,000 acce•• lines (1996 - ARMIS 43-05 report) 

2) 	 Market study data: 
o 	~1' tot GTE oustomers access internet =- 1,909,160 (QST survey 2/1997) 

3) 	 In~;et Study data: 
o Average internet user bu.y hour CCS - 10 ces (GTE Telops internal 

survey) 

4) 	Asasumptions: . 
o 	5 to 8' of GTB customers that .ubscribe to internet .ervice. 

acce•• tbe internet during tbeir office daily busy hO~/-
95,458 to 152,732 

o 	80 to 90' ot these custollers require interofffice facilities ­
76,366 to 131,458 requir.' interoffice facilities daily.

o Averaqe ..s.aqe t%"W1k capacity of 28 c:es 
o Averaqe Swt Line Unit capacity - 4602 CCS 
o 	Averaqe 6al Line unit co.t - $166,200 
o Averaqe 24 channel span unit co.t - $14,000 
o 	voice and Internet. d.e.ancla are independeftt. network d..and. events. 

While thi. may not. be true in the future it. is cODa.ielered true 
for the paat•. 

Conclusions: 
---~....-.,-.. 
1) In total, tOl:' 199' a~ivit.y,° GTE cust.oaera that. acce.. the internet on averaqe qanerate 

954,580 to 1,527,320 total CCS durinq the office dally busy hour.° GTE cua~a.era that. acce.. the internet on average generate. 
763,660 ~1,314,5'O total CCS of daily busy bour int.roffice 
facility r~l~ents. 

2) 	Total equiPMft'l:lfac1l1ty int.ernet daily busy hour requirement.: 
o 	switch Line U:nit../Xoclules . 


207 to 331 switch line units/module. 

o 	Interoffice Spans ._ 


27,273 to 49,092 links or 1,136 to 2,045 (24 ch.annel) spans 


3) 	Total Cost to accommodate internet d.aily busy bour demand: 
A) Swt Line Units. 166,200 per unit - $34.4H to $55.0K 
8) spans cost @ $14,000 per span - $15.9K to $28.6H 
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Beforetbe . 
FEDERAL COMMUNICATIONS COMMISSION'I""'. 

Washington, D.C. 20544 

In the Matter of: ) 
) 

Usage of the Public Switched. ) CC Docket No. 96-263 
Network by Information Services ) 
and Internet Access Providen ) 

REPLYCO~NTSOFGTE 

GTE Service Corporation ("GTE,,). on behalf ofits affiliated companies,I bereby wbmits 

its reply to comments received in response to the above-captioned Notice ofInquiry \NOI,,).l 

L INTRODUCI10N AND SUMMARY 

,.,,-.. Broad record support exists for the positions articulated in GTE's Comments. As the 

empirical data ofGTE and other LEe commenters make clear~ Internet access usaae is creating 

the need for unscheduled network upgrades that result in unrecovered 'costs for ILECs. 

Additional data. recently compil~ by GTE confirms GrE'S.earlier showing that Internet access· 

related traffic presents an increasing threat ofcongestion for !LECs, nccessitating dedication of 

GTE is a world leader in the provision of'Wireline, wireless, Internet and directory 

services. 

1 Access Charge Reform,' Price Cap Performance Review lOt Local &change Carrie1's; 
Transport Rate StnlclfJl'e aniPricing; Usage oftIN Public Switched Network by Information 
Service and Internet ACt;eSS Pr011Uiers. FCC'96-488 (Notice ofProposed Rulemakin&t~:,rtUrd 
Report and Order, and Notice ofInquiry), 1996 FCC LEXIS 7105,5 Comm. Reg. (P & F) 604­
(Dec. 24. 1996). 
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'. 
increasing amounts ofnetWork capacity. Specifically, a study just completed by aTE indicates 

~. 	 that lSP-related traffic constitutes a substantial portion of all terminating interoffice Public 

Switched Telephone Network ("PSTNIf) traffic, including a large percentage of such traffic 

during busy hours. Recovery ofcosts for this Internet use is both required by the 

T~lecommunicatioDS Act and necessary from a public policy standpoint in order to establish 

proper market-based price signals that will spur deployment ofdata-friendly networks that the 

FCC and all commenters agree are desirable. 

In contrast, no persuasive arguments have been presented for continuing to require LECs 

to effectively subsidize Internet access usage. Both the Telecommunications Act and 

longstanding Commission policy favor recovery ofcosts from the cost causer, with any 

necessary subsidies made specitic.and predictable. not implicit and uncontrollable as here. 

Moreover, as numerous commenters point out, the current system, which" renders much I.n1emet 
r'\ 

access usage essentiaJIy free, is the largest existing regulatory impediment to deployment and use 

ofdata-fiiendly services. 

Arguments that the Commission should requin: sub-loop unbundling for the use ofISPs 

are similarly misplaced. The severe teehnical and other constraints on such unbundling render it 

impracticable to offer. ifat aU. all anything but an individual case basis .. Moreover, even if 

available, sub-loop unbundling would likely not be an eConomically viable alternative for ISPs 

because ofthe substantial attendant costs. Further, the risk to network reliability from such 

unbundling would be even ~er given the involvement ofISPs, which are not subject to 

regulatory oversight. 

r­
-2­

GTE Service Corporation 
AprU23.1997 
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GTE,ruso agrees with AT&T that Internet access usage should be presumptively 

...-.... 	 classified as jurisdictionally interstate. Such a presumption comports with the overwhelmingly 

interstate character of Internet traffic, but would be rebuttable in order to protect legitimate state 

interests. Most importantly, the interstate classification ofIntemet traffic will prevent CLECs 

from "gaming the system" by signing up ISP customers in order to inflate their receipts ofmutual 

compensation revenues. 

Finally, the record establishes that ILECs are ClJl'reDtly being denied full recovery ofthe 

network costs attributable to increased Internet usage. Neither business line 11lteS nor second line 

revenues are sufficient to recover these costs. Moreover, application ofthe FCC's TELRlC 

standard to Internet access pricing would exacerbate current shortfalls by guaranteeing a 

. syst~atic.under.recovery ofcosts. Noncompensatory pricing ofexisting analog services is a 

pxincipal impediment to the deployment ofn~ data-friendly leChnologics. 
('. . 

n. 	 THE RECORD DEMONSTRATES THAT A. DRAMATIC INCREASE IN 
INTERNET TRAFFIC HAS REQUIRED EXTRAORDINARY EFFORTS 
TO PREVENT DETERIORATION OF NETWORK PERFORMANCE 

. 	 . 
Virtually the only record support relied upon by ISPs for their contention that inc.reases in 

Internet access usage do not pose a serious risk to the PSTN is the SelwynlLaszlo Study,' which . 
was financed by and appended to the Comments oltho Internet Access Coalition. As GTE 

pointed out in its Comments, that study suffers from nummollS fatal shortcomings and 

misconceptions that tender its conclusions fundamen1Blly flawed." Contrar,y to the suggestions of 

1 Lee L. Selwyn and Joseph W.Lasilo, "The Effect ofInternet Use on the Nation's 
Telephone Network",' Comments of the Internet Access Coalition, Append. C. 

4 	 See Comments ofOTE at 14·20. 
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Selwyn. et al.• traffic congestion created by burgeoning levels of Intemet access traffic now 

poses an unprecedented threat to network performance. The dearth ofexamples ofIntemet. 
t""'"' 

related network breakdowns to date does not Wldermine this fact. Rather, serious service 

disruptions have been avoided only due to ILECs' efforts to implement massive. uncompensated 

emergency capital upgrades as stopgaps against network overload. 

Network congestion caused by increasing bltemet use cannot be "simpl[y]" or "easily" 

addressed through techniques such as load balancing, switch deloading. and use of trunk-side 

terminations. as certain commenters claim.' As GTE explained in detail in its Comments, such 

contentions misunderstand telephone network architecture and ignore the significant costs ofthe 

technology required to implement network: capacity augmentation techniques.' Both additional 

data collected by GTE and the experiences ofother ILECs confirm GTE's earlier showings in 

this regard. 
,-.., 

A. 	 AdditioaaJ Data Collected By GTE Demonstrate That Tratlic Levels 
Have Increased Dramatically Oae To A Substantial Rise In Usage 
Levels 0. Interaet-Related LiDes 

A study commissioned by GTE confirms the conclusions ofpreliminary data set forth in 

GTE's Comments: Internet-related traffic constitutes an iD.creasing proportion of PSTN traffic, 

and such traffic is contributing to PSTN congestion problems during both busy and off-peak 

hours. The study, performed using a commercially available link monitoring system, measured 

the traffic on the SS7 CSignalinS System 7") links into the three central offices in the Tampa, 

See, e.g. t Comments oflntemet Access'Coalition at l()'14. 


(, 
Comments ofOTE at 14-22. 
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Florida metropolitan region during one full week in April~ 1997.7 All traffic routed to these three 

.".....,.. central offices.was measured to determine the traffic load destined for the ISPs served by these 

offices as well as non-1SP traffic load.' . The study measured the load of calls measured in CCS,' 

a product of the number and duration ofcalls. 10 

The study illustrates the contribution ofIntemet access related traffic to terminating 

interoffice PSTN traffic congestion in the metropolitan area studied, both in peak and off-peak 

hours. As the following table demonstrale$y during the five consecutive weekdays studied, rsp 

traffic constituted fully 40. 75" of total terminating interoffice PSTN traffic. (See Table 1),11 

,.-..... 
7 The.study measured the traffic destined for these central offices 24 homs a day for the 
seven day period from April 13, 1997 through Apri119. 1997. 

• The study did not measure intra-office traffic, i.e., traffic originating and terminating 
within the office studied.. 

9 As explained in GTE's Comments, CCS, or Itcentum or hundred call secon~" measures 
actual traffic loads, by measuring the volume and duration ofcalls. Comments ofGTE at 11 
n.13. This measure is most important, because it determines the load on the network. 

10 The study data shows the bo\U" in the day that calls were coanected and the average 
holding time for all calls that were connected during that hour regardless ofthe actual release 
time. It abo shows the CCS load to each ofthe ISP nwnbers during the hour as well as the CCS 
load to all other DllJIlbers served by the studied offices. Traffic measured includes all of the 
traffic originated.1iom all ofthe offices in the surroundiilg local aill,ing area, traffic tenninating 
in these offices from offices that generate 1+70 Intra·LATA toll c:alls into these offices, and 
traffic terminating in these offices from points outside the LATA. 

.~ 

Table 1 replicates the Table presented on the basis ofpreliminary data in GTEts 
Comments. and validates'the conclusions drawn from that table. See Comments ofGTE at 13. 

,,-.. 
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r· Table 1 
March 1997 Study 

Five Weekdays Studied 

Completed 
CaDs 

Duration i.a 
Minutes 

Average 
Holdin: 
Time in 
.Minutes 

NOD-
Completed 
Calls 

Percent 
Completed 
Calls 

Percent of 
Total 
Traffic 
Minutes 

ISPTraffic 347,280 8,629,908 24.85 .155,988 69.0001e 40.75% ! 

NOD-ISP 
Traffic 

4,958,065 12,543,904 2.53 1,881,457 72.S001e 59.25% 

Total 
Traffic 

5,305,345 21,173,812 3.99 2,037,445 72.25% 100% 
! 

Furthermore, contrary to the unsupported contentions ofa number ofISP commenters, 12 Internet 

access-related traffic was significant not only during off-peak hours, but during PSTN busy hours 

as well. During the peak busy hour, ISP traffic constituted nearly jj~ oftota! ter.minating . ' 

.,.-.... interoffice PSlN traffic. (See Chart 1). 

12 See, e.g., Comments ofWorld Com at 19..20; Comments ofGeneral Services _ 
Administration ("GSA ft) at 13.15; Comments ofThe Association ofOnline Professionals at 4; 
'Comments ofIntemct Access Coalition at 8-9. 
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Cbart 1 

r· 
IntetOtliCe Terminating Trvnk UN~ 

~~i----------------------------------------------~ 

~: 

As Chart 1 demonstrates, ISP traffic load increases steadily during the day from 5:00 A.M. until 

11:00 P .M '(with a slight flattening at noon). ISP traffic load during the busy hour (3:00 - 4:00 

P.M.) is equivalent to approximately 73% of ISP traffic load during the ISP busy hour (t0:00 ­

11:00 P.M.). 

Furthermore, the study daIa demonstrates that ISP contentions regarding total 

numberJvolume ofcalls during the busy hour arc, in and ofthemselv~ incorrect. As Chart 2 

illustrates, average holding time during busy hours on calls to ISPs is nearly lI.bIe Jimes longer 

than average holding time on non-ISP traffic in this metropolitan network. (&e Chart 2).13 

13 &e also Table 1; AffidavitofH. Lee Jones, attached as Append. A, at 2. 
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Holding times are relevant, because it is both the number and the duration ofcalls that 

r"', 	 determine call load, Det\VOrk congestio~ and switch and trunk line Capacity needed-I" For 

example. OTE's data demonstrates that ISP calls during the buSy hour constituted nearly 33% of 

total terminating interoffice traffic load.. despite constituting oJ!ly 4.35 percent ofthe total 

number ofcompleted term.inatiDg interoffice caUs during that hour. Therefore, it is clear that the 

long average holding time ofISP traffic is largely responsible for causing the need for additional 

facilities in the network. Thus, ISP data that relates solely the volume ofcalls and fails to 

104 See Affidavit ofH. Lee lones. attached as Append. 1, at 3; see also Comments of 
WorldCom at 19 (admittina that "the !LECs' local switches typicaUy are engineered based on the 
number oflines, expected call attempts per busy hour, and call holding time.") 

Contrary to the contention of the OSA, Comments ofOSA at 12-13. volume and duration 
ofcalls, ,ather than amount ofinformation transmitted, are the relevant factors in deteniumng 
burden on the PSTN. The circuit switched nature ofthe PSTN requires occupation ofa circuit 

~, 	
(Continued...) 
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address call duration or total call load presents a one-dimensional slice that is, at best. iITcltV3llt 

r-.. and, at worst, misleading. 

B. 	 LEes Face Significant IDcreases ID ExpeDditures For Network 
Uperades 10 Order To Accommodate The IDcrease 10 IDternet· 
Related Traffie: 

The additional data collected by GTE are consistent with the findings described in the 

comments ofGTE and other LEes, which demonstrate that ILECs have been forced to incur 

significant, Wlcompensated increases in expenditures for network upgrades in order to 

accotnmodate the rise in Internet access traffic. As GTE noted in its comments, its operating 

companies have already committed between SSO million and 585 million, due solely to increased 

Internet access traffic, in order to avoid a potentially crlppllDg overload ofits network.15 . 

The Comments o{ other !LEes confirm GTE's experience. For. example. Pacific Telesis 

found that at the end of 1996. Internet usage aecoWlted for approximately 27 percent ofPacific 
~ 

" Bell's total residential traffic, or 30 billion minutes ofuse.16 If the exemption is not removed, 

Pacific Telesis forecasts that by 2001, there will be almost as much residential dial-up Internet 

traffic as residential voice traffic. I'" Moreover, Pacific Telesis expects that ,Pacific Bell,will 

generate about $150 million in incremental revenue'from ISPs but spend over $300 million to 

(...Continued) 

during the entire connection time, unlike in a'packet switched enviromnenL 


Comments ofOTE at 22." 
IS 	 Comments ofPacific Telesis Group at 10. 

17 	 ld 
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suppon Intemet~elatcd traffic over the next five years.II As 'Pacific Telesis notes. because of the 

['. 	 disinceIitives to recovery ofcosts'm~ested' in data networks. these funds will be misdirected to 

investment ~ voice, public switched networks:rather than deve]opmerit ofadvanced'data 

services.19 

Similarly t Bell Atlantic alone spent nearly 5200 million Above its planned network 

construction budget in 1996 to avoid failures that would impair service to all customers.20 Ben 

Atlantic expenditures in 1997 are expected to exceed $300 million, including installation of a 

large number ofnew line units and ISDN terminations in central office switches to accommodate 

additional traffic volumes, and interoffice trunks to carry the traffic between offices.%' Sprint 

likewise haS experienced Internet-related congestion problems that have required hundreds of 

thousands ofdolJars in network expansions to resolve.u 

Furthermore, new Internet technologies now being implemented are expected to 

.r-. 


exacerbate the congestion problem. For example, "push" technology will require that the end-


user remain connected to the. Internet program source during the entire time that the customer's 


II ld at 31. 

19 ld 

20 Jt. Comments ofBell Atlantic and NYNEX at 6. 

%1 ld 

21 See Comments ofSprint Corp. at 5 (Sprint LEes have been required to spend ~twecn 
$350,000 and $400,000 to add additional trunks to address spikes in traffic levels each time a 
major Internet access provider has offered flat-rate service to the Internet). 

,.-, 
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c.omputer is turned oall This technology is likely to increase holding times dramaticaJJy. as well 

r-.. as require far higher emergency investment in existing networks to prevent congestion.2<C 

As the data provided by GTE and by other commenters make clear, ample evidenc~ ofthe 

increase in network traffic and congestion problems exists to warrant FCC action. Calls for the 

collection ofadditional infonna:tio~ or other deferrals ofFCC actionlS are simply delay tactics to 

maintain preferential treatment ofISPs and should not be credited.2~ Instead~ the Commission 

should move expeditiously to address this real and growing concern. 

nL SUB-LOOP UNBUNDLING FOR THE USE OF ISPs SHOULD NOT BE 
~DATED "" 

A number ofISPs and other commenters have suggested that ILECs should be required to 

provide them With unbundled access to various parts of the local loop such as feeder and 

distribution facilities.2
? However. as the Commission has previously found. it is not possible to 

r provide sub-loop unbundling on a generic basis due to serious network reliability concems.2S 

23 Jt. Comments ofBeD Atlantic and NYNEX at 8 ..9. "Push~ technology sends 
predetermined types ofinformation to the end users computer Without the end user having to 
retrieve it. It requireS that the end user remain connected to the" Intemet during the entire time the 
end users computer is turned on, in order for the information to be "pushed" to that computer as 
soon as it is available - with consequential dramatic increases in holding times. Id " 

14 Id 

l5 See, e.g., Comments ofIntemet Access Coalition at 61; Comments ofAssociation of 
Online Professionals at 4. 

26 See Comments ofAT&T at 19. 

::11 See. e.g., Comments ofAmerica Online at 24-25; Comments of Intemct Access Coalition 
at 41-42; Comments ofWorld Com at 23-24. 

11 Thus. to the extent that sub-loop unbundling is ~sed.as a precondition to addressing 
the issue of usage ofthe PSTN by ISPs, it is a mere delaying tactic and should be dismissed out 

(Continued...)r-, 
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Nor is it likely to be an economicatly viabJe distribution option for ISPs. Accordingly. sub-loop 

r unbundling, should not be required herein. 

A. 	 A General Requirement For Sub-Loop UDbundling Would Impair 
Service Quality And Raise qrave RJsks To Network Reliability 

The FCC properly declined to require sub-loop unb\D1dling in, its First Interconnection 

Order on the grounds that proponents of sub.)oop unbundling could not adequately respond to 

the network reliability concerns raised by various ILECs.29 As GTE explained in its Comments 

in that proceeding. it is impossible to establish a uniform Dc8tional requirement for sub-loop 

unbundling for a number of reasons: 

• 	 There are literally dozens ofdifferqnt loop provisioning COnfigmatiODS. each 
engineered for network integrity pUrposes as an end-to-end transmission path and 
frequently Jacking any cross-connect box or other demarcation betWeen the feeder and 
distribution portions of the plant at which a generic unbundling requirement could be 
implemented. . 

r\ • 	 There are no industry standards governing what combinations ofnetwork elements 

are used to create a local loop or even the appropriate delineation between feeder and 

distribution plant. 


• 	 Existing ILEC operations'support .,stems are not designed or configured to support 
the separate provisioning ofsub-loop facilities. 

• 	 The cost ofmaking available a sub-lpop facility for provisioning v.ilJ vary widely 
depending upon the network configuration. 

• 	 Because there is a lack ofcompatibility between the different types'ofanalog and 
digital transmission services that may be provided via local loops. thae is a severe 
risk ofinter-senico interference froUl uncoordinated usage ofsub-loop facilities due 
to lack ofspectrum management. 

(..•Continued) 

ofhand. 


Implemeiftalion ofthe Local Competition Provisions in the Telecommwitcations Act of 
/996,11 FCC Red 15499 (Aug. 8, 1996X"First Intereoimection Order"),' 391. 

~ 
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•. 	Because of the complexity offeeder-distribution interfaces resulting from the 
thousands ofcross-connects required at each box, the introduction ofnew or 
additional iDStallation and maintenance personnel into such sites for provisioning1"'"", 
purposes will increase'the potential for service degra<:tation or failure and. thereby, 
undermine network reliability. 

As a result of these factors, the viability ofproviding any unbundled su.b-loop 

facilities must be considered on a specific, individu.al case basis. Only where: (i) the necessary 

facilities exist, (ii) procedUfeS.for provisioning and coordinated use can be established. and (iii) 

the requester agrees to pay all associated costs. can the availability of a sub-loop product even be 

considered. GTE's experience suggests that these situations will be exceedingly few in 

number.3O Although the Commission bas indicated that it "Yill further review the question ofsub­

loop tmhun41ing in 1997,31 the record here is clearly inadequate to support a reversal of the 

agency' s earlier determinations in this regard. 

B. Sub-Loop UnbUDdliDg For ISPs Is Particularly Unwarranted 
r-. 

In the Telecommunications Act, Congress established the rights ofre8uIated carriers to . 

acquire unbundled network elements from aECs for the purpose ofcreating new competitive 

alternatives for users. The limitation to carriers is clearly reasOnable given the iDhercnt ri.sb to 

service to the public associated with permitting entities to piece out the ILECs' ~mmunications 

networks in order to integrate their own facilities. For obvious reasons, providing such a right to 

30 The FCC bas required CLECs to bear the cost ofany higher than normal quBlity netwotk 
elements they request. Thus, ifthe Commission were to grant the Internet Access Coalition's 
related request for authority to acquire digitally conditio~ loop facilities (Comments at 4546)t 
the ISP would be required to pay the cost ofsuch conditioning, equipment removal or other 
reconfig~tion in that circumstance as well. 

First Interconnection Order.' 391. 
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ISPs, which are not subject to governmental ',oversight, would present an even greater risk to the 

f"'.. netwOrk:. and the serviccs provided to others without offering any such pro-competitive 

justification. The risks would be particularly great in the context ofsub-loop unbundling .. 

Absent the imposition of similar regulatory responsibilities upon both partics to a sub-

loop provisioning arrangement, it will be impOssible to obtain the necessary level ofassurance 

that the risks identified above can be avoided or that, if problems occur, they will be promptly 

remedied. The burden ofenforcement would faJ.) solely. on the lLEC, and its customers would 

bear the costs. This would be both manifestly!unfair and ill-advised as a matter ofpublic policy. 

IV. 	 GTE'CONCURS IN AT&T'S SHOWING THAT INTERNET ACCESS 
TRAFFIC IS PRESUMPTIVELY rNTERSTATE AND SUBJECT TO THE 
COMMISSION·S JURISDlcrION 

GTE concurs in ~e Comments of AT&if that the Commission should adopt a rebuttable 

presumption that Internet access services are su"'ject to the Commission's jurisdiction due to their,-... 
. overwhelmingly interstate character.'l Such a presumption comports with the characteristics of 

Internet traffic and with settled case law for reg$lating services that, like Internet traffic, have a 

significant interstate usc or character but cannot readily be broken do'WD into di$tinct interstate 

and intrastate componen1S." 

:S2 	 See Comments of AT&T at 28. 

II 	 See, e.g.~ Louisiana Pub. Servo Comm'n Y. FCC~ 476 U.S. 3SS~ 375-79 (1986); Cal. Y. 

FCC, 39 F.3d 919,931-33 (9* Cir. 1994), cert. ~nied, 115 S. Ct. 1427 (l99S);Pub. Utility 
Comm'n o/Texas v. FCC. 886 F.2d 1325, 1331-34 (D.C. Cir. 1989). 

,-... 
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A. 	 The Presumption That Internet A~s Traffic Is Interstate In 
Character Accurately Reflects The Nature OfThe Internet 

1""'. 
Internet access traffic is over.vilelmingly interstate in character, and even where this is 

not the case, customers will almost inevitably access multiple applications and databases dming 

a typical session, a large fraction ofwhich are likely to involve interstate transmission.14 The use 

ofnew "push" technologies will further reinforce the interstate character of Internet . 

transmissions. In any event, the predominant interstate and, indeed, international scope of the 

Intemet clearly warrants treatment ofIntemet access arrangements under unifonn policies 

established and administered at the federal level. 

As pointed out by U S WEST, the current regime results in a massive allocation ofcosts 

to the intrastate jurisdiction"l~ but states are limited in their flexibility to recover those costs from 

the Cost causers. This jurisdictional mismatch of costs and cost reCovery has fostered the current 

~. noncompensatory predicament facing aECs and. presents a major disincentive to the deployment 

ofnew data-friendly technoloaies.36 Given the Commission' s and the nation's interest in 

promoting the Internet and related offerings, it would clearly be reasonable for the agency to 

assert an appropriate level offederal jurisdiction in this context. 

Nonetheless. GTE also agrees with AT&T that the presmnption that particular Internet 

access traffic is jurisdictionally interstate could be rebutted by a convincing showing that the 

1& 	 See Comments of AT&T at 28·30. 

lS 	 See Comments ofU S WEST at 22. 

36 Furthermore, this creates, in effect, a reverse subsidy in which costs of predominantly 
interState service are recovered in intrastate: rates. Such an outcome is wholly inconsistent with 
the historical policy ofsubsidizing local service through interstate rates. 

r-. 
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traffic i~ in fact, intrastate in character. Suc~ a showing could be based on traffic studies, 

network des!gn~ server locations, or other factors analogous to those: used. to dispute classification 
.".......,.. 


ofdedicated line services tmder the Joint Bo~d's jurisdictional allocation regime.}1 In this 

manner, legitimate stale prerogatives would ~ot be trampled. 

B. 	 Mutual Compensation Should Not Apply To Internet Access Traffic 
In Order To Prevent GamiD., OfThe System. 

As GTE noted in its Comments, com~tive LECs are currently marketing their offerings 

to Internet access providers and other ISPs fQr\the sole purpose of capturing those entities' 
, 

overwhelmingly terminating traffic in order tOiobtain transport and termination charges fro~ 

LECs under reciDroca1local compensation ~ements.3& Other commenters conflml the 

existence ofsuch practices.3' If CLECs are sU<X;essful in this attempt, lLECS will remain 

responsible for the vast majority of the networ~ cost increases caused by Internet access usage, 

r·· 	 i.ricur a· new cost burden in terminating payments to CLECs, and lose all revenues from ISPs 

themselves. 

CLECs should not be permitted to game \the system in this manner or otherwise allowed 

to take advantage ofarbitrage pomoilities that lack any reasonable technological or economic 

basis. Rather, costs should be recovered from thbse who cause them to be incmred. When 

public policy determines that end users are entit1¢d to below coSt services, appropriate 

31 	 See It. Comments ofBeD Atlantic and NYNEX at 14 n.25 (similarly arguing that the 
FCC should follow its '410 percent rule''), 

l& 	 ComJlleD.tI ofGlE at 32-33. 

39 See Comments ofPacific Telesis Group ati21; Jt. Comments oiBeD Atlantjc and 
NYNEX at 9. 

r--. 
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mechanisms should be established that explicitly recover the costs associated with the subsidized 

,~, services. Classification oflntemet traffic as interstate, interexcbange usage will further this goal 

by ensuring that this traffic is not subject to mutual compensation a:r:rangements.40 

v. 	 THE CURRENT SYSTEM DOES NOT PROVIDE FOR SUFFICIENT 

RECOVERY OF ACTUAL COSTS BY LECS 


A. 	 Business Line Rates ADd Flat..:Rated Residential Charges Do Not 

Provide Sufficient Reven1les To Recover ILECs' Ac:tua) Costs. 


The ISP acCeSs charge exemption effectively precludes ILEes from recouping their 


substantial costs in network investments, thereby creating an implicit subsidy system in 


contravention ofsound economic and regulatory policy9 as well as applicable legal 


rcquirements:u GTE explained in its comments that current rates business and residential 


telephone do not adequately compensate ILECs for services provided to ISPs. Other commenters 

agree that second-line revenues and business line rates are insufficient to :recover ILEC eosts.4l 

~ 

40 	 See First Interconnection Order, , 1034. 

. 41 	 As the Commission observed in another proceeding: 

Carriers under the Commission's jurisdiction must be alloWed to 
recover the Je8SOnable costs ofproviding service to ratepayers, 
including reasonable and pnadent expenses and a fair return on 
investment. This fundamental requirement is unchanged by the 
Telecommunications Act of 1996. 

AccountingforJudgmenJ3 and Other Costs Associated with Litigation, CC Docket No. 93-240, 
FCC 97-80, ,2 (reI. Mar. 13, 1997Xcitation omitted), 

42 See Comments ofSouthwestern Bell at 11 (revenues receiv~ from second lines used to 

access the Internet do not recover their costs); Comments of GTE at 24-25; Jt. Comments ofBell 
Atlantic and NYNEX at 10 n.19 (although some customers may pay message units for 
originating calls, there·is no usage cb8.rge for terminating traffic. and message unit charges fall 
far short ofcompensating for delivering Internet access traffic). See generally Comments of 
GTE, CC Docket No. 96-98 ("GTE Interconnection Comments").· 

r"'. 
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In any event,. no statistical support e,psts for the ISPs'. claim that the demand for second 
, 	 . 

r- lines is primarily caused by Internet usc ortlilat second line revenues should be credited to 

Internet traffic.41 The proliferation offacs~e technology, telecpmmunicatingt children's lin~ 

and a host ofother uses all contribute to the ipcrease in use ofresidential second lines. As GTE 

has explained, where Internet traffic is invol~dt the additional revenue is insufficient to ' 

compensate for the increased usage, particulatly given the lack. ofvertical services purchased on 

such lines. 

B. 	 TELRiC Does Not Provide A\n Eft'eetive Measure Of ILEe Costs For 
CompeasatioD Purposes 

Contrary to the suggestions ofa num.". ofISPs and other commenters who have an 

interest in perpetuating IT.ECs' subsidization ofISPs, 44 TELRle, or "total element long-run 

incremental costs," does not provide an appropPate measure ofthe actUal costs of the 

,"-'" communications services utilized by ISPs. Under the Cozm:r.Ussion's TELRIC standard, prices . 

would be set based solely on the incremental fofward-looking costs ofa hypothetical, ideally 

efficient. state-of-the-art network.4S It would, thus, preclude ~very ofthe actual costs of ILEe 

operations.- For these reasons. the U.S. Court qfAppeals for the Eighth Circuit bas tentatively 

concluded that TELRIC pricing is unlawfully ndn-compensatory.47 

43 

44 See, e.g., Comments ofCompuServe" ptodigy at 12; Comments ofAT&T at 25-26; 
Comments ofMeI at 6. . . 

4' First Intercormection Order. " 685. 690• 

•6 	
See id. " 672, 204-07. 


. : 


Iowa Utilities Bd. Y. FCC, No. 96-3321. 1996 WI.. 589204 (8* Cir. Oct. 15.1996). For ,..-.... . 	 (Continued ... ) 
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" 

Application oflELRlC would also provide a disinc~tive to development ofstate-of-the­

1"*'. 	 art data-friendly networks, contrary to the professed goals of the FCC and all commenters. It 

would be irrational for any competitor to build its own facilities when the FCC has guaranteed it 

a right to use the incumbent's facilities at the incremental cost of the best up-to-the-moment 

technologies. No entrant can hope to be'more efficient - and to achieve lower cost - than the 

hypothetical, ideally-efficient network contemplated by TELRlC. As a consequence, no new 

entrant will incur the expense or take the risk of building facilities of its own.41 

Application ofa TELRIC-based Internet pricing methodology to access services would 

likewise discow:a.ge incumbent LEes from investing in their own networks. On any given day, 

regulators would always be able to hypothesize technology that is more efficient than. what an 

incumbent LEC was able to purchase yesterday."· TELRlC pricing would, thus, guarantee a 

.',......... 


(..,Continued) 
similar reasons, the assertion by the Commerciallntemet Exchange Association ("CIXtI

) that 
business line rates must be compensatory because they exceed the FCC·s prescribed TELRIC­
based proxy prices for comparable functionality is wholly without fOUOdatiOIL See Comments of 
CIX at 12. 

41 l\.iFS. for example, announcCd plaDs last fall to "re-orient []its network build-out focus 
away from building to end-users ••• connect Ocustomer via'incumbent local exchange carrier 
(ILEC) unbundled loops. n MFS Communications, Menill Lynch Capital Markets, Nov. 7. 1996, 
at 2. See also., London On The Line. The Washington Post (Nov. 10, 1996) (British Telecom has 
no plans to build facilities of its own here but instead will "purchase bulk capacity from local 
telephone carriers" and thereby 'tleverage other people's in.frastruCture"). 

49 See Declaration ofAlfred E. Kahn and Timothy J. Tardiff, 18(a), filed with the Reply 
Comments ofBell Atlantic, Implementation 0/the Local Competition Provt3tons In thi 

Telecommunications Act of1996. FCC 96-328 (May 30, 1996) (Appendix at 63). 
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i . 
systematic under-recovery of costs for incumqent LEes and, thereby, ~ply perpetuate the 

current cost recovery crisis. ~r-, 

C. FaDure To Allow Full R«overy Of Costs Will Create A Massive 

Disincentive To Investment U Data-Friendly Networks. 


I 

GTE submits that the principle of p8.yntent ofactual costs sho1.1ld apply equally to ISPs as 
. \ 

it does to other carriers and service providers. fnt.e current contrary practice creates a direct 
\ 

disincentive to development ofdata-friendly, Pfcket-switcbed networks that can adequately 
I 

accommodate increased Internet usage.51 As aim noted in its Comments, Internet access usage 

of local business lines is effectively subsi~: because such lines generate few outgoing calls, 
I 

instead receiving calls from ISP customers and ~aying only the basic flat rate portion ofthe 

business line charges.S1 This subsidy. which ~ts in the provision ofeffectively "free" 

so See Affidavit ofJerry Hausman, tv 5-8. ~led with the Reply Comments of the United 

r' States Telephone Ass'n, Implementation ofthe Lpcal Competition Provisions in the 


Telecommunications Act oj1996? FCC 96-328 (May 30,1996) (Appendix at 81). 


'1 Se~ Comments ofAT&T at 5,16, 18--19.\ The CommerQal Internet Exchange 
Association is simply wrona in.arguing that ISP ~liates ofLECs are, unlike their ISP 
competito~ unaffected by access charses. becaUse such cb8:rges an: "a mere accounting entry 
between affiliated companies." Comments ofcI\x at 19. LEes an: precluded by their Cost 
Allocation Manual~ i.e., the Docket 86-111 rules, from cross subsidizing between regulated and 
nonregu1ated services. 

n See Comments ofGTE· 23. 'J'he vast majOrity otiSPI' largely residential customers, in 
tum, also use flat-rated local services to access ~ir Internet offerin~ lsi.. 

ISPs' one-way din:ctionality, together with their call volumes and holding times - which, 
as the experience ofLEes to date illustrates, see SUpra, Section n, makes them a particularly 
heavy burden upon LECs without a proportional ihcrease in revenu.e - distinguish ISPs from 
other business users. Thus, WorldCom's <:ontention that because local business rates include a 
universal service subsidyJ ESPs must be paying mpre than their fair share ofcosts, Comments of 
WorldCom at 1S, fails entirely to recognize the un_que characteristics of ISP use. .6Jtliough 
average business CUSlOQler5 do subsidize residenti~ customers, since LECs realize no margin 
above cost when serving ISPs, no such subsidy exi\sts. In any event, any universal service 

,,-... (Continued ... ) 
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incremental servi~ to ISPs, retards the development ofdata-friendly networks/1 cpntrary to what 

the FCC'" and all commenters agree is the preferable means for supporting Internet-related t"'"' 

traffic. 

This conclusion is confirmed by the experience ofBell Atlantic. Since BeIl Atlantic bas 

begun offering its new packet-based Intemet access service, no ISPs have subscribed.5S Thus, the 

FCC's current practice provides ISP, with a direct and massive economic incentive to continue to 

rely upon local business tines using voice-based PSTN, rather than supporting investment in 

data-based packet-switching networks. Such a result directly undermines Congress' express 

intention ill passing the 1996 Act to "accelerate rapidly private sector deployment ofadvanced 

telecommunications [ ] and information technoloaies,,,56 as well as the FCCs goal to "create 

I"'*". 
( ... Continued) 

subsidy is directed. to universal service, and is therefore not available to LECs to defray ISP use. 

GSA"s claim that ISPs and business user customers oflocal exchange services pay local 
message charges for all voice and data messages that transit local networlcs, COmments ofGSA 
at 16, is incorrect. Businesses do not pay message charges to terminate v:affic. Similarly, GSA's 
assertions that local usage is "almost invariably" priced 4,.. in excess ofincremental cost," and 
that the incremental costs offUmishing additional lines to residential users are "extremely loW," 
are unsupported. 

" Comments ofAT&T at 19; Comments ofPaclfic Telesis Group at 35; Comments ofUS 
WEST at 26. 

'" NOI, ,313. 

f5 Jt. Comments ofBell Adantic & NYNEX at' 13. Other ILEC-otrered packet access 
services have si.mi.larly failed to attract significant interest from unaffiliated ISPs. Comments of 

MClat 10. 

$6 H.R. Com. Rep. No. 104-458, at 113 (1996). 
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r--­
'. . 

incentives for the deployment ofservices and facilities to allow more efficient transport ofdata , 
i 

traffic to and from end users.!lS1 

GTE agrees with commenters that the\ Commission's rules and policies should "encourage 
I 

service providers to take business risks and ~e capital investments in data communications 
I 

technologies that respond to consumer deman~"s, and that investments should be based on the 
, 

anticipation of future revenues generated by nfw or improved services." GTE notes however. 

\ .' 

that: i) risk is always related to pricing. but l~Cs have been denied the opportunity to adjust 
I 

prices to reflect risk; and ii) ILECs are unable to realize any further revenues as long as the 
I 

access service charge exemption is in place. Cbrrent FCC rules provide a disincentive to invest 
I 

in long-term facilities that have no potential to ~uc~ future revenues.60 Only by allowing 

prices to reflect underlying costs. ma1cing subsiWes explicit. eliminating unreimbursed subsidies. 

.-.... 
and giving ILECs necessary pricing flexibility Can the FCC encourage n.:.ECs to assume the 

. . ~ 

appropriate risks ofbuilding new networks for Iptemet-related traffic. 

VI. CONCLUSION 

GTE again urges the Commission to pro~ulgate a consistent and comprehensive pricing 

policy to govern all jurisdictionally interstate ser\vices. Such a pricing policy should permit 

LEes to recover their actual costs ftom cost ~ and ensure that all ~ service 
. \ 

applications, and technologies are subject to co~ cost-based economic signals, so that rational 

~ NOI,1313. 

n Comments ofIntemet Access Coalition at14. 

,.,-.., 

" 
60 

Comments ofGeneral Services Administration at 10. 
\ 

Ct Jt. Comments ofBell Atlantic and NYt-mx at 5. 
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investment choices can be made that will best promote the development Qf an efficient. 

I"'*" economical, and technologically advanced network.. 

Ward W. Wueste 
Gail L. Polivy 
1850 M Street. N.W 
Suite 1200 
Washington, DC 20036 

April 23, 1997 

~, 

Respectfully submi~ 

GTE SERVICE CORPORAnON, 
on behalf ofi~ affiliated companies 

R. Michael Senkowski 
Richard T. pfohl 
WILEY, REIN &. FIELDING 
1776 K Street. N.W. 
Washington, DC 20006 
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(202) 429-4271 
April 24. 1997 4PII 2 4 1991I 	 ,~~:.~, 

~:~'~·1'1By Baud DeliyCXX' 

WUliam F. Caton 

Secretary 

Federal CommunicatioDS Commission 

1919 M Street. N.W. 

WashiD&t011. D.C. 2Cl554 


Re: 	 GTE Service Corporation : 

ReplyCOIDJlJIeI1ts of GTE i 

SupportiD& Affidavit of H. Lee 10_ 

ee Doc;kct No, 96-26l I
1"". 

Dear Mr. Catoo: 
I 

Attached herewith are aD oripal aad twe~e copies for filiD& of the at1ktavlt of H. Lee 
lones. a faxed copy of which was filed yesterday fNith the Reply CommcDlS of GTE Corporation 
in the above captioDed docket. Also iDcladed ~ the aftIdavit are Charts 3 aDd 4, which were 
inadverteDdy omitted from the copy of the affida'1t u filecI yesrerday. If you bave any questions, 
please comaa: the UDdersiped. i 

.. 	 I 

~Y submitted.. 

EYp~ 
EDc10sures 

,-.. 
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DUPLICATE 

AFFIDAVIT OFH. LEE JONES r.. 

STATE OF TEXAS 

COUNTY OF DALLAS 

I. H. Lee Jones. being duly swom state as follows regarding Supervision and 

Coordination of the Internet Service Provider Terminating call study: 

1. 	 I am Group Product Manager-Network Access SeNiC8S, Carrier Markets Product 

Management. for GTE Telephone Operations. My principal duties anet 

responsibilities are the management of products and services sold to the Internet 

. Service Provider wholesale market segment. I coordinated and supervised the 

Signaling System 7 (S57) link study outlined below. 
r-. 

2. 	 Earlier this year, GTE commissioned a study that mOnitored SS7 traffie. With this 

study capability GTE can specifically identify Intemet traffic on ita interoffice trunk 

network. The study gave GTE the ability to study local exchange (l,'1on-toll) calling 

. on a call deteR basis similar to ton calling detail without the rating or billing data. The 

study recorded the "'from- and '10" telephone numbers from the initial address 

message created for SS7 routing and call control processes. The study also 
. 	 . 

monitored all calls for holding time. NormaJly. such information Is not recorded. 

3. 	 For this study. equipment polled the SS7 Signal Control. Point for all calls to a group 

of end offices in the Tampa. Florida, metropolitan region in which Internet Service 

Providers (ISPs) were served. Over the seven day period of the study. 7.3. million 

calls were polled. The study package stored these records for further inquiry such 

as sorting calls between ISPa and other calls. 
,,-... 

GTE Service Corporation 
April 23. 1991 
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I 
4. 	 The study recorded all interoffice terminating traffic to Tampa Main. Tampa East 

and Ybol' City offices. i The recorded ~ffiC included the,terminating local calling, the 

tenninating 1+ seven digit terminating toU as well as the terminating 1+ ten digit 
I 

interlATA access traffic to !Xc points o,t presence serVed by these three offices. 

Thus, the study shows the total tennina~ng interoffice trunk capacities utilized in 

one week for a major metroPofitan areal By collecting "to. telephone 'numbers, the 
I , 

study distinguished ISP from non-ISP t~ffic.Although the study focused on traffic 

in the Tampa metropolitan region, the S~dy could be replicated in any region se~ed 
by GTE. 

I 

. 5. The conclusions of this study are threef~ld: 

! 

I 

~\ a. The Intemet access usage on the inttlroffice terminating trunk load during the 

business day (8:00 AM'. to 5:00 P,M.) busy hour (3:00 P.M. to 4:00 P.M.) was 

approximatety one-third of the total teFlnating trunk usage. See Chart.1 where 

hour 15-16 (3:00 P.M. to 4:00 P.M.) s~ 750,000 cc.s (Centum Cal, 

. Seconds - a unit of 100 seconds of P~TN usage) for non-asp and 350,000 ~ 
for ISP. The total of 1.1 milf'aon (750.0p0+350.oo0) ~was the design 

parameter .uae.d. fg[ sjzing the interotfiee terminating trunk capacity. Thus, the 
I 

ISP calla were.most one-third of the lfacility requirements. , 

b. 	 The holding time for ISP calla was appfoximately 22 minutes in the 15..16 bU$y 
, 	 ' 

hour; non-ISP calla In that hour, appro*imately 2.5 minutes. Thus, each ISP call 
I .. 

contributed on average nearly nine tim" as much usage as non.lSP calls to 

total network usage. 	
I 

" 
!. 	 ~ . 

c. 	 The caD volume of ISP trafftc at the busy hour is represented on Chart #2. This 
I 

data shows 4.3,. of the call volume as tSP. Despite the relatively low volume of 
~, 

ISP caDs. as Chart.1 demonstrates, d4e to the relatively long holding time of 
GTE 	 Service Corporation 

April 23. 1997 
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ISP calls. ISP calls constituted approximately one-third of terminating trunk 

capacity, This demonstrates relatively small call vol,urnes with long holding times 

can yield a substantial level tenninating trunk capacity in the busy hour. 

In the study volume of 89,000 daily busy hour calls, the four percent (4%) of calls 

(approximately 4,000) making up the internet access calfs had an identifiable 

terminating interoffice trunk requirement of approximately 1.800 trunks. If the internet 

, access calls had had a holding time of 2.57 (the time of non·ISP) minutes. the 

identifiable terminating trunk requirement would have been 200 trunks. Thus, 1,600 

trunks is the additional requirement attributable to the net increase in holding time for 

the internet access caDs. As mentioned previously. the·busy hour proportion of 

terminating jntero~ trunk quantities consumed by internet access usage was 

~, approximately one-third of total terminating trunks, 

This study, to the best of my ability and judgment. cfearly shows that Internet access 

call characteristics such as holding time and caD volume create additional interoffice 

terminating trunk requirementS for add!!ions to the z:;:,:er'«. 
H. Lee Jones. Affiant 

...........,
,.' O,L ##1... 

"':i-0 '" ',''''.,. , 

Subscribed and sworn to before me on thIe 23rd day of Ap~ 1997. oJ' ~1?:~.:\ 
~-" g ~~ -} .. 

.I~~~l ..) 
. tt.~ ••- o ...~ 

Michele Slaboda. Notary PubfiC'-·",,_ :, . o. ""..",
Commission Expires: 06109/98 ............."",••••• 
County of Dallas. Sta" of Texas 

!..-.., c:\Winwonf\II/M.doc 
GTE Service Corporation 

April 23, 1997 
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CIaart.% 

COMPLETED CALLS AND AV'ERAGE HOLDING TIME PER CALL 
"FOR. FIVE WEEKDAYS STUDIED0. 

ISP TRAFFIC '1 NON.ISP TRAFFIC 

HOUR ISP 

,COMPLETED 
NON..ISP 

COMPLETED 
ISP 

HOLDING 
Tll\fE 

NON...rsp 
HOLDING 

TIME 
00-01 1660 10158 25.01 2.76 
01.Q2 816 8358 27.81 1.96 
"02..()3 528 7784 30.00 1.47 
03..Q4 359 7491 42.14 1.26 
Q4..0, 341 7440 21.24 1.16 
05-06 595 8554 28.91 1.09 
()6.07 1183 12591 21.26 1.70 
01..()8 2003 24849 21.66 2.4' 
08..()9 26.59 .56047 21.79 2.68 
09-10 • 2738 76963 22." 2.62 
1()"'11 2772 82$06 22.4.5 2.65 
11-12 2792 81427 22.20 2.52 . 
12·13 3121 f58977 21.39 ' 2.33 
13-14 291' 73934 19.03 2.52 
14-1' 3147 81~1 19.9'1 2.60 
1"·16 386$ 14898 22.04 2 • .57 
16--17 "4670 80574" 24.11 2." 
17·1S 461' 52498 2.5.89 2.44 
18·19 4680 39111 23.57 2.70 
19-20 4590 3301.5 23•.53 3.09 
2()"'21 5244 3tl80 21.35 3 • .52 
21-U 6264 26684 31.50 4.10 
~·23 . 4695 20586 22.89 4.23 
~24 3133 14463 . 22.24 . 3.68 

~" 

r-


OTE Service CorporaUOCl 
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I 

Total calls studied are shown in the table bela~: 
,;-.... , . ! 

I 
i 
~3 

I 
TOTAL CALLS STUDIED 

NON·ISP 
A1TS. 

NON-ISP 
COMPS. 

MON. 

1.408.725 

1.020,662 

TVE. 

1.441.822 

999,749 

WED. I 

I 

1,41.5.8441) 
! 

I 
979.4441 

TRUR. 

1.346.840 

988.130 

FRI. 

1.219.484­

970.080 

TOTAL ! 

,6,839.522 • 

4.9'8.065 
ISP 

, ATI'S 
127,290 127.290 10.5.687 ! 

I 
i 

79,-'48 63,453 503.268 

ISP 
COMPS.- .. ~............_._- .... ­ ... i7.~9.5 71.621 

I 

74,820 i 64.053 57.891 _ 347.289 

. 

i 
I 

The folloWlDa table depicts the total calls studied ~a the five week days. Tb.Is shows the 
overall avetlae holdiq time ofboth the ISP ca.Us11Dd the DOIl-ISP calls. Calls dial were DOt 
Completed iacludes calls tbat were DOC completed teptdless of the reasoa, i.e., ring-no­
answer. busy. etc. i . 

If""'-. 
I 
I

Charti4 
i 
Noa-­Complete '1>ufad01l A......... . Peteeit PeieetIC­

d Calls fa Boldine Complete Coalpltte 'of Total 
MbmteI. 'l"IIDe .. dCaDt 4 CaUl TraftIc 

M.ia1dII 
ISP 
TrafIIc 

347,280 8.629,908 24.85 !155,988 
i 

69.00'1 4O.75~ I 
, 

Noa-ISP 
Trame 

4,958.00 12.,.3.90 
4 

2.53 11.881.457 
! 

12•.50'1 59.2.5«1 

Total 
Trame 

5,305.34.5 21.173.81 
1 --..-.-•..- ­

3.99 ~.037,44.5' 
i 

72.2.5" 100'1 
. '-' 

.' I 
In this study, as reflected in Clam 4, 1IiOIKOIDp~ CIIls iDclude -rt.aa-ao-aaswer" calls, 
"lie-busy· calli. calls abaadom:d by a customer poSt-dial. as weD as blocked calls. 

I 
. ~ \ 

.,-..... 

GTE Service CocporadoD 
April 23. 1997 
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IOlai KBW aurauon (RlIIlUtes or U5eJ: 1,0(3,144 Total calls < 6 seconds 

Average call duration: minutes 41.3(566 Total minutes exJcudlng above 
Average call dll'ation excluding drops 

.____.. _ .............., .v,."", Minutes dialed to Coast to coast data 190959.1 
betWeen IS and 30 minufe$ 13.146 Percent oftotDl mfnutes .";-11.41% 
between 30 and 60 minutes 5,291 ". 
.. .-..- ..... _-- . .. - . 

_ 3/'J.J­
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Tko!> I'\lImh... ,. t'lf t'::IIIlllI: wi1ft • t1uP.lltinn nf· 

IW"---"-· .,_" "m1!_ ..... ,.-.. ~l' 

IOtal KaW_(JUratIOn lrmnute6 01 use}: 'W.lO~ Total cal$ < 6 seconds 
Average cau dJ.Jratlon: minutes 43.696965 ~ minutes exleud8lg aboVe 

~veragegil duration excluding drops 

IP_..-.M of total minutee 10.87% 

1 

I 


I· 

I 


1 


1 

I 


1 

'._-­
-------------~.- .... -.- .. - .. 1··----­- :::}()r'­
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less man Q minutes. 11974 MInutes dialed to Coast to coase data 158642.3 
between ~ and 30 minutes 8966 Pen::entoflotel minutee 12.17% 
between 30 and 60 minutes 3582 
bAlween 60 and 120 mlnutes 2303 
~~ 12n M1t11Rn minrlt_ AA'I 

174 
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Total RaW duration {minutee of use): 1604777 T~ caUa < 6 seconds . 
Average call duration: minutes 40.832478 TOtal minutes ax1Cudlng above 

A~age catl duraUon excluding drops 
- •• • _a _ •• ~ 

dialed to cOast to coaetdata 214603.6 
of total minutes 12.97% 

-.--••••.~. '---_•• , ._•• _ ..... _ ..... - ....... «-" .... 
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caRs < 6 seconds 
Average call dUratiOn: minUteS 4Z.~il22 Total minutes exk:Udlng above 

Average call duration excluding drop8
t:T:::'h-"'-"-'-'_-',",~__ .. ... .. - -nf.:::-II----I-N-:-_-I=-I-,-,:,,:.th.~-A":"'-"''''''''::'i....... 

Peroent of total mklutas 0.119997 . 
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h~~; t~-5m~~ mo,_ - ------- - _ •• I 181271MinuCe$ dialed to Coast to coast datal 218695.8 

. \ 
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Global NAPs Goes All Packet 
Posted on: 02/08/2001 

Global NAPs (www.gnaps.com) reports that it is the first local exchange 
carrier to leave the circuit-switched world completely behind and move to 
an all-packet-based broadband network. By abandoning the traditional 
circuit switch equipment, the Quincy, Mass.-based CLEC says it can deliver 
four times the capacity in one-tenth the space and at one-tenth the cost. 

To accomplish this feat, Global NAPs deployed more than 30 ICS2000 
broadband switches from Convergent Networks tnc. 
(www.convergentnet.com) to create the network's foyndation. The company 
also used the SN 8000 intelligent optical transport platform from Sycamore 
Networks (www.sycamorenet.com) and the ASX-4000 core ATM switch 
from Marconi Communications (www.marconi.com). Global NAPs says that 
all of this equipment has been interconnected into a distributed, high­
capacity "virtual" switch that carries more than 2 billion minutes of traffic 
each month. 

"Our next-generation broadband network is an order of magnitude more 
efficient than any other carrier's circuit switch network," Frank Gangi, 
president and CEO of Global NAPs, said in a statement. "What previously 
consumed 15,000 square feet of central office space no.w requires just 
1,500 square feet. This watershed event heralds the first major step in 
achieving Global NAPs' publicly stated goal of 'all calls are local.' We are 
now in a position to provide voice, transport and data services better I faster 
and cheaper than anyone else. n 

In addition to maintaining its own nationwide SS7 network, Global NAPs also 
has a switched gigabit Ethernet IP fiber backbone along the East Coast. 
Wholesale customers for that network include ISPa Mindspring, Web TV and 
Prodigy. Global NAPs says that about 75 percent of all dial-up Internet 
traffic in the New England states flows through its network. 

Global NAPs, which debuted in May 1995, offers competitive telecom 
services in more than a dozen states, including Florida, Massachusetts, New 
Jersey, New York, Pennsylvania and Virginia. 
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SS7 Ena,led Services 
I 

Ken Clay I 
I 

Network Ace... division 

,.-..... 

The Problem 
LEC~ 

" 

: . Ir '. ..: /: .' .fLE<? ~ ,,(, :(;; '.. ;.~t:: 

:' .". '" ::t"r:;;iiI---- - --1- - -'- .;;.---~ 
I •1'"'" : . I TP 

.. I ' 
~ ..:,.... . ~ Voice ";Data ~·i.:ii.______ 

· ·..••· 

~ ISP 

•. : • I '. 
iW' 

.. ' Voice/data termlnate4 on the same class 5 switch 
• Data hold tim.. • ver~g. 20+ minut .. 
.. Voice hold times avetiage 3 minutes 
• Many networks designed for voice hold times 

"'e:.~s 
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~Tdday'~:-Solution: RAS Wholesale 
. .,,' 

» 
.~ . ... ' 

LEe 1 - : J':EC2: .. -::- ­
.-'" • ., • J* " .... ~ • 

: 5s7 ." '.- -!.";".~:. /... ,.. 

r-::...,-----;..--.;.--:..--'~:--14'- '\WIIr ,. . · .... ... .' . . " .. ­

: '" : .~:~:~~~1· 
2SO-XXXX · ...·.... .. 

. 

PonCCl: 249-1ZU 

2514Xl(X 
Portact: 249-S449 ....· · ·.. ISP 

·• · · · · HeRTEL, .; LNP to Port Local Aouted Number (LAN) to "data only" switch 
~ 

Additional SS7 Enabled-Servi'ces 
," · 

LEC1 

-y 

· · · •• LEC2 

· 
~..:-----~~--------~ 

I .... • 
I 

.. .. .• 
.....I .. ..· I ....:' .... 

ISP 

· ·· 
· ·.... 

PSTN ­· , HeRTEL ' 
t<lETWORKS 
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\ .Benefits 
./' \ .. 

-/Removes data tr~ff.i.cfrom voice switch . . .. I_r' . 
--..,.,.-Utilizes existing T1i1SUP infrastructure 

I 
. • PRI cost avoldan~e 

/1'~1;rEnabler for valU~dded services 

t!'ltY 
.It·,·.: 

• PAl for ISPs 
.IP telephony 

\ 

~.~ . • IMTto IMT 
\ 

• "SS7 Enabled" le9a:ey,RAS platforms 
I 

Nt7R~ 
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Switch Bypass Ca~e Study 

'::.' "::. U~'~i# "'~'::~;::1h~:

tltRiNef~,}~-~.•.~... 

;:U~~(~~~~..·._: ..;r~.: "':.::.:~. 
March 1, 2000 

-:
Atlanta,GA 

T"cordla 1TESF.12 

• Architecture 
;' 	 • Connection to PSTN 

;. IP and Intemet Design 

• Switch Bypass Advantages 
• Switch Bypass Challenges 
• Ideal Switch Bypass. Deployment 
• Value Added Services Enabled by S5? 

t"", 
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I 
. I 

• Reduce number of iPOPs: use 
"SuperPOP' CLECi call aggregation 
model I . 

• Reduce costs: repl~ce expensive PRls 
with SS7 trunks an~ switch bypass 

• Increase quality: retiuce busy si.gnals 
with capacity contr~1 and bypass of 
tennlnating switch i . 

• Recktce etraln on PSTN 

I 
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• CI.Ifn!n COI/eI'aga 79'110 

- ­

i~ 

• IN/AIN methods were non-starters 
• We use 1 N PA-NXX for the LRN 
• Port a block from each of CLEC's 

NPA-NXXs 

• Port most of LRN NXX back to CLEC 
• ·In some cases, dedicated NXXs 

,~. 

~..........PtMI'....... 

._ _ __ew_0...... _._._- .... 
.......... ----­
................. 


r;}1~ ­

185 



,~. 

...-.-. 


I 

• Reduced Costs i 
I 

• No PRls I 

·=n':d~I~~;~=:~1ty POPs to build, 

~ Improved Quality \ 
• More granular capaqity management 
• Fewer switches in call path

I 

·r~· 

! 
! 
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• 	PRls: 
• $400 to $1000/mo. = $17 • S431DSOImonth 
• 	 If changes in recip camp, PRls could go as high 

as $20001month = $87lDSOImonth 

• 	 IMTs (typica"y DS3 over SONET or IXC) 
• 	$0 - $15.000/mo. ::: $0 - $22IDSOImonth 
• 	Not sensitive to recip 'comp legislation 
•. 	Recip camp as added revenue 

.....-, 
r 

• PRls: You must rely on ..CLEC t9 
• 	 trunk ~.right tandel'l"lS for your business plan 
• 	 manage capacity of IMTs and of voiCe switch 

• Bypass. 
• 	 IMTs not shared with voice customers 

• 	Set of unique NPA-NXX-LXXXs for each ISP 
• Enables enforcement of capacity control policy••. 
• •••which enables meaningful SLAs 

• 	No line side switch capacity to manage 

• 	En~ office trun king 

"--"'" 

- 9!1-0­
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• IMTs 	 I 
I

• Remote Access Sel"{"ers 
• No DSO grooming 	 I 

• Telco delivery times bnd "Internet Time" 
• ... made worse by pepple Vs. Modems 
• IlEC requirements for adding capacity 

! 
I 

,,-.... 

I 

• Capacity management challenges 
I . 

• Cultural and skill set challenge of 
"convergence" tec~nologies 

• . Additional costs 

• Idle capacity 

---------------_ ..__ ------­.. 
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• Telco delivery times and "Internet Time" 
• Skill sets: PSTN/SS7/1P/lnternet 

routing/WAN design/CLEC/lSP/NSP 

• Differing network management 
philosophies 

• Idle capacity 
• IMTs 
• RAS ports 

• Switch bypass gateways 
• Administrative overhead 

.---­

- d.~;;:; .:.­
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. • Lots of .interconnectiqn agreements with many ILEes 

• Ideal Interconnect AQreement 

• Single point of int~rconnection, OC48 
• Costs of trunks co~ered by ILEC (with low/no. 

inbound termination fee) 

• Bill and Keep \ 
• NPA-NXXs providing \ubiquitous coverage 

,-. 

• wholesale provider 

! 
• Now that you've got!an SS7 capable IP 

I ." 
network. . . ! 

• Internet Call Waiting \ 

• Overflow routing 

• PC..to-PC Vo(P 

• PC-to-Phone VolP 

• INIAIN integration 

---. 

---------_.__._-------­
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Switch Bypass Solutions 
, . in the Real World 
2
v 

\ 

~: 

...... 
. . 

~ . . 

...... 
co ...... September 14, 1999 

Seattle, WA 
Telcordia ITESF·10 



• Wholesale dial-up networking provider 
to ISPs 

I " 

~ • Lowest cQst_basJs-Jllighest-qualitydiat-----------­
"network 

• NaviNet is a wholly-owned subsidiary of 
CMGI (2nd infrastructure company) 

. . I I' 

\. ... 

..... 
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• Rapidly build nationwide network using 
CLEC Partner Program 

o 
id 

\ 

, • Focus on wholesale business model 
~ 

I 

• Implement new dial architecture using 
emerging technologies 

..... 
(0 
w 
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• "SuperPOP" call aggregation model 
\ .. • Highly robust WAN with d.istributedu 

...) 
~ Internet access--­

-----~-~---~---~--I 

• Switch bypass technology· 
• Eliminates PRls 
• Increases capacity control 

• Dedicated IMT resources 
• Reduces strain on PSTN 
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• Convergence technology challenges: 
• Circuit/packet technology "gap" 

v 
;J • DifferiOiJ_ network_rnana-S)emenlpbilosophies­

--.t),-- -­

I • Differing product development strategies 
• Differing cultures ~ ~ .' /.' , " " I 

. • ClEC/llEC coordination obstacles 
.• Bypass technology is no Silver Bullet 
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• IN/AIN methods were non-starters· 
Lt.c f>.. ( R" '"-h 'J IV(,JIlt. ~~ r­

• We use 1 NPA-NXX for the LRN ...... 
I ; 
v • Porta_blockfr:omeaGR-of-CtE6's-··-----------· 
~-- . -NPA-NXXs \tJ~y? PIYr+ (jIoJ.(.f..t.,. r'rfttrt bad. ~ eJ.B:? 

}..l 

• Port most of LRN NXX back to CLEC 

• In some cases, dedicated NXXs 
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• Getting initiallMTs from each tandem 
• Getting enough IMTs -- ILEe capacity 
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• Adding End Office trunking ~ Dr;IS t ;.r? 
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~, • Bypass -- no shared IMTs 
• Set of unique NPA-NXX-XXXXs for 

each ISP . ,~.' 

.• Enables enforcement of capacity control poncY... 
: , '• ...which enables meaningful SLAs Ii :J. ,,# 

• PRls: 
• CLEe must have IMTs to right tandems 
• NaviNet must trust CLEC to manage capacity of 

IMTs aoo_Qfswitcll-­
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• More elements to manage 
• Instead of one huge hunt group 
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aggregating traffic, less efficient trunk 
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groups are terminated from discrete' 
tandems and end offices 
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• PRls: 
• $400 to $100·O/mo. =$1"7'- $43/DSO/mo. 

• If changes in recip comp, 
-$-2OOf}-=$8TID50tmb:---··-----·~· 

• IMTs (typically .DS3 over SONET or IXC) 
• $0 -:.$15,OOO/mo!Vl= $0 - .$22/DSO/mo., . , I· .. 
• Recip comp" ' . . . '.... . 

• Downside: initial idle capacity, esp. IXC DS3s 
• CLECs not often economical in carrier choice 
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DOCKET NO: 000075-TP 

WITNESS: Stip -5 

PARTY: AT&T Communications of the Southern States, Inc. 
MediaOne Florida Telecommunications, Inc. 
Allegiance Telecom, Inc. 

DESCRIPTION: 

1. Responses to Staffs First Set of Interrogatories 

PROFFERING PARTY: STAFF 

I.D. # Stip-5 
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RUTLEDGE. ECENIA. PURNELL & HOFFMAN 

PROFESSIONAL ASSOCIATION 


ATIORNEYS AND COUNSELORS AT LAW 


J STEPHEN MENTON STEPHEN A. ECENIA POST OFFICE BOX 551. 32302-0551 
JOHNR.EWS A. DAVID PRESCOTT 215 SOUTH MONROE STREET, SUITE 420 

KENNETH A. HOFFMAN TALLAHASSEE. FLORIDA 32301-1841 HAROLD F. X. PURNELL 

GARY R. RUTLEOOETHOMAS W. KONRAD 

MICHAEL G. MAIDA 
TELEPHONE (850) 681-6788 GOVERNMENTAL CONSULTANTS 
TELECOPIER (850) 681-6515 

M. LANE STEPHENS 

February 21,2001 

Ms. Blanca S. Bayo, Director HAND DELIVERY 

Division ofRecords and Reporting 

Florida Public Service Commission 

2540 Shumard Oak Boulevard 

Betty Easley Conference Center, Room 110 

Tallahassee, Florida 32399-0850 


Re: Docket No. 000075-TP 

Dear Ms. Bayo: 

Enclosed herewith for filing in the above-referenced docket on behalf of MediaOne Florida 
Telecommunications. Inc., d/b/a AT&T Broadband Florida Telecommunications, Inc. and d/b/a 
AT&T Digital Phone (flMediaOnelf

), AT&T Communications ofthe Southern States, Inc. ("AT&T") 
and Allegiance Telecom. Inc. (" Allegianceft 

) are the following documents: 

1. Original and one copy of AT&T's Notice of Service ofResponses to Commission 
StatTs First Set of Interrogatories; 

2. Original and one copy of AT&T's Notice of Service of Responses to Commission 
StatTs First Set ofRequests for Production ofDocuments; 

3. Original and one copy ofMedia One's Notice ofService ofResponses to Commission 
Staff's First Set of Interrogatories; and 

4. Original and one copy ofAllegiance's First Set of Interrogatories. 

Please acknowledge receipt of these documents by stamping the extra copy of this letter 
"filed" and returning the copy to me. 
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February 21,2001 


Thank you for your assistance with this filing. 

Sincerely, 

V\()IiuQ ~c-DJ) 
Martin P. McDonnell 

MPMJrl 

Enclosures 

cc: All Parties ofRecord 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In re: Investigation into appropriate ) 

methods to compensate carriers for ) Docket No. 00007S-TP 

exchange of traffic subject to Section 251 ) 

of the Telecommunications Act of 1996. ) 


---------------------------) 
AT&T COMMUNICATIONS OF THE SOUTHERN STATES, INC.'S 


RESPONSES TO COMMISSION STAFF'S 

FIRST SET OF INTERROGATORIES 


AT&T Communications ofthe Southern States, Inc. ("AT&T") hereby submits its Responses 

to the First Set of Interrogatories served by Commission StatT ("Commission"). 

1. Please refer to the direct testimony ofBellSouth witness David P. Scollard, page 5, 
beginning on line 13, witness Scollard contends that ALECs should be required to provide BellSouth 
with ISP telephone numbers. 

a. Do each ofthe companies sponsoring Lee Selwyn's testimony know which numbers 
it provides that are ISP numbers? 

Responsei 

No. AT&T does not have the necessm:y infonnation to detennine all of the numbers that are 
being used by its customers to provide dial-up access to an ISP. 

b. If the response to (a) is negative, how would such infonnation be obtained if the 
Commission were to require it? 

Response: 

As Dr. Lee L. Selwyn testified to in his prefiled direct testimony, pages 39 through 46, ISP­
bound traffic should not be singled out for discriminatory treatment. Therefore, AT&T does not 
believe that the Commission should require AT&T to obtain the infonnation. Also, as stated in Dr. 
Selwyn's prefiled direct testimony, there is no practical means for reliably differentiating ISP-bound 
calls ftom other local voice and data calls. Such infonnation would be difficult to provide for 
companies that are serving thousands ofbusiness customers. The ALECs do not always know that 
a particular business customer is providing dial-up access as an ISP. 

2. Please refer to the rebuttal testimony ofBell South witness William Taylor, page 24, 
beginning at line 23, where he states ALECs build switches to service ISPs at a concentration ratio 
of 1 : 1. Do you agree or disagree with this statement? Please explain. 
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Response~ 

Some, but not necessarily all, ALEC-supplied local exchange service to ISPs is engineered 
for non-blocking performance, including the use of 1:1 line-trunk concentration ratios. However, 
where the ALEC serves a mix ofISP and non-ISP subscribers. the overall concentration ratio would 
likely be lower, e.g., 2: 1 or 4: 1. ILECs also serve a mix ofcustomers with varying levels of inward 
calling volumes, and, like ALECs, engineer their switches with respect to the overall mix, and not 
the characteristics of individual customers. 

3. Please refer to the rebuttal testimony ofBell South witness William Taylor. page 51, 
beginning at line 9, where he states that ALECs possibly send a share ofthe reciprocal compensation 
revenues they receive to ISPs. 

(a) Do any ofthe companies sponsoring witness Lee Selwyn's testimony share reciprocal 
compensation revenues with ISPs? 

Response: 

AT&T does not. 

(b) Db any ofthe companies sponsoring Lee Selwyn's testimony charge a lower rate to 
an ISP for a service than it charges to other non-ISP customers for comparable service? 

Response: 

AT&T does not. 

4. In the direct testimony ofLee Selwyn. page 7. line 23, and again, on page 40. he 
discusses "ordinary" traffic. 

(a) Please define the word "ordinary" in the context it is used in the testimony? 

Response; 

Dr. Selwyn uses the word "ordinary" therein simply to refer to non-ISP traffic, i&... calls 
conveyed on the public switched telephone network (pSTN) between two end users, neither ofwhich 

is an ISP. 

(b) Is there any type of traffic besides ISP-bound traffic that would not be considered 

ordinary? 
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Resppnse: 

No, not as Dr. Selwyn is using the term in his testimony. Clearly different types of 
customers exhibit different types oftraffic characteristics, some ofwhich may closely resemble those 
typical of ISPs. 

(c) If the answer to (b) is affirmative, please describe such traffic, and explain why it 
should not be considered ordinary. 

Response: 

See response to part (b). 

(d) How would the traffic described in (b) and (c) be factored into any mechanism used 
to separate ISP traffic from "ordinary" traffic, should the Commission determine that is appropriate 
to do so? 

See response to part (b). 

5. Please refer to the direct testimony of Lee Selwyn, page 24, Table 1. The table 
contains a calculation that is based on intrastate switched access charges. The ILECs contend that 
Internet traffic is interstate switched access. 

(a) Why does witness Selwyn believe it is appropriate to use intrastate switched access 
rates instead ofinterstate switched access rates in the calculation? 

Response: 

Dr. Selwyn does not believe that switched access charges of any kind, either intrastate or 
interstate, are appropriate to apply to calls delivered by ILECs to ISPs (see pages 19-23 of Dr. 
Selwyn's direct testimony). Dr. Selwyn used BellSouth-Florida's intrastate switched access rates in 
his illustrative calculation on the presumption that, if the Commission determined (per Issue No. 1 
in this proceeding) that it had jurisdiction to adopt an intercarrier compensation mechanism for 
delivery ofISP-bound traffic, then ifit elected to apply switched access charges to ISP-bound traffic, 
it would apply Commission approved intrastate switched access rates such as the BellSouth-Florida 
rates used in Table 1 ofDr. Selwyn's prefiled direct testimony. 

(b) Please provide an additional table 1 using interstate switched access charges. 

Response: 

The attached Table 1 calculates the potential impact on Internet users ofthe application of 
BellSouth's interstate switched access rates (from Tariff FCC No. 1) to ISP-bound calls. As shown 
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therein, under that scenario and assuming 1500 minutes ofInternet use per subscriber per month, the 
total monthly charges paid by the ISP and potentially flowed through to subscribers, amounts to 
$8.32. 

6. In the direct testimony ofLee Selwyn, page 26, line 7, he discusses his belief that an 
ISP call "terminates" in the sense of the FCC rules. To which specific rule is he referring? 

Response: 

Dr. Selwyn is referring to 47 C.F.R. 51.701 (d), which states the following: 

Termination: 

For purposes of this subpart termination is the switching of local 
telecommunications traffic at the terminating carrier's end office 
switch, or equivalent facility, and delivery ofsuch traffic to the called 
parties premises. 

This rule is located within subpart H, "Reciprocal Compensation for the Transport and 
Termination ofLocal Communications Traffic." It was adopted in the FCC's Local Competition 
Order, see in the Matter' of Implementation of the Local Competition Provisions in the 
Telecommunications Act of 1996 and Interconnection Between Local Exchange Carriers and 
Commercial Mobile Radio Service Providers, CC Docket Nos. 96-98 and 95-185, First Report and 
Order, released August 8, 1996, 11 th FCC Rcd. 15499, 16015, and 16228. 

7. If the FCC issues an order that is permissive with regard to any mechanism for ISP 
traffic compensation, that is, an order which allows states to determine how termination oflSP traffic 
should be compensated, what action do you believe this Commission should take? 

Response: 

The Commission should determine that ISP-hound traffic is no different that voice traffic and 
treat it the same forreciproca1 compensation purposes. The rates coming out ofCommission Docket 
No. 990649-TP should be used to determine the appropriate reciprocal compensation rates for both 
BellSouth and the ALECs. These same rates should be used for all ll..ECs until different rates are 
established in the upcoming GTE and Sprint unbundled network element cost cases. ALECs and 
ILECs should still be free to establish different rates through negotiations, if they so choose. 

AT&T\at.&t.staff.inter 
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Florida PSC Docket No. 0OOO75-TP 

AT&T Response ~o Staff RFI 5-b (Attachment) - Table 1 

Calculation of Potential Impact on Internet Users 
of Application of BeliSouth's Switched Access Charges 

to ISP-bound calls: Using BellSouth FCC Tariff No.1 (Interstate Switched Access) 
Average monthly connect time of Internet user. hours 25 
Average duration of Internet calls, minutes 30 
Total minutes per month: 1500 
BellSouth-Florida's Interstate SWAC: • 

Source: BenSouth Tariff FCC No.1 

Local Switching LS2 (Feature Groups C and D): 
 I 

Per access minute $ 0.002244 
Common trunk port service, per trunk per access minute ,$ 0.000800 
Tandem switching, per access minute: $ 0.001177 
Interconnection charge. per access minute: (Tariff indicates a zero rate) $ ­
Tandem switched transport, per access minute: 

Facilities Tennination (fixed charge) per access minute of use: $ 0.000176 
Per Mile per access minute of use: $ 0.000023 
Assumed transport mileage 50 

Total monthly charges if SWAC applied to ISP-bound traffic tenninated by CLEC: 
LS2 and common trunk charges $ 4.57 

1- Interconnection charge $ ­
I Tandem switching charges $ 1.77 

Tandem transport charges $ 1.99 
Total monthly charges: $ 8.32 
Note: This assumes that call is handed off to a CLEC for termination, so it includes (only) 
originating local switching, trunk port, transport and tandem switching elements. 

-.-.. .... .....-~ -~.--- ---.-.~ 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 


In re: Investigation into appropriate ) 
methods to compensate carriers for ) Docket No. 000075-TP 
exchange of traffic subject to Section 251 ) 
ofthe Telecommunications Act of 1996. ) 

---------------------------) 

MEDIAONE FLORIDA TELECOMMUNICATIONS, INC.'S 


RESPONSES TO COMMISSION STAFF'S 

FIRST SET OF INTERROGATORIES 


MediaOne Florida Telecommunications, Inc. ("MediaOne") hereby submits its Responses 

to the First Set of Interrogatories served by Commission Staff("Commissiontt
). 

1. Please refer to the direct testimony ofBellSouth witness David P. Scollard .. page 5, 
begimring on line 13, witness Scollard contends that ALECs should be required to provide BellSouth 
with ISP telephone numbe~. 

. . a. Do each ofthe companies sponsoring Lee Selwyn's testimony know which numbers 
it provides that are ISP numbers? 

Response: 

Yes. MediaOne Florida is in the process ofproviding telephone numbers to BellSouth, so 
it may detennine with greater accuracy the calls that BellSouth customers are making to MediaOne 
customers who are ISPs. 

b. If the response to (a) is negative. how would such information be obtained if the 
Commission were to require it? 

Response: 

See response to (a) above. 

2. Please refer to the rebuttal testimony ofBellSouth witness William Taylor. page 51. 
begimring at line 9, where he states that ALECs possibly send a share ofthe reciprocal compensation 
revenues they receive to ISPs. 

'b 
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(a) Do any ofthe companies sponsoring witness Lee Selwyn's testimony share reciprocal 
compensation revenues with ISPs? 

Response: 

MediaOne does not. 

(b) Do any ofthe companies sponsoring Lee Selwyn's testimony charge a lower rate to 
an ISP for a service than it charges to other non-ISP customers for comparable service? 

Response: 

MediaOne does not. 

AT&l\MediaOne.staffinter 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

-- In re: Investigation into appropriate ) 

methods to compensate carriers for ) Docket No. 000075-TP 

exchange of traffic subject to Section 251 ) 

of the Telecommunications Act of 1996. ) 


-------------------------) 
ALLEGIANCE TELECOM OF FLORIDA, INC. 'S 


RESPONSES TO COMMISSION STAFF'S 

FIRST SET OF INTERROGATORIES 


Allegiance Telecom ofFlorida, Inc. (ltAllegiancell
) hereby submits its Responses to the First 

Set of Interrogatories served by Commission Staff("Commission"). 

1. Please refer to the direct testimony ofBellSouth witness David P. Scollard,.page 5, 
beginning on line 13, witness Scollard contends that ALECs should be required to provide BellSouth 
with ISP telephone numbers. 

a. Do each ofthe companies sponsoring Lee Selwyn's testimony know which numbers 
it provides that are ISP numbers? 

Response: 

Allegiance Telecom ofFlorida, Inc. does not necessarily know which numbers it provides 
that are "ISP numbers. 11 Not all telephone numbers to which ISPs subscribe may be used for data 
transmission. Allegiance does not require customers to disclose the purposes for which their lines 
are used. Allegiance also does not require customers to disclose whether individual telephone 
numbers are used for voice or data transmissions. 

Respondent: Dana Crowne, Senior Vice President and Chief Technology Officer, Allegiance 
Telecom, Inc. 

b. If the response to (a) is negative, how would such information be obtained if the 
Commission were to require it? 

Response: 

As discussed in the Direct Testimony of Lee L. Selwyn, pages 39-46, ISP-bound traffic 
should not be singled out for discriminatory treatment. Thus, Allegiance Telecom ofFlorida, Inc. 
does not believe that it is appropriate for the Commission to require carriers to obtain this 
information. As Dr. Selwyn's Direct Testimony also discusses, pages 46-51, there is no practical 
means for reliably differentiating ISP-bound calls from other local voice and data calls. 

\0 
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Respondent: Mary C. Albert, Vice President, Regulatory and Interconnection, Allegiance Telecom, 
Inc. 

2. Please refer to the rebuttal testimony ofBellSouth witness William Taylor, page 51, 
beginning at line 9, where he states that ALECs possibly send a share ofthe reciprocal compensation 
revenues they receive to ISPs. 

(a) Do any ofthe companies sponsoring witness Lee Selwyn's testimony share reciprocal 
compensation revenues with ISPs? 

Response: 

Allegiance Telecom ofFlorida, Inc. does not. 

Respondent: Dana Crowne, Senior Vice President and Chief Technology Officer, Allegiance 
Telecom, Inc. 

(b) Do any ofthe companies sponsoring Lee Selwyn's testimony charge a lower rate to 
an ISP for a service than it charges to other non-ISP customers for comparable service? 

Respopse: 

Allegiance Telecom ofFlorida, Inc. does not. Allegiance offers volume and term discounts 
to all customers. Any customer, ISP or non-ISP, that makes the volume and/or term commitments 
is eligible for the discount. 

Respondent: Chris Malinowski, Vice President, Wholesale Accounts, Allegiance Telecom, Inc. 

AT&l\AUegiance.stafi'mtcr 
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EXIDBIT NO. ____ 

DOCKET NO: 000075-TP 

WITNESS: Stip- 6 

PARTY: Global NAPs, Inc. 

DESCRIPTION: 

1. Global NAPs' responses to Staff's First Set of Interrogatories 

PROFFERING PARTY: STAFF 

I.D. # Stip-6 
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Before the 

FLORIDA PUBLIC SERVICE COMMISSION 


In re: 

Investigation into Appropriate Methods to 
Compensate Carriers for Exchange of Docket No.: 000075-TP 
Traffic Subject to Section 251 of the 
Telecommunications Act of 1996 

GLOBAL NAPs, INC.'S RESPONSES 

TO INTERROGATORIES FROM PSC STAFF 


Global NAPs' answers to interrogatories from the PSC staff are set out below. All 

answers below are subject to, and should not be construed in any manner as a waiver of, Global 

NAPs' objections to Staff's interrogatories dated February 12,2001. 

Interrogatory: 

1. 	 Please refer to the direct testimony of BellSouth witness David P. Scollard. page 5. 
beginning at line 13. Witness Scollard contends that ALECs should be required to 
provide BellSouth with ISP telephone numbers. 

a. 	 Do each of the companies spoI)§oring witness Lee Selwyn's testimony know 
which numbers it provides that are ISP numbers? 

Global NAPs does not require its customers to declare what business the customers are in as a 
condition of providing service. As Global NAPs understands it, moreover, some entities are in 
multiple lines of business. Consequently, Global NAPs does not know the answer to this 
question. 

That said, Global NAPs believes that it would be a very bad policy decision for the Commission 
to in any way distinguish "ISP-bound calls" from other local calls. In this regard, Global NAPs 
respectfully refers the staff to Global NAPs' pending reconsideration filing in its recent 
arbitration with BellSouth. There Global NAPs explained that if the staff is concerned with the 
prospect that ISP-bound calls might be longer, on average, than other local calls, the most logical 
solution is to establish an "initial minute + subsequent minute" rate structure applicable to all 
local calls - which will automatically accommodate this phenomenon - as opposed to 
ghettoizing ISPs with respect to intercarrier compensation or otherwise. 
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Global NAPs Responses to Staff Interrogatories 
Docket No. 000075-TP 

Page 20f3 
Interrogatory: 

1. 	 Please refer to the direct testimony of BellSouth witness David P. Scollard, page 5, 
beginning at line 13. Witness Scollard contends that ALECs should be required to 
provide BellSouth with ISP telephone numbers. 

a. 	 If the response to (a) is negative, how would such information be obtained, if the 
Commission were to require it? 

Assuming that it would be lawful to treat ISPs differently from other customers for this purpose, 
which is questionable on various grounds, presumably the Commission could direct LECs to ask 
customers to identify themselves as ISPs when requesting service. Neither Global NAPs nor any 
other carrier, however, could be expected to police such a self-identification in any particularly 
effective manner. 

Interrogatory: 

2. 	 Please refer to the rebuttal testimony of BellSouth witness William Taylor. page 51. 
beginning at line 9, where he states that ALECs possibly send a share of the reciprocal 
compensation revenues with ISPs. 

a. 	 Do any of the companies sponsoring witness Lee Selwyn's testimony share. 
reciprocal compensation revenues with ISPs? 

Global NAPs views its marketing strategies with respect to ISPs and all other classes of 
customers as highly confidential and so cannot either confirm or deny how it deals with ISPs in 
response to this question. Global NAPs will be happy to provide an answer to this question to 
the staff under appropriate confidentiality arrangements. In no event should any information 
regarding Global NAPs' marketing strategies, whether with respect to ISPs or otherwise, be 
shared with any BellSouth employee. 

Please contact counsel for Global NAPs to make appropriate confidentiality arrangements. 

Interrogatory: 

2. 	 Please refer to the rebuttal testimony of BellSouth witness William Taylor. page 51, 
beginning at line 9, where he states that ALECs possibly send a share of the reciprocal 
compensation revenues with ISPs. 

b. 	 Do any of the companies sponsoring witness Lee Selwyn's testimony share a 
lower rate to an ISP for a service than it charges to other non-ISP customers for 
comparable services? 

Global NAPs views its marketing strategies with respect to ISPs and all other classes of 
customers as highly confidential and so cannot either confirm or deny how it deals with ISPs in 
response to this question. Global NAPs will be happy to provide an answer to this question to 
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Global NAPs Responses to Staff Interrogatories .. '. .. 

By: \...,...... .~ .4=' .. IJC -Jr:.
. Savage 

COLE, RA'VWID & BRAVERMA , .L.P. 

Docket No. 000075-TP 
Page 3 of3 

the staff under appropriate confidentiality arrangements. In no event should any information 
regarding Global NAPs' marketing strategies, whether with respect to ISPs or otherwise, be 
shared with any BellSouth employee. 

Please contact counsel for Global NAPs to make appropriate confidentiality arrangements. 

Respectfully submitted, 

GLOBAL NAPS, INC. 

1919 Pennsylvania Avenue, N.W., Suite 200 
Washington, D.C. 20006 
202-659-9750 

Jon C. Moyle, Jr. 
Fla. Bar No. 727016 
Cathy M. Sellers 
Fla. Bar No. 0784958 
Moyle Flanigan Katz Raymond & Sheehan, P .A. 
118 North Gadsden Street 
Tallahassee, FL 32301 
(850) 681-3828 

Its Attorneys 

Dated: February 22, 2001 
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CERTIFICATE OF SERVICE 

I HEREBY CERTIFY that a true and correct copy of the foregoing Responses to 

Interrogatories from PSC Staff has been sent by U. S. Mail to Felicia Banks, Esquire, Florida 

Public Service Commission, 2540 Shumard Oak Boulevard, Tallahassee, FL 32399-0850 this 

22nd day of February, 2001. 

C yM .- -. SeIfers ~.~ 
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EXHIBIT NO. ____ 

DOCKET NO: 000075-TP 

WITNESS: Stip - 7 

PARTY: Verizon Florida Inc. 

DESCRIPTION: 

1. 	 Verizon's responses to AT&T's First Set ofInterrogatories 
and Request for Production ofDocuments, and revised 
responses to AT&T's First Set of Interrogatories. 

PROFFERING PARTY: STAFF 
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BEFORE THE FLORIDA PUaLIC SERVICE COMMISSION 

In re: Investigation into appropriate methods } Docket No. 000075-TP 

to compensate carriers for exchange of traffic } Filed: December 18, 2000 

subject to Section 251 of the } 

Telecommunications Act of 1996 ) 


------------------------------} 
NOTICE OF SERVICE OF VERIZON FLORIDA INCo'S RESPONSES AND 


OBJECTIONS TO AT&T COMMUNICATIQNS OF THE SOUTHERN STATES, INC.'S 

FIRST SET OF INteRROGATORIES 


NOTICE IS HEREBY GIVEN that a true and correct copy of Verizon Florida Inc.'s 

Responses and Objections to AT&T CommuAicatioAs of the Southem States, lAc. 's (AT& T) 

First Set of Interrogatories, which were legally propounded by AT&T on November 27, 

2000. was sent via ovemight delivery OA December 15. 2000. to KeAAeth A. HoffmaA, Esq .• 

Rutledge, EceAia, Pumell & Hoffman, P.A., 215 South Momoe Street, Suite 420, 

Tallahassee, FL 32301-1841 . 

The original aAd OAe copy of this Notice were also seAt via ovemight delivery OA 

December 15, 2000 to the Director, Division of Records & Reporting, at the CommissioA. 

Further service OA other parties of record is as set forth OA the Certificate of Service, 

appeAded hereto. 

Respectfully submitted OA December 18, 2000. 

By: 

f3tr Kimberly Casw~1 
~ 

Post Office Box 110, FLTC0007 
Tampa, Florida 33601 
TelephoAe: 813-483-2617 

Attorney for Verizon Florida Inc. 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 


In re: Investigation into appropriate ) Docket No. 000075-TP 
methods to compensate carriers for ) 
exchange of traffic subject to Section 251 ) Filed: December 18,2000 
of the Telecommunications Act of 1996. ) 

VERIZON FLORIDA INC.'S OBJECTIONS AND RESPONSES TO AT&T 

COMMUNICATIONS OF THE SOUTHERN STATES, INC!S 


FIRST SET OF INTERROGATORIES (NOS. 1-7) 


1. 	 Please state the name, address and position (job title) with Verizon of each person 
providing responses to these Interrogatories. 

Response: 

Interrogatory No. 7 
Richard Burkett 
State Access & Ancillary Services Pricing 
600 Hidden Ridge 
Irving, TX 

2. 	 Please provide the following data for your retail access lines for the end of each 
year, 1996 through 1999. If the monthly rates for a given service listed below 
vary by exchange (e.g., due to rate group classifications), please break down the 
access line count for the service by each such distinct rate. 

a 	 Primary residence lines - flat rate. 
b. 	 Primary residence lines - measured rate. 
c. 	 Additional (non-primary) residence lines. Please break: down by type of 

service (e.g., measured rate). 
d. 	 Single-line business lines - measured rate (untimed). 
e. 	 Single-line business lines - measured rate (timed). 

Response: 

Verizon objects to this Interrogatory because the information requested is not 
relevant to any issue in this proceeding and the request is not designed to lead to 
the discovery of relevant and otherwise admissible material. Verizon's retail 
access line information is not a relevant consideration in resolving the generic 
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Verizon Florida Inc. 's Objections and Responses to 
AT&T Communications of the Southern States~ Inc.'s 
First Set of Interrogatories 
Docket No. 00007S-TP 
Page 2 

reciprocal compensation issues in this docket. In addition, Verizon objects to 
producing information for the time1period from 1996 through 1999, as doing so 
would be unduly burdensome. 

3. 	 Provide the following usage and revenue data for each year from 1996-1999 for 
your Florida service territory: 

Total local minutes. For any year in Iwhich you have excluded minutes associated 
with ISP-bound calls from "total local minutes", please so state and separately 
provide the quantity of (non-toll) mitiutes associated with ISP-bound calls. 

Total local messages (associated with, e.g., untimed business measured rate 
service). For any year in which you lave excluded messages associated with ISP­
bound calls from "total local messag$", please so state and separately provide the 
quantity ofmessages associated with [SP-bound calls. 

Response: 

Verizon objects to this Interrogatory because the information requested is not 
relevant to any issue in this proc~g and the request is not designed to lead to 
the discovery of relevant and otherwi~e admissible material. Verizon's usage and 
revenue data are not a relevant consi~eration in resolving the generic reciprocal 
compensation issues in this docket. • In addition, Verizon objects to producing 
information for the time period from: 1996 through 1999, as doing so would be 
unduly burdensome. 

4. 	 Provide the following usage and revenue information for the year 1999 (or most 
recent year available), for primary residence lines - measured rate. 

a. 	 Total billed local minutes. 
b. 	 Total unbilled local minutes (i.e., minutes included within end users' call 

allowances so that no per-call or per-minute charges apply). 
c. 	 Total revenues generated from billed minutes (i.e., generated by local 

usage charges applied on a per-Clall or per-minute basis). 

Response: 

Verizon objects to this Interrogatory because the information requested is not 
relevant to any issue in this proceeding ,and the request is not designed to lead to 
the discovery of relevant and otherwise admissible material. Verizon's usage and 
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Verizon Florida Inc. ' s Objections and Responses to 
AT&T Communications of the Southern States, Inc.'s 
First Set of Interrogatories 
Docket No. 0OO07S-TP 
Page 3 

revenue data are not a relevant consideration in resolving the generic reciprocal 
compensation issues in this docket. In addition, Verizon objects because 
answering this request would be unduly burdensome. Verizon's fmancial 
reporting system does not track the information by the requested category (i.e., 
primary residence line). so Verizon cannot be required to produce such 
information. 

5'. 	 Provide the following usage and revenue information for the year 1999 (or most 
recent year'available), for additional residence lines - measured rate. 

a 	 Total billed local minutes. 
b. 	 Total unbilled local minutes (i.e., minutes included within end users' call 

allowances so that no per-call or per-minute charges apply). 
c. 	 Total revenues generated from billed minutes (i.e., generated by local 

usage charges applied on a per-call or per-minute basis). 

Response: 

Verizon objects to this Interrogatory because the information requested is not 
relevant to any issue in this proceeding and the request is not designed to lead to 
the discovery of relevant and otherwise admissible material. Verizon's usage and 
revenue data are not a relevant consideration in resolving the generic reciprocal 
compensation issues in this docket. In addition, Verizon objects because 
answering this request would be unduly burdensome. Verizon's financial 
reporting system does not track the information by the requested category (i.e., 
additional residence line), so Verizon cannot be required to produce such 
information. 

6. 	 Provide the following usage and revenue information for the year 1999 (or most 
recent year available), for single-line business lines - measured rate (timed). 

a 	 Total billed local minutes. 
b. 	 Total unbilled local minutes (Le., minutes included within end users' call 

allowances so that no per-call or per-minute charges apply), if any. 
c. 	 Total revenues generated from billed minutes (Le., generated by local 

usage charges applied on a per-call or per-minute basis). 

-Ji ­



Verizon Florida Inc.' s Objections and Respon~es to 
AT&T Communications of the Southern States, Inc.'s 
First Set of Interrogatories 
Docket No. 000075-TP . 
Page 4 

Response: 

Verizon objects to this Interrogatbry because the infonnation requested is not 
relevant to any issue in this proce~ng and the request is not designed to lead to 
the discovery of relevant and othertvise admissible material. Verizon's usage and 
revenue data are not a relevant co~ideration in resolving the generic reciprocal 
compensation issues in this doc~et. In addition, Verizon objects because 
answering this request would be unduly burdensome. Verizon's financial 
reporting system does not track th~ infonnation sought in the manner requested 
(i.e.• by single-line business categorY). 

7. 	 At any time since January 1996. has! Verizon attempted to separately identify and 
track ISP-bound calls originated oV<rr its end users' access lines? lfthe answer is 
yes. describe all such monitoring ~hich Verizon has perfonned, and provide all 
traffic statistics Which Verizon com~iled therein concerning ISP-bound traffic. 

Response: 

The identification of lSP-bound c~lls requires that the called lSP number be 
known and that measurement capa~ility exist and be active for the customers 
originating the calls. While meas~ent capability is present and active for 
customers, Verizon does not know ~e called ISP numbers. Therefore, Verizon is 
unable to identify and track ISP-bourid calls . 

..... 5 ­
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VERIFICATION 

STATE OF FLORIDA ) 
) ss. 

COUNTY OF HILLSBOROUGH ) 

BEFORE ME, the undersigned authority. personally appeared Beverly Y. 

Menard, who deposed and stated that the answers to the First Set of Interrogatories 

(Nos.1-7) served on Verizon Florida Inc. by AT&T Communications of the Southern 

States, Inc. in Docket No. 000075-TP were prepared at her request and she is 

informed that the responses contained therein are true and correct to the best of her 

information and belief. 

DATED at Tampa. Florida, this I~ day of 'Oac:.&.rw\lM.ts. •2000. 

Q,At!Y' •• , LA '1\4..4.a0Jtd 
BeverlYV. Menard 

Sworn to and subscribed before me this ~ay of ~. 2000. 

~aJ 4tm;Jd'IU~ 
Notary Public 
State of Florida 

Name Typed or Printed/Commission No. 

My Commission Expires: 

... k> .... 

http:Oac:.&.rw\lM.ts
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BEFORE THE FLORIDA P~BLIC SERVICE COMMISSION 

In re: Investigation into appropriate methdds ) Docket No. 000075-TP 

to compensate carriers for exchange of tr~ffic ) Filed: December 18, 2000 

subject to Section 251 of the ) 

Telecommunications Act of 1996 ) 


--------------------------~--) 

NOTICE OF SERVICE OF VERIZON FLORIDA INCo'S RESPONSES AND 

OBJECTIONS TO AT&T COMMUNICATIONS OF THE SOUTHERN STATES, INC.'S 


FIRST SIET OF REQUESTS FOR PRODUCTIQN QF DQCYMENTS

I 

NOTICE IS HEREBY GIVEN that a true and correct copy of Verizon Florida Inc.'s 

Responses and Objections to AT&T Comm·~nications of the South em States, Inc. 's (AT&T) 

First Set of Requests for Production of Dqcuments, which were legally propounded by 

AT&T on November 27,2000, was sent vial ovemight delivery on December 15, 2000, to 

Kenneth A. Hoffman, Esq., Rutledge, Ecenia, Purnell & Hoffman, P.A., 215 South Monroe 

Street, Suite 420, Tallahassee, FL 32301-1a41. 
i 

The original and one copy of this Ndtice were also sent via overnight delivery on 

December 15, 2000 to the Director, Divisio~ of Records & Reporting, at the Commission. 
i 

Further service on other parties of record ~s as set forth on the Certificate of Service, 

appended hereto. 

Respectfully submitted on December i18, 2000. 

Attorjney for Verizon Florida Inc. 

7 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 


In re: Investigation into appropriate ) Docket No. 0OOO75-TP 
methods to compensate carriers for ) 
exchange of traffic subject to Section 251 ) Filed: December 18, 2000 
of the Telecommunications Act of 1996. ) 

VERIZON FLORIDA INC.'S OBJECTIONS AND RESPONSES TO 

AT&T COMMUNICATIONS OF THE SOUTHERN STATES, INC.'S FIRST SET 


OF REQUESTS FOR PRODUCTION OF DOCUMENTS (NOS. 1-3) 


I. 	 Please provide the most recent cost study that you have filed with the Florida 
Public Service Commission in support of your retail basic exchange service rates. 
Please indicate the Florida Public Service Commission proceeding in which the 
study was submitted and the filing date. 

Response: 

Verizon objects to this request because it seeks information that is not relevant to 
any issue in this proceeding and it is not designed to lead to the discovery of any 
relevant and otherwise admissible information. Cost information about retail 
basic exchange rates is not relevant to resolution of generic reciprocal 
compensation matters. Verizon further objects to this request because it seeks 
.confidential and proprietary information; and because producing the cost study 
would be unduly burdensome. 

2. 	 If you have any other cost studies for the provision of retail basic exchange 
service within your service territory that are more recent than that provided in 
response to Document Request No.1, please provide all such studies. 

Response: 

Verizon makes the same objections to this request as it did in response to request 
number 1, above. 

3. 	 Provide a copy of each study, report, analys~s or memorandum prepared by you or 
on your behalf which estimates or otherwise quantifies the costs of terminating 
ISP-bound traffic. 

't 
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Verizon Florida Inco's Objections and Responses to 
AT&T Communications of the Southern States, Inco's 
First Set ofRequests for Production ofDobwnents 
Docket No. 000075-TP \ 

-- Page 2 

Response: 

Verizon Florida Inc. has no responSive docwnents. 

C\ 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 


In re: Investigation into appropriate methods ) Docket No. 000075-TP 
to compensate carriers for exchange of traffic ) Filed: January 16, 2001 
subject to Section 251 of the ) 
Telecommunications Act of 1996 ) 

-----------------------------) 
NOTICE OF SERVICE OF VERIZON FLORIDA INCo'S REVISED RESPONSES AND 

OBJECTIONS TO AT&T COMMUNICAnONS OF THE SOUTHERN STATES, INCo'S 


FIRST SET OF INTERROGATORIES 


NOTICE IS ~EREBY GIVEN that a true and correct copy of Verizon Florida Inc.'s 

Revised Responses and Objections to AT&T Communications of the Southem States, 

Inc.'s (AT&T) First Set of Interrogatories, which were legally propounded by AT&T on 

November 27,2000, was sent via ovemight delive"ry on January 15, 2001. to Kenneth A. 

Hoffman, Esq., Rutledge, Ecenia, Pumell & Hoffman, P .A., 215 South Monroe Street, Suite 

420, Tallahassee, Fl32301-1841. 

The original and one copy of this ~otice were also sent via ovemight delivery on 

January 15, 2001 to the Director, Division of Records & Reporting, at the Commission. 

Further service on other parties of record is as set forth on the Certificate of Service, 

appended hereto. 

Respectfully submitted on January 16, 2001. 

By. (}w~~~
~ Kimberly caswe . 

Post Office Box 110, FL TCoo07 
T.ampa, Florida 33601 
Telephone: 813-483-2617 , 

Attomey for Verizon Florida Inc. 

It) 



BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 
! 

In re: Investigation into appropriate ) Docket No. 000075-TP 

methods to compensate camers for I ) 


exchange of traffic subject to Section 251 I ) 

ofthe Telecommunications Act of 1996. i) 


VERIZON FLORIDA INC. S REVISEP OBJECTIONS AND RESPONSES TO 

AT&T COMMUNICATIONS OF1THE SOUTHERN STATES, INC.'S 


FIRST SET OF INTERROGATORIES (NOS. 1-7) 

I 

INTERROFATORIES 

I 
I. 	 Please state the name, address and pt\)sition (job title) with Verizon of each person 

providing responses to these Interroptories. 
i 

Response: 

Elizabeth Werth (Response to No. 2.8. through 2.e.) 

Specialist Market Analysis & Studies! 

600 Hidden Ridge I 

Irvin TX I
g, 	 I 

I
Adolf Andrzejewski (Response to Np. 3 through 6) 

Regulatory Manager 

One Verizon Way 

Thousand Oaks, CA 


Richard Burkett (Response to Nq. 7) 

State Access & Ancillary Services Priding 

600 Hidden Ridge 

Irving, TX 


I
Howard Lee lones (Response to NOr 7) 

Group Marketing Manager I 

600 Hidden Ridge . 

Irving, TX 


2. 	 Please provide the following data for your retail access lines for the end of each 
year, 1996 through 1999. If the monthly rates for a given service listed below 
vary by exchange (e.g., due to rate gro~p classifications), please break down the 
access line coWit for the service by each!such distinct rate. 

\\ 
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Verizon Florida Inc. 's Revised Objections and Responses to 
AT&T Communications of the Southern States, Inc.'s 
First Set of Interrogatories 
Docket No. 00007S-TP 
Page 2 

a. Primary residence lines - flat rate. 
b. Primary residence lines - measured rate. 
c. Additional (non-primary) residence lines. Please break down by type of 

service (e.g., measured rate). 
d. Single-line business lines - measured rate (untimed). 
e. Single-line business lines - measured rate (timed). 

Response: 

Verizon Florida objects to this Interrogatory because it is not relevant to any issue 
in this proceeding and it is not designed to lead to the discovery of any relevant 
and otherwise admissible information. 

Notwithstanding this objection, Verizon Florida provides the following access 
line information for the years ending 1998 and 1999 (Bates stamped pages 1 and 
2). Data for the years 1996 and 1997 is not available. 

a. 	 Primary residential lines - flat rate: See attached schedule, column a. 
b. 	 Primary residential lines - measured rate: See attached schedule, column b. 
c. 	 Additional (non,..primary) residence lines: See attached schedule, column c. 

Data for non-primary residential lines is available only in total. Verizon 
does not report non-primary residential lines as flat rate or measured. 

d. 	 Single-line business lines - measured rate (untimed). See attached schedule, 
column d. 

e. 	 Single-line business lines - measured rate (timed). See attached schedule, 
columne. 

3. 	 Provide the following usage and revenue data for each year from 1996-1999 for 
your Florida service territory. 

Total local minutes. For any year in which you have excluded minutes associated 
with ISP-bound calls from tttotal local minutes", please so state and separately 
provide the quantity of (non-toll) minutes associated with ISP-bound calls. 

Total local messages (associated with, e.g., untimed business measured rate 
service). For any year in which you have excluded messages associated with ISP­
bound calls from tttotallocal messagestt

, please so state and separately provide the 
quantity ofmessages associated with ISP-bound calls. 

l:l ­



Verizon Florida Inc.'s Revised Objections and\Responses to 
AT&T Communications of the Southern States, Inc. 's 
First Set of Interrogatories \ 
Docket No. 0OO075-TP 
Page 3 

Response: 

Verizon Florida objects to this Inte$gatory because it is not relevant to any issue 
in this proceeding and is not design¥ to lead to the discovery of any relevant and 
otherwise admissible infonnation. i . 

Notwithstanding this objection, Veri~on Florida responds as follows: 
I 

Year Booked Revenue Booked MOUs 

1999 $53,158,074.30 	 1,058,311,795 

1998 $57,934,732.05 \ 1,113,335,666 
I 

No !SP-bound usage was excluded. Yerizon's financial reporting system does not 
trac~ total number of local message~. Data for the years 1996 and 1997 is not 
avatlable. \ 

4. 	 Provide the following usage and rev~ue infonnation for the year 1999 (or most 
recent year available), for primary res~dence lines - measured rate. 


I 

a. 	 Total billed local minutes. l 
b. 	 Total unbilled local minutes (~.e., minutes included within end users' call 

allowances so that no per-call or per-minute charges apply). 
c. 	 Total revenues generated froht billed minutes (Le., generated by local 

usage charges applied on a pert-call or per-minute basis). 
I 

Response: I 

Verizon Florida objects to this Interro~atory because it is unduly burdensome and 
not relevant to any issue in this proceetllng or designed to lead to the discovery of 
any relevant and otherwise admissible ~onnation. 

I 
Notwithstanding these objections, Verizon responds. as follows: Verizon's 
financial repOrting system does not !fack the infonnation sought according to 
whether the residential line is primary ~r additional. 

I 
5. 	 Provide the following usage and revenhe infonnation for the year 1999 (or most 

recent year available), for additional re~dence lines - measured rate. 

\'; 
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Verizon Florida Inc.'s Revised Objections and Responses to 
AT&T Communications of the Southern States, Inc. ' s 
First Set of Interrogatories 
Docket No. 00OO75-TP 
Page 4 

a. Total billed local minutes. 
b. Total unbilled local minutes (i.e., minutes included within end users' call 

allowances so that no per-call or per-minute charges apply). 
c. Total revenues generated from billed minutes (Le., generated by local 

usage charges applied on a per-call or per-minute basis). 

Response: 

Verizon Florida objects to this Interrogatory because it is unduly burdensome and 
not relevant to any issue in this proceeding or designed to lead to the discovery of 
any relevant and otherwise admissible infonnation. 

Notwithstanding these objections, Verizon responds as follows: Verizon's 
financial reporting system does not track the infonnation sought according to 
whether the residential line is primary or additional. 

6. 	 Provide the following usage and revenue infonnation for the year 1999 (or most 
recent year available), for single-line business lines - measured rate (timed). 

a 	 Total billed local minutes. 
b. 	 Total unbilled local minutes (i.e., minutes included within end users' call 

allowances so that no per-call or per-minute charges apply), if any. 
c. 	 Total revenues generated from billed minutes (i.e., generated by local 

usage charges applied on a per-call or per-minute basis). 

Response: 

Verizon Florida objects to this Interrogatory because it is unduly burdensome and 
not relevant to any issue in this proceeding or designed to lead to the discovery of 
any relevant and otherwise admissible infonnation. 

Notwithstanding these objections, Verizon responds as follows: Verizon's 
financial reporting system does not track the information sought according to 
whether the business line is single or multi-line. 

7. 	 At any time since January 1996, has Verizon attempted to separately identify and 
track ISP-bound calls originated over its end users' access lines? If the answer is 
yes, describe all such monitoring which Verizon has performed, and provide all 
traffic statistics which Verizon compiled therein concerning ISP-bound traffic. 

"j 
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Verizon Florida Inc.'s Revised Objections andlResponses to 
AT&T Communications of the Southern StateSt Inc.'s 
First Set of Interrogatories I 
Docket No. 000075-TP . 
Page 5 

Response: 

The identification of ISP-bound dUs requires that the called ISP number be 
known and that measurement capability exist and be active for the customers 
originating the calls. While measUrement capability is present and active for 
customers, Verizon does not know t~e called ISP numbers. Therefore, Verizon is 
unable to identify and track ISP-bo~d calls. 

I 
The Hewlett-Packard Company has, however, prepared studies that allow Verizon 
to estimate the call volume and av~ge holding times for ISP-bound calls. These 
studies, which can be made available1upon request, are: 

I 
(1) 	Internet Service Provider Switch Utilization Study in Southern California, 

written by Bob D'Eletto - Hewlett Packard Company, dated Oct. 18, 1997. 
\ 

(2) ACCESS7 Network Study, prepared by Jim Baker - Hewlett Packard 
Company, dated Apr. 30, 1997. 	 I 

I . 	 , 

(3) In addition, as described on pa~e 13 of the Direct Testimony of Edward 
Beauvais, dated December 1, 2000, Verizon analyZed ISP traffic data 
provided by Coast-to-Coast, a cIJEc in Michigan, in the 4th quarter of 1999. 
A copy ofthe Michigan data is als~ available upon request. 

I( 



SERVICE COSTS 
PRICING & REGULATORY SUPPORT 
MARKET ANALYSIS 

VERIZON FLORIDA'S RESPONSES TO 
AT&T COMMUNICATIONS OF THE SOUTHERN STATES,INC.'S 

FIRST SET OF INTERROGATORIES 
DOCKET NO. 0OO075-TP 

REPONSE2. 
YEAR ENDING 1998 

(c) (d) (e) 
(a) (b) TOTAL SINGLE-LINE SINGLE-LINE 

TOTAL TOTAL NON-PRIMARY BUSINESS LINES BUSINESS LINES 
RATE RESIDENTIAL RESIDENTIAL RESIDENTIAL MEASURED MEASURED 

GROUP LINES-FLAT LINES-MEASURED LINES UNTIMED TIMED 

1 4,899 1,146 138 130 12 

- 2 23,380 5,604 880 2,224 100 

-• 3 
4 

182,983 
279,906 

25,518 
25,325 

10,877 
19,643 

21,302 
18,827 

506 
880 

5 1,010,366 65,779 88,478 • 195,310 4,124 

-"" 
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SERVICE COSTS 

PRICING & REGULATORY SPT. 

MARKET ANALYSIS 


VERIZON FLORIDA'S RESPONSES TO 

AT&T COMMUNICATIONS OF THE SOUTHERN STATES, INC.'S 


FIRST SET OF INTERROGATORIES 

DOCKET NO. 000075-TP 


REPONSE2. 

YEAR ENDING 1999 


(c) (d) (e) 
(a) (b) TOTAL SINGLE-LINE SINGLE-LINE 

TOTAL TOTAL NON-PRIMARY .BUSINESS LINES BUSINESS LINES 
RATE RESIDENTIAL RESIDENTIAL RESIDENTIAL MEASURED MEASURED 

GROUP LINES-FLAT LINES-MEASURED LINES UNTIMED TIMED 

1 5,065 1,026 326 92 11 
2 23,724 5,237 1,610 2,391 165 

..J 3 169,760 23,352 19,741 24,149 576 
4 265,036 23,230 33,607 19,566 679 
5 1,054,694 62,062 149,430 206,916 4,393 

I\.) 
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VERIFICATION 

STATE OF FLORIDA ) 
) ss. 

COUNTY OF HILLSBOROUGH) 

BEFORE ME, the undersigned authority, personally appeared Beverly Y. 

Menard, who deposed and stated that the revised answers to the First Set of 

Interrogatories (Nos.1-7) served on Verizon Florida Inc. by AT&T Communications 

of the Southern States, Inc. in Docket No. 000075-TP were prepared at her request 

and she is informed that the responses contained therein are true and correct to the 

best of her information and belief. 

DATED at Tampa, Florida, this 12Ith day of QAf\c.+:~ .2001. 

f6,,~~.~a&dsevey .Menard 

Sworn to and subscribed before me this ~ay of ~. 2001. 

'- :tl"",,1iJ ~J.d~ 
Notary Public 
State of Florida ,_____ ~ _'AR.Y 

TDIISAANNSOOIU 
NOTARYPUBUC STATE OF. R..ORIDA 

COMM1SSfON NO. cx:::77'1388 
MY COMMISSION fiXP. ocr. 21 

Name Typed or Printed/Commission No. 

My Commission Expires: 

li 



EXHIBIT NO. ____ 

DOCKET NO: 000075-TP 

WITNESS: Stip - 8 

PARTY: BellSouth Telecommunications, Inc. 

DESCRIPTION: 

1. 	 BellSouth's responses to AT&T's First Set of Interrogatories 
and Request for Production of Documents. 

PROFFERING PARTY: STAFF 

I.D. # Stip-8 

I 

O~C)o?S-- 7P .- l'O s-
WITNE . ~f?5C!.1~ 
DATE; 	 l.3- 7 9' a -C) I 70----,. 



BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 


In re: Investigation into appropriate methods ) Docket No. 000075-TP 

to compensate carriers for exchange of ) 

traffic subject to Section251 of the ) 

Telecommunications Act of 1996 ) Filed: December 21, 2000 


------------------------~) 

BELLSOUTH TELECOMMUNICATIONS, INC.'S RESPONSES TO AT&T OF THE 

SOUTHERN STATES, INC.'S FIRST SET OF INTERROGATORIES AND FIRST 


REQUEST FOR PRODUCTION OF DOCUMENTS 


BellSouth Telecommunications, Inc., ("BellSouth'') responds to AT&T of the Southern 

States, Inc.'s ("AT&T') First Request for Production of Documents and First Set of 

Interrogatories, both dated November 22, 2000, as follows: 

RESPONSE TO REQUEST FOR PRODUCTION OF DOCU1v1ENTS 

Request No.1: Please provide the most recent cost study that you have filed with the Florida 
Public Service Commission in support of your retail basic exchange service rates. Please 
indicate the Florida Public Service Commission proceeding in which the study was submitted 
and the filing date. 

RespoDse: BellSouth will make available at it's Atlanta offices, 675 West Peachtree Street, 
Atlanta. GA 30375, the cost study filed on July 31, 1998 in FPSC Docket No. 980000A-SP, 
Undocketed Special Project. TIris study contains proprietary information and is subject to the 
provisions of the nondisclosure agreement executed by AT&T. 

Request No.2: If you have any other cost studies for the provision of retail basic exchange 
service within your service territory that are more recent than that provided in response to 
Document Request No. I, please provide all such studies. 

RespODse: Please see Bell South 's response to AT&T's 1- Request for Production of Documents, 
Request No.1. 

-\­



Request No.3: Provide a copy of each study, report, analysis or memorandum prepared by you 
or on your behalf which estimates or otherwise quantifies the costs of terminating ISP-bound 
traffic. 

Response: BellSouth has conducted a cost study to support an FCC jurisdictional flat rate 
surcharge for ISP bound calls. The cost study, Internet Access Cost Recovery, is a regional cost 
study and was developed using TSLRIC methodology. This study has not been filed in any 
jurisdiction. This study contains proprietary infonnation and is subject to the provisions of the 
nondisclosure agreement executed by AT&T. 

ANSWERS TO INTERROGATORIES 

See attached. 

Respectfully submitted this 21 II day of December 2000. 

BELL SOUTH TELECOMMUNICA nONS, INC. 

7J«rn~5ff1iLJN CYB. ) 
c/o Nancy H. Sims 
150 So. Monroe Street, Suite 400 
Tallahassee, FL 32301 
(305) 347-5558 

~Du~CKEY (,;.t) 
E. EARL EDENFIELD JR. 
Suite 4300 
675 W. Peachtree St., NE 
Atlanta, GA 30375 
(404) 335-0763 

240S8S 
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REQUEST: 

RESPONSE: 

BellSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
AT&Ts 1st Set of Interrogatories 
Novernber22,2000 
Item No.1 
Page 1 of 1 

Please state the name, address and position Gob title) with 
BellSouth of each person providing responses to these 
Interrogatories. 

Steve Bigelow 
Director 
3535 Colonnade Pkwy 
Birmingham, AL 35243 

Richard Mcintire 
Director 
600 N 19th St. 
Birmingham, AL 35203 

Ron Cook 
Manager 
3535 Colonnade Pkwy 
Birmingham, AL, 35243 

RESPONSE PROVIDED BY: See above 
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BeliSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
AT&Ts 1st Set of Interrogatories 
November 22, 2000 
Item No.2 
Page 1 of 1 

REQUEST: 	 Please provide the following data for your retail access lines 
for the end of each year, 1996 through 1999. If the monthly 
rates for a given service listed below vary by exchange (e.g., 
due to rate group classifications), please break down the 
access line count for the service by each such distinct rate. 

a. 	 Primary residence lines - flat-rate. 
b. 	 Primary residence lines - measured rate. 
c. 	 Additional (non-primary residence lines. Please break 

down by type of service (e.g., measured rate). 
d. 	 Single-line business lines - measured rate (untimed). 
e. 	 Single-line business lines - measured rate (timed). 

RESPONSE: BellSouth does not have the requested data for 1996, 1997, 
and 1998. See attached spreadsheet with 1999 data. 

RESPONSE PROVIDED BY: 	 Steve Bigelow 
Director 
3535 Colonnade Pkwy 
Birmingham, AL 35243 

- t.\ ­



FLORIDA 

December, 1999 

t 
\J') 

-_ .. _--------------.----... _-------------------- .. _---­

~ 1 ~ l ~ ~ 

Primary Res. - Flat Rate 971 5,390 65 ,950 128,359 264,803 
Primary Res . - Mcas. Rate 127 837 5,528 11,402 21,747 
Non-Primary Res. - FIa&c IWc 153 580 12,377 24,294 47,092 
Non-Primary Res . - Mcas. IWc 10 39 637 1,066 1,663 
Bus. - MCiS. Rate (Uoaimed) 13 10 115 273 419 
Bus. - Mcas. Rate (Timed) 3 4 10 

RATE GROUP 

• 1 

418,867 162,233 
26,115 10,938 
85,219 33,169 

2,655 1,067 
522 198 

11 53 

.. -_ ...... -----­------­ .. --- ...... -­ --_ .. ----_ ...... -- -----_ .... --- ----_ .... -- -_ .. -- -- -_ ...... .. --- .. -­

I ~ }j! !! !1 TOlAl 

93,141 328,538 396,803 294,719 1,420,477 3,580,2) I 
6,978 19,272 15,288 8,072 47 ,466 173,770 

22,993 88,394 99,257 69,129 356,711 839,3611 
1,061 3,555 3,624 1,8i] 8,196 25,386 

182 425 448 246 1,260 4,111 
7 2 6 7 10 113 



BeliSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
AT&Ts 1st Set of Interrogatories 
November 22,2000 
Item NO.3 
Page 1 of 1 

REQUEST: 	 Provide the following usage and revenue data for each year 
from 1996-1999 for your Florida service territory. 

a. 	 Total local minutes. For any year in which you have 
excluded minutes associated with ISP-bound calls from 
"total local minutes", please so state and separately 
provide the quantity of (non-toll) minutes associated with 
ISP-bound calls. 

b. 	 Total local messages (associated with, e.g., untimed 
business measured rate service). For any year in which 
you have excluded messages associated with ISP-bound 
calls from "total local messages", please so state and 
separately provide the quantity of messages associated 
with ISP-bound calls. 

RESPONSE: 
a. 	 BeliSouth does record unbilled local usage; therefore, the 

requested data is not available. 

b. 	 The data is not available in the requested format. In an 
attempt to be responsive to the request, the following 
year-end data is provided. 

Month Messages 
Oec-96 13,249,147 
Oec-97 12.222.943 
Oec-98 10,695.398 
Oec-99 8.927.767 

RESPONSE PROVIDED BY: Ron Cook 
Manager 
3535 Colonnade Pkwy 
Birmingham, AL, 35243 

... b~ 



REQUEST: 

RESPONSE: 

· BeliSouth Telecommunications. Inc. 
FPSC Docket No. 000075-TP 
AT&Ts 1st Set of Interrogatories 
November 22. 2000 
Item No.4 
Page 1 of 1 

Provide the following usage and revenue information for the 
year 1999 (or most recent year available). for primary 
residence lines - measured rate. 

a. 	 Total billed local minutes. 
b. 	 Total unbilled local minutes (Le., minutes included within 

end users' call allowances so that no per-call or per­
minute charges apply). 

c. 	 Total revenue generated from billed minutes (i.e., 
generated by local usage charges applied on a per-call or 
per-minute basis). 

The data is not available in the requested format. In an effort 
to be responsive, the following data for December, 1999 is 
provided. BellSouth does not aggregate usage separately for 
primary and secondary lines; therefore, usage and revenues 
for all residence measured accounts are provided. 

a. 	 There were 1,002,727 local minutes accumulated for 
residence measured accounts. 

b. 	 BellSouth does not track unbilled local usage. 
c. 	 Residence measured accounts were billed $12,829. 

RESPONSE PROVIDED BY: 	 Ron Cook 
Manager 
3535 Colonnade Pkwy 
Birmingham •. AL. 35243 

;.-'1­



BeliSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
A T& Ts 1st Set of Interrogatories 
November 22, 2000 
Item NO.5 
Page 1 of 1 

REQUEST: 	 Provide the following usage and revenue infonnation for the 
year 1999 (or most recent year available), for additional 
residence lines - measured rate. 

a. 	 Total billed local minutes. 
b. 	 Total unbilled local minutes (Le., minutes included within 

end users' call allowances so that no per-call or per 
minute charges apply. 

c. 	 Total revenues generated from billed minutes (Le., 
generated by local usage charges applied on a per-call or 
per-minute basis). 

RESPONSE: 	 Please see BeliSouth's response to AT&Ts 1't Set of 
Interrogatories, Item NO.4. 

RESPONSE PROVIDED BY: 	 Ron Cook 
Manager 
3535 Colonnade Pkwy 
Binningham, AL, 35243 

--- 'b­



REQUEST: 

RESPONSE: 

BellSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
AT&rs 1st Set of Interrogatories 
November 22, 2000 
Item NO. 6 
Page 1 of 1 

Provide the following usage and revenue information of the 
year 1999 (or most recent year available), for single-line 
business lines - measured rate (timed) 

a. 	 Total billed local minutes. 
b. 	 Total unbilled local minutes (Le., minutes included within 

end users' call allowances so that no per-call or per­
minutes charges apply), if any. 

c. 	 Total revenue generated from billed minutes (Le., 
generated by local usage charges applied on a per-call 
or per-minute basis). 

The data is not available in the requested format. In an effort 
to be responsive, the following data for December, 1999 is 
provided. BellSouth does not aggregate usage separately for 
single-line and multi-line business accounts; therefore, 
usage and revenues for all business line measured accounts 
are provided. 

a. 	 There were 180,080 total local minutes accumulated for 
business measured accounts. 

b. 	 BellSouth does not track unbilled local minutes. 
c. 	 Business measured accounts were billed $6.274. 

RESPONSE PROVIDED BY: 	 Ron Cook 
Manager 
3535 Colonnade Pkwy 
Birmingham. AL, 35243 

--q~ 



BeliSouth Telecommunications, Inc. 
FPSC Docket No. 000075-TP 
AT&Ts 1st Set of Interrogatories 
November 22.2000 
Item No. 7 
Page 1 of 2 

REQUEST: 	 At any time since January 1996. has BeliSouth attempted to 
separately identify and track ISP-bound calls originated over 
its end users' access lines? If the answer is yes, describe all 
such monitOring which BeliSouth has performed, and provide 
all traffic statistics which BeliSouth compiled therein 
concerning ISP-bound traffic. 

RESPONSE: 

eST ISP MOU Estimation Process 
(July 24, 1998) 

Estimation of ISP minutes of use are based on the following. 

All calls originating from BeliSouth Telecommunications (BST), terminating to a ClEC, are 
recorded in each BST central office, this data is collected via ETCS (Electronic Toll Collection 
System) and sent to ALPHA for processing. Alpha is the front end processing for all Automatic 
Message Accounting (AMA) data. 

This data is stored in the 12 TSO (RAO) sites (e.g., State, except Florida, where there are three 
sites and Georgia two sites). 

These sites store this data by OCN, NPA, NXX, Call type, Message date, number of messages, 
and minutes of use. 

This data is then sorted (via OB2 Queries) to extract local and Intralata Toll calls by the 
groupings listed above. M a function of the query, a calculation of call message hold times (i.e., 
Total MOUlTotal Messages) yields an average call holding time. 

BeliSouth has attempted to obtain a list of ISP access numbers from all sources. It has only been 
able to obtain a fraction of such access numbers. The ClEC's disagree with the basic premise 
that ISP minutes of use are interstate in jurisdiction. However, with the ISP access numbers it 
possesses, BelISouth determines the number of known ISP MOUs and uses the process in steps 
6, 7 and 8 to estimate the remainder. 

From external industry and intemal BST studies, it was determined that the average holding times 
for ISP and locaUlntraLata messages were 20 minutes and 3~ minutes respectively. 

The Company then made the assumption, based on the above industry standard, that where the 
average call hold time for a ClEC is 15 minutes or greater by NPAlNXX, this would be 
considered a reasonable cutoff for "estimated ISP minutes of use". 

-\1),. 




BeliSouth Telecommunications. Inc. 
FPSC Docket No. 000075-TP 
AT&Ts 1st Set of Interrogatories 
November 22.2000 
Item NO.7 
Page 2 of 2 

RESPONSE: (Cont.) 

A summation of all minutes of use for each NPAlNXX is calculated. and is then divided by the 
total messages for that NPAlNXX to determine those that meet the 15 minute criteria. The result 
is the total minutes of use that BST estimates terminate to an ISP. 

The above estimated ISP minutes of use are then put in dispute with the CLEC involved. and the · 
Interconnection Purchasing Center (lPC) pays the balance of the invoice. 

This estimation process is subject to the CLEC .providing factual ISP usage information to 
BeliSouth and having Bell South true up the invoiced dollars. 

RESPONSE PROVIDED BY: 	 Richard Mcintire 
Director 
600 N 19th St. 
Birmingham, AL 35203 

- \ \ ...... 
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EXHIBIT NO. ____ 

DOCKET NO: 000075-TP 

WITNESS: Stip - 9 

PARTY: Sprint-Florida Incorporated 

DESCRIPTION: 

1. 	 Sprint's responses to AT&T's First Set of Interrogatories and 
Request for Production of Documents. 

PROFFERING PARTY: STAFF 

I.D. # Stip-9 

ftORIDA PUBLIC SERVICE COMMISSIO 
DOCKET 
.NO. C::)OcJtJ 7G'rP EXHIBIT NO. 9 .~ 
COMPANY! 	 .It 
WITNESS: FP5 ~ J# .,
DATE: 3· '7 't -	 ~ 



BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 


In re: Investigation into appropriate methods to ) Docket No. 000075-TP 
Compensate carriers for exchange of traffic ) 
Subject to Section 251 of the Telecommunications ) Filed : December 22, 2000 
Act of 1996. ) 

SPRINT'S ANSWERS TO AT&T COMMUNICATIONS OF THE 

SOUTHERN STATES, INC.'S FmS't SET OF lNTERROGATORIES TO 


SPRINT-FLORIDA INCORPORATED 


Pursuant to Rule 28-106 .206, Florida Administrative Code, and Rule 1.340, 

Florida Rules of Civil Procedure, Sprint-Florida Incorporated (Sprint) hereby provides 

the following answers to AT&T Communications of the Southern States, Inc ' s First Set 

of Interrogatories. 

- \..­



Sprint - Florida, Incorporated­
Docket No. 000075-TP 
AT&T's First Set of Interrogatories 
November 22, 2000 
Interrogatory No.1 

1. 	 Please state the name, address and position Gob title) with Sprint of 
each person providing responses to these Interrogatories. 

ANSWER: The responses were prepared by: 
John M. Felz 
Director - State Regulatory 
6360 Sprint Parkway 
Overland Park, KS 66251 

INFORMATION PROVIDED BY: 	 John M. Felz 
Director - State Regulatory 
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Sprint - Florida, Incorporated· --	 Docket No. 000075·TP 

2. 

ANSWER: 

AT&Ts First Set of Interrogatories 
November 22, 2000 
Interrogatory No.2 

Please provide the following data for your retail access lines for the 
end of each year, 1996 through 1999. If the monthly rates for a given 
service listed below vary by exchange (e.g., due to rate group 
classifications), please break down the access line count for the service 
by each such distinct rate. 

a. 	 Primary residence lines - flat rate. 
b. 	 Primary residence lines - measured rate. 
c. 	 Additional (non-primary) residence lines. Please break down by 

type of service (e.g., measured rate). 
d. 	 Single-line business lines - measured rate (untimed). 
e. 	 Single-line business lines - measured rate (timed). 

Notwithstanding previously filed objections, Sprint-Florida, Inc. provides 
the following response: 

1996 access line information is not available in the level of detail 
necessary to provide separate access line counts by rate group as 
requested. 

a. 	 Please see the attached worksheet for 1997 through 1999 residence ­
flat rate access line counts by rate group. Sprint does not maintain 
historical information that would allow separate identification of 
primary and non-primary residence lines by rate group as requested. 

b. 	 Please see the attached wOllksheet for 1997 through 1999 residence ­
measured rate access line counts by rate group. Sprint does not 
maintain historical information that would allow separate 
identification of primary and non-primary measured rate access lines. 

c. 	 Sprint does not maintain historical infonnation that would allow 
separate identification of primary and non-primary residence lines by 
rate group. Therefore, the requested infonnation is not available. 

d. 	 Sprint does not have any single line business customers subscribing to 
measured rate (untimed) service. 

e. 	 Sprint does not have any single-line business customers subscribing to 
measured rate (timed) service. 

INFORMATION PROVIDED BY: 	 John M. felz 
Director·· State Regulatory 
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Company 

Sprint/Central Telephone 

Total Sprint/Centel 

Sprint/United Telephone 

\ 

S. 

Total Sprint/United 

Total Sprint Florida 

Rate 

Group 


1 
2 
3 
4 
5 
6 

1 
2 
3 
4 
5 
6 

1999 

Residence 
Flat Rate 

Residence 
Measured 

16,159 
39,816 

6,250 
4,016 

68,976 
129,778 
264,995 

694 
1,187 

110 
263 

2,244 
1, 753 
6,251 

95,981 
48,885 

215,578 
354,253 
228,519 
218,196 

1,161,412 

8,314 
4,263 

12,484 
21, 743 
17,157 

4,567 
68,528 

1,426,407 74,779 

ATIACHMENT 2 

1998 

Residence 
Flat Rate 

Residence 
Measured 

15,335 
37,552 

5,946 
3,524 

65,652 
121,946 
249,955 

721 
1,328 

123 
259 

2,442 
1, 964 
6,837 

91,199 
46,319 

202,610 
328,532 
213,619 
207,583 

1, 089,862 

9,208 
4,610 

13,676 
23,335 
18,196 

5,351 
74,376 

1,339,817 81,213 

1997 

Residence 
Flat Rate 

Residence 
Measured 

14,706 
35,866 

5,945 
3,129 

62,678 
116,916 
239,240 

670 
1, 242 

86 
225 

2,353 
1, 801 
6,377 

88,313 
44,586 

192,176 
309,440 
204,033 
198,159 

1, 036,707 

9,160 
4,509 

13,674 
22,508 
17,483 

5,359 
72,693 

1, 275,947 79,070 



Sprint - Florida, Incorporated· 
Docket No. 000075-TP 
AT&T's First Set of Interrogatories 
November 22, 2000 
Interrogatory No.3 

3. 	 Provide the following usage and revenue data for each year from 

1996-1999 for your Florida service territory. 


a. 	 Total local minutes. For any year in which you have excluded 
minutes associated with ISP-bound calls from "total local 
minutes", please so state and separately provide the quantity 
of (non-toll) minutes associated with ISP-bound calls. 

b. 	 Total local messages (associated with, e.g., untimed business 
measured rate service). For any year in which you have 
excluded messages associated with ISP bound calls from "total 
local messages", please so state and separately provide the 
quantity of messages associated with ISP-bound calls. 

ANSWER: 	 Notwithstanding previously filed objections, Sprint provides the following 
response: 

Sprint has not attempted to separately identify and exclude minutes and 
messages associated with ISP-bound calls during the timeframe specified 
in the request. 

a. Total local minutes are: 

1996 14,426,046,240 
1997 19,985,320,576 
1998 29,685,159,154 
1999 35,131,496,448 

b. 	 Total local messages are: 

1996 3,858,214,000 
1997 3,737,423,000 
1998 5,751,834,000 
1999 6,244,957,000 

fNFORMATION PROVIDED BY: 	 John M. Felz 
Director - State Regulatory 
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Sprint - Florida, Incorporated­
Docket No. 000075-TP 
AT&Ts First Set of Interrogatories 
November 22,2000 
Interrogatory No.4 

4. 	 Provide the following usage and revenue information for the year 
1999 (or most recent year available), for primary residence lines ­
measured rate. 

a. 	 Total billed local minutes. 

b. 	 Total unbilled local minutes (i.e., minutes included within end 
users' call allowances so that no per-call or per-minute charges 
apply). 

c. 	 Total revenues generated from billed minutes (i.e., generated by 
local usage charges applied on a per-call or per-minute basis). 

ANSWER: 	 Notwithstanding previously filed objections, Sprint provides the following 
response: 

a. 	 Sprint's measured rate service is billed based on number of messages, 
not minutes. As a result, Sprint does not track minutes for measured 
rate service. The number of messages billed for 1999 was 12,563,25l. 
Sprint does not maintain infonnation that would allow for 
identification of the measured service messages separately between 
primary and non-primary lines. 

b. 	 Sprint's measured rate service is billed based on number of messages, 
not minutes. As a result, Sprint does not track minutes for measured 
rate service. Sprint does not separately track the number of messages 
which are included within end users' call allowance. 

c. 	 The total usage charges for residence measured service for 1999 were 
$1,256,325. Sprint does not maintain infonnation that would allow for 
identification of the measured service revenues separately between 
primary and non-primary lines. 

INFORMATION PROVIDED BY: 	 John M. Felz 
Director - State Regulatory 
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5. 

ANSWER: 

Sprint - Florida, Incorporated­
Docket No. 000075-TP 
AT&T's First Set of Interrogatories 
November 22, 2000 
Interrogatory No.5 

Provide the following usage and revenue information for the year 
1999 (or most recent year available), for additional residence lines ­
measured rate. 

a. 	 Total billed local minutes. 

b. 	 Total unbilled local minutes (i.e., minutes included within end 
users' call allowances so that no per-call or per-minute charges 
apply). 

c. 	 Total revenues generated from billed minutes (i.e., generated by 
local usage charges applied on a per-call or per-minute basis). 

Notwithstanding previously Wed objections, Sprint provides the following 
response: 

Sprint does not maintain information that would allow for identification 
of the measured service messages or revenues separately between primary 
and non-primary lines. See response to request 4. 

INFORMATION PROVIDED BY: John M. Felz 
Director - State Regulatory 

~ 
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ANSWER: 

Sprint - Florida, Incorporated ­
Docket No. 000075-TP 
AT&T's First Set of Interrogatories 
November 22,2000 
Interrogatory No.6 

Provide the following usage and revenue information for the year 
1999 (or most recent year available), for single-line business lines ­
measured rate_ 

a. 	 Total billed local minutes. 

b. 	 Total unbilled local minutes (i.e., minutes included within end 
users' call a})owances so that no per-call or per-minute charges 
apply). 

c. 	 Total revenues generated from billed minutes (i.e., generated by 
local usage charges applied on a per-call or per-minute basis). 

Notwithstanding previously filed objections, Sprint provides the following 
response: 

Sprint does not have any single line business customers subscribing to 
measured rate service. Therefore, there is no information to provide. 

INFORMATION PROVIDED BY: John M. Felz 
Director - State Regulatory 

l 
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7. 

ANSWER: 

Sprint - Florida, Incorporated" 
Docket No. 000075-TP 
AT&T's First Set of Interrogatories 
November 22,2000 
Interrogatory No.7 

At any time since January 1996, has Sprint attempted to separately 
identify and track ISP-boUIid calls originated over its end users' 
access lines? If the answer ~ s yes, describe all such monitoring which 
Sprint has performed, and provide all traffic statistics which Sprint 
compiled therein concerning ISP-bound traffic. 

Sprint has not attempted to separately identify and track ISP-bound calls 
originated over its end users' access lines during the timeframe specified in 
the request. 

JNFORMATION PROVIDED BY: John M. Felz 
Director - State Regulatory 

g
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DATED this 22nd day of December, 2000. 

Respectfully submitted, 

s~~s. ~l;:: 
Susan S Masterton 

Sprint-Florida Incorporated 

PO Box 2214 

Tallahassee, FL 32316-2214 

(850) 599-1560 
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BEFORE THE FLORIDA PUBLIC SERVICE COrvl.MISSION 

In re: Investigation into appropriate methods to ) Docket No 000075-TP 
Compensate carriers for exchange of traffic ) 
Subject to Section 251 of the Telecommunications ) Filed: December 22, 2000 
Act of 1996. 1 

SPRINT'S RESPONSE TO AT&T COMMUNICATIONS OF THE 

SOUTHERN STATES, INC.'S FIRST REQUEST FOR 


PRODUCTION 'OF DOCUMENTS 


Pursuant to Rule 28-106.206, Florida Administrative Code, and Rule 1340, Florida 

Rules of Civil Procedure, Sprint-Florida Incorporated (Sprint) by and through its 

undersigned counsel, hereby respond to AT&T Communications of the Southern States, 

Inc ' s First Request for Production of Documents as set forth below 
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Sprint - Florida, Incorporated­
Docket No. 000075-TP 
AT&Ts First Set of Requests 
For Production of Documents 
November 22, 2000 
Item No.1 

1. 	 Please provide the most recent cost study that you have filed with the 
Florida Public Service Commission in support of your retail basic 
exchange service rates. Please indicate the Florida Public Service 
Commission proceeding in which the study was submitted and the 
filing date. 

RESPONSE: 	 Sprint has not filed a cost study specifically supporting its retail basic 
exchange service rates . Sprint's current retail basic exchange service rates 
resulted from general rate of return proceedings and were not supported by 
service specific cost studies. Therefore, there are no documents that are 
responsive to this request. 

INFORMATION PROVIDED BY: John M. Felz 
Director - State Regulatory 
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Sprint - Florida, Inco£1)orated­
Docket No. 00007S-TP 
AT&T's First Set of Requests 
For Production of Documents 
November 22, 2000 
Item No.2 

2. 	 If you have any other cost studies for the provision of retail basic 

exchange service within your service territory that are more recent 

than that provided in response to Document Request No.1, please 

provide all such studies. 


RESPONSE: 	 In response to Commission directive in a 1998 proceeding (980000A-SP), 
Sprint did file a TSLRIC study for its basic exchange service. This cost 
study was filed in the context of a Commission proceeding undertaken to 
review the fair and reasonable rate for local service. In addition to the cost 
study, Sprint and other !LECs were required to file a contribution analysis 
which compared rates to TSLRIC costs for local service. 

However, the cost study did not purport to support Sprint's retail basic 
exchange service rates. In fac~ , the cost study demonstrates that Sprint's 
basic retail service rates do not cover the TSLRIC costs of providing the 
service. 

Sprint also completed a cost study of the costs of basic local service in 
Docket 960896-TP. This proceeding was undertaken by the Commission 
to determine the costs of basic local service for the purposes of evaluating 
universal service funding. Sprint's cost study in this proceeding did not 
purport to support Spri nt's retai I basic exchange service rates. 

AT&T was a party to both of tile Commission proceedings described 
above and had previously received copies of Sprint's cost studies filed in 
these dockets. 

INFORMATION PROVIDED BY: 	 John M. Felz 
Director- State Regulatory 
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Sprint - Florida, Incorporated­
Docket No. 000075-TP 
AT&Ts Fi rst Set of Req uests 
For Production of Documents 
November 22, 2000 
Item No.3 

3. 	 Provide a copy of each study, report, analysis or memorandum 
prepared by you or on your behalf which estimates or otherwise 
quantifies the costs of terminating ISP-bound traffic. 

RESPONSE: 	 Sprint has not conducted any study, report or analysis that estimates or 
otherwise quantifies the cost of terminating ISP-bound traffic only. 

INFORMATION PROVIDED BY: John M. Felz 
Director - State Regulatory 
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DATED this 22nd day of December, 2000. 

Respectfully submitted, 

5 ~ ry- >. ~ 1;;::-' 
Susan S. Masterton 

Sprint-Florida Incorporated 

PO Box 2214 

Tallahassee, FL 323 16-2214 

(850) 599-1560 
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EXHIBIT NO. ---, 

DOCKET NO: 000075-TP 

WITNESS: Stip - 10 

PARTY: Global NAPs, Inc. 

DESCRIPTION: 

1. 	 Global NAPs' responses to BellSouth's First Set of 
Interrogatories, Items 13-28. 

PROFFERING PARTY: STAFF 

I.D. # Stip-lO 

FlORIDA efM'''' Et:PmM!"Mh1Uf~~ 
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Global NAPs Responses to BST Interrogatories 
Docket No. 000075-TP 

Page 4 of 11 

Interrogatory: 

13. 	 For the Florida ISP customers identified in response to Interrogatory No.9, please state, 
on an annual basis a the total amou i t GNAPS ex ects to earn for service to those 
customers for the years 2001 and 20 12: (b) the amounts of any credits, rebate, or 
adjustments expected to be given to suc~ customers for the years 2001 and 2002; and (c) 
the total amount of revenue GNAPS expects to collect from such customers for the years 
2001 and 2002. 

Please refer to objection to this question dated February 12, 200 I. 

Interrogatory: 

14. 	 Please provide GNAPS's total dollar ! investment in Florida, including total dollar 
investment in switches, outside plant, and support assets. 

i 

Objection: 

Please refer to objection to this question dated February 12, 2001. 

Interrogatory: 

15. 	 Please provide the total number of switcijes GNAPS has deployed in Florida. 

Please refer to objection to this question dated February 12,2001. 

Interrogatory: 

16. 	 Identify any cost study or other data or documents concerning the actual cost to GNAPS 
to transport ISP traffic from the point of interconnection with BellSouth to the ISP server 
being served by a GNAPS switch. 

Please refer to objection to this question dated February 12, 2001. 

Interrogatory: 

17. 	 Does GNAPS contend that there is d difference between the place where a call 
"terminates" for jurisdictional purposes and the place where a call "terminates" for 
reciprocal compensation purposes? If tHe answer to the foregoing is in the affinnative, 
please: (a) explain in detail the distinctioh between call tennination for jurisdictional and 
reciprocal compensation purposes; (b) st*e the date and describe the circumstances when 
GNAPS first concluded that there was a distinction between call termination for 
jurisdictional and reciprocal compensati<pn purposes; ec) state the date and describe the 
circumstances when GNAPS first stated publicly that there was a distinction between call 
termination for jurisdictional and reciprocal compensation purposes; (d) identify all 
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Global NAPs Resp~nses to BST Interrogatories 
Docket No. 000075-TP 

Page 5 of 11 
documents that refer or relate to or support a distinction between call termination for 
jurisdictional and reciprocal compensation purposes; (e) identify all internal GNAPS 
memoranda or other documents that discuss. relate to or touch upon the issue of whether 
reciprocal compensation may be owed for calls delivered to ISPs. 

Please refer to objection to this question dated February 12,2001. 

Without waiving that objectio\1, Global NAPs states as follows: 

To answer the first part of this question, and subpart (a), requires a definition of the term "call." 
The term "call" does not have a definition in the Communications Act. However, the term 
appears in various sections of Title II, including Section 2S2(d)(2) regarding an appropriate rate 
for reciprocal compensation. Based on its usage there and throughout Title 11, we take the term 
"call" to mean a circuit-switched connection between two stations connected to the public 
switched telephone network and addressable by means of numbers within the North American 
Numbering Plan. 

The beginning and end points of a "call" are not directly relevant "for jurisdictional purposes," 
that is, for determining whether regulatory jurisdiction resides with the Federal Communications 
Commission or a state. Under 47 U.S.C. § 153(52), the relevant term is "wire communication," 
which is the "transmission of writing, signs, signals, pictures and sounds of all kinds by aid of 
wire. cable or other like connection between the points of origin and reception of such 
transmission, including all instrumentalities, facilities, apparatus and services (among other 
things, the receipt, forwarding, and delivery of communications) incidental to such 
transmission." All "calls" are also "communications." But many "communications" are not 
"calls. " 

In a normal, garden-variety telephone call, the end points of the call and the end points of the 
communication are identical. In a call from an end user's modem to an ISP's modem, the "call" 
in physical terms begins at the end user's modem and ends at the ISP's modem. (Where it 
begins and ends for billing purposes is a separate issue, determined by the V &H coordinates 
assigned to the NXX codes of the calling and called parties.) The "communication," which is a 
much broader term, mayor may not continue beyond the ISP's modem, either to the ISP's own 
servers or further into "the Internet" (see 47 U.S.c. § 230(f)( 1)) for some portion of the time 
(usually a relatively small portion) that the two modems are connected. 

In these circumstances, the ultimate regulatory jurisdiction over tile communication (which is 
the relevant statutory term) is determined by the end points of the communication, which, in the 
case of calls to ISPs, can be various. The end points of tile call, however, do not necessarily 
correspond to the end points of the communication. 

So, to answer the question strictly and literally, there is no difference in where a "call" 
"terminates" for purposes of reciprocal compensation as opposed to jurisdiction, but where a 
"call" terminates is not itself relevant to jurisdiction. Indeed, in the case of calls to ISPs, the 
"call" (relevant to reciprocal compensation) and the "communication" (relevant to jurisdiction) 
are not identical. Consequently, the "call" can be "local" not only in the literal dialing plan sense 
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Global NAPs Responses to BST Interrogatories 
Docket No. 000075-TP 

Page 6 of 11 
(that is, the NPA-NXX of the called number is Icovered by the local calling plan associated with 
the NPA-NXX of the calling number) but also in the sense of where the "call" terminates, even 
though the "communication" is ultimately under the FCC's jurisdiction. 

Matters are further complicated, however, by the FCC's repeated detenninations that (a) it has 
jurisdiction over ISP-bound calling, but (b) such calling is nonetheless to be treated as equivalent 

I 
to "local" calling for any number of regulatory purposes. Indeed, the FCC has routinely and 
repeatedly treated ISP-bound traffic as local arid intrastate in every regulatory context in which 
the question has arisen: 

Access Charges: The ESP Exemption, as craft~d in 1983, was designed to allow ESPs to obtain 
access to the local exchange network by purc~asing intrastate-tariffed local business lines. As 
both the Commission and the courts have obser.ti/ed, the purpose and effect of this exemption is to 
allow ESPs/ISPs to be reached by means of ocal calls from end users. See Access Charge 
Reform, CC Docket No. 96-262, First Report find Order, 12 FCC Rcd 15982 (1997) at ~~ 341­
45, affd sub nom. Southwestern Bell Tel. Co. v. FCC, 153 F.3d 523541-43 (8th Cir. 1998). See 
also response to interrogatories 26-28 for further discussion of access charges. 

Separations. ILECs are required to treat the costs they incur in handling ISP-bound calls as 
jurisdictionally intrastate costs. See Implementation of the Local Competition Provisions of the 
Telecommunications Act of 1996, Inter-Carrier Compensation for ISP-Bound Traffic, 

. I 

Declaratory Ruling in CC Docket No. 96-98 and Notice of Proposed Rulemaking in CC Docket 
No. 99-68, CC Docket Nos. 96-98 and 99-<38 (released February 26, 1999) ("Declaratory 
Rliling") at ~ 36. See also Letter to Don Evahs, Vice President - Regulatory Advocacy, Bell 
Atlantic from Lawrence E. Strickling, Chidf, Common Carrier Bureau, Re: Separations 
Treatment of Internet-Related Reciprocal Cqmpensation (July, 29, 1999); Letter to Dale 
Robertson, Sr. Vice President, SBC Communioations, Inc. from Lawrence E. Strickling, Chief, 
Common Carrier Bureau, Re: Separations Treatment of ISP-Bound Traffic (May, 18, 1999). 

Universal Service. The FCC held that ISPs provide infonnation services, not 
telecommunications services, and are therefore, for universal service purposes, end users without 
universal service contribution obligations. See. Declaratory Ruling at ~~ 4 & n.8, 13; In the 
Matter of Federal-State Joint Board on Universal i Service, Report To Congress, 13 FCC Rcd 1150 I 
(1998) at ~ 13 ("We conclude ... that the ~ategories of 'telecommunications service' and 
'information service' in the 1996 Act are mutllally exclllsive."). See id. at ~ 21 (footnote omitted) 
("We find ... that Congress intended to maintain a regime in which infonnation service providers 
are not subject to regulation as common carriers merely because they provide their services 'via 
telecommunications' . ") 

Interconnection Rights. Under Section 251, "telecommunications carriers" have certain rights 
against ILECs that non-carriers lack. When conifronted with the question of whether ISPs should 
be granted Section 251 interconnection rights, the Commission said "no," because these entities 
were not carriers. See Implementation of the Local Competition Provisions in the 
Telecommunications Act of 1996, First Report and Order, 11 FCC Rcd 15499(1996) ("Local 
Competition Order ") at ~ 995. This further ceinents that the FCC has traditionally treated ISP­
bound calls as local in nature, in that it cements the ISPs' status as customers, not carriers. 

- 3 ~ 
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Global NAPs Responses to BST Interrogatories 
Docket No. 000075-TP 

Page 7 of II 

Furtilermore, the courts have rejected the notion that the interstate status of some ISP-bound calls 
is relevant to the status of those calls as subject to compensation under Section 251 (b )(5). The 
one and only time that the FCC tried to hold that ISP-bound calls were nol " local" on grounds 
that they were jurisdictionally interstate (in the February 1999 Declaratory Rilling, cited above), 
the D.C. Circuit concluded that the FCC's approach was "intuitively backwards" and vacated the 
decision (rendering it of no further legal force or effect) "for want of reasoned decisionmaking." 
Bell Atlantic v. FCC, 206 F.3d 1 (D.C. Cir. 2000). The court was perfectly content with the 
FCC's assertion that these calls were jurisdictionally interstate, but held that this conclusion was 
simply not related to the conclusion that the same calls are not "local" for purposes of Section 
251(b)(5) . 

The only sensible reading of the state of the law at this point is that ISP-bound calls may indeed 
be jurisdictionally interstate, but that fact - if it is a fact - has no bearing on whether they 
should be subject to the reciprocal compensation provisions of Section 251 (b )(5). That is to be 
determined, as laid out by the D.C. Circuit, on the basis of whether it makes more sense, in light 
of the purposes of the statute, to subject calls to ISPs to the "access charge" model of 
compensation (which would put ISPs in the position of IXCs) or the "reciprocal compensation" 
model of compensation (which would put ISPs in the position of end users). We submit that the 
only rational answer in light of the other regulatory rulings relating to ISPs, stated above, is that 
the "reciprocal compensation" model is correct. 

As to subparts (b)-(e), Global NAPs is not aware of ever having taken any position regarding the 
claim that "there was a distinction between call termination for jurisdictional and reciprocal 
compensation purposes;" as noted above, "call termination" per se is not relevant to any 
"jurisdictional purposes." In this regard, the question simply reflects a failure to consider the 
relevant definitions (and lack thereof, in the case of "calls") in the U.S. Code. Like many 
industry participants, Global NAPs' precise views of the proper legal, policy and factual analysis 
applicable to ISP-bound calls has evolved over time, both in response to additional factual 
inquiry and in response to various (at least at the time) binding rulings from regulators. 

Interrogatory: 

18. 	 Has GNAPS provided telecommunications services to any person with whom GNAPS 
has entered into any arrangement or agreement that involves the sharing of reciprocal 
compensation received by GNAPS from BellSouth? If the answer to the foregoing is in 
the affirmative, identify the person, describe the telecommunications services GNAPS 
has provided, and identify all documents referring or relating to such telecommunications 
services. 

Please refer to objection to this question dated February 12, 2001. 
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Global NAPs Responses to BST Interrogatories 
Docket No. 000075-TP 

Page 9 of 11 
Interrogatory: 

22. 	 Fully describe all ofGNAPS's facilities; including switches, within Florida, including the 
manufacturer and model information. I 

Please refer to objection to this question dated February 12, 200 1. 

Interrogatory: 

23. 	 Does GNAPS own or have an interest inlan ISP? Is GNAPS affiliated in any way with an 
ISP (other than a customer relationship)? If so, explain in full the nature of such interest 
or affiliation. ' . . 

Please refer to objection to this question dated February 12, 200 1. 

Interrogatory: 

24. 	 State the actual cost incurred by GNApS to transport ISP traffic from the point of 
interconnection with BellSouth to the lSI\> server being served by a GNAPS switch. 

Please refer to objection to this question dated February 12,200 1. 

Interrogatory: 

25. 	 State the number of resold lines GNAPS has in Florida, broken down bv residence and 
business lines, if not provided in response to an earlier interrogatory. 

Please refer to objection to this question dated February 12, 200 1. 

Interrogatory: 

26. 	 Will GNAPS admit that ISPs are also enl1anced service providers? If not, please provide 
the basis for GNAPS's position, including any legal authority. 

No. The term "enhanced service provider" was ' a regulatory invention of the FCC prior to the 
passage of the 1996 Act. The 1996 Act us~s the term "information service" to capture 
essentially the same concept as the prior term "enhanced service." But the statutory term now 
controls. Internet Service Providers are providerS of "information services" under the definitions 
in the Act, as the FCC expressly held in the April 1998 Report to Congress. The use of the term 
"enhanced service provider" is therefore useful in discussing FCC and related decisions relevant 
to ISPs prior to the 1996 Act, but simply confuses things if it is applied to post-1996-Act 
circumstances. 

See also responses to interrogatories 17, 27, and 28. 
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Jlobal NAPs Responses to BST Interrogatories 
Docket No. 000075-TP 

PagelOofll 
Interrogatory: 

27. 	 Will GNAPS admit that enhanced service providers are exchange access users? If not, 
please provide the basis for GNAPS's position, including any legal authority. 

No. Here, the question is confusing a pre-1996-Act tenn ("enhanced service provider") with the 
newly defined statutory term "exchange access," defined in 47 U.S.C. § 153(16). The statutory 
tenn is defined as "the offering of access to telephone exchange services or facilities for tlte 
purpose of tlte origination or termination of telepllOne toll services" (emphasis added). 
"Telephone toll service," in tum, is defined as service between stations in different exchanges for 
which a separate (toll) charge is assessed. See 47 U.S.C. § 153(48). Neither pre-Act "enhanced 
service providers" nor post-Act "information service" providers (including ISPs) provide 
"telephone toll service." If they did, they would be telecommunications carriers, as defined in 47 
U.S.c. § 153(44). But the FCC in the Report to Congress expressly held that the categories of 
"telecommunications carrier" and "information service provider" are mutually exclusive. 

Global NAPs is of course aware that prior to the 1996 Act, as a matter of regulatory policy, the 
FCC had determined that "enhanced services providers" were users of "access services." But 
that tells us nothing of value for how things stand following the 1996 Act, because the regulatory 
term "access service" is much, much broader than the new statutory tenn "exchange access" 
referenced in the question. That regulatory definition is contained in section 69 .42(b) of the 
FCC.'s rules: "access service" means: "services and facilities provided for the origination or 
termination of any interstate or foreign telecommunications." So it is quite conceivable that an 
entity might have been a user of "access services" under the broad regulatory definition, but still 
not be a user of "exchange access" under the new statutory definition. In light of the new 
statutory definition, Global NAPs submits that arguments or analyses based on the now­
superceded regulatory definition (prior to the 1996 Act, there was no statutory definition of 
"access") do nothing but confuse matters. 

See also responses to interrogatories 17,26, and 28. 

Interrogatory: 

28. 	 Will GNAPS admit that enhanced service providers generally pay local business rates 
and interstate subscriber line charges for their switched access connections to local 
exchange company central offices? If not, please provide the basis for GN APS' s position, 
including any legal authority. 

No. Information service providers pay local business rates and interstate subscriber line charges 
for their connections to the public switched network because for legal and regulatory purposes 
they are end users, not carriers. They do not offer "telephone toll services" and therefore do not 
use "exchange access." The legal authority for this conclusion is cited above in response to 
questions 26, 27, and 17. The question seems to be asking Global NAPs to affinn the state of the 
law as it existed in, perhaps, 1989. While possibly of historical interest, that has nothing to do 
with this case. In this regard, while the FCC (in its February 1999 Declaratory Ruling) struggled 
with how to apply this pre-l 996-Act formulation to the definitions and circumstances created by 

~b~ 
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the 1996 Act, its effort failed, has been vacated by the courts, and is therefore of no legal force 
and effect. For this Commission or any party to rely on that ruling on this or closely related 
topics (which were the very areas where the courts found the FCC's reasoning to be inadequate) 
would be legal error, pure and simple. 

See also responses to interrogatories 17,26, and 27. 

Respectfully submitted, 

GLOBAL NAPS, INC. 

By: 
ChriMop 
COIJ,.E, UYWID & BRAVERMAN, L.L.P. 
1919 Pennsylvania Avenue, N. W., Suite 200 
Washington, D.C. 20006 
202-659-9750 

Jon C. Moyle, Jr. 
Fla. ~arNo. 727016 
Cath~ M. Sellers 
Fla. ear No. 0784958 
Moyle Flanigan Katz Raymond & Sheehan, P.A. 
118 North Gadsden Street 
Tallahassee, FL 32301 
(850)681-3828 

Its Attorneys 

Dated: February 22, 2001 
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16. Identify any cost study or otber data or documents concerning the actual cost to 
I 

FCCA to transport ISP traffic from the point of interconnection with BellSouth to the ISP 

server being served by a FCCA switch. 


FCCA is an industry association formed to advocate policies favoring competition. FCCA as an 
entity is not a provider of service. Accordingly, this interrogatory is inapplicable to FCCA. 

I 

17. Does FCCA contend that th:ere is a difference between the place where a call 
"terminates" for jurisdictional purposes an~ the place where a call "terminates" for reciprocal 
compensation purposes? Ifthe answer to tlie foregoing is in the affirmative, please: (a) explain . 
in detail the distinction between call termination for jurisdictional and reciprocal 
compensation purposes; (b) state the date ~nd describe the circumstances when FCCA fITst 
concluded that there was a distinction (,etween caD termination for jurisdictional and 
reciprocal compensation purposes; (c) state the date and describe the circumstances when 
FCCA first stated publicly that there was a distinction between caD termination for 
jurisdictional and reciprocal compensationl purposes; (d) identify all documents that refer or 
relate to or support a distinction between ~all termination for jurisdictional and reciprocal 
compensation purposes; (e) identify all int~rnal FCCA memoranda or other documents that 
discuss, relate to or touch upon the issue ofwhether reciprocal compensation may be owed for 
calls delivered to ISPs. 

Having compared notes with the other ALECs Iwho received these interrogatories, FCCA finds that 
I 

the responses articulated by Global NAPS and! others in response to Interrogatory Nos. 17, 26, 27, 
and 28 are consistent with its own. To answer~e first part ofthis question, and subpart (a), requires 
a definition of the term "call." The term "call" does not have a definition in the Communications 
Act. However, the term appears in various sections ofTitle II, including Section 252( d)(2) regarding 

I 
an appropriate rate for reciprocal compensatio*. Based on its usage there and throughout Title II, 
we take the term "call" to mean a circuit-switched connection between two stations connected to the 
public switched telephone network and addres~ble by means ofnumbers within the North American 
Numbering Plan. 

The beginning and end points ofa "call" are no~ directly relevant "for jurisdictional purposes," that 
is, for determining whether regulatory juriscfiction resides with the Federal Communications 
Commission or a state. Under 47 U.S.C. § 15~(52), the relevant term. is "wire communication," 
which is the "transmission ofwriting, signs, si~s, pictures and sounds ofall kinds by aid ofwire, 
cable or other like connection between the points of origin and reception of such transmission, 
including all instrumentalities, facilities, appdtus and services (among other things, the receipt, 
forwarding, and delivery ofcommunications) inbdental to such transmission." All"calls" are also 
"communications." But many "communicatio~" are not "calls." 
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In a normal, garden-variety telephone call, the end points of the call and the end points of the 
communication are identical. In a call from an end user's modem to an ISP's modem, the "call" 
begins at the end user's modem and ends at the ISP's modem. The "communication," which is a 
much broader term., mayor may not continue beyond the ISP's modem, either to the ISP's own 
servers or further into "the Internet" (see 47 U.S .C. § 230( f)( 1» for some portion ofthe time (usually 
a relatively small portion) that the two modems are connected. 

In these circumstances, the ultimate regulatory jurisdiction over the communication (which is the 
relevant statutory term) is determined by the end points of the communication, which, in the case 
ofcalls to ISPs, can be various. The end points ofthe caU, however, do not necessarily correspond 
to the end points of the communication. 

There is no difference in where a "call" "terminates" for purposes of reciprocal compensation as 
opposed to jurisdiction, but where a "call" terminates is not itself relevant to jurisdiction. Indeed, 
in the case ofcalls to ISPs, the "call" (relevant to reciprocal compensation) and the "communication" 
(relevant to jurisdiction) are not identical. Consequently, the "call" can be "local" not only in the 
literal dialing plan sense (that is, the NPA-NXX ofthe called number is covered by the local calling 
plan associated with the NPA-NXX of the calling number) but also in the sense ofwhere the "call" 
terminates, even though the "communication" is ultimately under the FCC's jurisdiction. 

Matters are further complicated, however, by the FCC's repeated determinations that (a) it has 
jurisdiction over ISP-bound calling, but (b) such calling is nonetheless to be treated as equivalent 
to ulocal" calling for any number of regulatory purposes. Indeed, the FCC has routinely and 
repeatedly treated ISP-bound traffic as local and intrastate in every regulatory context in which the 
question has arisen: 

Access Charges: The ESP Exemption, as crafted in 1983, was designed to allow ESPs to obtain 
access to the local exchange network by purchasing intrastate-tariffed local business lines. As both 
the Commission and the courts have observed, the purpose and effect of this exemption is to allow 
ESPslISPs to be reached by means of local calls from end users. See Access Charge Reform, CC 
Docket No. 96-262, First Report and Order, 12 FCC Rcd 15982 (1997) at~ 341-45, ajJ'd sub nom. 
Southwestern Bell Tel. Co. v. FCC, 153 F.3d 523 541-43 (8th Cir. 1998). See also response to 
interrogatories 26-28 for further discussion ofaccess charges. 

Separations. ILECs are required to treat the costs they incur in handling ISP-bound calls as 
jurisdictionally intrastate costs. See Implementation of the Local Competition Provisions of the 
Telecommunications Act of 1996, Inter-Carrier Compensation for ISP-Bound Traffic, Declaratory 
Ruling in CC Doc1cet No. 96-98 and Notice ofProposed Rulemaking in CC Docket No. 99-68, CC 
Docket Nos. 96-98 and 99-68 (released February 26,1999) ("Declaratory Ruling") at 1J 36. See also 
Letter to Don Evans, Vice President - Regulatory Advocacy, Bell Atlantic from Lawrence E. 
Strickling, Chief, Common Carrier Bureau, Re: Separations Treatment of Internet-Related 
Reciprocal Compensation (July, 29, 1999); Letter to Dale Robertson, Sr. Vice President, SBC 
Communications, Inc. from Lawrence E. Strickling, Chief, Common Carrier Bureau, Re: Separations 
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Treatment ofISP-Bound Traffic (May, 18, 1999). 

Universal Service. The FCC held that ISPs\provide information services, not telecommunications 
services, and are therefore, for universal ~ervice purposes, end users without universal service 
contribution obligations. See Declaratory $.uling at 1r1r 4 & n.8, 13; In the Matter of Federal-State 
Joint Board on Universal Service, Report To C~ngress, 13 FCC Rcd 11501 (1998) at ~ 13 ("We conclude 
'" that the categories of'telecommunications 5eo/ice' and 'infonnation service' in the 1996 Act are mutually 
exclusive."). See id at ~ 21 (footnote omitted) f'We find ... that Congress intended to maintain a regime 
in which information service providers are not isubject to regulation as common carriers merely because 
they provide their services 'via telecommunications'. ") 

Interconnection Rights. Under Section 251, "telecommunications carriers" have certain rights 
against ILECs that non-carriers lack. When confronted with the question of whether ISPs should 
be granted Section 251 interconnection rights,lthe Commission said "no," because these entities were 
not carriers. See Implementation of the Loca) Competition Provisions in the Telecommunications 
Act of 1996, First Report and Order, 11 FCq Red 15499(1996) ("Local Competition Order") at 'IT 
995. This further cements that the FCC has t:r\aditionally treated ISP-bound calls as local in nature, 
in that it cements the ISPs' status as customers, not carriers. 

Furthermore, the courts have rejected the notion that the interstate status of some ISP-bound calls 
is relevant to the status of those calls as subje~t to compensation under Section 251(b)(5). The one 
and only time that the FCC tried to hold that I~P-bound calls were not "local" on grounds that they 
w'erejurisdictionally interstate (in the Feb~ 1999 Declaratory Ruling, cited above), the D.C. 
Circuit concluded that the FCC's approach ~ "intuitively backwards" and vacated the decision 

I 

(rendering it ofno further legal force or effect) ',' for want ofreasoned decisionmaking." Bell Atlantic 
v. FCC, 206 F.3d 1 (D.C. Cir. 2000). The court was perfectly content with the FCC's assertion that 
these calls were jurisdictionally interstate, but ~eld that this conclusion was simply not related to the 
conclusion that the same calls are not "local" for purposes of Section 251 (b)(5). 

The only sensible reading ofthe state of the laW at this point is that ISP-bound calls may indeed be 
jurisdictionally interstate, but that fact - if it is a fact - has no bearing on whether they should be 
subject to the reciprocal compensation provisi<\>ns of Section 251 (bX5). 1bat is to be determined, 
as laid out by the D.C. Circuit, on the basis ofWhether it makes more sense, in light of the purposes 
of the statute, to subject calls to ISPs to the "access charge II model of compensation (which would 
put ISPs in the position of IXCs) or the "reciprocal compensation" model of compensation (which 
would put ISPs in the position ofend users). FCCA submits that the only rational answer in light 
of the other regulatory rulings relating to ISPs, stated above, is that the "reciprocal compensation" 
model is correct. . 

(6)(b) - (e) FCCA has objected to the remaining subparts of this interrogatory. 
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FCCA is an indl-stry association formed to advocate policies favoring competition. FCCA as an entity 
is not a provide! of service. Accordingly, this interrogatory is inapplicable to FCCA. 

23. Does FCCA own or have an interest in an ISP? Is FCCA aftiliated in any way with 
an ISP (other man a customer relationship)? H so, explain in full the nature of such interest or 
affiliation. 

No. 

24. State the actual cost incurred by FCCA to transport ISP traffic from the point of 
interconnection with BellSouth to the ISP server being served by a FCCA switch. 

FCCA is an industry association formed to advocate policies favoring competition. FCCA as an entity 
is not a provider of service. Accordingly, this interrogatory is inapplicable to FCCA. 

25. State the number ofresold lines FCCA has in Florida, broken down by residence and 
b~iness lines, if not provided in response to an earlier interrogatory. 

FCCA is an industry association formed to advocate policies favoring competition. FCCA as an entity 
is not a provider of service. Accordingly, this interrogatory is inapplicable to FCCA 

26. Will FCCA admit that ISPs are also enhanced service providers? H not, please 
provide the basis for FCCA's position, including any legal authority. 

The FCCA bas no position on this question at this time. 

27. WiD FCCA admit that enhanced service providers are exchange access users? Hnot, 
please provide the basis for FCCA's position, including any legal authority. 

No. Here, the question is confusing a pre-1996-Act term ("enhanced service provider") with the newly 
defined statutory term. "exchange access," defined in 47 U.S.c. § 153(16). The statutory term is defined 
as "the offering ofaccess to telephone exchange services or facilities for the pwpose ofthe origination 
or termination oftelephone toUservices" (emphasis added). "Telephone toll service," in turn. is defined 

9 


~ V\ ­



as servicp- between stations;n different exchanges for which a separate (toll) charge is assessed. See 47 
U.S.C. § 153(48). Neither pre-Act "enhanced service providers" nor post-Act "information service" 
provider;;; (including ISPs) provide "telephone toll service." If they did. they would be 
telecommunications carriers, as defined in 47 'U.S.c. § 153(44). But the FCC in the Report to Congress 
expressly held that the categories of"teleco~unications carrier" and "information service provider" are 
mutually exclusive. 

Prior to the 1996 A~ as a matter ofregulato~ policy, the FCC bad determined that "enhanced services 
providers" were users of "access services." l3ut that tells us nothing of value for how things stand 
following the 1996 Act, because the regulatory term "access service" is much. much broader than the new 
statutory term "exchange access" referenced iIi the question. That regulatory definition is contained in 
section 69.42(b) of the FCC's rules: "access $ervice" means: "services and facilities provided for the 
origination or termination of any interstate or foreign telecommunications." So it is quite conceivable 
that an entity might have been a user of "access services" under the broad regulatory definition, but still 

l 
not be a user of "exchange access" under the new statutory definition. 

28. Will FCCA admit that enhanced servi~e providers generally pay local business rates and 
interstate subscriber line charges for their switched access connections to local exchange company 
central offices? Hnot, please provide the basik for FCCA's position, including any legal authority. 

I 

No. Infonnation service providers pay local busmess rates and interstate subscriber line charges for their 
connections to the public switched network ~ for legal and regulatory purposes they are end users, 
not carriers. They do not offer "telephone toll serYices" and therefore do not use "exchange access." The 
legal authority for this conclusion is cited aboVe!. 

AtWmeys for the Florida Competitive Carriers 
Association 
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INTERROGATORY #15 


Please provide the total number of switches FCTA has deployed in Florida. 


ANSWER 


Not applicable. See answer to InterrogatPry NO.6. 


INTERROGATORY #16 


Identify any cost study or other data or do¢uments conceming the actual cost to FCTA to 


transport ISP traffic from the point of intercdnnection with Bell South to the ISP server being 
, 

served by a FCTA switch. 


ANSWER 


Not applicable. See answer to Interrogatoiy No.6. 


INTERROGATORY #17 


Does the FCTA contend that there is a difference between the place where a call 


"terminates" for jurisdictional purposes and the place where a call "terminates" for 


reciprocal compensation purposes? If the answer to the foregoing is in the affirmative. 


please: (a) explain in detail the distinction between call termination for jurisdictional and 


reciprocal compensation purposes; (b) state the date and describe the circumstances when 


the FCTA first concluded that there was a distinction between call termination for 


jurisdictional and reciprocal compensation PliJrposes; (c) state the date and describe the 


circumstances when the FCTA first stated publicly that there was a distinction between call 


termination for jurisdictional and reciprocall compensation purposes; (d) identify all 


documents that refer or relate to or support! a distinction between call termination for 


jurisdictional and reciprocal compensation p~rposes; (e) identify aU internal the FCTA 
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· nemoranda or other docur.lents that discuss, relate to or touch upon the issue of whether 

--reciprocal compensation IT'ay be owed for calls delivered to ISPs. 

ANSWER 

17 and 17(a) 

To answer the first part of this question, and subpart (a), requires a definition of the term 

"call." The term "calr does not have a definition in the Communications Act. However, the 

term appears in various sections of Title II, including Section 252(d)(2) regarding an 

appropriate rate for reciprocal compensation. Based on its usage there and throughout 

Title", we take the term "call" to mean a circuit-switched connection between two stations 

connected to the public switched telephone network and addressable by means of 

numbers within the North American Numbering Plan. 

The beginning and end pOints of a "call" are not directly relevant "for jurisdictional 

purposes," that is, for determining whether regulatory jurisdiction resides with the Federal 

Communications Commission or a state. Under 47 U.S.C. § 153(52), the relevant term is. 

"wire communication," which is the "transmission of writing, signs, signals, pictures and 

sounds of all kinds by aid of wire, cable or other like connection between the points of 

origin and reception of such transmission, including all instrumentalities, facilities, 

apparatus and services (among other things, the receipt, forwarding, and delivery of 

communications} incidental to such transmission." All "calls" are also "communications." 

But many "communications" are not "calls." 

In a normal, garden-variety telephone call, the end points of the call and the end points of 

the communication are identical. In a call from an end user's modem to an ISP's modem, 
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the "caW t egins at the end user's , modem and ends at the ISP's modem. The 

"communiCi:ltion," which is a much broader term, mayor may not continue beyond the 

ISP's modem, either to the ISP's own servers or further into "the Internet" (see 47 U.S.C. 

§ 230(f)(1» for some portion of the time (usually a relatively small portion) that the two 

modems are connected. 

In these circumstances, the ultimate re~ulatory jurisdiction over the communication 

(which is the relevant statutory term) is determined by the end points of the communication, 

which, in the case of calls to ISPs, can be! various. The end points of the call, however, 

do not necessarily correspond to the end p,oints of the communication. The liter~ answer 

to the question is there no difference in where a "call" "terminates" for purposes of 

reciprocal compensation as opposed to ju',risdiction, but where a "call" terminates is not 

itself relevant to jurisdiction. 

Matters are further complicated, however, by the FCC's repeated determinations that (a) 

it has jurisdiction over ISP-bound calling, but (b) such calling is nonetheless to be treated 

as equivalent to "local" calling for any number of regulatory purposes. Indeed, the FCC 

has routinely and repeatedly treated ISP-bound traffic as local and intrastate in every 

regulatory context in which the question has arisen, including access charges, separations, 

universal service, and interconnection rights,. 

Furthermore, the courts have rejected the ncj)tion that the interstate status of some ISP­

bound calls is relevant to the status of those calls as subject to compensation under 

Section 2S1(b)(S). In Bell Atlantic v. FCC, 206 F.3d 1 (D.C. Cir. 2000), the court was 
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perfectly content with r,e FCC's assertion that th'3se callswere jurisdictionally interstate, 


but held that this conclusion was simply not related to the conclusion that the same calls 


are not "local" for purposes of Section 251(b)(5). 


The only sensible reading of the state of the law at this point is that ISP-bound calls may 


indeed be jurisdictionally interstate, but that such conclusion has no bearing on whether 


they should be subject to the reciprocal compensation provisions of Section 251 (b)(5). We 


submit that the only rational answer in light ofthe other regulatory rulings relating to ISPs, 


stated above, is that the "reciprocal compensation" model is correct. 


17(b) and (c) 


The FCTA is not aware of ever having taken any position regarding the clairn that "there 


was a distinction between call termination for jurisdictional and reciprocal compensation 


purposes;" as noted above, "call termination" per se is not relevant to any "jurisdictional 


purposes;" in this respect, the question simply reflects a failure to consider the relevant 


definitions (and lack thereof, in the case of "calls") in the U.S. Code. As in the case of 


many industry participants, the FCTA's precise views of the proper legal, policy and factual 


analysis applicable to ISP-bound calls has evolved over time, both in response to 


additional factual inquiry and in response to various (at least at the time) binding rulings 


from ·regulators .. 


17(d) 


The FCTA objects subpart (d) on the grounds that it is overly broad, ambiguous, unduly 


burdensome, not reasonably calculated to lead to the discovery of admissible evidence, 
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and the information sought is irrel( !vant tO'the subject matter of this action. This subpart 

is so broad and vague that the Fe rA is ~nable to frame a response. 

17(e) 

The FCTA objects to subpart (e) on the grounds that it is overly broad, ambiguous, unduly 

burdensome, not reasonably calculated to lead to the discovery of admissible evidence, 
I 

and the information sought is irrelevant to the subject matter of this action. Additionally, 

the FCTA objects to the extent that the information is protected by the attorney work 

product privilege and the attomey-client pr vilege. 

INTERROGATORY #18 

Ha$-.FCTA provided telecommunications ~ervices to any person with whom FCTA has 

entered into any arrangement or agreement that involves the sharing of reciprocal 

compensation received by FCTA from Bell$outh? If the answer to the foregoing is in the 

affirmative, identify the person, describe ~he telecommunications services FCTA has 

provided, and identify all documents refer;ring or relating to such telecommunications 

services. 

ANSWER 

Not applicable. See answer to Interrogatory No. 6. 

1l 
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INTERROGATORY #24 

State the actual cost incurred by the FCTA to transport ISP traffic from the point of 

interconnection with BellSouth to the ISP server being served by a FCTA switch. 

ANSWER 

Not applicable. See answer to Interrogatory NO.6. 

INTERROGATORY #25 

State the number of resold lines the FCTA has in Florida, broken down by residence and 

business line, if not provided in response to an earlier interrogatory. 

ANSWER 

Not applicable. See answer to Interrogatory NO.6. 

INTERROGATORY #26 

Will the FCTA admit that ISPs are also enhanced service providers? If not, please provide 

the basis for the FCTA's position, including any legal authority. 

ANSWER 

No. The term "enhanced service provider" was a regulatory invention of the FCC prior to 

the passage of the 1996 Act. The 1996 Act uses the term "information service" to capture 

essentially the same concept as the prior term "enhanced service." But the statutory term 

now controls. Internet Service Providers are providers of "information services" under the 

definitions in the Act, as the FCC expressly held in the April 1998 Report to Congress. The 

use of the term "enhanced service provider" is therefore useful in discussing FCC and 

related decisions relevant to ISPs prior to the 1996 Act, but simply confuses things if it is 

applied to post-1996-Act circumstances. 
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INTERROGATORY #27 


Will the FCTA admit that enhanced service providers are exchange access users? If not, 

please provide the basis for the FCTA's position, including any legal authority. 

ANSWER 

No. Here, the question is confusing a pre-1996-Act term ("enhanced service provider") with 

the newly defined statutory term "exchang~ access," defined in 47 U.S.C. § 153(16). The 

statutory term is defined as "the offering chf access to telephone exchange services or 

facilities for the purpose of the origination or termination of telephone toll services" 

(emphasis added). "Telephone toll service,tl in turn, is defined as service between stations 

in different exchanges for which a separate (toll) charge is assessed. See 47 U.S.C. § 

153(48). Neither pre-Act."enhanced servic~ providers" nor post-Act "information service" 

provjders (including ISPs) provide "telephone toll service." If they did, they would be 

telecommunications carriers, as defined in 47 U.S.C. § 153(44). Butthe FCC in the Report 

to Congress expressly held that the categories of "telecomrnunications carrier" and 

"information service provider" are mutually exclusive. 
I 

INTERROGATORY #28 

Will the FCTA admit that enhanced service providers generally pay local business rates 

and interstate subscriber line charges for their switched access connections to local 

I 

exchange company central offices? If not, pleC;lse provide the basis for the FCTA's position, 


including any legal authority. 


ANSWER 


No. Information service providers pay local b~siness rates and interstate subscriber line 


charges for their connections to the public switched network because for legal and 
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regulatory purposes they are end users, not carriers. They do not offer "telephone toll 

services" and therefore do not use "exchange access." The legal authority for this 

conclusion is cited above in response to questions 26,27, and 17. 

Respectfully submitted this~day of F:~/J' 20~ , 

.vz.:/f/1~~ 
Michael A. Gross 
Vice President. Regulatory Affairs 

& Regulatory Counsel 
Florida Cable Telecommunications Association 
246 E. 6th Avenue, Suite 100 
Tallahassee, FL 32303 
Tel: 850/681-1990 
Fax: 850/681-9676 
mgross@fcta.com 
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• 

,J 

BEFORE THE FLORIDA PqBLIC SERVICE COMMISSION 

In re: Investigation into Appropriate ) 

Method to Compensate Carriers for Exchange ) Docket No. 000075-TP 

Traffic Subject to Sec. 251 of the ) 

Telecommunications Act ) 


) 

e.spire's OBJECTION~ AND RESPONSES TO 
BELLSOUTH TELECOMMUNICATIONS, INC.'S 

FIRST SET OF INTERROGATORIES 

COMES NOW, e.spire Communications, Inc. (e. spire) herewith submits the following 

Objections and Responses to BellSouth's First Set ofInterrogatories (Nos. 1 - 21). The Objections 

and Responses are provided subject to the General Objections filed February 13,2001. 
I 

1. Identify all persons participating in the preparation of the answers to these Interrogatories 

or supplying information used in connection herlewith. 

RESPONSE: Information used in supplying information in connection with these interrogatories 

was provided by James Falvey, ~ibi Solanke, Tim DeCamp and Kathy Robinson 

2. Identify each person who you expect to dall as an expert witness at the arbitration hearing. 

With respect to such expert, please state the subjeCt matter on which the expert is expected to testify, 

I 
the substance of the facts and opinions to which the expert is expected to testify, and a summary of 

the grounds for each opinion. 

RESPONSE: e.spire has pre filed testimony for ~arnes Falvey who will testify on the issues in this 

proceeding as to e.spire. The information requested is in his testimony. 



3. Identify all documents which refer or relate to any issues raised in the Generic ISP 


Proceeding that were provided or made available to any expert identified in response to Interrogatory 


No. 2. 


RESPONSE: Objected to as overbroad, vague and unduly burdensome. 


4. Identify all documents which refer or relate to any issue raised in Phase I of the Generic ISP 


Proceeding. 


RESPONSE: Objected to as overbroad, vague, unduly burdensome, oppressive and excessively 


time consuming. 

5. Identify all documents upon which e.spire intends to rely or introduce into evidence at the 

hearing on this matter. 

RESPONSE: See prefiled testimony and exhibits of James Falvey. e.spire reserves the right to 

utilize documents during the hearing. e.spire objects to identifying documents upon 

which it "intends to rely" as being vague and overbroad. 

6. Has e.spire requested that any state commission outside of BellSouth's region arbitrate, 

pursuant to Section 252 of the Telecommunications Act of 1996, any of the issues raised in the 

Generic ISP Proceeding? If the answer to this Interrogatory is in the affirmative, please identify the 

specific issue on which arbitration was sought; identify the state commission before which e.spire 

sought arbitration, including the case name, docket number, and date the petition was filed; and 

describe with particularity the state commission's resolution of the issue and identify the state 

commission Order in which such resolution was made. 

RESPONSE: Yes. On February 3, 2000, e.spire requested that the Texas Public Utility 

Commission arbitrate, pursuant to section 252 of the Telecommunications Act of 

2 



1996, issues raised in the Generic ISP proceedings Docket No. 21982, Proceeding 

to Examine Reciprocal Compensation Pursuant to Section 252 of the Federal 

Telecommurucations Act of 1996. 

7. Identify the number of access lines in Florida for which e.spire provides local telephone 

service. 

RESPONSE: e.spire objects to this on the basiis that the information is confidential and further that 

it is not relevant to the subjeot matter of the generic docket and not reasonably 

calculated to lead to the discovhy of admissible evidence. 

8. Please state the total number of end u$er customers that e.spire serves within the state of 

Florida, separated into residential and business customers. 

RESPONSE: e.spire objects to this on the basi1s that the information is confidential and further that 

it is not relevant to the subject matter of the generic docket and not reasonably 

calculated to lead to the discovery of admissible evidence. 

9. Please state the total number ofend usericustomers that e.spire serves offof its own network 

("on-net" customers) within Florida. 

RESPONSE: e.spire objects to this on the basi~ that the information is confidential and further that 

it is not relevant to the subject matter of the generic docket and not reasonably 

calculated to lead to the discovery of admissible evidence. 

10. Please state the total number ofe.spire' s C?n-net customers in Florida that are Internet Service 

Providers ("ISPs"). 

:3 




RESPONSE: 	 e.spire objects to this on the basis that the infonnation is confidential and further that 

it is not relevant to the subject matter of the generic docket and not reasonably 

calculated to iead to the discovery of admissible evidence. 

11. Please state on a monthly basis the total amount of revenue that e.spire expects to earn from 

providing services within Florida to its end-user customers for the years 2001 and 2002. 

RESPONSE: 	 e.spire objects to this on the basis that the infonnation is confidential and further that 

it is not relevant to the subject matter of the generic docket and not reasonably 

calculated to lead to the discovery of admissible evidence. 

12. Please state on a monthly basis the total amount of revenue that e.spire expects to earn from 

providing services within Florida to its "on-net" end-user customers for the years 2001 and 2002. 

RESPONSE: e.spire objects to this on the basis that the infonnation is confidential and further that 

it is not relevant to the subject matter of the generic docket and not reasonably 

calculated to lead to the discovery of admissible evidence. 

13. For the Florida Isp customers identified in response to Interrogatory No.9, please state, on 

an annual basis, (a) the total amount e.spire expects to earn for service to those customers for the 

years 2001 and 2001; (b) the amounts of any credits, rebate, or adjustments expected to be given to 

such customers for the years 2001 and 2002; and (c) the total amount of revenue e.spire expects to 

collect from such customers for the years 2001 and 2002. 

RESPONSE: e.spire objects to this on the basis that the infonnation is confidential and further that 

it is not relevant to the subject matter of the generic docket and not reasonably 

calculated to lead to the discovery of admissible evidence. 

4 



14. Please provide e.spire 's total dollar in~estment in Florida, including total dollar investment 

in switches, outside plant, and support assetSl 

RESPONSE: e.spire objects to this on the baSis that the information is confidential and further that 

it is not relevant to the subjeCt matter of the generic docket and not reasonably 

calculated to lead to the discovery of admissible evidence. 

15. Please provide the total number of swl,tches e.spire has deployed in Florida. 

RESPONSE: 	 e.spire objects to this on the basis that the information is confidential and further that 

it is not relevant to the subje~t matter of the generic docket and not reasonably 

calculated to lead to the discovery of admissible evidence. Notwithstanding the 

objection, e.spire has 3 switches in Florida. 

16. " Identify any cost study or other data or! documents concerning the actual cost to e.spire to 

transport ISP traffic from the point of interconnection with BellSouth to the ISP serve being served 

by a e.spire switch. 

RESPONSE: e.spire objects to this on the basis that the information is confidential and further that 

it is not relevant to the subject matter of the generic docket and not reasonably 

calculated to lead to the discover;y of admissible evidence. 

17. Does e.spire contend that there is a diffetence between the place where a call "terminates" 

for jurisdictional purposes and the place where a call "terminates" for reciprocal compensation 

purposes? If the answer to the foregoing is in the affirmative, please: (a) explain in detail the 

distinction between call termination for jurisdictional and reciprocal compensation purposes; (b) 

state the date and describe the circumstances when e.spire first concluded that there was a distinction 
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between call termination for jurisdictional and reciprocal compensation purposes; (c) state the date 

and describe the circumstances when e.spire first stated publicly that there was a distinction between 

call termination for jurisdictional and reciprocal compensation purposes; (d) identify all documents 

that refer or relate to or support a distinction between call termination for jurisdictional and 

reciprocal compensation purposes; (e) identify all internal e.spire memoranda or other documents 

that discuss, relate to or touch upon the issue of whether reciprocal compensation may be owed for 

calls delivered to ISPs. 

RESPONSE: 	 No. The proposition that there is a distinction between call termination for 

jurisdictional and reciprocal compensation purposes was developed by the FCC. 

This is an issue ofjurisdiction that will be resolved in the regulatory arena. 

18. · . Has e.spire provided telecommunications services to any person with whom e.spire has 

entered into any arrangement or agreement that involves the sharing of reciprocal compensation 

received by e.spire from BellSouth? If the answer to the foregoing is in the affirmative, identify the 

person, describe the telecommunications services e.spire has provided, and identify all documents 

referring or relating to such telecommunications services. 

RESPONSE: e.spire objects to this interrogatory on the basis that the information requested is 

proprietary and confidential. 

19. Identify all state and federal legal authority that supports e.spire's contention that traffic to 

ISPs is local traffic. 

RESPONSE: The information requested is available to BellSouth however e.spire will provide a 

list of regulatory and judicial decisions. 
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20. State the rate you contend is approprHue for reciprocal compensation for ISP-bound traffic, 

and separately state the rate you contend is appropriate for local traffic, if that is a different figure. 

In answering this interrogatory, state with panicularity how the rate(s) were calculated and identify 
I 

any analyses, cost studies, or other reports th~t support your rates. 

RESPONSE: e.spire believes that the tandem interconnection rate established by the FPSC for all 

local traffic including ISP bound is appropriate. 

21 . If not provided in a previous answer, has e.spire ever taken he position before a regulatory 

body that ISP traffic is interstate or non-local traffic? Ifso , identify the proceeding wherein e.spire 

took said position, including the name and date of any documents wherein said position was 

expressed. 

RESPONSE: No. e.spire has not taken the position before a regulatory body that ISP traffic is 

interstate or non-local traffic. e ~ spire has filed pleadings deferring to the FCC's now-

vacated decision that ISP-bound traffic is interstate for jurisdiction purposes. 

Respectfully submitted this 26th day o;fFebruary, 2001. 

~"-y-
Norman H. Horton, Jr. 
Messer, CapareUo & Self, P.A. 
2p S. Monroe Street, Suite 701 
P ~O . Box 1876 
Tallahassee, FL 32302-1876 
(S50) 222-0720 

Attorneys for e.spire Communications, Inc. 
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I 
BEFORE THE FLORIDA PUnLIC SERVICE COMMISSION 

.... 
In re: Investigation into appropriate ) 

methods to compensate carriers for ) Docket No. 000075-TP 

exchange of traffic subject to Section 251 ) 

of the Telecommunications Act of 1996. ) 


---------------------------) 
TCG OF SOUTH FLORIDA'S 

I 

RESPON;SES TO 

BELLSOUTH TELECOIVJMUNICATIONS, INC.'S 


FIRST SET OF IN1ERROGATORIES 


TCG of South Florida (ltTCGIt) hereby s~bmits its Responses to those Interrogatories set 

forth in the First Set of Interrogatories served by B:ellSouth Telecommunications, Inc. (ltBellSouthlt) 

that are not subject to the specific objections to aellSouth's First Set of Interrogatories previously 

filed by TCG on February 12, 2001. 

1. Identify all persons participating in the preparation of the answers to these 
interrogatories or supplying information used in c6nnection therewith. 

Response: 

Gregory R. Follensbee, AT&T, Division Manager, Law and Government Affairs. 

2. Identify each person whom you exp~ct to call as an expert witness at the arbitration 
hearing. With respect to each such expert, pleasd state the subject matter on which the expert is 
expected to testify, the substance of the facts and opinions to which the expert is expected to testify, 
and the summary of the grounds for each opinion. 

Response: 

Lee Selwyn. His testimony contains responses to the rest of this interrogatory. 

3. Identify all documents which refer ~r relate to any issues raised in the generic ISP 
proceeding that were provided or made available to any expert identified in response to Interrogatory 
No. 2. 



Response: 

A spreadsheet containing BellSouth-Florida's approved TELRIC cost study results for 
Unbundled Network Elements,. which was admitted into the record in Docket No. 990649-TP. 

5. Identify all documents upon which TCG intends to rely or introduce into evidence 
at the hearing on this matter. 

Response: 

TCG intends to rely upon the prefiled direct testimony and exhibits and prefiled rebuttal 
testimony of Dr. Lee L. Selwyn. TCG reserves the right to introduce additional documents for 
purposes of cross-examination or to respond to cross-examination of Dr. Selwyn. 

6. Has TCG requested that any state commission outside ofBell South's region arbitrate, 
pursuant to Section 252 of the Telecommunications Act of 1996, any of the issues raised in the 
generic ISP proceeding? If the answer to this Interrogatory is in the affirmative, please identify the 
specific issue on which arbitration was sought; identify the state commission which TCG sought 
arbitration, including the case name, docket number and date the petition was filed; and describe a 
partiCUlarity of the state commission's resolution of the issue and identify the state commission order 
in which such resolution was made. 

Response: 

TCG objects to BellSouth's Interrogatory No.6 on the grounds that the information requested 
is overly broad and unduly burdensome, and the requested information is available to BellSouth in 
publicly filed documents. TCG also objects on relevancy grounds insofar as Interrogatory No.6 
requests information filed.by TCG outside BellSouth's region. However, in an effort to comply with 
BellSouth's request, TCG herein identifies any state commission within BellSouth's region wherein 
TCG requested the Commission to arbitrate the issues raised in this generic ISP proceeding. 

The following issue has been included in TCG's request for arbitration under Section 252 
of the Telecommunications Act of 1996 in all nine states where BellSouth provides local service: 

Should calls to Internet service providers be treated as local traffic for the purposes of 
reciprocal compensation? 

The following is the information requested on each petition. 

STATE DOCKET DATE COMMISSION STATE 

NUMBER PETITION RESOLUTION ORDER 
FILED 

AL 27889 11/8/00 Petition has not yet been heard N/A 

FL 000731-TP 6/16/00 Issue transferred to Generic N/A 
ISP proceeding 

http:filed.by


GA 	 1 1853 2/4/00 Issue heard, but no decision N/A 
rendered 

KY 2000-465 10/5/00 Pet!ition has not yet been heard N/A 
LA U-25264 10/4/00 Iss1jle transferred to Generic N/A 

ISP proceeding 
MS 2000-AD- 3115/00 Th~ 

I 
parties settled the issue. N/A 

214 
NC 	 P-140, Sub 4/27/00 The parties settled the issue. N/A 

73 and p- I 

646, Sub 7 
SC 2000-527-C 10/18/00 	 Cdmmission detennined Order No. 

lSI> bound traffic was not 2001-079 
loqal traffic for purposes 
ofriProcal 
co \ pensation 

TN 00-00079 2/4/00 Pe~ition has not yet been N/A 
he¥d 

17. Does TCG contend that there is a difference between the place where a call 
"tenninates" for jurisdictional purposes and the p}ace where a calI "tenninates" for reciprocal 
compensation purposes? If the answer to the foregoing is in the affirmative, please: (a) explain 
in detail the distinction between call termination ior jurisdictional and reciprocal compensation 
purposes; (b) state the date and describe the circUJiIlstances when TCG first concluded that there 
was a distinction between call termination for jurisdictional and reciprocal compensation 
purposes; (c) state the date and describe the circmhstances when TCG first stated publicly that 
there was a distinction between call termination fJr jurisdictional and reciprocal compensation 
purposes; (d) identify all documents that refer or rblate to or support a distinction between call 
tennination for jurisdictional and reciprocal comPfnsation purposes; (e) identify all internal TCG 
memoranda or other documents that discuss, relat~ to or touch upon the issue of whether 
reciprocal compensation may be owed for calIs delivered to ISPs. 

I 

Response: 

In its Public Notice issued June 26, 2000, the F~C has asked for public comment on this issue. 
TCG is providing a copy of its response to the FCCjs Public Notice. As set forth in the response to 
Interrogatory No. 21, regardless of whether a dial-up ISP-bound call is considered interstate or 
intrastate jurisdictionally, which may involve cpnsideration of where the calI "tenninates," 
compensation should be paid by the originating ca.rrter to the terminating carrier for costs involved 
in transporting and terminating the call. TCG's iposition on this issue is fully set forth in its 
Comments filed on July 21,2000 in FCC Docket !Nos. 96-98 and 99-68 regarding Inter-Carrier 
Compensation for ISP-Bound Traffic. A copy ofTdG's Comments wilI be provided to BellSouth. 



18. Has TCG provided telecommunications services to any person with whom TCG has 
entered into any arrangement or agreement that involves the sharing of reciprocal compensation 
received by TCG from BellSouth? Ifthe answer to the foregoing is in the affirmative, identify the 
person, describe the telecommunications services TCG has provided, and identify all documents 
referring or relating to such telecommunications services. 

Response: 

No. 

19. Identify all state and federal legal authority that supports TCG's contention that traffic 
to ISPs is local traffic. 

Response: 

The rulings of individual state commissions and the FCC on this issue are quite numerous, 
and are as available to BellSouth as to TCG. 

20. State the rate you contend is appropriate for reciprocal compensation for ISP bound 
traffic, and separately state the rate you contend is appropriate for local traffic, if that is a different 
figure_ In answering this Interrogatory, state with particularity how the rate(s) were calculated and 
identify any analyses, cost studies, or other reports that support your rates. 

Response: 

The rates proposed for both ISP-bound traffic and local traffic can be found in Docket No. 
990649-TP, revised King Exhibit JAK.-l, a copy of which has been produced as Attachment 3 in 
response to BellSouth's First Set of Requests for Production of Documents to TCG. TCG is not 
proposing different rates be charged. Also see the prefiled direct testimony of Dr. Selwyn at pages 
69 and 70. 

21. If not provided in a previous answer, has TCG ever taken the position before a 
regulatory body that ISP traffic is interstate or non-local traffic? If so, identify the proceeding 
wherein TCG took said position, including the name and date of any documents wherein said 
position was expressed. 

Response: 

See response to Interrogatory No. 17. All legal authority is cited in TCG's Comments. 



26. Will TCG admit that ISPs are also lenhanced service providers? Ifnot, please provide 
the basis for TCG's position including any legal 'authority. 

Response: 

Yes. 

27. Will TCG admit that enhanced seliVice providers are exchange access users? If not, 
please provide the basis for TCG's position, including any legal authority. 

Response: 

No. For purposes of issues relevant to this proceeding, enhanced service providers are treated 
like any other end user of local telephone exchang~ services. In fact, the FCC ordered that they were 
to be treated as such in granting ESPs an exemptioh from payment ofaccess charges. TCG suggests 
that the FCC's orders speak for themselves. 

28. Will TCG admit that enhanced service providers generally pay local business rates 
and interstate subscriber line charges for their :switched access connection to local exchange 
companies central offices? Ifnot, please provide the basis for TCG's position, including any legal 
authority. 

Response: 

No. Information service providers pay lo:cal business rates and interstate subscriber line 
charges for their connections to the public switdhed network because for legal and regulatory 
purposes they are end users, not carriers. They do not offer "telephone toll services" and therefore 
do not use "exchange access." The legal authority 'for this conclusion is cited above in response to 
Interrogatories 17 and 26. 

AT&l\TCG.inter 



----EXHIBIT NO. 

DOCKET NO: 000075-TP 

WITNESS: Stip - 15 

PARTY: MediaOne Florida Telecom munications, Inc. 
I 

"DESCRIPTION: 

1. 	 MediaOne's responses to BellSouth's First Set of 

Interrogatories. 


PROFFERING PARTY: STAFF 

I.D. # Stip-15 

FLORIDA ~UBLIC 'Jr;r"""~
DOC\ET 
N( <::J 0 4 0 2!r~ .,p a /S­COMPANYI 
'ITNESS: 	 -- -. >.t' H~ .. w ~ TE: . ~ _ ,., c> ""' . 



BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 


In re: Investigation into appropriate )I 
methods to compensate carriers for Y Docket No. 000075-TP 
exchange of traffic subject to Section 251 ), 
of the Telecommunications Act of 1996. ) i 

---------------------------) 

MEDIAONE FLORIDA TEriECOMMUNICATIONS, INC.'S 


RESPONSES TO 

BELLSOUTH TELECgMMUNICATIONS, INC. 's 


FIRST SET OF Il'¥TERROGATORIES 


MediaOne Florida Telecommunication$, Inc. ("MediaOne") hereby submits its Responses 

to those Interrogatories set forth in the First Set of Interrogatories served by BellSouth 

Telecommunications, Inc. ("BellSouth") that are ,not subject to the specific objections to BellSouth's 

First Set of Interrogatories previously filed by N1ediaOne on February 12, 200l. 

l. Identify all persons participatiI\tg in the preparation of the answers to these 
interrogatories or supplying infonnation used in: connection therewith. 

Response: 

Gregory R. Follensbee, AT&T, Division Manager, Law and Government Affairs. 

2. Identify each person whom you expect to call as an expert witness at the arbitration 
hearing. With respect to each such expert, plea4e state the subject matter on which the expert is 
expected to testify, the substance of the facts and qpinions to which the expert is expected to testify, 
and the summary of the grounds for each opinion. 

Response: 

Lee Selwyn. His testimony contains respqnses to the rest of this interrogatory. 

3. Identify all documents which referi or relate to any issues raised in the generic ISP 
proceeding that were provided or made available to ;any expert identified in response to Interrogatory 
No.2. 



Response: 

A spreadsheet containing BellSouth-Florida's approved TELRlC cost study results for 
Unbundled Network Elements, which was admitted into the record in Docket No. 990649-TP. 

5. Identify all documents upon which MediaOne intends to rely or introduce into 
evidence at the hearing on this matter. 

Response: 

MediaOne intends to rely upon the prefiled direct testimony and exhibits and pre filed rebuttal 
testimony ofDr. Lee L. Selwyn. MediaOne reserves the right to introduce additional documents for 
purposes of cross-examination or to respond to cross-examination of Dr. Selwyn. 

6. Has MediaOne requested that any state commission outside of BellSouth's region 
arbitrate, pursuant to Section 252 of the Telecommunications Act of 1996, any of the issues raised 
in the generic ISP proceeding? If the answer to this Interrogatory is in the affirmative, please 
identify the specific issue on which arbitration was sought; identify the state commission which 
MediaOne sought arbitration, including the case name, docket number and date the petition was 
filed; and describe a particularity of the state commission's resolution of the issue and identify the 
state commission order in which such resolution was made. 

Response: 

MediaOne objects to BellSouth's Interrogatory No.6 on the grounds that the information 
requested is overly broad and unduly burdensome, and the requested information is available to 
BellSouth in publicly filed documents. MediaOne also objects on relevancy grounds insofar as 
Interrogatory No.6 requests information filed by MediaOne outside BellSouth's region. However, 
in an effort to comply with BellSouth's request, MediaOne herein identifies any state commission 
within BellSouth's region wherein MediaOne requested the Commission to arbitrate the issues raised 
in this generic ISP proceeding. 

The following issue has been included in MediaOne's request for arbitration under Section 
252 of the Telecommunications Act of 1996 in all nine states where BellSouth provides local 

servIce: 

Should calls to Internet service providers be treated as local traffic for the purposes of 

reciprocal compensation? 

The following is the information requested on each petition. 

STATE DOCKET DATE COMMISSION STATE 

NUMBER PETITION RESOLUTION ORDER 

FILED 

AL 27889 11/8/00 Petition has not yet been heard N/A 



FL 000731-TP 6/16/00 I~sue transferred to Generic N/A 
ISP proceeding 

GA 11853 2/4100 Issue heard, but no decision N/A 
rendered 

KY 2000-465 10/5/00 p',etition has not yet been heard N/A 
LA U-25264 10/4/00 Issue transferred to Generic N/A 

I&P proceeding 
MS 2000-AD­ 3/15/00 The parties settled the issue. N/A 

214 
NC P-140, Sub 4/27/00 ~e parties settled the issue. N/A 

73 and P­
646, Sub 7 

SC 2000-527-C 10118/00 C:;ommission determined Order No. 
I$P bound traffic was not 2001-079 
lqcal traffic for purposes 
of reciprocal 
compensation 

TN 00-00079 2/4/00 P~tition has not yet been N/A 
heard 

17. Does MediaOne contend that the~~ is a difference between the place where a call 
"terminates" for jurisdictional purposes and the ~lace where a call "terminates" for reciprocal 
compensation purposes? If the answer to the for~going is in the affirmative, please: (a) explain 
in detail the distinction between call termination for jurisdictional and reciprocal compensation 
purposes; (b) state the date and describe the circup1stances when MediaOne first concluded that 
there was a distinction between call termination for jrnisdictional and reciprocal compensation 
purposes; (c) state the date and describe the circm'nstances when MediaOne first stated publicly 
that there was a distinction between call termination for jurisdictional and reciprocal 

I 

compensation purposes; (d) identify all documents that refer or relate to or support a distinction 
between call termination for jurisdictional and rec~procal compensation purposes; (e) identify all 
internal MediaOne memoranda or other documen~s that discuss, relate to or touch upon the issue 
of whether reciprocal compensation may be owed for calls delivered to ISPs. 

Response: 

In its Public Notice issued June 26, 2000, the FCCC has asked for public comment on this issue. 
MediaOne is providing a copy of its response to the FCC's Public Notice. As set forth in the 
response to Interrogatory No. 21, regardless of whether a dial-up ISP-bound call is considered 
interstate or intrastate jurisdictionally, which m~y involve consideration of where the call 
"tenninates," compensation should be paid by the ~riginating carrier to the terminating carrier for 
costs involved in transporting and terminating the cr ll. MediaOne's position on this issue is fully 
set forth in its Comments filed on July 21,2000 in FCC Docket Nos. 96-98 and 99-68 regarding 



! 

Inter-Carrier Compensation for ISP-Bound Traffic. A copy of MediaOne's Comments will be 
provided to BellSouth. 

18. Has MediaOne provided telecommunications services to any person with whom 
MediaOne has entered into any arrangement or agreement that involves the sharing of reciprocal 
compensation received by MediaOne from BellSouth? If the answer to the foregoing is in the 
affinnative, identify the person, describe the telecommunications services MediaOne has provided, 
and identify all documents referring or relating to such telecommunications services. 

Response: 

No. 

19. Identify all state and federal legal authority that supports MediaOne's contention that 
traffic to ISPs is local traffic. 

Response: 

The rulings of individual state commissions and the FCC on this issue are quite numerous, 
and are as available to BellSouth as to MediaOne. 

20. State the rate you contend is appropriate for reciprocal compensation for ISP bound 
traffic, and separately state the rate you contend is appropriate for local traffic, if that is a different 
figure. In answering this Interrogatory, state with particularity how the rate(s) were calculated and 
identify any analyses, cost studies, or other reports that support your rates. 

Response: 

The rates proposed for both ISP-bound traffic and local traffic can be found in Docket No. 
990649-TP, revised King Exhibit JAK-I, a copy ofwhich has been produced as Attachment 3 in 
response to BellSouth's First Set of Requests for Production of Documents to MediaOne. MediaOne 
is not proposing different rates be charged. Also see the prefiled direct testimony of Dr. Selwyn at 
pages 69 and 70. 

21 . If not provided in a previous answer, has MediaOne ever taken the position before 
a regulatory body that ISP traffic is interstate or non-local traffic? If so, identify the proceeding 
wherein MediaOne took said position, including the name and date of any documents wherein said 
position was expressed. 

Response: 

See response to Interrogatory No. 17. All legal authority is cited in MediaOne's Comments. 



26. Will MediaOne admit that ISFs are also enhanced service providers? Ifnot, please 
provide the basis for MediaOne's position in~luding any legal authority. 

I 

Response: 

Yes. 

27. Will MediaOne admit that enhanced service providers are exchange access users? If 
not, please provide the basis for MediaOne's position, including any legal authority. 

Response: 

No. For purposes of issues relevant to tl:tis proceeding, enhanced service providers are treated 
like any other end user of local telephone exchruhge services. In fact, the FCC ordered that they were 
to be treated as such in granting ESPs an exemption from payment of access charges. MediaOne 
suggests that the FCC's orders speak for them~elves. 

28. Will MediaOne admit that enhariced service providers generally pay local business 
rates and interstate subscriber line charges for tiheir switched access cOIll1ection to local exchange 
companies central offices? If not, please provid:e the basis for MediaOne's position, including any 
legal authority. 

Response: 

No. Infonnation service providers pay ~ocal business rates and interstate subscriber line 
charges for their connections to the public sw,tched network because for legal and regulatory 
purposes they are end users, not carriers. They do not offer ''telephone toll services" and therefore 
do not use "exchange access." The legal authority for this conclusion is cited above in response to 
Interrogatories 1 7 and 26. ' 

AT &TlMediaOne.inter 
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--
BEFORE THE FLORIDA PUaLIC SERVICE COMMISSION 

In re: Investigation into appropriate ) 
methods to compensate carriers for ) Docket No. 000075-TP 
exchange of traffic subject to Section 251 ) 
of the Telecommunications Act of 1996. ) 

---------------------------) 

ALLEGIANCE TELECOM OF FLORIDA, INC. 'S 


RESPO~SES TO 

BELLSOUTH TELECO~MUNICATIONS, INC.'S 


FIRST SET OF INTERROGATORIES 


Allegiance Telecom of Florida, Inc. ("Allegiance") hereby submits its Responses the First 

Set of Interrogatories served by BellSouth Telecommunications, Inc. ("BellSouth") that are not 
1 

I 
subject to the specific objections to BellSouth's First Set of Interrogatories previously filed by 

Allegiance on February 12,2001. 

1. Identify all persons participatin;g in the preparation of the answers to these 
interrogatories or supplying information used in :Connection therewith. 

I 

Response: 

Mary C. Albert, Vice President, RegulatoIly and Interconnection, Allegiance Telecom, Inc., 
and counsel for Allegiance. i 

2. Identify each person whom you expect to call as an expert witness at the arbitration 
hearing. With respect to each such expert, pleaSe state the subject matter on which the expert is 
expected to testify, the substance of the facts and qpinions to which the expert is expected to testify, 
and the summary of the grounds for each opiniori. 

Response: 

Lee L. Selwyn. Please see the prefiled Direct and Rebuttal Testimony ofLee L. Selwyn filed 
in this docket. 

3. Identify all documents which refer to relate to any issues raised in the generic ISP 
proceeding that were provided or made available td, any expert identified in response to Interrogatory 
No.2. 



Response: 

Allegiance Telecom ofFlorida, Inc. did not provide or make available any documents to Dr. 
Selwyn in connection with the. preparation of his prefiled Direct and Rebuttal Testimony. 

5. Identify all documents upon which Allegiance intends to rely or introduce into 
evidence at the hearing on this matter. 
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Response: 

Please see the prefiled Direct and Rebuttal Testimonies ofLee L. Selwyn, and Exhibits, filed 
in this docket. 

6. Has Allegiance requested that apy state commission outside of BellSouth's region 
arbitrate, pursuant to Section 252 of the Telecortununications Act of 1996, any of the issues raised 
in the generic ISP proceeding? If the answer: to this Interrogatory is in the affirmative, please 
identify the specific issue on which arbitration! was sought; identify the state commission which 
Allegiance sought arbitration, including the c~e name, docket number and date the petition was 
filed; and describe a particularity of the state co~ission's resolution of the issue and identify the 
state commission order in which such resolutioh was made. 

i 
Response: 

Allegiance Telecom of Texas, Inc., an! affiliate of Allegiance Telecom of Florida, Inc. 
participated in the so-called "Mini-Mega Arbitration" before the Public Utility Commission of 

I 

Texas, Docket No. 21982. 

17. Does Allegi~nce contend that thhe is a difference between the place where a call 
I 

"terminates" for jurisdictional purposes and th:e place where a call "terminates" for reciprocal 
compensation purposes? If the answer to the fOIregoing is in the affirmative, please: (a) explain in 
detail the distinction between call terminatiod for jurisdictional and reciprocal compensation 
purposes; (b) state the date and describe the circ~stances when Allegiance first concluded that there 
was a distinction between call termination for j~sdictional and reciprocal compensation purposes; 
(c) state the date and describe the circumstances When Allegiance first stated publicly that there was 
a distinction between call termination for jurisdidtional and reciprocal compensation purposes; (d) 
identify all documents that refer or relate to or $upport a distinction between call tennination for 
jurisdictional and reciprocal compensation purpo~es; (e) identify all internal Allegiance memoranda 
or other documents that discuss, relate to or touch upon the issue ofwhether reciprocal compensation 
may be owed for calls delivered to ISPs. 

Response: 

Allegiance adopts Global NAPs' response to linterrogatory No. 17 set forth in BellSouth's First 
Set of Interrogatories. 

18. Has Allegiance provided telecommUnications services to any person with whom 
Allegiance has entered into any arrangement or ~greement that involves the sharing of reciprocal 
compensation received by Allegiance from Bell~outh? If the answer to the foregoing is in the 
affirmative, identify the person, describe the telecQrnmunications services Allegiance has provided, 
and identify all documents referring or relating t9 such telecommunications services. 

3: 





Response: 

No. 

19. Identify all state and federal legal authority that supports Allegiance's contention that 
traffic to ISPs is local traffic. 

Response: 

Allegiance adopts Global NAPs' response td> Interrogatoary No. 19 set forth in BellSouth's First 
Set of Interrogatories. 

20. State the rate you contend is apprqpriate for reciprocal compensation for ISP bound 
traffic, and separately state the rate you contend is appropriate for local traffic, if that is a different 
figure. In answering this Interrogatory, state with particularity how the rate(s) were calculated and 
identify any analyses, cost studies, or other repbrts that support your rates. 

Response: 

The appropriate reciprocal compensation ratb for local traffic, inclusive ofISP-bound traffic, is 
the Commission-approved rate for tennination ioftraffic to an ILEC or ILECs in the state. Please 
refer to Commission docket 990649-TP for the \currently approved rates. 

21. If not provided in a previous answ~r, has Allegiance ever taken the position before a 
regulatory body that ISP traffic is interstate o~ non-local traffic? If so, identify the proceeding 
wherein Allegiance took said position, includingi the name and date of any documents wherein said 
position was expressed. 

Response: 

Allegiance's most recent statements ~ith regard to this issue were made in response to 
the FCC's proceedings on the remand ofthe Declq.ratory Ruling following the D.C. Circuit's decision 
in Bell Atlantic v. FCC. supra. BellSouth was active participant in those proceeding and already has 
copies of Allegiance's filings. 

26. Will Allegiance admit that ISPs ar~ also enhanced service providers? If not, please 
provide the basis for Allegiance's position inclutling any legal authority. 

Response: 

Allegiance adopts Global NAPs' response to Interrogatory No. 26 set forth in BellSouth's First 
Set of Interrogatories. 

s 



27. Will Allegiance admit that enhanced service providers are exchange access users? Ifnot, 
please provide the basis for Allegiance's position, including any legal authority. 

Response: 

Allegiance adopts Global NAPs' response to Interrogatory No. 27 set forth in BellSouth's First 
Set ofInterrogatories. 

28. Will Allegiance admit that enhanced service providers generally pay local business rates 
and interstate subscriber line charges for their switched access connection to local exchange 
companies central offices? Ifnot, please provide the basis for Allegiance's position, including any 
legal authority. 

Response: 

Allegiance adopts Global NAPs' response to Interrogatory No. 28 set forth in BellSouth's First 
Set of Interrogatories. 

Allegiance\Allegiance.responses 
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EXHIBIT NO. ____ 

DOCKET NO: 000075-TP 


WITNESS: Stip - 17 


PARTY: AT&T Communications ofthe Southern States, Inc. 


DESCRIPTION: 


1. AT&T's responses to BellSouth's First Set of Interrogatories 
and First set ofRequests for Production ofDocuments. 

PROFFERING PARTY: STAFF 

I.D. # Stip-17 

rtORfDA PUBUC SERVICE corMirSsrOfl"' , 
DOCKET L i.L.'"NO A"",,~ ~-"'I:'-:;xu'L''',' Iva ',' 

, .~.,---. '"~" ~ 

COMPANYI :e; ~ 

WITNESS. ~ ~d ___, ~ 


iDATE: r...3-,... { ,I 



BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 


In re: Investigation into appropriate ) 

methods to compensate carriers for ) Docket No. 000075-TP 

exchange of traffic subject to Section 251 ) 

of the Telecommunications Act of 1996. ) 


----------------------------) 
AT&T COMMUNICATIONS OF THE SOUTHERN 


STATES, INC.'S RESPONSES TO 

BELLSOUTH TELECOMMUNICATIONS, INC.'S 


FIRST SET OF INTERROGATORIES 


AT&T Communications, Inc. ("AT&T") hereby submits its Responses to those 

Interrogatories set forth in the First Set ofInterrogatories served by BellSouth Telecommunications, 

Inc. (ItBellSouth") that are not subject to the specific objections to BellSouth's First Set of 

. 
Interrogatories previously filed by AT&T on February 12,2001. 

1. Identify all persons participating in the preparation of the answers to these 
interrogatories or supplying infonnation used in connection therewith. 

Respopse: 

Gregory R. Follensbee, AT&T. Division Manager. Law and Government Affairs. 

2. Identify each person whom you expect to call as an expert witness at the arbitration 
hearing. With respect to each such expert, please state the subject matter on which the expert is 
expected to testify. the substance of the facts and opinions to which the expert is expected to testify, 
and the summary of the grounds for each opinion. 

Respopse: 

Lee Selwyn. His testimony contains responses to the rest of this interrogatory. 

3. Identify all documents which refer or relate to any issues raised in the generic ISP 
proceeding that were provided or made available to any expert identified in response to Interrogatory 
No.2. 



Response: 

A spreadsheet containing BellSouth-Florida's approved TELRIC cost study results for 
Unbundled Network Elements, which was admitted into the record in Docket No. 990649-TP. 

5. Identify all documents upon which AT&T intends to rely or introduce into evidence 
at the hearing on this matter. 

Response: 

AT&T intends to rely upon the prefiled direct testimony and exhibits and prefiled rebuttal 
testimony of Dr. Lee L. Selwyn. AT&T reserves the right to introduce additional documents for 
purposes of cross-examination or to respond to cross-examination ofDr. Selwyn. 

6. Has AT&T requested that any state commission outside of BellSouth's region 
arbitrate, pursuant to Section 252 of the Telecommunications Act of 1996, any of the issues ~sed 
in the generic ISP proceeding? - If the answer to this Interrogatory is in the affirmative, please 
identifY the specific issue on which arbitration was sought; identifY the state commission which 
AT&T sought arbitration, including the case name, docket number and date the petition was filed; 
and describe a particularity of the state commission's resolution of the issue and identifY the state 
commission order in which such resolution was made. 

Response: 

AT &T objects to BellSouth's Interrogatory No. 6 on the grounds that the information 
requested is overly broad and unduly burdensome, and the requested information is available to 
BellSouth in publicly filed documents. AT&T also objects on relevancy grounds insofar as 
Interrogatory No.6 requests information filed by AT&T outside BellSouth's region. However, in 
an effort to comply with BellSouth's request, AT&T herein identifies any state commission within 
BellSouth's region wherein AT&T requested the Commission to arbitrate the issues raised in this 
generic ISP proceeding. 

The following issue has been included in AT&T's request for arbitration under Section 252 
of the Telecommunications Act of 1996 in all nine states where BellSouth provides local service: 

Should calls to Internet service providers be treated as local traffic for the purposes of 
reciprocal compensation? 
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The following is the information requested on each petition. 

-- STATE DOCKET DATE COMMISSION 	 STATE 

NUMBER PETITION RESOLUTION 	 ORDER 

FILED 
AL 27889 1118/00 Petition has not yet been heard N/A 
FL 000731-TP 6116/00 Issue transferred to Generic N/A 

ISP proceeding 
GA 11853 2/4/00 Issue heard, but no decision N/A 

rendered 
KY 2000-465 10/5/00 Petition has not yet been heard N/A 
LA U-25264 10/4/00 Issue transferred to Generic N/A 

ISP proceeding 
MS 2000-AD- 3/15/00 The parties settled the issue. N/A 

214 
NC 	 P-140, Sub 4/27/00 The parties settled the issue. N/A 

73 and P­
646, Sub 7 

SC 2000-527-C 10/18/00 	 Commission detennined Order No. 
ISP bound traffic was not 2001-079 
local traffic for purposes 
ofreciprocal 
compensation 

TN 00-00079 2/4/00 	 Petition has not yet been N/A 
heard 

17. Does AT&T contend that there is a difference between the place where a call 
"tenninates" for jurisdictional purposes and the place where a call "tenninates" for reciprocal 
compensation purposes? If the answer to the foregoing is in the affirmative, please: (a) explain 
in detail the distinction between call tennination for jurisdictional and reciprocal compensation 
purposes; (b) state the date and describe the circumstances when AT&T first concluded that there 
was a distinction between call termination for jurisdictional and reciprocal compensation 
purposes; (c) state the date and describe the circumstances when AT&T first stated publicly that 
there was a distinction between call termination for jurisdictional and reciprocal compensation 
purposes; (d) identify all documents that refer or relate to or support a distinction between call 
termination for jurisdictional and reciprocal compensation purposes; ( e) identify all internal 
AT&T memoranda or other documents that discuss, relate to or touch upon the issue ofwhether 
reciprocal compensation may be owed for calls delivered to ISPs. 
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Response: 

In its Public Notice issued June 26, 2000, the FCC has asked for public comment on this issue. 
AT&T is providing a copy of its response to the FCC's Public Notice. As set forth in the response 
to Interrogatory No. 21, regardless ofwhether a dial-up ISP-bound call is considered jurisdictionally 
interstate or intrastate, which may involve consideration of where the call "terminates," 
compensation should be paid by the originating carrier to the terminating carrier for costs involved 
in transporting and terminating the call. AT&T's position on this issue is fully set forth in its 
Comments filed on July 21, 2000 in FCC Docket Nos. 96-98 and 99-68 regarding Inter-Carrier 
Compensation for ISP-bound traffic. A copy ofAT&T's Comments will be provided to BellSouth. 

18. Has AT&T provided telecommunications services to any person with whom AT&T has 
entered into any arrangement or agreement that involves the sharing of reciprocal compensation 
received by AT&T from BellSouth? Ifthe answer to the foregoing is in the affirmative, identify the 
person, describe the telecommunications services AT&T has provided, and identify all documents 
referring or relating to such telecommunications services. 

Response: 

No. 

19. Identify all state and federal legal authority that supports AT&T's contention that 
traffic to ISPs is local traffic. 

Response: 

The rulings ofindividual state commissions and the FCC on this issue are quite numerous, 
and are as available to BellSouth as to AT&T. 

20. State the rate you contend is appropriate for reciprocal compensation for ISP bound 
traffic, and separately state the rate you contend is appropriate for local traffic, ifthat is a different 
figure. In answering this Interrogatory, state with particularity how the rate(s) were calculated and 
identify any analyses, cost studies, or other reports that support your rates. 

Response: 

The rates proposed for both ISP-bound traffic and local traffic can be found in Docket No. 
990649-TP, revised King Exhibit JAK-1, a copy of which has been produced as Attachment 3 in 
response to BeUSouth's First Set ofRequests for Production ofDocuments to A&T. AT&T is not 
proposing different rates be charged. Also see the prefiled direct testimony ofDr. Selwyn at pages 
69 and 70. 
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21. If not provided in a previous answer, has AT&T ever taken the position before a 
regulatory body that ISP traffic is interstate or non-local traffic? If so, identify the proceeding 
wherein AT&,T took said position, including the name and date of any documents wherein said 
position was expressed. 

Response: 

See response to Interrogatory No. 17. All legal authority is cited in AT&T's Comments. 

26. Will AT&T admit that ISPs are also enhanced service providers? If not, please 
provide the basis for AT&T's position including any legal authority. 

Response: 

Yes. 

27. Will AT&T admit that enhanced service providers are exchange access users? Ifnot, 
please provide the basis for AT&T's position, including any legal authority. 

Response: 

.. No. For purposes ofissues relevant to this proceeding, enhanced service providers are treated 
like any other end user oflocal telephone exchange services. In fact, the FCC ordered that they were 
to be treated as such in granting ESPs an exemption from payment of access charges. AT&T 
suggests that the FCC's orders speak for themselves. 

28. Will AT&T admit that enhanced service providers generally pay local business rates 
and interstate subscriber line charges for their switched access connection to local exchange 
companies central offices? Ifnot, please provide the basis for AT&T's position, including any legal 
authority. 

Response: 

No. Infonnation service providers pay local business rates and interstate subscriber line 
charges for their connections to the public switched network because for legal· and regulatory 
purposes they are end users, not carriers. They do not offer ''telephone toll services" and therefore 
do not use "exchange access." The legal authority for this conclusion is cited above in response to 
Interrogatories 17 and 26. 

AT&'I'\ncw.inter 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In re: Investigation into appropriate ) 
methods to compensate carriers for ) Docket No. 000075-TP 
exchange of traffic subject to Section 251 ) 
of the Telecommunications Act of 1996. ) 

----------------------~-) 
AT&T COMMUNICATIONS OF THE 


SOUTHERNSTATES, INC.'S RESPONSES TO 

BELLSOUTH TELECOMMUNICATIONS, INC.'S 


FIRST SET OF REOUESTS FOR PRODUCTION OF DOCUMENIS 


AT&T Communications ofthe Southern States, Inc. (ItAT &T't) hereby submits its Responses 

to those Requests set forth in the First Set of Requests for Production of Documents served by 

BellSouth Telecommunications, Inc. (IBellSouth") that are not subject to the specific objections to 

BellSouth's First Set of Requests for Production of Documents previously filed by AT&T on 

February 12,2001. 

1. Produce copies of all documents identified in response to BellSouth's First Set of 
Interrogatories to AT&T. 

Response: 

AT&T is producing herein copies of: (1) BellSouth-Florida's approved TELRIC cost study 
results for Unbundled Network Elements (revised King Exhibit JAK-l) admitted into the record in 
Docket No. 990649-TP (Attachment 1); and (2) the Comments ofAT&T dated July 21,2000 and 
filed with the Federal Communications Commission in CC Docket Nos. 96-98 and 99-68 
(Attachment 2). Copies of the prefiled direct and rebuttal testimony of Lee L. Selwyn have 
previously been provided to all parties in this docket. 

3. Produce all documents upon which AT&T intends to rely or introduce into evidence 
in this matter. 

Response: 

Please see AT&T's response to BellSouth's First Set ofInterrogatories, No.5. 



5. Identify any and all cost studies, evaluations, reports or analyses prepared by or for 
AT&T concerning any issue raised in the Generic ISP proceeding. 

Response: 

Please see the Direct Testimony ofLee L. Selwyn filed in this docket, and the copy ofTable 
1 served by AT&T in response to PSC Staffs Interrogatory No. 5(b) which is produced herewith as 
Attachment 3. 

24. Produce any document relied upon by AT&T in preparing any answer to any 
Interrogatory in this proceeding. 

Response: 

Please see the Direct and Rebuttal Testimony ofLee L. Selwyn filed in this docket, and the 
documents produced by AT&T in response to BellSouth's First Set ofRequests for Production of 
Documents, Nos. I, 3 and 5. 

AT&nAT&T.pods 



BellSouth Cost Calculator 2.4 • Element Summary Report 
Recurring COltl 

SludyName: Florida Docket No 990649-TP Revision 08-16-00 
Siale: Florida 
Scenario: Slate Average Run· Q8..09-00 
Siudy Type: TELRIC 

~Q.lU Element 

A.O 

A.1 
A.l.1 
A.1.2 
A.l.B 

A.2 
A2.1 
A.2.2 
A.2.11 
A.2.14 
A.2.15 
A.2.22 
A.2.23 
A.2.24 
A.2.25 
A.229 
A.230 
A.2.32 
A.2.40 
A2.42 

A.3 
A.3.12 
A.3.13 
A.3.14 
A.3.15 
A.3.16 
A.3.17 
A.3.18 

Dncdotlon 

UNBUNDLED LOCAL LOOP 

2-WIRE ANALOG VOICE GRADE lOOP 

2-Wire Analog Voice Grade Loop - ServIce Level 1 

2-Wire Analog Voice Grade loop - Service Level 2 

Engineering Information Per 2-Wire Analog Voice Grade loop - Service level 1 


SUB·LOOP 

Sub·Loop Feeder Per 2-Wire Analog Voice Grade loop 

Sub·Loop Distribution Per 2-Wire Analog Voice Grade loop 

Sub·Loop Distribution Per 4-Wire Analog Voice Grade loop 

2-Wire Intrabuilding Network Cable (INC) 

4-Wire Inlrabuildlng Network Cable (INC) 

Sub-Loop - Per Building EqulpmenJ Room - ClEC Distribution Facility Set-Up 

Sub-Loop - Per 2-Wire Analog Voice Grade loop Sl2/ Feeder Only 

Sub-Loop - Per 4-Wire Analog Voice Grade loop / Feeder Only 

Sub-Loop - Per 2-Wlre ISDN Dlgital.Grade Loop / Feeder Only 

Sub-l.oop - Per 4-Wire 56 or 64 Kbps Digital Grade loop / Feeder Only 

Sub-Loop - Per 2-Wlre Copper Loop Short / Feeder Only 

Sub-Loop - Per 4-Wlre Copper Loop Short / Feeder Only 

Sub·Loop • Per 2·Wire Copper Loop Short / Dlstribullon Only 

Sub·loop • Per 4·Wire Copper Loop Short / Dlstribullon Only 


LOOP CHANNELIZATION AND CO INTERFACE (INSIDE CO) 

Unbundled Loop Concentration - System A (TROOS) 

Unbundled Loop Concentration - System B (TROO8) 

Unbundled Loop Concentration - System A (TR303) 

Unbundled Loop Concentration - System B (TR303) 

Unbundled Loop Concentration - DS1 Line Interface Card 

Unbundled Loop Concentration - POTS Card 

Unbundled Loop Concentration - ISDN (Brite Card) 


Reviled 

Recurring 


$18.04 

$20.35 


$11.18 

$10.98 

$11.72 

$3.67 

$7.32 


$24.21 

$23.34 

$25.95 

$10.40 

$20.65 

$9.02 

$7.54 


$470.73 

$55.96 


$510.37 

$94.30 

$5.28 

$2.10 

$S.3S 


Difference From 

Original ~ 


$0.16 0.89% 
$0.15 0.74% 

li::;ii:::·LRE!::!=IE;QJ.~]; ....... 


~ 
Z

$2.61 30.46% I::Ll 
$0.14 1.29% ~ 

::r::$1.96 20.08% U 
-$0.03 -O.n% <C 

~-$0.06 -0.81% ~ 
~~fDElE'Ejj_ <C 

$0.92 3.95% 
$0.21 0.91% 
-$0.52 -1.96% 
$0.09 0.87% 
-$1.75 -7.81% 
-$0.Q1 -0.11% 
$0.57 8.18% 

-$3.51 -0.74% 
-$0.42 -0.74% 
-$3.79 -0.74% 
-$0.71 -0.75% 
-$0.04 -0.75% 
-$0.01 -0.47% 
-$0.06 -0.71% 



BellSouth Cost Calculator 2.4 - Element Summary Report 
Recurring Costs 

Study Name: Florida Docket No 990649-TP RevisiOOO8=16-00 
Siale: Florida 
Scenario: State Average Run - 08-09-00 
Siudy Type: TELRIC 

~I Element Descriotlon 

A.3.19 Unbundled Loop Concentration - SPOTS Card 
A.3.20 Unbundled Loop Concentration - Specials Card 
A.3.21 Unbundled Loop Concentration - TEST CIRCUIT Card 
A.3.22 Unbundled Loop Concentration - Oigital19, 56, 64 Kbps Data 

AA 4-WIRE ANALOG VOICE GRADE LOOP 
A.4.1 4-Wire Analog Voice Grade Loop 

A.S 2-WIRE ISDN DIGITAL GRADE LOOP 
A.5.1 2-Wire ISDN Digital Grade Loop 
A.S.6 Universal Digital Channel 

A.6 2-WIRE ASYMMETRICAL DIGITAL SUBSCRIBER LINE (ADSL) COMPATIBLE LOOP 
A.6.1 2-Wire Asymmetrical Digital Subscriber Line (ADSL) Compatible Loop 

A.7 2-WIRE HIGH BIT RATE DIGITAL SUBSCRIBER LINE (HDSL) COMPATIBLE LOOP 
A.7.1 2·Wire High Bit Rate Digital Subscriber Line (HDSL) Compatible Loop 

A.8 4-WIRE HIGH BIT RATE DIGITAL SUBSCRIBER LINE (HDSl) COMPATIBLE LOOP 
A.8.1 4-Wire High Bit Rate Digital Subscriber Line (HDSL) Compatible Loop 

A.9 4-WIRE DS1 DIGITAL LOOP 
A.9.1 4-Wire DS1 Digital Loop 
A.9.2 Sub-Loop Feeder Per 4-Wire DS1 Digital Loop 

A.10 4·WIRE 19,56 OR 64 KBPS DIGITAL GRADE LOOP 
A 10.1 4-Wire 19.56 or 64 Kbps Digital Grade Loop 

A.12 CONCENTRATION PER SYSTEM PER FEATURE ACTIVATED (OUTSIDE CENTRAL OFFICE) 
A 12.1 Unbundled Loop Concentration - System A (TR008) 
A.12.2 Unbundled Loop Concentration· System B (TR008) 
A.12.3 Unbundled Loop Concentration· System A (TR303) 

Rev1..d 
Recurring 

$12.46 
$7.43 

$36.31 
$11.01 

$32.41 

$30.01 
$30.01 

$18.06 

$14.17 

$22.49 

$100.25 
563.02 

536.94 

$477.76 
$85.12 
$512.86 

Difference From 
Original ~ 

·$0.09 -0.72% 
-$0.06 -0.80% 
-$0.28 -0.77% 
-$0.08 -0.72% 

$1.39 4.48% 

$0.21 0.70% 
NEW 

-$0.07 -0.39% 

$0.00 0.00% 

-$0.47 ·2.05% 

53.79 3.93% 
53.05 5.09% 

-$0.04 -0.11% 

-$3.11 -0.65% 
-50.18 -0.21% 
-53.37 -0.65% 



BeliSouth Cost Calculator 2.4 • Element Summary Report 
Recurring Costs 

Study Name: Florida Docket No990649=TPRevlsion 08-16-00 
Stale: Florida 
Scenario: State Average Run - Q8-09-oo 
Sludy Type: TELRIC 

~ost Element 

A.12.4 
A.12.5 
A,12,6 
A.12,7 
A,12,8 
A,12,9 
A,12,10 
A,12,11 

A,13 
A.13.1 
A.13.7 

A.14 
A14.1 
A,14.7 

A,15 
A,15.1 

A,16 
A.1B.1 
A,16.2 
A.16.4 
A.16.5 
A.16.7 
A,16.8 
A.16,10 
A.16,11 
A, 16, 13 
A, 16, 15 
A, 16, 16 

Description 

Unbundled Loop Concenlration - System B (TR303) 

Unbundled Sub·loop Concentration - USLC Feeder Interface 

Unbundled Loop Concentration - POTS Card 

Unbundled Loop Concentration· ISDN (Brite Card) 

Unbundled Loop Concentration - SPOTS Card 

Unbundled Loop Concentration - Specials Card 

Unbundled Loop Concentration· TEST CIRCUIT Card 

Unbundled Loop Concentration· Digital 19. 56, 64 Kbps Data 


2-WIRE COPPER LOOP 

2-Wire Copper Loop • short 

2-Wire Copper Loop • long 


4-WIRE COPPER LOOP 

4-Wire Copper Loop - short 

4-Wire Copper Loop - long 


UNBUNDLED NETWORK TERMINATING WIRE (NlW) 

Unbundled Nelwork Terminating Wire (NlW) per Pair 


HIGH CAPACITY UNBUNDLED LOCAL LOOP 
High Capacity Unbundled Local Loop - DS3 - Facility Termination 
High Capacity Unbundled Local Loop - DS3 • Per Mile 
High Capacity Unbundled Local Loop - OC3 - Facility Termination 
High Capacity Unbundled Local Loop - OC3 - Per Mile 
High Capacity Unbundled Local Loop - OC12 - Facility Termination 
High Capacity Unbundled Local Loop - OC12 - Per Mile 
High Capacity Unbundled Local Loop. OC48 - Facility Termlnalion 
High Capacity Unbundled Local Loop - 0C48 - Per Mile 
High Capacity Unbundled Local Loop - 0C48 - Interface OC12 on OC48 
High Capacity Unbundled Local Loop - STS-1 - Facility Termination 
High Capacity Unbundled Local Loop - STS-1 - Per Mile 

,i 

Revised 

Recurring 


$120.21 

$61.24 

$2.12 

$8.48 


$12.61 

$7.52 

$36.76 

$11.14 


$18.06 

$53.24 


$26.05 

$93.13 


$0.4555 


$404.58 

$11.77 


$646.60 

$8.93 

$2,053 

$10.99 

$1,686 

$36.04 

$587.71 

$446.09 

$11.77 


Difference From 
OrIginal %..DIff 

-$0.45 -0.37% 
$0.08 0.13% 
-$0.02 -0.93% 
-$0.07 -0.82% 
-$0.09 -0.71% 
-$0.06 -0.79% 
-$0.27 -0.73% 
-$0.06 -0.71% 

-$0.07 -0.39% 
$0.58 1.10% 

-$1.36 -4.96% 
$2.74 3.03% 

-$0.0036 -0.78% 

-$3.00 -0.74% 
-$0.20 -1.67% 
-$4.60 -0.74% 
-$0.15 -1.65% 
-$15.00 -0.73% 
-$0.19 -1.70% 

-$13.00 -0.77% 
-$0.63 -1.72% 
-$4.38 -0.74% 
-$3.31 -0.74% 
-$0.20 -1.67% 



BeliSouth Cost Calculator 2.4 - Element Summary Report 
Recurring Costs 

Siudy Name: Florida Docket No 990649-TP Revision 08-16-00 
Siale: Florida 
Scenario: State Average Run - 08-09-00 
Study Type: TELRIC 

Cost Element 

A.18 
A.18.1 
A.18.2 
A.18.3 
A1B4 
A 18.5 
A.1R6 

B.O 

B.l 
B.l.l 
B1.2 
B.l.3 
B.l.4 
8.1.5 
B.l.6 
B.l.7 

B4 
8.4.10 
8.4.13 

CO 

C.1 
C.l.l 
C12 

C2 
C2.1 

Descr\Dllon 

MULTIPLEXERS 
Channelization - Channel System DS1 to DSO 
Interface Unit -Interface DS1 to DSO - OCU-DP Card 
Interface Unit - Interface DS1 to DSO - BRITE Card 
Interface Unit - Interface OS 1 to DSO - Voice Grade Card 
Channelization - Channel System DS3 to DS1 
Interface Unit -Interface DS3 to DS1 

UNBUNDLED LOCAL EXCHANGE PORTS AND FEATURES 

EXCHANGE PORTS 
Exchange Ports - 2·Wlre Analog Une Port (Res., Bus., Centrex, Coin) 
Exchange Ports - 4·Wlre Analog Voice Grade Port 
Exchange Ports - 2-Wlre DID Port 
Exchange Ports· DOlTS Port 
Exchange Ports - 2-Wlre ISDN Port 
Exchange Ports - 4-Wlre ISDN DS1 Port 
Exchange Ports - 2·Wlre Analog line Port (PBX) 

FEATURES 
Centrex Functionality 
Features per port 

UNBUNDLED SWITCHING AND LOCAL INTERCONNECTION 

END OFFICE SWITCHING 
End Office Switching Function, Per MOU 
End Office Trunk Port • Shared, Per MOU 

TANDEM SWITCHING 
Tandem Switching Function Per MOU 

Revised 

Recurring 


$153.60 
$2.20 
$3.83 
$1.45 

$220.97 
$14.40 

$1.62 
$8.74 
$9.38 
$63.31 
$10.20 
$95.39 
$1.62 

$0.8903 
$3.40 

$0.0008846 
$0.0001893 

$0.0001522 

Difference From 
Original ~ 

-$1.14 -0.74% 
-$0.02 -0.90% 
-$0.03 -0.78% 
-$0.01 -0.68% 
-$1.64 -0.74% 
-$0.11 -0.76% 

-$0.01 -0.61% 
-$0.07 -0.79% 
-$0.22 -2.29% 
-$0.54 -0.85% 
$0.66 6.92% 
-$0.95 -0.99% 
-$0.01 -0.61% 

-$0.01 -1.15% 
-$0.24 -6.59% 

-$0.0000095 -1.06% 
-$0.0000017 -0.89% 

-$0.0000023 -1.49% 



BeliSouth Cost Calculator 2.4 • Element Summary Report 
Recurring Costs 

Sludy Name: Florida Docket No 990649-TP Revision 08-16-00 
Slate: Florida 
Scenario: State Average Run - 08-09·00 
Sludy Type: TELRIC 

Cost Element 

C.22 

0.0 

D.1 
0.1.1 
0.1.2 

0.2 
0.2.1 
0.2.2 

0.3 
0.3.1 
0.3.2 

0.4 
0.4.1 
0.4.2 

0.5 
0.5.1 
0.5.2 
0.57 
0.5.8 
0.5.10 
0.5.11 
0.5.13 
0.5.14 
0.5.16 
0.5.17 
0.5.19 

OescrlDtlon 

Tandem Trunk Port - Shared, Per MOU 

UNBUNDLED TRANSPORT AND LOCAL INTEROFFICE TRANSPORT 

COMMON TRANSPORT 

Common Transport. Per Mile, Per MOU 

Common Transport· Facilities Termination Per MOU 


INTEROFFICE TRANSPORT· DEDICATED - VOICE GRADE 
InterOffice Transport - Dedicated - 2·Wire Voice Grade - Per Mile 
Interoffice Transport - Dedicated - 2· Wire Voice Grade - Facility Tennlnatlon 

INTEROFFICE TRANSPORT - DEDICATED - DSO - 56/64 KBPS 
Interoffice Transport - Dedicated· 050 • Per Mile 
Interoffice Transport - Dedicated - DSO - Facility Termination 

INTEROFFICE TRANSPORT - DEDICATED - DS1 
Interoffice Transport - Dedicated - DS1 - Per Mile 
InteroffICe Transport - Dedicated - DS1 - Facility Termination 

LOCAL CHANNEL - DEDICATED 
Local Channel - Dedicated - 2-Wire Voice Grade 
Local Channel - Dedicated - 4-Wire Voice Grade 
Local Channel - Dedicated - DS3 - Per Mile 
Local Channel- Dedicated - DS3· Facility Termination 
Local Channel - Dedicated - OC3 - Per Mile 
Local Channel- Dedicated - OC3 - Facility Termination 
Local Channel- Dedicated - OC12 - Per Mile 
Local Channel - Dedicated - OC12 ~ Facility Termination 
Local Channel - Dedicated - 0C48 - Per Mile 
Local Channel - Dedicated - 0C48 - Facility Termination 
Local Channel· Dedicated - 0C48 - Interface OC12 on OC48 

Revised 

Recurring 


$0.0002713 


$0.0000039 

$0.0004579 


$0.0098 

$26.52 


$0.0098 

$19.31 


$0.2000 

$92.62 


$29.98 

$31.14 

$9.16 


$556.27 

$7.69 


$933.43 

$10.99 

$2.733 

$36.04 

$1,930 

$581.95 


Difference From 
Original .%..DIff 

-$0.0000024 -0.88% 

$0.0000000 0.00% 
-$0.0000036 -0.78% 

-$0.0002 -2.00% 
-$0.20 -0.75% 

-$0.0002 ·2.00% 
-$0.15 -0.77% 

-$0.0035 -1.72% 
-$0.69 -0.74% 

$3.87 13.95% 
$3.66 13.32% 
-$0.18 -1.72% 
-$4.12 -0.74% 
-$0.14 -1.79% 
-$6.92 -0.74% 
-$0.19 -1.70% 
-$20.00 -0.73% 
-$0.63 -1.72% 
-$14.00 -0.72% 
-$4.33 -0.74% 



BeliSouth Cost Calculator 2.4 - Element Summary Report 
Recurring Costs 

Study Name: Florida Docket No 990649=Tp Revision 08-16-00 
Siale: Florida 
Scenario: State Average Run - 08-09-00 
Study fype: TELRIC 

Cost Element 

0.5.21 
0.5.23 
0.5.24 

0.6 
0.6.1 

062 

0.7 
07.1 
0.7.2 

0.8 
0.8.1 
0.8.2 

0.9 
0.9.1 
0.9.2 
0.9.4 

0.10 
0.10.1 
0.10.2 

0.12 
0.12.1 
0.122 

E.O 

E.1 

Descdollon 

Local Channel- Dedicated - STS-1 - Facility Terminallon 
Local Channel - Dedicated - STS-1 -Per Mile 
Local Channel· Dedicated - DS1 

INTEROFFICE TRANSPORT· DEDICATED - DS3 
Interoffice Transport - Dedicated - OS] - Per Mile 
interoffice Transport - Dedicated - DS3 - Facility Termination 

INTEROFFICE TRANSPORT - DEDICATED· OC3 
Interoffice Transport - Dedicated - OCl - Per Mile 
Interoffice Transport - Dedicated - OCl - Facility Termination 

INTEROFFICE TRANSPORT· DEDICATED - OC12 
Interoffice Transport - Dedicated - OC12 - Per Mile 
Interoffice Transport - Dedicated - OC12 - Facility Termlnallon 

INTEROFFICE TRANSPORT· DEDICATED - OC48 
Interoffice Transport - Dedicated - 0C48 - Per Mile 
Inte;office Transport - Dedicated· OC48 - Facility TermlnaUon 
Interoffice Transport - Dedicated - 0C48 -Interface OC12 on OC48 

INTEROFFICE TRANSPORT - DEDICATED - STS-1 
Interoffice Transport - Dedicated - STS-1 - Per Mile 
Interoffice Transport - Dedicated - STS·1 - Facility Termlnallon 

INTEROFFICE TRANSPORT - DEDICATED - 4-WlRE VOICE GRADE 
Interoffice Transport - Dedicated - 4·Wire Voice Grade - Per MMe 
Interoffice Transport - Dedicated - 4-W1re Voice Grade - Facility Termlnallon 

SIGNALING NETWORK, DATA BASES, & SERVICE MANAGEMENT SYSTEMS 

800 ACCESS TEN DIGIT SCREENING 

RevIsed 

Recurrlng 


$565.48 

$9.16 

$48.00 


$4.17 

$1,122 


$8.24 

$3,020 


$26.45 

$11,599 


$34.07 
$12,461 
$1,199 

$4.17 
$1.106 

$0.0098 
$23.64 

Difference From 
OrIginal %..DIff 

-$4.19 -0.74% 
-$0.16 -1.72% 
$5.02 11.68% 

-$0.08 -1.88% 
-$8.00 -0.71% 

-$0.14 -1.67% 
-$23 -0.76% 

-$0.46 -1.71% 
-$86 -0.74% 

-$0.59 -1.70% 
-$93 -0.74% 
-$9 -0.75% 

-$0.08 -1.88% 
-$8 -0.72% 

-$0.0002 ·2.00% 
-$0.18 -0.76% 



BellSouth Cost Calculator 2.4 - Element Summary Report 
Recurring Costs 

Silidy Name: Florida Oocket No 990649=TP Revision 08·16-00 
Slille: Florida 
Scenario: Stale Average Run - 08-09-00 
Siudy Type: TELRIC 

Cost Element 

E.1.1 
E.l.9 
E.1.10 

E.2 
E.2.1 
E.2.2 

E.3 
E.3.1 
E.3.2 
E.3.3 
E.3.4 
E.3.7 
E.38 
E.3.9 
E.3.10 

E.4 
E.4.5 

E.6 
E.6.1 

G.O 

G.11 
G.llA 

1.0 

1.1 

DescrlDtlon 

800 Access Ten Digit Screening, Per Call 

800 Access Ten Digit Screening, w/8FL No. Delivery 

800 Access Ten Digit Screening, wI POTS No. Delivery 


LINE INFORMATION DATA BASE ACCESS (LIDB) 

L1DB Common Transport Per Query 

L1DB Validation Per Query 


CCS7 SIGNALING TRANSPORT 
CCS7 Signaling Connection, Per 56Kbps Facility 
CCS7 Signaling Termination, Per STP Port 
CCS7 Signaling Usage, Per Call Setup Message 
CCS7 Signaling Usage, Per TCAP Message 
CCS7 Signaling Connection, Per link (A link) 
CCS7 Signaling Connection, Per link (B link) (also known as 0 link) 
CCS7 Signaling Usage, Per ISUP Message 
CCS7 Signaling Usage Surrogate, per link 

BE(LSOUTH CALLING NAME (CNAM) DATABASE (DB) SERVICE 
CNAM for DB and Non DB Owners, Per Query 

LNP QUERY SERVICE 
LNP Cost Per query 

SELECTIVE ROUTING 

SELECTIVE CARRIER ROUTING (AIN SOLUTION) 
Query Cost 

INTERIM SERVICE PROVIDER NUMBER PORTABILITY 

INTERIM SERVICE PROVIDER NUMBER PORTABILITY - RCF 

Revised 

Recurring 


$0.0006531 
$0.0006531 
$0.0006531 

$0.0000234 
$0.0137460 

$18.78 
$154.51 

$0.0000166 
$0.0000666 

$18.78 
$18.78 

$0.0000166 
$761.79 

$0.0010353 

. 
$0.0008720 

$0.0034057 

Difference From 
OrIginal ~ 

-$0.0000052 -0.79% 
-$0.0000052 -0.790/0 
-$0.0000052 -0.79% 

·$0.0000002 -0.85% 
-$0.0001079 -0.78% 

·$0.15 -0.79% 
-$1.32 -0.85% 

·$0.0000002 -1.19% 
-$0.0000005 -0.75% 

-$0.15 -0.79% 
-$0.15 -0.79% 

-$0.0000002 -1.19% 
-$6.32 -0.82% 

-$0.0000082 -0.79% 

-$0.0000070 -0.80% 

-$0.0000291 -0.85% 



BeliSouth Cost Calculator 2.4 • Element Summary Report 
Recurring Costs 

Study Name: Florida Docket No 900649-TP Revision 08-16-00 
Stale: Florida 
Scenario: State Average Run· 08-09·00 
Study Type: TELRIC 

Cost Element 

1.1.1 
1.1.2 

1.2 
1.2.4 
1.2.5 

1.4 
1.4.3 

J.O 

J.1 

J.l.2 
./.1.3 

J.3 

J.3.1 

J.4 
J.4.1 
.1.4.2 
H.3 
./.4.4 

J.5 
J.5,2 

J.5.3 
J.5.4 

K.O 

DIscdDllon 

Service Provider Number POI1abllity - RCF, Per Number Ported 

Service Provider Number POI1ability - RCF. Per Additional Path 


SERVICE PROVIDER NUMBER PORTABILITY· DID 

Service Provider Number POI1ability • DID, Per Trunk Termination, Initial 

Service Provider Number POI1abilily - DID. Per Trunk Termination, Subsequent 


SERVICE PROVIDER NUMBER PORTABILITY RIPH 

Service Provider Number Portability - RI·PH, Per Number Ported 


OTHER 

DARK FIBER 
Dark Fiber. Per Four Fiber Strands, Per Roule Mile or Fraction Thereof - Local Channellloop 
Dark Fiber, Per Four Fiber Slrands, Per Route Mile or Fraction Thereof - Interoffice 

LOOP MAKE·UP 

Mechanized Loop Make-up 


LINE SHARING SPLITTER - DATA 

Line Sharing Splitter, per System 96 Line Capadty 

Line Sharing Spliller, per System 24 Line Capacity 

Line Sharing Splitter· per Line Activation 

Line Sharing Splitter - per Subsequent Activity per Line Rearrangement 


ACCESS TO THE DCS 

DS1 DCS Termination with DSO Switching 

DS1 DCS Terminallon with DS1 Switching 

DS3 DCS Termination with DS1 Switching 


ADVANCED INTELLIGENT NETWORK (AIN) SERVICES 

;. .' 

Revised 

Recurring 


$2.37 

$0.8288 

$63.31 
$63.31 

$2.11 

$58.35 
$28.82 

$0.8888 

$28.51 
$12.14 

$153.17 

Difference From 
OrIginal .%..D.Iff 

$0.06 2.60% 
-$0.0083 -D.99% 

-$0.54 -D.85% 
-$0.54 -0.85% 

-$0.89 -29.67% 

-$0.68 .1.15% 
-$0.46 ·1.57% 

-$0.3912 -36.22% 

-$0.21 -D.73% 
-$0.09 -D.74% 
-$1.14 -D.74% 



BeliSouth Cost Calculator 2.4· Element Summary Report 
Recurring Costs 

Study Name: Florida DOCket No 900649~TP RevislOfl08-16-OO 
St;lIe: Florida 
Scenario: Siale Average Run - 08-09-00 
SludyType: THRIC 

~Qilll~rn.enI 

1<1 

1<.1.6 

1<.1.7 
I( 1.8 

1<2 

1(.2.9 

K.2.10 

K2.11 

K2.12 

K.2.13 
1<.2.14 

K2.15 

L.O 

L1 
l..1.1 
L.1,3 

M.O 

M.1 
M.1.1 

M2 
M.2.1 

M.2.2 

M23 

1'.1.2.4 

ro 

DescdpUon 

BELLSOUTH AIN SMS ACCESS SERVICE 
AIN SMS Access Service - Storage, Per Unit (100 Kilobytes) 
AIN SMS Access Service - Session, Per Minute 
AIN SMS Access Service - Company Performed Session, Per Minute 

BELLSOUTH AIN TOOLKIT SERVICE 
AIN Toolkit Service - Query Charge, Per Query 
AIN Toolkit Service - Type 1 Node Charge, Per AIN Toolkit Subscription, Per Node, Per Query 
AIN Toolkit Service· SCP Storage Charge, Per SMS Access Account, Per 100 Kilobytes 
AIN Toolkit Service - Monthly report- Per AIN Toolkit Service Subscription 
AIN Toolkit Service - Special Study - Per AIN Toolkit Service Subscription 
AIN Toolkit Service - Call Event Report- Per'AIN Toolkit Service Subscription 
AIN Toolkit Service - Call Event Special Study - Per AIN Toolkit Service SubScription 

ACCESS DAILY USAGE FILE (ADUF) 

ACCESS DAILY USAGE FILE (ADUF) 
ADUF, Message Processing, per message 
ADUF. Dala Transmission (CONNECT:DIRECT), per message 

DAILY USAGE FILES 

ENHANCED OPTIONAL DAILY USAGE FILE 
Enhanced Optional Daily usage File: Message Processing, Per Message 

OPTIONAL DAILY USAGE FILE 
Optional Daily Usage File: Recording. per Message 
Optional Daily Usage File: Message Processing, Per Message 
Optional Daily Usage File: Message Processing, Per MagneUc Tape Provisioned 
Oplional Daily Usage File: Data Transmission (CONNECT:DIRECT), Per Message 

UNBUNDLED LOOP COMBINATIONS 

Revised 

Recurring 


$0.0030 
$0.8102 
$0.8348 

$0.0549426 
$0.0067157 

$0.07 
$12.23 
$3.89 
$8.48 
$0.13 

$0.014367 
$0.00012975 

$0.228759 

$0.0000082 
$0.006814 

$48.78 
$0.00010812 

Difference From 
OrIginal ~ 

$0.0000 0.00% 
-$0.0063 -0.77% 
-$0.0065 -0.77% 

$0.0005488 1.01% 
·$0.0000542 -0.80% 

$0.00 0.00% 
-$0.10 -0.81% 
·$0.03 -0.77% 
-$0.06 -0.70% 
$0.00 0.00% 

-$0.0001130 -0.78% 
-$0.0000010 -0.77% 

·$0.0017930 -0.78% 

-$0.0000001 -1.20% 
-$0.0000540 -0.79% 

-$0.38 -0.77% 
-$0.0000008 -0.78% 



BellSouth Cost Calculator 2.4 • Element Summary Report 
Recurring Costs 

Study Name: Florida Docket No 990649-TP Revision 08-16·00 
Siale: Florida 
Scenario: State Average Run· 08-09-00 
Siudy Type: TELRIC 

Cost Element 

P.1 
P.1.1 
P.12 

P.3 
P.3.2 

PA 
P.4.1 
P4.2 

0.0 

0.1 
0.1.1 
0.1.3 
0.1.4 

DescriDtlon 

2-WIRE VOICE GRADE LOOP WITH 2-WIRE LINE PORT (RES. BUS. COIN, CENTREX. PBX) 
2·Wire Voice Grade Loop 
Exchange Port - 2-Wire Line Port 

2·WIRE VOICE GRADE LOOP WITH 2-WIRE DID TRUNK PORT 
Exchange Ports - 2-Wire DID Port ror Combinations 

2-WIRE ISDN DIGITAL GRADE LOOP WITH 2-WIRE ISDN DIGITAL LINE SIDE PORT 
2-Wire ISDN Digital Grade Loop 
Exchange Port - 2-Wire ISDN Une Side Port 

04 CHANNEL BANKS 

04 CHANNEL BANKS CENTRAL OFFICE 
04 Channel Bank Inside CO - System 
Unbundled Loop Concentration· ISDN (Brite Card) 
Unbundled Loop Concentration - POTS Card 

Revised 

Recurring 


$16.65 
$1.35 

$9.36 

$23.99 
$8.51 

$123.64 
$3.06 

$0.6704 

Difference From 
Original ~ 

$0.19 1.15% 
-$0.08 -5.59% 

NEW 

$0.24 1.01% 
$0.62 7.86% 

-$0.92 -0.74% 
-$0.02 -0.65% 
-$0.01 -0.74% 
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Before the 

FEDERAL COMMUNICATIONS COMMISSION 


Washington, D.C. 20554 


In the Matter of ) 
) 

Implementation of the Local Competition ) CC Docket No. 96-98 
Provisions in the Telecommunications Act ) 
of 1996 ) 

) 
Inter-Carrier Compensation ) CC Docket No. 99-68 
for ISP-Bound Traffic ) 

) 

CO:MMENTS OF AT&T CORP. 

Pursuant to the Commission's Public Notice, FCC 00-227, released June 23, 

2000, AT&T Corp. ("AT&T") respectfully submits these comments on the standards that should 

govern inter-carrier compen~ation for traffic bound for Internet Service Providers ("ISPs") under 

the terms of the Act and the D.C. Circuit's decision in Bell Atlantic Tel. Cos. v. FCC, 206 F.3d 1 

(D.C. Cir. 2000). 

INTRODUCTION AND SUMMARY 

As the Commission has recognized, both settled law and sound economics and 

policy dictate that a local exchange carrier ("LEC") that delivers a voice or data call originated 

by a customer of another LEC is entitled to cost-based compensation from the originating carrier. 

LECs use the same facilities in the same manner - and thus incur the same costs - delivering 

traffic to their dial-up ISP customers as they do delivering voice and data traffic to their other 

customers. And incumbent LECs have failed, despite countless opportunities before state 

commissions, federal courts and the Commission, to document any relevant cost differences that 

could justify singling out ISP-bound traffic for disparate compensation treatment. 



--

The incumbents have nonetheless for ye<'lrs balked at paying any compensation at 

all to other LECs who deliver their dial-up ISP-bound calls. despite the costs these calls impose 

on the other LECs and the corresponding windfalls enjoyed by the incumbents, who would 

otherwise have to compJete those calls themselves. State commissions and courts have almost 

uniformly rejected the incumbents' constantly shifting excuses for non-payment, but, in the 

absence of definitive guidance from the Commission, the incumbents continue to insist that they 

need not pay for the costs they impose. The uncertainty and costs generated by the incumbents' 

intransigence in this regard are potent barriers to competitive entry - carriers have quite literally 

been driven to the brink of bankruptcy by the incumbents' refusal to pay. This proceeding 

presents an opportUnity for the Commission to finally put an end to this needless and 

anti competitive controversy. As demonstrated below. the Commission should exercise its clear 

jurisdiction over ISP-bound traffic and rule that LECs must compensate each other for the 

delivery of ISP-bound traffic at the same cost-based rates that state commissions (and carriers) . 

establish under 47 U.S.C. § 2S I for the delivery of local voice and data traffic. 

In its Declaratory Ruling last year,l the Commission concluded that the terms of 

§ 2S1(b)(S) of the Act do not mandate the payment of compensation from the LECs who 

originate Internet-bound calls to the LECs who serve the ISPs and deliver traffic to them. In 

particular. the Commission had previously adopted a rule that construed § 251(b)(S),s 

"reciprocal compensation" requirements as applicable not to the transport and termination of all 

J Declaratory Ruling in CC Docket No. 96-98 and Notice of Proposed Rulemaking in CC Docket 
No. 99-68, Implementation of the Local Competition Provisions in the Telecommunications Act 
of 1996; Inter-Carrier Compensation for ISP-Bound Traffic. CC Docket Nos. 96-98 and 99-68. 
14 FCC Rcd. 3689 (1999). vacated and remanded, Bell Atlantic Tel. Cos. v. FCC. 206 F.3d 1 
(D.C. Cir. 2000). In these comments, AT&T will refer to the Declaratory Ruling portion of this 
publication as the Declaratory Ruling, and the Notice of Proposed Rulemaking portion as the 
NPRM. 
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"telecommllnications" (as the statute provides), but only to '"locul" calls, In its Declaralory 

Rilling, the Commission concluded that. under this construction, compensation for Inlernet­

bound traffic is not mandated by § 251 (b)(5), because this traffic is jurisdictionally interstate and, 

therefore in the Commission's view, cannot be "local" within the meaning of its regulation. 

However, while concluding that the statute did not mandate reciprocal compensation for this 

traffic, the Commission provided that, until such time as it adopted a specific scheme for 

compensation: (i) LECs should continue to pay, and receive, compensation pursuant to the 

provisions of the interconnection agreements that were negotiated and arbitrated under the cost­

based standards of §§ 251 and 252 of the Act; and (ii) state commissions would remain free to 

continue to require such compensation in arbitrating new interconnection agreements pursuant to 

§ 252. 

In Bell Atlantic. the D.C. Circuit vacated this order and remanded for further 

consideration. The Court did not question - and effectively endorsed - the Commission's 

determination that ISP-bound traffic, because it is jurisdictionally interstate under the applicable 

"end-to-end" analysis, overwhelmingly results in communications between the calling party and 

websites located in different states. However, the Court noted that this established only that "a 

call is in the interstate jurisdiction" and therefore cannot be subjected to state commission 

regulation under state law. As the Court stated. it by no means followed that Internet-bound calls 

are not also subject to § 251(b)(5)'s federal standards for payment of cost-based inter-carrier 

compensation. The Court held that the Commission had not explained why "it made sense in 

terms of the statute or the Co:mmission's own regulations" to exclude ISP-bound calls from 

federal reciprocal compensation merely because they are jurisdictionally interstate. 
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In this regard. the Coun noted that the Commission has always acknll\\kdgcd that 

calls to information services providers are jurisdictionally interstate, but recognized tluH sllch 

calls are unlike ordinary long distance calls. The Commission has thus treated these calls as 

"local" for purposes of determining the appropriate compensation for the local exchange carriers 

that carry the calls to the networks of information service providers. 

In these comments, AT&T urges the Commission to adopt precisely this approach 

here. Although there is no doubt that this traffic is interstate in character and cannot be regulated 

under state law, this jurisdictional issue does not resolve the central issue in this proceeding: the 

inter-carrier compensation obligations for ISP-bound traffic. Cost-based reciprocal 

compensation for the delivery of ISP-bound traffic on a uniform basis with "local" voice and 

data traffic is compelled by the terms and purposes of § 2S1(b)(S) of the Act and is further 

consistent with the Commission's prior decisions that the same traffic is not subject to exchange 

accesS charges. Alternatively, even if the Commission were to conclude that the traffic is outside 

§ 2S1(b)(S). the Commission should adopt a federal rule requiring compensation for the delivery 

of ISP-bound traffic at the same cost-based rates that state commissions (or the parties through 

negotiation) determine should be applied to other voice and data traffic. LECs use the same 

facilities in the same manner and incur the same costs in delivering ISP-bound calls and 

concededly "local" calls, and there simply is no non-arbitrary basis for treating ISP-bound traffic 

differently than traffic that is the same in all relevant respects. 

These comments are divided into three parts. Part I will explain that calls to ISPs 

are integral to continuous interstate communications and are thus within the Commission's 

jurisdiction over interstate communications. Part II demonstrates (i) that the tenns of the Act 

mandate reciprocal compensation for these calls. (ii) that the reason for excluding ordinary long 
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di,,[ance: calls from the: reach of ~ 15l(b)(5) are inapplic:.lble to ISP-bound traffic, and (iii) that it 

would be consistent with the Commission's prior practice to treat ISP-bound traffic as interstate 

for jurisdictional purposes, hut "local" for purposes of inter-carrier compensation. FinaUy, 

Part III demonstrates that even if § 251 (b)(5) were deemed inapplicable, the Commission can 

and should both adopt federal standards mandating the payment of compensation at cost-based 

rates, and, to avoid needless federal proceedings, require that carriers pay each other for ISP-

bound traffic at the same cost-based rates established through negotiation or arbitration under 

§§ 251 and 252 for other voice and data traffic. 

I. 	 ISP~BOUND CALLS ARE JURISDICTIONALLY INTERSTATE AND 
THEREFORE CANNOT BE REGULATED UNDER STATE LAW. 

'. The Public Notice (p. 3) requests comment "on the jurisdictional nature of ISP-

bound traffic." This issue, strictly speaking, is not one that was "identified by the court in its 

decision." But there is no question that the ISP services, and LECs' carriage of ISP-bound 

traffic, are within the Commission's jurisdiction over interstate communications by wire or radio. 

In Bell Atlantic, the Court accepted the Commission's determination that ISP-

bound calls are jurisdictionally interstate services. Specifically. as the Commission had found, 

calls to ISPs typically result in direct, nearly instantaneous communications between the calling 

party and one or more websites located in other states. Under the well-settled "end-to-end" 

analysis that governs the determination of the scope of the Commission's jurisdiction, the D.C. 

Circuit accepted that this single undisputed fact establishes that ISP services, and the LECs' 

carriage of ISP-bound calls, are "interstate communications by wire or radio" and are within the 

jurisdiction of the Commission. See Bell Atlantic, 206 F.3d at S, 7 ("[t]here is no dispute that the 

Commission has historically been justified in relying on [the end-to-end] method when 
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determining whelh~r a particular communication is juri~dictionLilly iI1£erstate" and thut the "encl­

to-end anulysis" is "sound" for '"jurisdictional purposes"). 

The sole basis for the D.C. Circuit's remand was its holding that the sound 

"arguments supporting use of the end-to-end analysis in the jurisdictional analysis [over ISP­

bound calls] are not obviously transferable to th[e different] context" of determining the 

application of § 2SI(b)(5). For that reason. the Court ruled that the exclusion of ISP-bound 

traffic from the statutory reciprocal compensation requirements therefore could be upheld (if at 

all) only if further explanation and analysis were provided on remand. Id. at 6. 

At the same time, in making the latter point, the successful petitioners and the 

D.C. Circuit noted a number of factual differences between ordinary interstate long distance 

services and the services that ISPs offer to their customers. Although these petitioners' factual 

claims may demonstrate that ISP-bound traffic should be regulated differently than other 

interstate traffic, they do not suggest or mean that the Commission's jurisdictional determination 

was incorrect. For example. petitioners asserted that ISPs are "no different" from '''pizza 

delivery firms. travel reservations agencies, credit card verification firms, or taxicab companies, 

. which use a variety of communications services to provide their goods or services to their 

customers .... Bell Atlantic. 206 F.3d at 7. But the D.C. Circuit emphasized here, too. that it was 

holding only that the "Commission has not satisfactorily explained why an ISP is not. for 

purposes of reciprocal compensation. 'simply a communications-intensive business end user 

selling a product to· other consumer and business end users ... • Id. (emphasis added). The 

Commission's jurisdiction was not questioned. and ISPs and pizza delivery firms (the latter of 

which are the end-points of the wire communications) are very different for jurisdictional 

purposes. 
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In all events, there is no question that ISP services, and the LECs' carriage or ISP­

bound traffic, are within the Commission's jurisdiction over interstate communications by wire 

or radio. The facts that establish this jurisdiction are very straightforward, and were a basis for 

the Commission's recent detennination that DSL services are "exchange access" when they 

originate communications to out-of-state web sites. 

ISPs lease, or sometimes own, interexchange facilities that connect their local 

servers and nodes to their own centralized computers (where their proprietary content may be 

stored) and to the Internet backbone facilities that, directly or indirectly, provide connections to 

all the websites on the public Internet. In addition to the use of DSL, cable, or other dedicated 

connections to an ISP, customers can access the ISPs' networks of interexchange facilities by 

dialing the local telephone number of the !SP's local node or servers. That local call, strictly 

speaking. is routed to the central office of the LEC that serves the ISP, where the call is switched 

onto a private line that leads to the ISP's local server (which generally consists of a modem bank 

and router). Regardless of where this local server is located, the !SP's local server is a packet 

switch that routes communications from the calling party to one or more centrally-located 

computers on the ISP' s network or to one or more websites on the public Internet. The Court 

noted that in a "single session" with an !SP, "an end user customer may communicate with 

multiple destination points, either sequentially or simultaneously," and the Court accepted the 

Commission's prior finding that "'a substantial portion of Internet traffic involves accessing 

interstate or foreign websites .... Bell Atlantic, 206 F.3d at 5. 

Notably, during each session, the local exchange carrier facilities establish an 

open circuit between the end user customer and the ISP. Information travels over these local 

facilities as part of the communications between the end user and each of interstate or foreign 
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\\'t'bsites that the end llser contacts. The local exchange facilities are thus essential links in a 

series of sequential or simultaneous interstate. end-to-end communications, each of which occurs 

between the end users and interstate destinations. While the end user is obtaining an information 

service, the local exch~nge carriers are providing pure transmission for an interstate 

communication. 

In these circumstances, there is no question that the ISPs' services, and the LEes' 

carriage of ISP-bound traffic, are jurisdictionally interstate services. The Act gives the FCC 

jurisdiction over "interstate or foreign communication by wire or radio" (47 U.S.C. § 201(a», 

and "wire communications" is defined as "transmission of writing, signs, signals, pictures, and 

sounds of all kinds by aid of wire, cable, or other like connection between points of origin and 

reception of such transmission, including the instrumentalities, facilities, apparatus, and services 

(among other things, the receipt, forwarding and delivery of communications) incidental to such 

transmission." 47 U.S.C. § 153(52) (emphasis added). Under the plain terms of this definition, 

the existence of an ISP server or other intermediate points of switching and exchange - i.e., "the 

receipt, forwarding, and delivery of communications incidental to such transmission" - does not 

serve to divide the call into separate communications. The courts and the Commission have thus 

uniformly held that in determining whether a call is intrastate or interstate in nature, one must 

examine the endpoints of the communication and ignore any intermediate points of switching or 

exchanges. See, e.g., New York Tel. Co. v. FCC, 631 F.2d 1059, 1066 (2d Cir. 1980); United 

States v. AT&T, 57 F. Supp. 451,453-55 (S.D.N.Y. 1944), afjd, 325 U.S. 837 (1945). 

The Commission and the federal courts of appeals have similarly long held that 

the provision of enhanced or information services across state lines constitutes interstate 

communication by wire or radio and is within the FCC's jurisdiction. See, e.g., Amendment of 
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Sectioll 64.702 of the COlllmission's Rules alld Reglliatiolls, 77 F.C.C.2d 384 (1980) ("Compmer 

Ir), aff'd, Computer and Communications Industry Ass 'Il V. FCC, 693 F.2d 198 (D.C. Cir. 

·1982), cert. denied, 461 U.S. 938 (1983). Because ISPs are providers of enhanced or 

information services, the services of ISPs are unquestionably jurisdictionally interstate services. 

See, e.g., MTS and WATS Market Structure, 97 FCC Red. 682, 711, 715 (1983), aff'd, NARUC v. 

FCC, 737 F.2d 1095, 1136-37 (D.C. Cir. 1984); Petition for Emergency Reliefand Declaratory 

Ruling Filed by the BellSouth Corp., 7 FCC Rcd. 1619. 1620-21 (1992) ("BellSouth 

MemoryCalr'); GTE ADSL Tariff Order, 13 FCC Rcd. 22466, 22474-79 (1998). As with 

traditional telecommunications traffic, the fact that there may be intermediate points of switching 

or exchange is irrelevant to the analysis. BeliSouth MemoryCall, 7 FCC Rcd. at 1621. For 

example, in analyzing the jurisdictional status of a voicemail service that could be accessed from 

out of state. the Commission held that "the language of the Act also contradicts the narrow 

reading of our jurisdiction urged by the states that would artificially tenninate our jurisdiction at 

the local switch and ignore the 'forwarding and delivery of [the] communications' to the 

'instrumentalities, facilities, apparatus and services' that comprise BeIlSouth's voice mail 

service." ld. As the Commission explained, ''the communications from the out-of-state caller to 

the local telephone number and switch, its forwarding to the voice mail service by the local 

switch, and its receipt and interaction with BellSouth's voice mail service, fall within the explicit 

subject matter jurisdiction of this Commission." ld. 

Similarly, because the originating LEC is providing exchange access for the 

interstate telecommunications components of these enhanced and information services, the 

LECs' carriage of ISP-bound traffic, too, is an interstate service. See, e.g., New York Tel. Co. v. 

FCC, 631 F.2d 1059, 1066 (2d Cir. 1980); NARUCv. FCC, 746 F.2d 1492, 1498 (D.C. Cir. 
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1984). In this regard, LEXIS and WestJaw are information services that use a similar 

urchitecture. Euch has established local nodes that can be accessed by dialing 7 digit or 800 

numbers, and once the end user reaches the local node, it can sequentially search databases that 

are stored in one or more regional or centrally-located computers that are located in other states. 

The services that LEXIS and Westlaw offer are provisioned much like Internet access (cJ. Bell 

Atlantic, 206 F.3d at 6), these services, and the LECs' carriage of traffic to and from them, are 

interstate communications by wire or radio that are within the Commission's core interstate 

jurisdiction. 

These same points are also established by the Commission's decision in 

Teleconnect Co. v. Bell Telephone Co., 10 FCC Red. 1626 (1995), aff'd 116 F.3d 593 (D.C. Cir. 

1997). Teleconnect held that intrastate calls placed to an interexchange carrier's calling card 

platform (using an 800 number) are jurisdictionally interstate because the caller can and typically 

does place interstate calls from the platform. Contrary to the suggestion in the D.C. Circuit's 

opinion (206 F.3d at 6). the service in Teleconnect no more "involved a single continuous 

communication" than do the ISP services at issue here. Once an end user reaches an 

interexchange carrier's calling card platform, he or she is free to make a series of calls to a 

number of recipients, just as an end user is free to obtain connections to multiple web sites after it 

reaches an !SP's local server. Thus, while Teleconnect did not involve information services and 

reciprocal compensation, its jurisdictional holding is controlling, and there is no qnestion that the 

Commission's prior determination of jurisdiction is correct. 

II. 	 ISP-BOUND TRAFFIC IS SUBJECT TO RECIPROCAL COMPENSATION 
UNDER BOTH THE TERMS OF THE ACT AND THE COMMISSION'S 
REGULATION. 

As the D.C. Circuit squarely held, the fact that ISP-bound calls are jurisdictionally 

interstate does not address or resolve the question whether cost-based reciprocal compensation 
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obligations apply to these culls. Rather. a determination that the calls are within the interstute 

jurisdiction establishes only that ISP-bolllld traffic is to be regulated under federal standards and 

not state law. A finding of federal jurisdiction in no way establishes that this traffic can 

rationally be excluded from the federal reciprocal compensation requirements of § 251 (b)(5) or 

subjected (as incumbent LEes urge) to the same system of inter-carrier compensation that 

governs LECs' carriage of ordinary long distance calls. 

As the D.C. Circuit suggested, that result does not "make sense in terms of the 

statute or the Commission's regulations." Bell Atlantic. 206 F.3d at 3. Section 2S1(b)(5), by its 

terms, requires reciprocal compensation for the transport and termination of all 

"telecommunications," and ISP-bound traffic is assuredly telecommunications. To be sure, the 

FCC's current regulations J?urport to establish an exception to the statute's plain terms and to 

limit.reciprocal compensation to the termination of "local" calls. However, the stated reason for 

this exception was to preserve the existing system of "access charges" in which interexchange 

carriers compensate the originating and terminating LECs for their services at rates that 

purportedly contribute to the maintenance of universal service. But despite the similarity in the 

ISP's use of local networks, ISP-bound traffic has never been subject to the system of access 

charges. Rather, although treated as "interstate" for jurisdictional purposes, ISP-bound traffic 

has always been treated as "local" for purposes ofpayment ofcompensation to LEes. Thus, the 

terms of the Act, the reasons for the Commission's·ex.isting regulation, and the uniform prior 

decisions of the Commission alike all mandate that § 2S1(b)(S) reciprocal compensation 

obligations apply to ISP.;.bound traffic. 
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A. 	 The Statutory Terms Mandate Reciprocal Compensation For ISP­
Bound Calls. 

Section 251 (b)(5) imposes on all LECs the "duty to establish reciprocal 

compensation arrangements for the transport and termination of telecommunications." 

"Telecommunications" is a defined term in the Act (47 U.S.C. § 153(43), and it is undisputed 

that both DSL and dial-up ISP-bound traffic are "telecommunications." Under the terms of the 

statute, cost-based reciprocal compensation is therefore mandatory, regardless of whether ISP-

bound traffic is classified as "local," "interexchange service," "exchange service," "exchange 

access services," "information access," or some other kind of traffic. Indeed, because the terms 

"exchange" and "exchange access" appear in other provisions of §§ 251(b) and (c) -- and because 

the other of the foregoing terms appear elsewhere in the 1996 Act -- it could scarcely be clearer 

that Congress' use of the term "telecommunications" in § 251 (b)( 5) was deliberate. Had 

Congress intended to limit reciprocal compensation to "local" calls or to "exchange services," 

Congress could and would have said so. 

In its 1996 Local Competition Order, the Conunission adopted a regulation that 

exempted all but "local" traffic from the reciprocal compensation obligation. The stated reasons 

for the rule were to preserve the existing system in which interexchange carriers paid LECs 

access charges for originating and for terminating long distance calls. In rejecting claims that 

Section 251(b)(5) entitled IXCs to receive reciprocal compensation for long-distance traffic, the 

Conunission found that "[t]he Act preserves the legal distinctions between charges for transport 

and termination of local traffic and interstate and intrastate charges for tenninating long-distance 

traffic." Local Competition Order 1: 1033. It further concluded that access charges "were 

developed to address the situation in which three carriers -- typically the originating LEC, the 

IXC, and the terminating LEC ,... collaborate to complete a long-distance call," whereas 
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reciprocal compensation was inrended for the situation where two carriers collaborate to 

complete a local call. Local Competition Order (l[ 1034. In support of this interpretation, the 

Commission also expressed the concern that the Act's cost-based standards for transport and 

termination (§ 252(d)(2)(A)(i» would undermine the support that access charges provide for 

universal service. ld. But the Act separately addresses that issue. As the Commission noted. 

§ 251 (g) required LECs to continue to provide access for interexchange services pursuant to 

rules that applied at the time of the enactment of the 1996 Act - until such time as superceding 

regulations are adopted. Local Competition Order <j{ 1034.2 Thus, applying § 251(b)(5) as 

written would not threaten legacy access charge regulation. 

The Commission's "local" limitation violates the unambiguous terms of § 251(b) 

and should therefore be vacated. See AT&.T v. FCC, 978 F.2d 727 (D.C. Cir. 1992). Further, the 

regu~tion is premised on a distinction between local and long distance carriers that is rapidly 

being eliminated. As the Commission itself noted in the Local Competition Order (11033), the 

transport and termination of both local and long-distance traffic "involves the same network 

functions" and the rates for such services "[u]ltimately ... should converge." Although § 251(g) 

permits the Commission to implement a transition from traditional access charges to the cost-

based compensation required by § 251(b)(5) - and the Commission is effectuating an orderly 

transition in that direction, most recently in its order adopting the CALLS Plan - modifying its 

2 As the Commission recently held in its Order on Remand in the Advanced Services Docket, 
§ 251(g) is merely a transitional provision that incorporates pre-Act terms by necessity, but 
which does not indicate a Congressional intent to preserve forever the pre-Act access charge 
mechanisms. Order on Remand, In the Matter of Deployment of Wireline Services Offering 
Advanced Telecommunications Capability, CC Docket Nos. 98-147,98-11,98-26,98-32,98-78, 
98-91, FCC 99-413, 15 FCC Rcd. 385 (1999),137. In other words, § 251(g) reflects Congress' 
understanding that a flash-cut to a reciprocal compensation regime for access charges on the date 
of enactment would have been too disruptive to the industry. Section 251 (g) thus permits the 
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reciprocal compensation rules to encompass ISP-bound traffic will in no way undermine that 

transition, inasmuch as ISPs have never paid traditional access charges. 

B. 	 ISP.Bound Traffic Has Been Treated As Local Under The Local 
Competitioll Order And The Commission's Uniform Prior Decisions. 

ISP-bound traffic has, in any event, always been treated as "local" for analogous 

purposes under the Commission's prior decisions and the terms of the Local Competition Order. 

The simple reality is that, even if valid, the reasons that led the Commission to exclude 

traditional interexchange traffic from the scope of § 251(b)(5) do not apply in the context of ISP-

bound traffic. The Commission has never required information service providers to pay access 

charges; they have always been exempted from paying such charges. In short, notwithstanding 

the fact that ISP-bound traffic is jurisdictionally interstate, for regulatory purposes the 

Commission has always treated that traffic as local, and the Commission has yet to offer a 

justification for not similarly treating that traffic as local for purposes of reciprocal 

compensation. See Declaratory Ruling 1: 5 ("the Commission continues to discharge its 

interstate regulatory obligations by treating ISP-bound traffic as though it were local"); 

Southwestern Bell Tel. Co. v. FCC, 153 F.3d 523,541-44 (8th Cir. 1998) (upholding retention of 

ESP exemption). 

Indeed, by the Commission's own admission, the FCC has never prescribed a 

federal rule for compensation of ISP-bound traffic. Declaratory Ruling TI 1,9. Therefore, even 

if § 251 (g) can be read as a provision temporarily grandfathering traditional access charges, there 

is no pre-existing rule of compensation for ISP-bound traffic that falls within that grandfathering 

clause, and thus § 251(b)(5) should apply with full force to ISP-bound traffic. 

Commission to effectuate a transition from the current access charge regime to the reciprocal 
compensation regime mandated by § 251(b)(5) for all "telecommunications." 
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Largely because of the ESP exemption, ISP-bound traffic has the characteristics 

that the Commission found in the Local Competition Order make reciprocal compensation 

arrangements feasible, as opp'osed to traditional interexchange access. For example, reciprocal 

compensation in the ISP-traffic context typically involves two LECs handing off traffic within a 

single exchange. Similar to the situation involving concededly "local" calls, as the Commission 

characterized it, the end-user "pays charges to the originating carrier, and the originating carrier 

must compensate the terminating carrier for completing the call." Local Competition Order 

I)[ 1034. It is also highly relevant that ISPs obtain service out of the same intrastate business 

tariffs used by other local businesses and that incumbent LECs rate calls to ISPs as local calls. 

See Declaratory Ruling i 5; Southwestern Bell, 153 F.3d at 542. Moreover, "incumbent LEC 

expenses and revenue associated with ISP-bound traffic traditionally have been characterized as 

intrastate for separations purposes." Declaratory Ruling i 5. And, the terms of § 251(d)(2)(A)(i) 

fit easily in the context of ISP traffic. In contrast to interexchange traffic, cost-based reciprocal 

compensation arrangements are appropriate between LECs and CLECs for the "recovery by each 

carrier of costs associC\ted with transport and termination on each carrier's network facilities of 

calls that originate on the network facilities of the other carrier." § 252(d)(2)(A)(i); see Local 

Competition Order 'I 1034. 

Because the ESP exemption results in the treatment of ISP-bound traffic as local, 

the vast majority of state commissions - both before and after the Declaratory Ruling - have 

ruled that LECs owe cost-based reciprocal compensation for such traffic, just as they do for other 

local calls. Indeed, in the year since the Declaratory Ruling. at least thirteen states have ordered 

reciprocal compensation for such traffic, consistent with the Commission's rules establishing that 
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ISP-bound traffic is to be regulated as if it were a local call rather than as traditional interstate 

,
access,' 

Treatment of ISP-bound traffic as local for purposes of tariffing. ratesetting and 

separations but not for purposes of reciprocal compensation would introduce an arbitrary and 

potentially crippling anomaly into the Commission's current ESP exemption regime. As most 

states have held, treatment of such traffic as local necessitates compensation arrangements when 

two LECs collaborate to complete the call, just as is true for other local calls; any contrary ruling 

would undennine the ESP exemption and the underlying policy of "foster[ing] and preserv[ing] 

the dynamic market for Internet-related services." Declaratory Ruling 1: 6. The Commission 

" should therefore recognize that ISP-bound traffic is local for purposes of § 251(b)(5)'s cost-

based reciprocal compensation obligations. 

ill. IF THE COMl\.fiSSION DETERMINES THAT ISP-BOUND TRAFFIC IS 
BEYOND THE SCOPE OF § 251(B)(5), IT SHOULD ADOPT A NEW NATIONAL 
RULE THAT REQUIRES RECIPROCAL COMPENSATION FOR THAT 
TRAFFIC AT THE SAME COST-BASED RATES THAT CARRIERS AND 
STATE COl\1MlSSIONS ESTABLISH FOR ''LOCAL'' VOICE AND DATA 
TRAFFIC. 

If the Commission nonetheless concludes that § 251(b)(5) does not apply to ISP-

bound traffic, it should immediately adopt a new federal rule, pursuant to its § 2011202 authority. 

that mandates reciprocal compensation for ISP-bound traffic at the same cost-based rates 

established by state commissions for the voice and data traffic that is concededly subject to 

3 See, e.g .• Arbitration Award. Proceeding to Examine Reciprocal Compensation Pursuant to 
Section 252 of the Federal Telecommunications Act of 1996, Docket No. 21982 (Pub. Uti!. 
Comm'n of Texas) (July 2000); Order Directing Reciprocal Compensation Rate. Proceeding on 
Motion of the Commission to Examine Reciprocal Compensation: Filing of Cablevision 
Lightpath, Inc., to Rebut the Presumption That a Substantial Portion of Terminated Traffic is 
Subject to Compensation at End-Office Rate. Case 99-C-0529 (N.Y. Pub. Servo Comm.) 
(December 9, 1999). The other eleven states are Alabama, California, Florida, Georgia, Dlinois, 
Kentucky, North Carolina. Nevada, Oregon, Pennsylvania, and Tennessee. 
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~ 251(b)(5). As AT&T and others have previously shovlin, and as no commenter has refLlt~d. the 

- relevant costs of delivering ISP-bound traffic are the same as the costs for delivering any other 

local traffic. 

A. 	 There Is No Economically Rational Or Lawful Basis For Distinguishing 
Between Local Voice And Data Traffic And ISP-Bound Traffic In 
Determining Reciprocal Compensation Obligations. 

As the record in the Declaratory Ruling proceeding demonstrated, a LEC incurs 

real and significant costs in delivering traffic to an ISP, and there accordingly must be some 

mechanism that compensates the carrier delivering such traffic when traffic exchanged between 

the originating and delivering carrier is not roughly in balance. It is thus beyond reasonable 

debate that inter-carrier compensation should extend to ISP-bound traffic, and, absent 

demonstrated and categorical delivery cost differences between ISP-bound and local traffic, that 

carriers should apply the same pro-competitive compensation arrangements to both types of 

traffic - as carriers have, in fact, done for years under both negotiated and arbitrated 

arrangements and with the blessing of state commissions and the courts. 

No such cost differences have been demonstrated, and there is simply no 

economic justification for subjecting voice and data traffic to different compensation rules. 

Consistent with its conclusions in the Local Competition Order, the Commission should require 

that inter-carrier compensation rates for ISP-bound traffic be based on the "cost" that "LECs 

incur ... when delivering traffic to an ISP that originates on another LEC's network." NPRM 

1: 29. Indeed, only a methodology that focuses on the costs of delivery will produce the 

"efficient" rates that the Commission has set as a goal. NPRM, 29 (concluding that "efficient 

rates" must "reflect accurately how costs are incurred for delivering ISP-bound traffic"). 

Incumbent LECs still have never shown, and cannot show, that the costs of transporting and 
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terminating datu traffic differ categorically from Lhe costs ot' Lransporting ~tnd lermin~tling 

ordinary voice traffic, See AT&T Reply Comments at 5, 

Carriers, including CLECs, utilize the same equipment and facilities to terminate 

ISP-bound traffic as they do for conventional voice traffic bound for other business users with 

large volumes of inbound traffic. See Declaration of Lee Selwyn and Patricia Kravtin 

("SelwyniKravtin") 91.91. 22-27; and see id. 91. 24 ("routing a call from an originating end-user to an 

ISP's incoming modem line is technically identical to routing a call from the same end-user to 

any local telephone number served by the incumbent or other LEC") (attached hereto). The 

Commission itself correctly recognized that such calls are carried "( 1) by the originating LEC 

from the end user to the point of interconnection (POI) with the LEC serving the ISP; [and] (2) 

by the LEC serving the ISP from the LEC-LEC POI to the ISP's local server" over the CLEC's 

transport, switching. and termination equipment and facilities. NPRM 1: 7. Voice traffic 

delivered to large business end users such as credit card-issuing banks, travel agents, and PBX 

users are typically terminated in precisely the same way, and utilizing precisely the same types of 

equipment.4 Because the costs associated with terminating ISP-bound traffic are therefore 

substantially identical to the costs associated with terminating other voice and data traffic to such 

customers, the incumbent LECs' arguments for different compensation rates are baseless and 

should be rejected. See SelwynlKravtin Tl24-27 (showing that the same sequence of events 

occurs in the network whether the call is a voice call, data call, or call to an ISP). 

Moreover, as AT&T and others showed in response to last year's NPRM, any 

compensation scheme that required carriers separately to identify, measure, and bill for ISP­

4 Cf Local Competition Order 1: 1033 ("We recognize that transport and termination of traffic, 
whether it originates locally or from a distant exchange, involves the same network functions" 
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bound traffic would be unjustifi ..lbly costly and time-consuming. Neither the incumbent LECs' 

nor the CLECs' switches or other equipment have been designed to distinguish between circuit­

switched "data" traffic and circuit-switched "voice" traffic. From the perspective of a carrier's 

equipment. data and voice traffic handled by conventional circuit-switched networks are 

indistinguishable. Moreover, neither !LECs nor CLECs generally impose usage restrictions on 

their customers that would enable them to assure that certain numbers are used only for certain 

types of traffic. For these reasons, requiring carriers to settle ISP-bound traffic at different rates 

than voice traffic would impose needless and substantial development and deployment costs on 

terminating carriers. 

The incumbent LECs' more recent claims that CLECs' costs of terminating ISP­

bound traffic are lower because of the supposed longer duration of such calls relative to the 

average voice call are also meritless. See Taylor. Ross, BaneIjee (NERA), "An Economic and 

Policy Analysis of Efficient Intercarrier Compensation Mechanisms for ISP-Bound Traffic," 

November 12, 1999 ("NERA Report"). Specifically, the NERA Report ignores the fact that 

CLEC networks typically consist of relatively more transport and relatively less switching than is 

true of ILEC networks. See SelwynIKravtin TI 38-42. Thus, while the cost of call setup may be 

higher than the incremental per-minute cost of the call in an ILEC network (and there is evidence 

that this is so), the reverse is typically true in the CLEC network. As a result, the incumbent 

LECs cannot show that call duration would significantly affect the total per-minute cost of 

delivering a call in the typical CLEC network. See id. TI 28-35. 

Similarly, the incumbent LECs have failed to prove their contention that CLEC 

costs are lower because of traffic load characteristics, because they again ignore important 

and that therefore "the rates that local carriers impose for the transport and termination of local 
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network differences. The incumbent LECs assert (withoLlt support) that less of the overall 

volume of ISP traffic occurs during the incumbents' truditional busy hour (when the incremental 

cost of call is higher), and from that premise hypothesize that CLECs would experience lower 

busy-hour demand and thus lower costs for serving the same volume of traffic under a more 

sharply-peaking traffic load profile. As Selwyn and Kravtin show, however, the opposite is in 

fact true. For the CLECs, whose traffic may consist of a higher proportion of ISP-bound traffic, 

the ISP-bound call will have a higher likelihood of being carried at peak times and will carry a 

higher incremental cost per minute on average than voice traffic carried on the ILECs' network. 

SelwynlKravtin 1f'l32-35.s Moreover, as Selwyn and Kravtin show, because of differences in the 

'. architecture and scale economies of incumbent LEC and CLEC networks, CLECs may actually 

have higher terminating costs on average than ILECs. SelwynlKravtin" 38-41. 

Even more baseless are the incumbents' claims that a different compensation 

scheme is justified based on their own allegedly higher costs of originating ISP-bound traffic. 

traffic and for the transport and termination of long distance traffic should converge"). 

s As AT&T also showed, the incumbents' earlier attempts to demonstrate that carriers incur 
different costs delivering ISP and voice traffic are also baseless because they depend on the 
assumption that CLECs are providing exclusively or predominantly terminating service to ISP 
customers, rather than a mix of voice and data traffic. See, e.g., Affidavit of Lawrence J. Chu at 
Tl4-5 Complaint of WorldCom Technologies, Inc. against New England Tel. & Tel. Co., No. 97­
116-B (Mass. Dep't. of Telecomm. & Energy, Mar. 29, 1999) {stating only that "CLECs that 
terminate virtually all traffic as ISP-bound calls ... do not require the normal complement of 
line and trunk modules that are used in LEC or CLEC networks to provide dial tone and ringing 
to end users that make and receive calls" (emphasis added), and that broad-based CLECs 
"typically . . . equip their switches with the same end user software that is resident in ILEC 
switches"). Even if the incumbents could substantiate their assertion of cost differences with 
respect to niche entrants who have focused their marketing efforts exclusively on ISPs, it would 
plainly be improper for the Commission to base its general rule on the exceptional case. As the 
Commission held in the Declaratory Ruling, "the state commissions are capable of assessing 
whether and to what extent these and other anomalous practices are inconsistent with the 
statutory scheme (e.g., definition of a carrier) and thereby outside the scope of any determination 
regarding inter-canier compensation." Declaratory Ruling' 24 & n.78. 
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See, ('~g,. U S WEST's Opening Comments at 17, /llI'esligaliol1 (~l /nremel Sen'e Prol'iders 

TrafJic, No. C-19601IPl-25 (Neb. PSC, Mar. 15, 1999) (suggesting that the flat rates ILECs 

typically charge end users are inadequate because the ISP-bound calls originated by the 

incumbents' end users allegedly have higher than average holding times). Such concerns are 

simply irrelevant. The only relevant factor in determining rates that adequately compensate a 

carrier for the use of its facilities in transporting and terminating traffic is the cost that the 

terminating carrier incurs in delivering the ISP-bound traffic. SelwyniKravtin 'I 17 (whether 

incumbents are being adequately compensated for origination of !SP-bound calls "is plainly not 

relevant to the question of whether CLECs are being overcompensated for the termination of 

such traffic"). If a LEC believes that its retail rates are improperly structured to reflect its costs 

of originating calls, the LEC should seek permission to modify those rates. 6 

Similarly, the Commission's observation that "efficient rates for inter-carrier 

compensation for !SP-bound traffic are not likely to be based entirely on minute-or-use pricing 

structures," and that "flat-rated pricing based on capacity may be more cost-based" for at least 

some components of service also provides no reason to allow disparate treatment of ISP-bound 

traffic. In the Local Competition Order, the Commission recognized that "economic efficiency 

may generally be maximized when non-traffic sensitive services, such as the use of dedicated 

facilities for the transport of traffic, are priced on a flat-rated basis." Local Competition Order 

C[ 1063. Consistent with those findings, the Commission's existing reciprocal compensation 

pricing rules generally require that the rate structures adopted by the state commissions reflect 

6 See SelwynlKravtin , 18. Although the incumbents repeatedly complain that their end user 
rates are set too low to recover costs for customers with above-average internet usage, the !LECs 
simply ignore that where states have established uniform flat rates for local exchange service, 
those rates are necessarily based on the costs of serving a customer with average cost 
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[he manner in \vhich costs are incurred. See 47 C.F.R. *51.709. These rules <.Ire sufficiently 

flexible to allow state commissions to require alternative pricing structures if they detel111ine that 

such structures are appropriate, but there is no basis for singling out ISP-bound traffic for special 

treatment. 

In short, as AT&T amply demonstrated and as no commenter has refuted, there is 

no rational economic basis for subjecting voice and data traffic to different compensation 

regimes. The Commission should order that ISP-bound traffic be settled on the same basis as 

other voice and data traffic. 

B. The Commission Should Adopt A Simple National Rule That Requires 
Compensation For ISP-Bound Traffic At The Same Cost-Based Rates That 

'. States Establish For "Local" Voice And Data Traffic. 

The Commission's existing reciprocal compensation rules authorize state 

conunissions to "impose bill-and-keep arrangements" if the amount of traffic flowing in one 

direction "is roughly balanced" with the amount of traffic flowing in the opposite direction, "and 

is expected to remain so." 47 C.F.R. §§ 51.705(a), 51.713(b). Where traffic is not "roughly 

balanced," the Commission's rules require states to establish rates on the basis of "the forward-

looking economic costs" of delivering the traffic. See 47 C.F.R. § 51.705(a)(1).. Because 

"[s]ymmetrical compensation rates are [] administratively easier to derive and manage than 

asymmetrical rates based on the costs of each of the respective carriers," the Commission's rules 

require "reciprocal compensation" to "be based on the incumbent local exchange carrier's cost 

studies," unless the competitive local exchange carrier demonstrates that its costs of termination 

justify imposing higher rates than those charged by the incumbent. See Local Competition 

Order §§ 1088-89 (emphasis added); 47 C.F.R. § 51.711(b) (state commission may establish 

characteristics. By definition, an average rate will undercompensate carriers for service to 
above-cost customers, and overcompensate carriers for lower-cost customers. 
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asymmetrical rates "only If' the el1lrant's costs are proven [0 he higher than [he incumhent's 

costs). Finally, the Commission's rules require that rate structures reflect "the manner [hat 

carriers incur those costs." . 47 C.F.R. § 51.709. Because there is no relevant functional 

difference between ISP-bound traffic and traffic that is concededly within the scope of 

§ 251(b)(5) and thus subject to these rules, the appropriate federal rule is to mandate these same 

compensation obligations for ISP-bound traffic. 

As AT&T explained last year (Reply Comments at 14), there is a simple and 

straightforward way to accomplish that result in the event the Commission detennines that ISP-

bound traffic is not already within the scope of § 251(b)(5). Specifically, the Commission 

" should adopt the following rule: 

The rates, tenns. and conditions for the transport and termination 
of ISP-bound traffic between any two carriers in a state shall be the 
rates, terms. and conditions established or approved by the state 
commission in such state (or the parties through negotiation) for 
the transport and termination of local traffic between the two 
carriers pursuant to Sections 251 and 252 of the Act. 

Such a rule would significantly reduce the transaction and litigation costs of entry, enhance the 

ability of carriers to adopt region-wide or national entry strategies, and facilitate entry by 

providing carriers and financial markets with greater outcome predictability. 

This rule would have the added benefit of avoiding wasteful federal proceedings 

that are duplicative of state commission § 252 proceedings, while at the same time imposing no 

additional obligations on the states (that ILECs would undoubtedly, as they did in the D.C. 

Circuit. argue are beyond the states' § 252 jurisdiction). Indeed, there would be no additional 

work for any regulator - enforcement proceedings at the Commission presumably would arise 

only in the extraordinary case in which an incumbent LEC refused to pay compensation despite 

an unambiguous Commission rule requiring payment. By contrast, if the Commission were to 
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conduct separate proceedings limited to lSP-hounel traffic, the carriers (,mel the Commission) 

would needlessly be forced to expand significant resources to pllrsue a parallel track of 

arbitrations and appeals for each state. A duplicative set of arbitrations could only increase the 

transaction and litigation costs of entry and the risk of inconsistent outcomes, and thus 

undermine the Commission's goal of introducing local competition as quickly as possible. 

Finally, the Commission should clarify that any rule changes adopted in this 

proceeding will have no retroactive effect on existing interconnection agreements and arbitrated 

decisions concerning reciprocal compensation arrangements. As the Commission has previously 

acknowledged, in the absence of a federal rule governing compensation for such traffic, the 

states "had no choice but to establish an inter-carrier compensation mechanism." Declaratory 

Ruling , 26. Moreover, the Commission expressly found that nothing in the Act, the 

Commission's rules, or in the 1999 Declaratory Order "precludes the state commissions from 

detennining ... that reciprocal compensation is an appropriate interim inter-carrier 

compensation rule pending completion of the rulemaking we initiate below." Id. 127. 

Consistent with these findings, and the findings of a majority of state commissions since the 

Declaratory Order, the Commission should unambiguously confirm the lawfulness of prior 

agreements and state decisions on reciprocal compensation. 
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CONCLl)SIO;\l 

For the foregoing reasons, the Commission should require cost-based reciprocal 

compensation for ISP-bound traffic on a uniform basis with other voice and data traffic. 

Mark C. Rosenblum 
Stephen C. Garavito 
Teresa Marrero 

AT&T CORP. 
295 North Maple A venue 
Basking Ridge, NJ 07920 
(908) 221-8100 

" 

July 21,2000 

Respectfully submitted, 

David W. Carpenter 
David L. Lawson 
James P. Young 

SIDLEY & AUSTIN 
1722 Eye Street 
Washington, D.C. 20006 
(202) 736-8677 

Counsel for AT&T Corp. 
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Florida PSC Docket No. 0OOO75-TP 


AT&T Response to Staff RFI 5-b (Attachment) 


Table 1 


Calculation of Potential Impact on Internet Users 

of Application of BellSouth's Switched Access Charges 


to ISP-bound calls: Using BellSouth FCC Tariff No.1 (Interstate Switched Access) 

Average monthly connect time of Internet user, hours 25 

Average duration of Internet calls, minutes 30
 

1 

Total minutes per month: 15001 
BeliSouth-Florida's Interstate SWAC: 
Source: BellSouth Tariff FCC No.1 

Local Switching LS2 (Feature Groups C and D): 
Per access minute $ 0.002244 

Common trunk port service, per trunk per access minute $ 0.000800 
Tandem switching, per access minute: $ 0.001177 
Interconnection charge, per access minute: (Tariff indicates a zero rate) $ ­
Tandem switched transport. per access minute: 

Facilities Termination (fixed charge) per access minute of use: $ 0.000176 
Per Mile per access minute of use: $ 0.000023 
Assumed transport mHeage 50 

Total monthly charges if SWAC applied to ISP-bound traffic terminated by CLEC: 
. LS2 and common trunk charges $ 4.57 
Interconnection charge $ ­
Tandem switching charges $ 1.77 
Tandem transport charges $ 1.99 

Total monthly charges: $ 8.32 
Note: This assumes that call is handed off to a CLEC for termination, so it includes (only) 
originating local switching, trunk port. transport and tandem switching elements • 

..... 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 


In re: Investigation into Appropriate ) 
Method to Compensate Carriers for Exchange ) Docket No. 000075-TP 
Traffic Subject to Sec. 251 of the ) 
Telecommunications Act ) 

) 

e.spire COMMUNICATIONS, INC.'S 

NOTICE OF SERVING ITS RESPONSES TO 


FPSC STAFF'S FIRST SET OF INTERROGATORIES AND 

FIRST REOUEST FOR PRODUCTION OF DOCUMENTS 


e.spire Communications, Inc. by and through its undersigned counsel, hereby files and serves 

Notice that it has served its responses to FPSC Staffs First Set ofInterrogatories and First Request 

for Production ofDocuments by hand delivery on Felicia Banks, Esq., Division ofLegal Services, 

Florida Public Service Commission, 2540 Shumard Oak Blvd., Tallahassee, FL, 32399-0850 on this 

27th day of February, 2001. 

Respectfully submi tted, 

( faz 
NORMAN N. HORTON, JR. 
FLOYD R. SELF 
Messer, CapareUo & Self, P.A. 
P. O. Box 1876 
Tallahassee, FL 32302~1876 
(850) 222·0720 

Attorneys for e.spire Communications, Inc. 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 


In re: Investigation into Appropriate ) 
Method to Compensate Carriers for Exchange ) Docket No. 000075· TP 
Traffic Subject to Sec. 251 of the ) 
Telecommunications Act ) 

) 

e.spire's RESPONSES TO FPSC STAFF'S 
FIRST SET OF INTERROGATORIES 

COMES NOW, e.spire Communications, Inc. (e. spire) and in response to FPSC Staffs First 

Set of Interrogatories (Nos. 1 - 12) states as follows: 

Responses provided by James Falvey,e.spire Communications, Inc., 131 National Business 

Parkway, Suite 100, Annapolis Junction, Maryland, 20701. 

1. Please refer to the direct testimony ofBellSouth witness David P. Scollard, page 5, 

beginning at line 13. Witness Scollard contends that ALECs should be required to provide 

BellSouth with ISP telephone numbers. 

(a) Does e.spire know which numbers it serves are ISP numbers? 

RESPONSE: No, e.spire does not know which numbers is serves are ISP numbers. 

(b) If the response to (a) is negative, how would e.spire obtain such information, if the 

Commission were to require it? 

RESPONSE: C':!'pire would have to conduct a survey of its customers in order to determine which 

numbers it serves are ISP numbers. Even if e.spire were to conduct a survey to 

obtain this information, e.spire customers may very well consider this information 

as confidential, proprietary, and part of the customer's business plan. Furthermore, 

due to the large number of customers to which e.spire provides service, it would 



place an undue burden on e.spire to conduct an internal survey of its customers to 

identify the ISP numbers. 

2. Please refer to the rebuttal testimony of BellSouth witness William Taylor, page 24, 

beginning at line 23, where he states ALECs build switches to service ISPs at a concentration ration 

of 1: 1. Do you agree or disagree with this statement? Please explain your answer. 

RESPONSE: In general, I agree with this statement. This concentration ratio can be the case with 

both ISP and non-ISP customers. 

3. Please refer to the rebuttal testimony of BellSouth witness William Taylor, page 51, 

beginning at line 9, where he states that ALECs possibly send a share ofthe reciprocal compensation 

revenues they receive to the ISPs. 

(a) Does e.spire share its reciprocal compensation revenues with ISPs? 

RESPONSE: No, e.spire does not share its reciprocal compensation revenues with ISPs. 

(b) Does e.spire charge a lower rate to an ISP for a service than it charges to other non-

ISP customers for comparable services? 

RESPONSE: No, e.spire does not charge a lower rate to ISPs for a service than it charges to other 

non-ISP customers for comparable services. e.spire provides ISPs with volume and 

term contracts on the same terms and conditions as other non-ISP customers. Indeed, 

e:spire believes that it would be discriminatory to make volume and term contracts 

available to one class ofcustomers or market segment that are similarly situated and 

not another for comparable local services. 

4. In the direct testimony of James C. Falvey, page 7, line 1, he states that "The 

equipment used is the same on both the originating and terminating sides, and the costs of 
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originating and terminating the calls are the same." Other witnesses contend that ALECs handle 

traffic using methods that are lower cost than methods used by ILECs. 

(a) Does e.spire use methods other than circuit switched technology to handle traffic. 

RESPONSE: 	 No, e.spire does not use methods other than circuit switched technology to handle 

dial-up local traffic. 

(b) Ifthe response to (a) is affirmative, what percentage of traffic is handled by methods 

other than circuit switched technology? 

RESPONSE: This question is not applicable. See e.spire's response to question 4 a. 

(c) Are such methods used specifically for Internet traffic, or is all traffic carried by such 

means:? 

RESPONSE: This question is not applicable. See e.spire's response to question 4 a. 

(d) How do the costs of such technologies compare to the cost ofcircuit switching? 

RESPONSE: This question is not applicable. See e.spire's response to question 4 a. 

5. In the direct testimony of James C. Falvey, page to, line 7, he contends that the 

elimination ofreciprocal compensation for ISP traffic "is likely to distort an increasingly competitive 

local exchange market." 

(a) How will the competitive local exchange market be distorted? 

RESPONSE: IT""ALECs are unable to recover the costs associated with delivering traffic to ISPs 

from the ILEC ofthe cost-causing end user, we will have to recover from non-cost­

causers. This creates distortions, including higher prices for other non-cost-causing 

local customers. 

(b) 	 Please give specific examples of such distortions. 
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RESPONSE: If the rates for reciprocal compensation are insufficient for ALECs to recover the 

costs of transporting and terminating local calls, ALECS will be incented to alter 

their business plans. For example, the incentive may be created for ALECs to 

capture the customer base such as telemarketing firms that would generate traffic 

from the ALECs to ILECs, thereby requiring ILECs to carry high volumes of local 

traffic at below cost. 

6. In the direct testimony of James e. Falvey, page II, line 11, he states that any 

compensation mechanism should be symmetrical. What cost evidence do you have that shows that 

the costs of !LECs and ALECs for termination of traffic are symmetrical? 

RESPONSE: I have not presented any cost evidence to show that the costs of ILECs and ALECs 

for the teITnination of traffic are symmetrical. The Federal Communications 

Commission's reciprocal compensation rules state that, except under certain 

circumstances, rates for transport and termination oflocal telecommunications traffic 

shall be symmetrical. See Section 51.711 of the Commission's rules, 47 C.F.R. 

51.711. My direct testimony is based on this provision of the rule. 

I recognize that Section 51. 711 (b) provides that a state commission may 

establish asymmetrical rates for transport and termination of local traffic, if the 

Cihier other than the incumbent LEC or the smaller of the two incumbent LECs 

proves to the state commission that its costs exceed the costs incurred by the 

incumbent LEC or the larger incumbent LEe. It is my understanding that no ALEC 

is claiming higher costs than the ILEC, which must be proven to obtain asymmetrical 

rates. 
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7. In the direct testimony ofJames c. Falvey, page 12, beginning at iine 1, he states that 

"To the degree that ISP-bound traffic includes non-circuit-switched technologies, such as voice-over­

IP, the costs incurred by competitive carriers for delivering traffic directed toward the Internet 

backbone are the same as those for traffic transported over circuit-switched technologies." What 

cost evidence do you have to support this statement? 

RESPONSE; Many voice-over-IP calls originate and terminate through dial-up, circuit switched 

networks. The fact that a dial-up local call is transferred into Internet protocal by an 

ISP does not affect the cost of the circuit-switched, dial-up portion of the call. 

8. In the direct testimony of James C. Falvey, page 13, beginning at line 17, he states 

that "the separation ofISP-bound traffic for reciprocal compensation payments is likely to lead to 

a reduction of compensation for this class of traffic. and therefore will result in the failure to 

encourage efficient communications networks." Ifmore efficient networks are lower cost networks, 

why would e.spire be disinclined to seek the most efficient network possible, regardless ofwhether 

it received reciprocal compensation payments? 

RESPONSE; Equal treatment of. ISP-bound and non-ISP-bound traffic creates operating 

efficiencies for both ILEC and ALECs. To the extent that a separate compensatien 

~eme for ISP-bound and non ISP-bound traffic is developed, the operating 

efficiencies and economic incentives that currently exist will be frustrated; an 

artificial distinction between each type oftraffic is being made, while the underlying 

costs ofcarrying each type of traffic are the same. 
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9. In the direct testimony ofJames c. Falvey, page 14, beginning at line 6, he states that 

"the Commission should establish a default compensation mechanism." 

(a) Should the Commission establish default rates in conjunction with such a 

mechanism? 

RESPONSE: Yes. As stated on page 15 ofmy direct testimony, "default" rates should be equal to 

the ILEC transport and tennination rates, as required by the Federal 

Communication's rules. 

(b) If the response to (a) is affirmative, how would the Commission account for 

differences in costs from carrier to carrier, in establishing those rates? 

RESPONSE: The Federal Communications Commission's rules preclude references to the costs 

ofany carrier other than the ILEC, when, as is the case in this proceeding, no ALEC 

claims to have higher costs than the ILEC. 

10. In the rebuttal testimony of James C. Falvey, page 19, beginning at line 9, he states 

that "the presumption under the FCC's rules is that competitive carriers are entitled to symmetrical 

compensation." Please provide the specific cite where the FCC has made this statement. 

RESPONSE: See answer to question 6. 

11. In the rebuttal testimony of James C. Falvey, page 22, beginning at line 9, he states 

that "a blended"sWitch rate can satisfactorily account for the differences in call durations if it takes 

into account all relevant data concerning the way calls are presently made." 

(a) In order to implement such a rate, does e.spire believe it is appropriate to establish 

a different rate for each carrier, based on the mix of traffic it handles, and the characteristics of that 

traffic? 
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RESPQNSE: No, as noted in my response to question 9(b), the Federal Communications 

Commission's rules preclude analysis of non-ILEC costs. 

(b) If the response to (a) is affirmative, how would e.spire develop such a rate? 

RESPONSE: NIA. 

(c) If the response to (a) is negative, how would e.spire suggest that the Commission 

ensure that each carrier receives sufficient cost recovery to cover its actual expenditures for 

termination of traffic? 

RESPONSE: The Commission could create a benchmark rate and permit carriers to obtain a higher 

rate in the event that the benchmark rate is insufficient to recover the carriers actual 

expenditures for termination of traffic. 

12. If the FCC issues an order that is permissive with regard to any mechanism it 

prescribes for ISP traffic compensation, that is, an order which allows states to determine how 

termination of ISP traffic should be compensated, what action do you believe this Commission 

should take? 

RESPONSE: Under current Federal Communications Commission's rules, drafted to avoid 

unnecessary, expensive, and duplicative cost analyses, the Commission is preclud.ed 

-Bern ALEC cost analysis on a carrier-by-carrier basis. 
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Respectfully submitted this 27th day of February, 200t. 

o 
Noiman H. Horton, Jr. 

Messer, Caparello & Self, P.A. 

215 S. Monroe Street, Suite 701 

P.O. Box 1876 
Tallahassee, FL 32302·1876 
(850) 222-0720 

Attorneys for e.spire Communications, Inc. 

-
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 


In re: Investigation into Appropriate ) 

Method to Compensate Carriers for Exchange ) Docket No. 000075-TP 

Traffic Subject to Sec. 251 of the ) 

Telecommunications Act ) 


----------------~-------) 
e.spire's RESPONSES TO FPSC STAFF'S 

FIRST REQUEST FQR PRODUCTION OF DOCUMENTS 

COMES NOW, e.spire Communications. Inc. (e.spire) and in response to FPSC Staff's 

First Request for Production of Documents (Nos. 1 ·3) states as follows: 

1. Please provide any and all documents in your possession or under your control 

referred to in your response to StaffInterrogatory 6. 

RESPONSE: e.spire has no documents in response to this request. 

2. Please provide any and all documents in .your pos'session or under your control 

referred to in your response to StaffInterrogatory 7. 

RESPONSE: e.spire has no documents in response to this request. 

3. Please provide a copy of any and all reports, other than those produced by the 

FCC. that are referred to in the testimony ofe.spire's witness Falvey, to the extent they have not 

been provided in the testimony or exhibits. 

RESPONSE: e.spire has no documents in response to this request. 
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Respectfully submitted this 27th day of February, 2001. 
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-
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. Statememt of Qualifications 

DR. LEE L. SELWYN 

Dr. Lee L. Selwyn has been actively involved in the telecommunications field 
for more than twenty-five years, and is an internationally recognized authority on 
telecommunications regulation, economics and public policy. Dr. Selwyn founded 
the firm ofEconomics and Technology, Inc. in 1972, and has served as its President 
since that date. Ee received his Ph.D. degree from the Alfred P. Sloan School of 
Management at the Massachusetts Institute ofTechnology. He also holds a Master 
of Science degree in Industrial M$nagement from MIT and a Bachelor of Arts 
degree with honors in Economics from Queens College of the City University of 
New York. 

Dr. Selwyn has testified as an expert 011 rate design, service cost analysis, fonn 
of regulation, and other telecommunications policy issues in telecommunications 
regulatory proceedings before some forty state commissions, the Federal Communi­
cations Commission and the Canadian Radio-television and TelecommunicatioI$ 
Commission, among others. He has! appeared as a witness on behalf of commercial 
organizations, non-profit institution$, as well as local, state and federal government 
authorities responsible for telecommunications regulation and consumer advocacy. 

He has served or is now serving as a consultant to numerous state utilities 
commissions including those in Arizona, Minnesota, K JlSas, Kentucky, the District 
of Columbia, Connecticut, California, Delaware, Maine, Massachusetts, New 
Hampshire, Vennont, New Mexico, Wisconsin and Washington State, the Office of 
Telecommunications Policy (Executive Office of the President), the National 
Telecommunications and Infonnation Administration, the Federal Communications 
Commission, the Canadian Radio-television and Telecommunications Commission, 
the United Kingdom Office ofTelecommunications, and the Secretaria de Comuni­
caciones y Transportes ofthe RepuBlic ofMexico. He has also served as an advisor 
on telecommunications regulatory matters to the International Communications 
Association and the Ad Hoc Telecotnmunications Users Committee, as well as to a 
number of major corporate telecommunications users, infonnation services 
providers, paging and cellular carriers, and specialized access services carriers. 

Dr. Selwyn has presented testimony as an invited witness before the U.S. 
House of Representatives Subcommittee on Telecommunications, Consumer 
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Protection and Finance and before the U.S. Senate JUdiciary Committee, on 
subjects dealing with restructuring and deregulation of portions of the 
telecommunications industry. 

In 1970, he was awarded a Post~Doctoral Research Grant in Public Utility Eco­
nomics under a program sponsor~d by the American Telephone and Telegraph 
Company, to conduct research on the economic effects of telephone rate structures 
upon the computer time sharing industry. This work was conducted at Harvard 
University's Program on Technology and Society, where he was appointed as a 
Research Associate. Dr. Selwyn was also a member of the faculty at the College of 
Business Administration at Boston University from 1968 until 1973, where he 
taught courses in economics, finance and management information systems. 

Dr. Selwyn has published numerous papers and articles in professional and 
trade journals on the subject of telecommunications service regulation, cost 
methodology, rate design and pricing policy. These have included: 

"Taxes, Corporate Financi~l Policy and Return to Investors" 
National Tax Journal, Vol XX, No.4, December 1967. 

"Pricing Telephone Termipal Equipment Under Competition" 
Public Utilities Fortnightly, December 8, 1977. 

"Deregulation, Competiticjn, and Regulatory Responsibility in the 

Telecommunications InduStry" 

Presented at the 1979 Rate Symposium on Problems ofRegulated 

Industries - Sponsored by: The American University, Foster Associates, 

Inc., Missouri Public Serv(ce Commission, University ofMissouri­

Columbia, Kansas City, MO, February 11-14, 1979. 


"Sifting Out the Economic Costs of Terminal Equipment Services" 
Telephone Engineer and Management, October 15, 1979. 

"Usage-Sensitive Pricing" (with G. F. Borton) 

(a three part series) 

Telephony, January 7, 28, February 11, 1980. 


"Perspectives on Usage-Sensitive Pricing" 

Public Utilities FortnightlY, May 7, 1981. 
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"Diversification, Deregultttion, and Increased Uncertainty in the Public 
Utility Industries" 
Comments Presented at the Thirteenth Annual Conference ofthe Institute 
ofPublic Utilities, Williamsburg, VA - December 14 - 16, 1981. 

"Local Telephone Pricing: Is There a Better Way?; The Costs ofLMS 
Exceed its Benefits: a ReJj)ort on Recent U.S. Experience." 
Proceedings ofa confereitce held at Montreal, Quebec Sponsored by 
Canadian Radio-Televisicm and Telecommunications Commission and 
The Centre for the Study ~fRegulated Industries, McGill University, 
May 2 - 4, 1984. 

"Long-Run Regulation ofAT &T: A Key Element ofA Competitive 
Telecommunications Poli~y" 
Telematics, August 1984. 

"Is Equal Access an AdeqjUate Justification for Removing Restrictions on 
BOC Diversification?" 
Presented at the Institute bfPublic Utilities Eighteenth Annual 
Conference, Williamsburg, VA - December 8 - 10, 1986. 

"Market Power and Competition Under an Equal Access Environment" 
Presented at the SixteenthAnnual Conference, "Impact ofDeregulation 
and Market Forces on Public Utilities: The Future Role ofRegulation" 
Institute ofPublic Utilities, Michigan State University, Williamsburg, 
VA-December 3-5, 1987. 

"Contestable Markets: Th¢ory vs. Fact" 
Presented at the Conferenr:e on Current Issues in Telephone 
Regulations: Dominance and Cost Allocation in Interexchange Markets 
- Center for Legal and Regulatory Studies Department ofManagement 
Science and Information SJ;stems - Graduate School ofBusiness, 
University ofTexas at Austin, October 5, 1987. 

"The Sources and Exercise of Market Power in the Market for 
Interexchange Telecommuinications Services" 
Presented at the Nineteenth Annual Conference "Alternatives to 
Traditional Regulation: Options for Reform" Institute ofPz,blic 
Utilities, Michigan State University, Williamsburg, V A, December, 
1987. 
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"Assessing Market Powet and Competition in The Telecommunications 
Industry: Toward an Empirical Foundation for Regulatory Rt.:form" 
Federal CommunicationslLawJournal, VoL 40 Num. 2, Apri11988. 

"A Perspective on Price Caps as a Substitute for Traditional Revenue 

Requirements Regulationr' 

Presented at the Twentieth Annual Conference - "New Regulatory 

Concepts, Issues and Controversies" - Institute ofPublic Utilities, 

Michigan State University, Williamsburg, VA, December, 1988. 


"The Sustainability of Competition in Light ofNew Technologies" (with 
D. N. Townsend and P. D. Kravtin) 
Presented at the Twentiet~ Annual Conference Institute ofPublic 
Utilities Michigan State University, Williamsburg, VA, December, 1988. 

"Adapting Telecom Regulation to Industry Change: Promoting Develop­

ment Without Compromising Ratepayer Protection" (with S. C. 

Lundquist) 

IEEE Communications Magazine, January, 1989. 


"The Role of Cost Based pricing of Telecommunications Services in the 

Age of Technology and dompetition" 

Presented at National Regulatory Research Institute Conference, Seattle, 

July 20, 1990. 


"A Public GoodlPrivate Good Framework for Identifying POTS 

Objectives for the Public Switched Network" (with Patricia D. Kravtin 

and Paul S. Keller) 

Columbus, Ohio: National Regulatory Research Institute, September 

1991. 


"Telecommunications Re$ulation and Infrastructure Development: 

Alternative Models for th¢ PubliclPrivate Partnership" 

Preparedfor the Economl'lr: Symposium ofthe International 
Telecommunications Union Europe Telecom '92 Conference, Budapest, 
Hungary, October 15, 1992. 

"Efficient Infrastructure Pevelopment and the Local Telephone 
Company's Role in Competitive Industry Environment" Presented at the 
Twenty-Fourth Annual Conference, Institute ofPublic Utilities, 
Graduate School ofBUSiness, Michigan State University, "Shifting 
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Boundaries between Regulation and Competition in Telecommunications 
and Energy", Williamsbwtg, VA, December 1992. 

"Measurement of Telecornmunications Productivity: Methods, 
Applications and Limitations" (with Franyoise M. Clottes) 
Presented at Organisation/or Economic Cooperation and Development, 
Working Party on Teleco~munication and Information Services Policies, 
'93 Conference "DejiningiPerformance Indicators for Competitive 
Telecommunications Marlfets ", Paris, France, February 8-9, 1993. 

"Telecommunications Inv~stment and Economic Development: 
Achieving efficiency and ~a1ance among competing public policy and 
stakeholder interests" 
Presented at the 105th An*ual Convention and Regulatory Symposium, 
National Association ofR¢gulatory Utility Commissioners, New York, 
November 18, 1993. 

"The Potential for Compe1ition in the Market for Local Telephone 
Services" (with David N. Townsend and Paul S. Keller), presented at 
Organizationfor Econom~c Cooperation and Development Workshop on 
Telecommunication Infra$ructure Competition, December 6-7, 1993. 

"Market Failure in Open lelecommunications Networks: Defining the 
new natural monopoly," Utilities Policy, Vol. 4, No.1, January 1994. 

"The Enduring Local Bot4/eneck: Monopoly Power and the Local 
Exchange Carriers, II (wit~ Susan M. Gately, et al) report prepared by 
ETI and Hatfield Associat~s, Inc. for AT&T, MCI and CompTel, 
February 1994. 

"Commercially Feasible 4esale ofLocal Telecommunications Services: 
An Essential Step in the Transition to EiJective Local Competition, " 
(Susan M. Gately, et al) a [report prepared by ETI for AT&T, July 1995. 

"Efficient Public Investm~nt in Telecommunications Infrastructure" 
Land Economics, Vol 71, No.3, August 1995. 

"Market Failure in Open Telecommunications Networks: Defining the 
new natural monopoly," iq Networks, Infrastructure, and the New Task 
for Regulation, by Weme~ Sichel and Donal L. Alexander, eds., 
University ofMichigan Pt1eSS, 1996. 
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Dr. Selwyn has been an invitedl speaker at numerous seminars and conferences 
on telecommunications regulation land policy, including meetings and workshops 
sponsored by the National Telecorpmunications and Information Administration, 
the National Association of Regul~tory Utility Commissioners, the U.S. General 
Services Administration, the Ins~itute of Public Utilities at Michigan State 
University, the Nation~l RegulatorylResearch Institute at Ohio State University, the 
Harvard University Program on [nformation Resources Policy, the Columbia 
University Institute for Tele-Information, the International Communications 
Association, the Tele-Communications Association, the Western Conference of 
Public Service Commissioners, at ~he New England, Mid-America, Southern and 
Western regional PUC/PSC confe~ences, as well as at numerous conferences and 
workshops sponsored by individual regulatory agencies. 
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I 
Summary of BellSouth anc;l Verizon's Basic local Exchange 

Offeri~gs in Florida 

BellSouth 
I 

BeIlSouth's residence customer~ in Florida obtain local exchange service 
under the Company's tariffs for flat-rate or measured rate exchange service. 
BellSouth's Individual Line Flat-RatF Residence Service provides for an 
unlimited number oforiginated mes~ages within the customer's defined local 
calling area for a flat monthly rate rap.ging from $7.30 to $10.65 depending upon 
the customer's Rate Group.20 Altern~tively, residence customers may choose 
BellSouth's Individual Line Message Rate Residence 'Service where, for monthly 
charge ranging from $6.77 to $8.40. [the customer receives a monthly per-line 
message allowance of 30 outgoing lqcal messages,21 after which a $0.10 per-
message charge applies.22 . 

I 
BellSouth's business customers!may subscribe to Individual Line Flat-Rate 

Business Service, which provides for an unlimited number of local messages for a 
flat monthly rate ranging from $19.~0 to $29.l0 depending upon the customer's 
Rate GroUp.23 BellSouth also offersiBusiness Individual Line Message Rate 
Service, at rates ranging from $14.7t to $21.69, which provides a monthly 
message allowance of75 local mess~ges, after which the per-message charge is 
$0.12.24 . 

20. See BellSouth Telecommurucations, Inc. Florida, General Subscriber 
Service Tariff Page 17 (revision 2). ~ffective: January IS, 2000. 

21. BellSouth Telecommunicatihns, Inc. Florida, General Subscriber Service 
Tariff Page 28 (revision 4), Effective: July 20, 2000. 

22. BellSouth Telecommunications, Inc. Florida, General Subscriber Service 
Tariff Page 28 (revision 4), Effective: July 20,2000. 

23. See BellSouth Telecomm~cations, Inc. Florida, General Subscriber 
Service Tariff Page 17 (revision 2), Effective: January 15, 2000. 

24. BellSouth Telecommunicati~ms, Inc. Florida, General Subscriber Service 
(continued ... ) 
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In some communities, BellSo h's customers are offered the option of 
including one or more additional e changes in their flat-rate local calling area by 
paying a fixed monthly "Enhanced Optional Extended Area Service" ("EOEAS") 
charge for each such exchange the wish to reach on a flat-rate basis25. The flat-
rate EOEAS charge is based upon 0 factors the distance between the 
customer's home exchange and the OEAS exchange, and the number of 
exchange access lines in the EOEA exchange. Calls placed to other nearby 
exchanges, including exchanges fo which EOEAS is available but that are not 
selected by a customer for inclusio$ in his or her EOEAS flat-rate calling area, are 
provided under so-called "Extende4 Calling Service" ("ECS"). ECS provides 
usage based pricing for customer d~aled or operator assisted calls to selected 
exchanges within the customer's LAT A.26 Customers are charged at a fixed per­
message (per-call) amount of $0.25 for residential subscribers or $0.10 and $0.06 
for the initial and subsequent minu~es of each call, respectively, for calls 
originated by business customersPI (Calls placed to all other points within the 
same LATA are rated as intraLAT4 toll.) 

Verizon 

Although the specific rates dif£er, the structure ofVerizon's Florida local 
exchange rates is generally compar

l 

ble to that used by BellSouth. Verizon's 
residential customers can subscribe to Flat-Rate Service with monthly rates 
varying between $9.51 to $11.81 d ending upon the customer's Rate Group.28 
Residential Message-Rate Service i offered at between $6.01 and $7.00 per f 

i 

24. (...continued) ! 

Tariff, Page 29 (revision four), Eff~tive: July 20, 2000 .. 
I 

25. BellSouth Telecommunicadons, Inc. Florida, General Subscriber Service 
Tariff, Page 36 (revision seven) Ef£rctive: January 15,2000. 

I 

26. BellSouth Telecommunicat~ons, Inc. Florida, General Subscriber Service 
Tariff, Page 41 (revision one), Effe¢tive October 16, 1996. 

27. BellSouth Telecommunications, Inc. Florida, General Subscriber Service 
Tariff, Page 42 (revision 1) Effective October 7, 1997. 

28. GTE (Verizon) Florida Inforporated, General Services Tariff, Page 1 
(revision fifteen), Effective: February 4, 2000. 
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month, plus local usage charges.29 !Verizon's residential Measured-Rate Service 
includes a $9.57 usage allowance ejach month, with additional local messages 
charge at $0.10 each.30 i 

I 

For business customers, Verizon offers Measured-Rate Service for individual 
lines or trunks at a monthly rate of~17.67, with no monthly calling allowance and 
an additional local message charge of $0.10.3\ In addition to the basic service, 
Verizon offers ECS to business an4 residence basic exchange customers in all 
exchange services. Residence custymers are charged $0.25 per call, whereas 
Business customers are charged $.~4 per call "connection" and $.06 for each 
minute.32 ! 

29. GTE (Verizon) Florida IJcorporated, General Services Tariff, Page 2 
(revision ten), Effective: May 28, Ip96. 

I 
I 

30. GTE (Verizon) Florida Iqcorporated General Services Tariff, Page 2 
(revision ten), Effective: May28, 1~96. 

31. GTE (Verizon)Florida Inc~rporated General Services Tariff, Page 1.1 
original, Effective: November 7, 19p5. 

32. GTE (Verizon) Florida Im;:orporated General Services Tariff, Page 19 
(revision 3), Effective: March 26, 1~99. 
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in YDul"Areiiil 

In order to confirm that a number is local to you, please refer to the front pages of your 
local telephone book where the area codes an~ first three digits within your calling area 
are listed. Also, check with your local te1eph9ne company to find out if there is an 
extended calling plan available in your area t4at will allow you to connect locally to a 
nearby Verizon Online access number. I 

I 

Note: Be sure to check with your local phone company to make sure the numbers you 
choose are local, toll-free call from your area. Simply call the operator and ask whether 
the numbers are local or toll call. 

I 
Telephone Number City I 

I 
State Access Type 

(305)292-1123 Key W~st FL 33.6K,ISDN,V.90 

(305)351-0018 Miam{ FL 33.6K,ISDN,V.90 

(305)358-6951 Miam~ FL ISDN Only" 

(305)702-0000 Mi~ FL 33.6K,V.90, 

(321 )268-8898 Titusvil~e FL 33.6K,ISDN,V.90 

(321 )723-1352 Me1bofe FL 33.6K,ISDN,V.90 

(352)372-2840 GaineSV~l1e FL 33.6K,ISDN,V.90 

(352)683-1313 Weeki wachee ISprings FL 33.6K,ISDN,V.90 

(352)690-1965 Ocala FL 33.6K,ISDN,V.90 

(407)245-2969 Orlando FL 33.6K,ISDN,V.90 

(407)847-0062 Kissimmee FL 33.6K,ISDN,V.90 

(561)219-3713 Stuart! FL 33.6K,ISDN,V.90 
i 

(561 )237 -0284 Boca Ratbn FL 33.6K,ISDN,V.90 

(561 )462-0023 Fort Pierbe FL 33.6K,ISDN,V.90 

(561 )681-9557 West Palm Beach FL 33.6K,ISDN,V.90 

(561)794-1140 Vero Beach FL 33.6K,ISDN,V.90 

http://cgi.gte.netldialinlresults.asp 
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(727)<'t·65-9301 Clearwater 

(727)573-0863 Pinellas Park 

(727)827 -0117 St Petersbprg 

(727)841-0743 New Port Richey 

(813)247-7863 Tamp~ 

(813)277-9634 Tampal 

(813)775-2021 Tampal 

(813)788-0518 Zephyrhi Is 

(850)222-0763 Tallahass e 

(850)453-9550 Pensaco a 

(850)872-1932 panamaJity 

(850)969-9884 Pensaco a 

(863)422-0113 Haines City 

(863 )665-1506 Lakelanh 

(863)679-9638 Winter HavenIL~e Wales 

(904)255-6221 Daytona B1ach 

(904)312-0773 Palatk 

(904 )350-6641 

(904)445-8216 Palm Co t 

(904)491-0939 Fernandina laCh 
(904)752-6858 Lake Cit 

(904 )808-7328 SIAugusine 
(941)337-4228 FortMye s 

(941 )362-4985 Sarasot~ 

(941)429-0100 North Pott 

(941 )746-8563 Bradenton 

(941 )948-8260 Bonita Springs 

(954 )486-4806 Fort Lauderdale 

.B..,!9.k_JQ:P.j~11 ...A.G.9.~BBJY.1!rl1,Q~r~J:(lg~ 
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Home I Dial Access Numhers I Contact US II Site Map I System Status I Business Suite 


Copyright © 1995-2000 - GTE. Net LLC d/b/a Verizon Internet Solutions, a part 
ofVcrizon Communications. All rights reserved. No reproduction or 
republication without written permission. Neither Verizon nor any affiliate or~	 subsidiary thereof will be respo~sible for third party material. 
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@BEllS0UTHr ': ~:. I <1, -"\. '\ 

'J 

~." ~~ ~~< I.~. ~ 

BeUSolith Telecommunication', Inc. •C!1 !,"r-- L' ..... ;-:'\ GIIV M.Hicks 
333 Commerce Street \U '~tu \ \ n'\ General Counsel 
Suite 21(11 
Nashville, TN 37201·3300 615214-6301c; , ..' ()~t9b9i;4t :~WO 

.t·"~ ".. , .. '1"- Fax 615 214·7406E\,/.E::.\.; \. 1 -'" iguy.hickS@belisouth.com 

VIA HAND DELIVERY 

David Waddell, Executive Secretary 
Tennessee Regulatory Authority 
460 James Robertson Parkway 
Nashville, TN 37238 

Re: Petition for Arbitration ofthe 'llerconnection Agreement Between BellSouth 
Telecommunications. Inc. and 1 termedia Communications Inc. Pursuant to 
Section 252(b) ofthe Telecomm nications Act of1996 
Docket No. 99-00948 

Dear Mr. Waddell: 

During the hearing of the referenced imatter last month, the Directors requested that 

BellSouth advise the TRA whether it is bi1lipg Intermedia reciprocal compensation for calls 

placed by Intermedia's customers to those BellSouth customers who subscribe to foreign 

exchange e"FX") service. BellSouth has completed its internal investigation and concluded that 

it is, in fact, billing Intermedia reciprocal compensation for such calls. If, after consideration of 

this issue in the arbitration, the TRA agrees ~.~ BellSouth that reciprocal compensation should 

not be billed by either carrier for these calls, en BellSouth will take the appropriate steps to 

cease billing Intermedia (and other CLECs) ree procal compensation for such calls. 


~v ry truly yo: 

~ ~GYM.HickS ~ 
i 

'AllJl1D~UBl1C SERVICE COMMISSIOMGMH:tmt 
DOCKET .
~MP~~:::.i£.. tXH!SIT 1m ~ 
..WITN~SS: - <.i=~7i"r~=~··-'- .""'-:1 ; 

cc: Don Baltimore, Esquire 

LVI'~ --~- - ...--;g ; 

230962 ~a;;~~lQ) 

mailto:guy.hickS@belisouth.com
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CERTIFICATE OF SERVICE 

I hereby certify that on October 4,2000, a copy of the foregoing document was served on 
the parties ofrecord, via the method indicated: 

[ yHand 
~ Mail ' 
[ ] Facsimile 
[ ] Overnight 

[ ] JIand 
l!Mail 
[ ] Facsimile 
[ ] Overnight 

[ ] Jiand 
'{%Mail 
[ ] Facsimile 
[ ] Overnight 

[ ],;Hand 
E-1 Mail 
[ ] Facsimile 
[ ] Overnight 

Carl Jackson, Senior Director 
Intennedia Communications, Inc. 
360 Interstate North Parkway, # 500 
Atlanta, GA 30339 

Scott Saperstein 
Senior Policy Counsel 
Intermedia Communications, Inc. 
3625 Queen Palm Drive 
Tampa, FL 33619 

H. LaDon Baltimore, Esquire 
Fmar & Bates 
211 Seventh Ave. N, # 320 
Nashville, TN 37219-1823 

Enrico C. Soriano, Esquire 
Kelley, Drye & Warren 
1200 19th St., NW, #500 
Washington, DC 20036 

189086 
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MaYr 2000 

EDWARD C.BEAUVAIS, III 
925 Lake"ood Drive 

Southlake, ~exas 76092 

Office: (972) 718-5464 Fax: (972) 718-1239 

Home: (81~) 488-0707 


e-mail: edward.bea~vais@telops.gte.com 


EDUCATION: . 

B.A. in Economics from Virginia Polytechnic InstitutJ and State University (June, 1971) 
Graduate study in Business and Finance - Virginia Cbmmonwealth University 

(July, 1971 - June, 1973) I 
M.A. in Economics from Virginia Polytechnic Institut~ and State University (May, 1975) 
Ph.D. in Economics from Center for the Study of PUblic Choice, Virginia Polytechnic Institute and State 
University (May, 1977) I 

FIELDS: . 

Microeconomic Theory, Economics of Regulation, 
Industrial Organization, Public Choice I 

CURRENT POSITION: ¢:URENT POSITION: 
Director - Economic Policy Visiting Adjunct Professor 1 

Regulatory & Governmental Affairs . School of Business 

GTE Service Corporation 
 University of Kansas 

Irving, TX 75038 
 Lawrence, KS 66045 

(October, 1997 to Present) 
 (June, 1992 to June 1999) 

PREVIOUS POSn-ION: ~REVIOUS POSITION: 
Chief Economist "I Director - Federal Regulatory Matters 
Regulatory & Governmental Affairs ! Regulatory & Governmental Affairs 
GTE Telephone Operations GTE Telephone Operations 

Irving, TX 75038 
 Irving, TX 75038 

(October, 1992 to June, 1997) 
 (February, 1992 to October, 1992) 

PREVIOUS POSITION: ~REVIOUS POSITION: 
Director - Pricing Policy : Adjunct Professor 

Product Management Department ! Dept. of Economics 

GTE Service Corporation 
 university of Connecticut 

Irving, TX 75015 IStamford, CT. 06903 

(June, 1988 to January, 1992) 
 {June, 1982 to Jan. 1989) 

I 

FlORIDA POBUe SERVICE COMMISSrOPl 
,DOCKET - 'J£. .;2/
.,NO. Q.:?Q2&S... EXHiBfTNO. _ £ LI 

COMPANY! ~ , 

~~ESS: '=~j-<2Z====: 
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PREVIOUS POSITION: PREVIOUS POSITION: 
Pricing & Economic Policy Manager Senior Economic Analyst 
Regulatory Affairs Department Regulatory Economic Research 
GTE Service Corporation GTE Service Corporation 
Stamford, CT. 06904 Stamford, CT. 06904 
(June, 1981 - June, 1988) (January, 1978 - June, 1981) 

PREVIOUS POSmON: 
Senior Technical Analyst 
Management Sciences Section 
GTE Data Services, Inc. 
Tampa, Flo 33601 
(July, 1976 - January, 1978) 

PREVIOUS POSITION: 
Rate Economist 
Dept. of Rates and Contracts 
Virginia Electric & Power Co. 
Richmond. VA. 23219 
(June, 1971 - September,1973) 

CURRENT RESEARCH: . 

Pricing and costing of evolving telecom~nication networks and evaluation of welfare, 
allocative, and distributive effects of altern~'tive pricing systems; Evaluation of alternative 
regulatory regimes for public utility ervices; Demand and cost analysis of 
telecommunications services; Experimen al design of peak load pricing experiments; 
Evaluation of competition in telecommunications markets. 

I 
CONSULTING & TESTIMONY PREPARATION: 

Virginia State Corporation Commission: desiJn and development of forecasting methodologies 
for use by Commission in evaluating capital' budgets of electric utilities in Virginia; (August, 
1975 - June, 1976) I 

Testimony/Exhibits/Comments Prepared and Filed before: 

Federal Power Commission (now FERC) I 
Federal Communications Commission 
Virginia State Corporation Commission 
North Carolina Utilities Commission 
West Virginia Public Service Commission 
Public Service Commission of Wisconsin 
Public Utility Commission of Ohio 
Hawaii Public Utilities Commission 
IllinOis Commerce Commission 
California Public Utilities Commission 
Kentucky Public Service Commission 
South Carolina Public Service Commission 
Georgia Public Service Commission 
Florida Public Service Commission 
Corporation CommiSsion of Oklahoma 
Indiana Utility Regulatory Commission 
Michigan Public Service Commission 
Iowa Utilities Board 
Pennsylvania Public Utility Commission 
Public Utility Commission of Texas 
Public Utility Commission of Oregon 
Washington Utilities and Transportation com1ission 
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CONSULTING & TESTIMONY PREPARATIO~ (continued): 
i 

Alabama Public Service Commission -I 
New Mexico State Corporation Commission 
Minnesota Public Service Commission ­
Public Utilities Commission of Nevada 

Other Regulatory Appearances: 

NARUC Technical Education Conference foJ Commissioners 

New England Council of Public Utility Commissioners 


Alabama Public Service Commission Telecommunications Conference 

Virginia State Corporation Commission Anm.jal Conference 

Instructor - NARUC Annual Regulatory Studies Program; Michigan State University 

South Carolina Public Service Commission ~nual Conference 

Current Policy Issues Forum for Commissio~ers, NARUC 


legislative Testimony: I 

Before the Indiana House Commerce Committee 

Before the Illinois Senate Public Utilities CO~'mittee 

Before the Florida House of Representatives 

Before the Texas Senate Finance Committe 

Before the Illinois House of Representatives i 


Before the Texas House Ways and Means Cbmmittee 

Before the Virginia General Assembly ! 


! 

PRESENTATIONS and PUBLICATIONS: 
I 

"Econometric Estimation of Peak Electricity Demands", Journal of Econometrics, January, 
1979 (with R.M. Spann); 1 

"An Interventionist Theory of Public Utility, Regulation", Paper presented to the Virginia 

Economic Association, March, 1976, Richmot, VA; 


"Alternative Bidding Arrangements: A Study of Risk and Uncertainty in the Domestic Oil 

Industry", Paper presented to the Western Ecronomic Association, June, 1976, San Francisco, 

CA. (with S. Millsaps); I 


"The Demand for Residential Telephone SerVices Under Non-Metered Tariffs: Implications for 

Alternative ~ricing Policies". Paper present1d to the Western Economic AsSOCiation, June, 

1977. Anaheim, CA; • 


"The Financial Effects of Local Measured S~rvice on the Operating Telephone Company", 

Paper presented to the Telecommunication Inbustry Workshop, March, 

1979, Kansas City, MO; 


"Forecasting Peak Electricity Demands", pa~er presented to the Electric Power Research 

Institute, April, 1977, Aspen, CO; 


"The Supply of Private, Semi-Public, and IPublic Goods: Budget Size in a Democracy 

Revisited", The Southern Economic Journal, October, 1978, (with J.M. Fesmire) 
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PRESENTATIONS and PUBLICATIONS (cont~nUed): 
"Econometric Estimation of Peak electrici· Demands", Paper presented to the Southern 
Economic Association, November, 1977, Ne Orleans, LA. (with R.M. Spann); also appearing 
in Forecastin and Modelin Time-of-Da and Seasonal Electricit Demand, Electric 
Power Research Institute, December, 1977. ! 

"The Demand for Electricity in Virginia",\ The Review of Economics and Statistics, 
November, 1978, (with R.M. Spann, M. Murr~y, and L Pulley); 

"An Evaluation of Potential Welfare Gains ftom Usage Pricing of Local Telephone Service", 
Paper presented to the Western Economic 4sociation, June, 1978: Honolulu, HI. 

i 

"Review of Modern Political Economy", The ~outhern Economic Journal, January, 1980. 

"The Financial Effects of Local Measured Service", in Perspectives on Local Measured 
Service, TIW, October, 1979; 

"Usage Sensitive Pricing", Proceed!n s of he 5th Annual S m osium on Rate makin 
Problems of Regulated Industries, May, 179, (with G. Cohen): 

I 

"The Demand for Local Exchange Service: ome Implications for Planning", Proceedings of 
he 3rd International Conference on An I is Forecas in and Plannin for Public 

Utilities, June, 1980, Paris, France; (with G. pohen); 

"Local Loops as Barriers to Entry?", in Ch lien es for Public Utili Re ulation in the 
1980s; Michigan State University: Decemer, 1980; also appearing in Proceedings of 
Workshop on Telecommunication Issues; Bureau of Utility Research, University of 
Connecticut: January, 1984; (with J. Alleman~; 

Universal Measured Service Policy Statem~nt, GTE Service Corporation, March, 1980. 
i 

"No Main Is An Island", Paper presented to Ithe Western Economic Association, July, 1981, 
San Francisco, CA. (with J. Alleman). 

"Predicting Local Telephone Usage Under Measured Service", Public Utilities Fortnightly, 
August 5,1982; (with G. Cohen and L Garfin~el); 

"The Economic Impact of Access charges:i Does Anyone's Ox Need to be Gored?", in 
Adjusting to Regulatory. PriCing. and Marketing Realities: Michigan State University, 
December, 1983, (with L. Cole); J: 

"Metering Costs and Measured Service: . Evaluation of Efficiency Gains from Usage 
Sensitive Pricing of Telephone Service", Pap:er presented to the Institute of Public Utilities, 
December, 1983, Williamsburg, VA. Also in Changing Patterns In Regulation. Markets. 
and Techn 10 The 1m act on Publi Utili Pricin: Michigan State University,
December, 1984. 
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PRESENTATIONS and PUBLICATIONS (cont1nUed): 

"A Cost-Benefit Analysis of Alternative Local! SelVice Pricing: Estimates From a US Telephone 
Company", in Local Tele hone Pricin : Is here a Better Wa 7: Canadian Radio-Television 
& Telecommunications Commission and T e Centre for the Study of Regulated Industries, 
McGill University, Third Quarter, 1984. i 

"An OvelView of the Economic Impacts of Jocal Measured SelVice", Paper presented to the 
Kentucky Telephone Association, May, 1985~ LeXington, KY; 

"Exchange and Interexchange Rate DeSig~'" Presented to the NARUC Annual Regulatory 
Studies Program; Michigan State University, ~une, 1985. 

"Cost Trends in Telecommunications", fresented to the Electronic Funds Transfer 
Association, June, 1985, New Orleans, LA; i 

Rational Pricing in a Competitive/Regul,ted Environment: Conceptual Statement of 
Rate Design and Public Policy, GTE SelVi~e Corporation, August, 1985. 

, 

Rational Priclna in a ComDetitive/Reaulated Environment: Strate 
Guidelines, GTE SelVice Corporation, December, 1985. 

! 

"Alternatives for Traffic Sensitive Cost RecovFry", Paper presented to Bellcore Seminar on TS 
Costs; March, 1986, Seattle, WA; , 

! 

"Implications of Cost Characteristics 6f New Technologies for the Pricing of 
Telecommunications SelVices", Presented I to the University of Georgia Public Utilities 
Conference, September, 1986, Atlanta, GA; i 

"La tarification des telecommunications", in Ue Bulletin de I'ldate, April, 1986; Geneva; (with 
J. Alleman, L. Cole, and N. Stolleman); 

"The Competitive Pricing of Telecommunica~ions SelVices: Does LMS Still Have a Place?", 
Paper presented to Conference on Local Measured SelVice, May, 1987. Washington, D.C. 

"Rational Pricing of Telephone SelVices in t~e New Environment", Presented to the Georgia 
Telephone Association, June, 1987, Jekylllsl~nd, GA. 

"Funding Tomorrow's Electronic Highways; IWho Should Pay the User Fees?: Trucks? -
Nissans? - Ferraris?," Presented to Tenn~ssee Tomorrow, Belmont College: Nashville, 
Tennessee, September 30, 1987; Tenes~ee Public SelVice Commission, Tennessee 
Telephone Association, Tennessee Departmfnt of Economic and Community Development, 
Tennessee Technology Foundation, Tenness~e Valley Aerospace Board. Abstract published 
in Tennessee Tomorrow: Building Electron!c Highways for Economic Growth. 

Hot Taxis and Telecommunications," Invited paper presented to the First Annual 
Telecommunications Conference, August 16~17, 1988. Sponsored by the Alabama Public 
SelVice CommiSSion, Birmingham, Alabama. I 

"Costing Strategies in a More Competitive Environment," Invited paper presented to the GTE 
North Regulatory & Legal Conference; August F3-24, 1988, Lake Geneva, Wisconsin. 
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PRESENTATIONS and PUBLICATIONS (cont~nued): 

"Regulatory Reform: A Vision of the FutJe From the Perspective of a Local Exchange 
Company," Presented to the Tennessee Telephone Association Annual Conference. 
September 9, 1988; Chattanooga. TN. \ 

"Private Transmission Networks: The Evil~ of Bypass or Fulfilling Unsatisfied Customer 
Needs," Paper presented to the 4th Annual kConference on Telecommunications Regulation. 
January 22.1989, University of Utah, Salt Lare City. 

"LMS for ESPs Under ONA BY FCC with! PUCs," Paper presented to the Southeastern 
Regional Public Utilities Conference, the uniiersity of Georgia, August 30, 1989. Atlanta, GA. 

"The Parable of the Taxi," OPASTCO RoUndtable, Fall, 1989 (with D. Johnson, and R. 
Calkins). • 

"Local Exchange Competition: Where Is dompetition Taking Us? or Bottleneck? What 
Bottleneck," Paper presented to the Institute of Public Utilities, Michigan State University, 
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Bill and Keep at tie Central Office 

As the Efficient Inte~connection Regime 


Executive Summary 

This paper proposes a unified approac~ to interconnection pricing called Central 
Office Bill and Keep ("COBAK"), which app~!es to all types of carriers that interconnect 
with, and to all types of traffic that pass over, Ithe local circuit-switched network. 
COBAK is a default interconnection regime, ~hich means it would apply only when two 
networks cannot agree on tenns for interconnection. 

The COBAK proposal consists of two Irules for local calls involving two 
networks. First, a called party's carrier cann~ charge an interconnecting carrier to 
terminate a call. (Thus, each carrier recovers the cost of the loop and local switch from 
its own end-user customers). Second, the call~g party's network is responsible for the 
cost of transporting a call between the calling party' s central office and the called party's 
central office. These rules are easily extend]'to calls involving both local exchange and 
interexchange carriers. 

COBAK will solve or ameliorate man of the significant problems that plague the 
existing interconnection regimes. First, COB.AJ{ eliminates various regulatory arbitrage 
opportunities that beset the current interconnebtion regime, including the current 
preferential treatment oflntemet Protocol ("~") telephony compared with traditional, 
long-distance service, and the "ISP reciprocal compensation" problem. Second, by 
eliminating tennination charges, COBAK si . ficantly reduces the "tenninating access 
monopoly" problem, which gives even the s . llest carrier monopoly power over calls 
that tenninate with its customers. Third, by eliminating inefficiently structured 
interconnection charges, which carriers tend t'? flow through to end-user prices, COBAK 
is likely to result in more efficient end-user Pi'ces and more efficient network usage. 
Finally, COBAK reduces the need for regulat ry intervention, both initially and as 
competition develops in telecommunications arkets. 

The paper also addresses various impl~mentation issues raised by COBAK. 
Among other things, the paper discusses the issue of identifying central offices under 
COBAK and possible incentives created by Cf;BAK to locate central offices 
inefficiently. The paper also discusses certain cost recovery issues arising from the fact 
that, under COBAK, carriers will recover the ost of tennination from their end users. 
The paper proposes various alternative solutions to these problems. 

IV 
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I. INTRODUCTION 

1. The Telecommunications Act Of\1996 ("1996 Act")! envisions competitive, 
deregulated telecommunications markets, in !which services are provided by multiple 
complementary and competing interconnect~d networks. Unfortunately, the existing 
patchwork of interconnection regimes, which are based on such historical, regulatory 
distinctions as local vs. long-distance, inters~te vs. intrastate, and basic vs. enhanced, 2 

was not designed for competitive and deregtflated telecommunications markets, and may 
not facilitate the efficient development of co~petition in telecommunications markets. 
Moreover, the existing interconnection reg,'. es may not be sustainable in increasingly 
competitive telecommunications markets. . 

2. For example, the explosive gro~ of the Internet is creating regulatory 
arbitrage opportunities3 that are undermining existing interconnection regimes. 
Specifically, Internet telephony and Internet :Protocol ("!P") telephony, which generally 
are not subject to interstate access charges, 4e increasingly becoming substitutes for 
traditional long-distance service that is subjeft to these charges. Thus, the continued 
growth of these services as their quality imp~oves is likely to threaten the existing access 
charge regime. 4 In addition, the rapid incr~e in dial-up Internet usage is creating 
unbalanced traffic flows between local exchange carriers ("LECs"), which, under the 
reciprocal compensation scheme set forth in the 1996 Act,5 is resulting in substantial 
revenue transfers from incumbent LECs ("ILtECs") to competitive LECs ("CLECs") that 
serve Internet Service Providers ("ISPs''). ~is problem is referred to generally as the 
"ISP reciprocal compensation problem." 6 I 

I 

3. This paper proposes a unified approach to interconnection pricing called 
Central Office Bill and Keep ("COBAK"), ~hich would apply to interconnection 
arrangements between all types of carriers that interconnect with the local circuit­
switched network - including agreements bereen two local exchange carriers and those 

I 

I Telecommunications Act of 1996, Pub. L. No.1 04-14, 110 Stat. 56, codifiedat 47 U.S.C. §§ 151 et seq. 

2 See David Sieradzki, Will Online Calls Kill Access !harges?, LEGAL TIMES, May 8, 2000, at 35. 

3 The phrase "regulatory arbitrage" refers to profit-see~ing behavior that seeks to take advantage ofcost or 
revenue disparities that are due solely to regulation. Itshould be noted that this definition differs somewhat 
from the traditional definition of"arbitrage" as "an op~ration involving simultaneous purchase and sale of 
and asset ... in two or more markets between which t~ere are price differences or discrepancies." THE 
MIT DIcnONARY OF MODERN EcoNOMICS 17 (David Iw. Pearce, ed. 1992). 

4 See, e.g., Peter Huber, Old Regulations Stifle the N~ Economy, WALL Sf. 1., June 5, 2000 at A32; Mike 
Senkowski & Jeff Linder, Is it a Zebra or a Striped Horse? Internet Telephony Challenges Traditional 
Regulatory Distinctions, LEGAL TIMES, May 8, 2000, 8!t 33-34; David Sieradzki, supra note 2. See also 
Federal-State Joint Board on Universal Service, CC Dpcket No. 96-45, Report to Congress, 13 FCC Rcd 
11501 (1998) (Stevens Report) (discussing various typ~s of Intemet telephony and whether they should be 
subject to access charges). . 

5 See 47 U.S.C. §§ 251 (b)(5), 252(d)(2). 

6 See, e.g., David Sieradzki, supra note 2. 
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between a local exchange carrier and an intJrexChange carrier (also referred to as "IXC" 
or "long-distance carrier")_ COBAK also would apply to all types of traffic that pass 
over the local circuit-switched network - in¢luding local and long-distance calls, wireless 
to wireline calls, and dial-up connections to Ithe Internet. As proposed, COBAK is a 
default interconnection regime, which meanS it would only apply when two networks 
cannot agree on the tenns for interconnectior' 

4. As discussed in greater detail belbw, the COBAK proposal is premised in 
large part on three observations. First, both parties to a call- i. e., the calling party and 
the called party - generally benefit from a c~l1, and therefore should share the cost of the 
calL 7 By requiring interconnecting networkS to recover most, if not all, of the cost of the 
call from their own customers, COBAK pro {rides an efficient means by which the parties 
to a call can share the total cost of a call. The second observation is that competition 
operates more effectively when carriers recover their costs from their own end users, who 
can choose among competing carriers, rathet than from interconnecting networks for 
whom the tenninating carrier is a de facto mpnopolist. COBAK takes advantage ofthe 
forces of competition, where they exist, by &,quiring a carrier to recover all of its local 
access costsS from its end users. Finally, C~BAK recognizes that opportunities for 
regulatory arbitrage arise when regulation re~ults in different charges being assessed for 
the same facility depending on the specific s~rvices provided by that facility. COBAK 
eliminates these arbitrage opportunities by r~covering the cost ofcertain telephone 
facilities (such as the local loop and local switching) directly from subscribers, and 
thereby eliminating the need to recover thes,' costs from different services that are 
provided over these facilities. 

5. The COBAK proposal consists o~ two rules for local calls involving two 
networks. First, the calledparty's networkcjannot charge the calling party's network for 
tenninating the call. 9 Second, the calling party's network is responsible for the cost of 
transporting calls between the calling party'~ central office and the called party's central 
office. to As discussed below, these rules areleasily extended to apply to calls requiring 

7 See, e.g., Patrick DeGraba, Efficient InterconnectioJ Regimes for Competing Networks (October 2000) 
(on file with the Office ofPlans and Policy, Federal Cpmmunications Commission). 

S As discussed below, local access costs include the crst of the loop and the cost of the local switch nearest 
to the customer. See section IILA infra. . 

! 

9 In this sense, COBAK differs from most current interconnection regimes, under which the calling party's 
network must pay the called party's network for termi~ating the call. See generally Implementation ofthe 
Local Competition Provisions in the Telecommunicatipns Act of1996, CC Docket No. 96-98, First Report 
and Order, II FCC Rcd 15499, 16024-25 (1996)(LOC~'1 Competition First Report and Order), afrd in part 
and vacated in part sub nom. Competitive Telecommu ications Ass 'n v. FCC, 117 F.3d 1068 (8th Cir. 1997) 
and Iowa Uti/so Rd. v. FCC, 120 F.3d 753 (gth Cir. 199 ), aff'd in part and remanded, AT&Tv. Iowa Uti/so 

1Rd., 525 U.S. 366 (1999). • 

10 As discussed in greater detail below, the calling partl,s network may accomplish this by: constructing its 
own transport links, purchasing transport facilities or services from the called party's network, or 
purchasing or leasing such facilities or services from althird network. In the early stages of moving from 
monopoly to competition - when incumbent local carriFrs still possess monopoly power over local network 
facilities - it will most likely be necessary to require thp incumbent to provide transport facilities to 

21 

I 
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more than two networks, such as a long-distance call involving an mterexcnange Call1t:L 

6. This paper is organized as follows. Section II provides a briefoverview of 
existing interconnection regimes and their associated problems. Section III explains the 
COBAK proposal and provides examples of how it would apply. Section IV discusses 
the theoretical and policy justifications for the COBAK proposal. Section V discusses 
how COBAK eliminates or ameliorates the most important problems plaguing the current 
interconnection regime. Finally, Section VI raises certain implementation issues. The 
paper does not address any of the legal issues raised by the COBAK proposal or possible 
transition strategies, however. 

II. 	 OVERVIEW OF EXISTING INTERCONNECTION REGIMES AND 

THEIR PROBLEMS 


7. In order to understand the COBAK proposal and its potential benefits, it is 
necessary to understand the existing patchwork system of interconnection arrangements 
and the problems associated with this system. Accordingly, this section first provides a 
broad overview of existing interconnection regimes. It then describes some of the 
problems associated with the existing system. 

A. 	 Existing Interconnection Regimes 

8. For much of this century, local telephony was viewed as a natural monopoly. 11 

Local telephone companies were given monopoly franchises and protected from 
competitive entry, but in return were subjected to rate regulation and certain universal 
service obligations. 12 Because of their monopoly position, however, local telephone 
companies had incentives to resist interconnecting with certain other networks.13 More 

interconnecting networks at regulated rates. Nevertheless, even if the incumbent network provides the 
facilities, the cost of transporting the call remains on the calling party's network, which either leases the 
incumbent's facilities or purchases transport services fTom the incumbent. See sections III.A, III.B infra. 

11 See, e.g., PETER W. HUBER, MICHAEL K. KELLOGG & JOHN THORNE, FEDERAL TELECOMMUNICATIONS 
LAw 2 (2d ed. 1999) (hereinafter "PETER W. HUBER, ET AL.") ("The high cost offixed plant, the steadily 
declining average cost of service, and the need for all customers to interconnect with one another made it 
seem both sensible and inevitable to have a single, monopoly provider."); JEAN-JACQUES LAFFONT & lEAN 
TIROLE, COMPETITION IN TELEcOMMUNICATIONS 3 (2000) ("The absence ofcompetition was motivated by 
the existence of large fixed costs in several parts of the network, whose duplication was neither privately 
profitable nor socially desirable; the telecommunications industry was deemed to be a <natural 
monopoly."'). See also AT&Tv.lowa Uti/so Bd., 525 U.S. 366,370 (1999) «<Until the 1990s,local phone 
service was thought to be a natural monopoly."). 

12 See generally PETER W. HUBER, ET AL., supra note 11 at 212-26 (summarizing early history of 
telephone regulation); GERALD W. BROCK, TELECOMMUNICATION POUCYFOR THE INFORMATION AGE 63­
70 (I 994)(same). 

13 See, e.g .• David F. Weiman & Richard C. Levin, Preying/or Monopoly? The Case o/Southern Bell 
Telephone Company, 1894-1912, 1021. POL. £CON. 103 (1994) (describing predatory strategies of AT&T, 
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specifically, local telephone companies gen¢rally had no incentive to interconnect with 
competing local telephone companies, and, rhen forced to interconnect, generally sought 
to impose high interconnection costs on oth,r networks.14 As a result, regulators, both at 
the state or federal level, traditionally have Ultervened and regulated interconnection 

I 

arrangements between local telephone companies and other interconnecting parties. 

9. In addition, regulators at both thJ federal and state levels have frequently used 
interconnection regulation to achieve various social goals. For example, in order to keep 
local rates low, both federal and state regulaEors have permitted local telephone 
companies to charge long-distance compani s above-cost access charges for originating 
and terminating long-distance calls. IS Simi!. ly, in order to encourage the development 
of enhanced services, the Commission in 1983 exempted enhanced service providers 
from these access charge requirements. 16 I 

10. What has resulted over time is a ~omplex and frequently arbitrary patchwork 
of interconnection regulations that treats ditlfrent classes of interconnecting parties and 
different types of services quite disparately 1ven though there may be little difference in 
the costs that they generate. 17 The interconnection regime that applies in a particular 
situation depends on such factors as: whethe~ the interconnecting party is another local 
carrier, an interexchange carrier, or a subscriber; whether the service is classified as local 
or long-distance, interstate or intrastate, or b~ic or enhanced; and whether a call is 
completed using an enhanced service provider. 

11. Broadly speaking, however, inteJonnection rules can be divided into two 
basic types: one set ofrules that applies to '10cal" calls, and a second set of rules that 
applie~ to "long-distance" calls. Both sets of rules are, ofcourse, subject to a number of 
exceptions. I 

1 
including its refusal to interconnect with independent;\telePhone companies); PETER W. HUBER, ET AL., 
supra note 11 at 213 (same). 

14 See section IV.A infra. 

IS See, e.g., Federal-State Joint Board on Universal,*rvice, CC Docket No. 96-45, Report and Order, 12 
FCC Rcd 8776, 8784-85, at paras. 10-12 (1997) ( Un~vtrsal Service Report and Order) (discussing implicit 
subsidies, including those in access charges); PETER Vf. HUBERET AL., supra note 11 at 552 (same). 

16 See MrS and WATS Market Structure, CC Docket fo. 78-72, Memorandum Opinion and Order, 97 FCC 
2d 682, 711-12 (1983) (MrS and WATS Order). I 

17 This system of interconnection regulation is furthet1 complicated by the fact that telecommunications 
users, telecommunications carriers and other service~'oviders can interconnect with an incumbent LEC's 
network in a variety ofways. For example, a party c interconnect with an incumbent LEC's network at 
the line side or trunk side of a switch, and it can interc. nnect at an end-office switch or a tandem switch. 
See, e.g., Local Competition First Report and Order, IiI FCC Rcd at 15608-09, paras. 209-12. Similarly, a 
party seeking to interconnect with an incumbent LEc~an construct its own transport links to connect to the 
incumbent's network, or it can purchase them from th incumbent or from third parties. See, e.g., 
Implementation ofthe Local Competition Provisions 0; the Telecommunications Act of1996, CC Docket 
No. 96-98, Third Report and Order and Fourth Further [Notice of Proposed Rulemaking, 15 FCC Rcd 3696 
(1999) (Local Competition Third Report and Order). I 

4' 
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12. Thus, for example, when a customer ofone LEC makes a local call to a 
customer of another LEC, that local call is subject to reciprocal compensation. 18 Under 
the Commission's current reciprocal compe4sation rules for incumbent LECs, the calling 
party's network generally must pay the calle~ party's network to terminate the call (i.e., 
to deliver the call from the central office setting the called party to the called party's 
premises).'9 In addition, if the calling party'~ network uses the transport facilities of the 
called party's network to deliver the call to ~e called party's local central office, it must 
also pay the called party's network for trans~ort. The Commission's current rules also 
permit states to impose bill-and-keep arrangements if "traffic is relatively balanced."20 

I 

13. If the call is a long-distance call, ~owever, then the calling party's 
interexchange carrier must pay both the origtnating local carrier and terminating local 
carrier either intrastate or interstate access charges, depending on whether the call crosses 
state lines. Finally, if the call is a long-distahce call, but the customer uses a computer 
connected to an ISP to make an Internet telebhony call, no originating access charges 
would be owed. 21 I 

14. An alternative way to analyze interconnection regimes is to distinguish 
between "calling-party's-network pays" (CP~) regimes and "bill-and-keep" regimes. In 
CPNP regimes, which cover the majority of ~nterconnection arrangements for basic voice 
traffic, the calling party's network (the local exchange carrier in the case ofa local call or 
the interexchange carrier in the case of a toll Icall) pays the called party's local network to 
terminate a call (and possibly also to transp~ the call). Thus, in the case of a local call, 
the calling party's LEC is required to pay tr sport and termination for traffic that 
terminates on the called party's network. Si" ilarly, in the case ofa long-distance call, 
the calling party's interexchange carrier must pay terminating access charges, either 
interstate or intrastate, to the called party's L~C to terminate the call (as well as 
originating access charges to the calling p~'s LEC to originate the call). 

15. The second type of arrangement fuvolves no inter-carrier compensation and is 
generally referred to as a "bill-and-keep" =rement." Under such arrangements, the 

18 See 47 U.S.C. §§ 25 I (b)(5), 252(d)(2). See also Lok:al Competition First Report and Order, II FCC Rcd 
at 16008-58, paras. 1027-1118. 

19 See id. at 16024-25, paras. 1057-58. 

20 Id. at 16055, para. 1112. It is interesting to note that traditionally contiguous, but non-overlapping 
incumbent local exchange networks have frequently eI" changed traffic on a bill-and-keep basis. 

21 MT.See 'Sand WATS Order, 97 FCC 2d 682; see gen rally PETER W. HUBER, ET AL.,supra note 11 at 
127-29. Whether terminating access charges would b¢ owed depends on how the provider of the Internet 
telephony service decides to terminate the call. It appears that today many such providers find it easier 
simply to pay terminating access charges when delive1ng the call. 

22 See, e.g., Local Competition First Report and OrdJr, II FCC Rcd at 16045-58, paras. 1096-1118 
(discussing bill-and-keep interconnection arrangemen"t!»; Interconnection Between Local Exchange 
Carriers ,and Commercial Mobile Radio Service PrOViders, CC Docket No. 95-185, Notice of Proposed 
Rulemakm& II FCC Rod 5020 (1996) (LEC-CMRS 11',"onn<Ctlon NP RM) ("""e), 
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calling party's carrier does not have to pay t e called party's carrier to terminate a call; 
rather, the called party's carrier must recovet the cost of termination from its end-user 
customer.23 As previously indicated, such arrangements traditionally existed between 
adjacent local exchange carriers, such as betlween a Bell Operating Company ("BOC") 
and a neighboring rural ILEC. In addition, tihe 1996 Act states that the pricing rules 
applicable to interconnection agreements bereen incumbent LECs and other LECs do 
not "preclude" bill-and-keep arrangements. 2 

B. Problems Caused by Existij.g Interconnection Regimes 

16. The current collection of intercolection regimes is not only complex - it also 
suffers from a number of fundamental problems. These problems distort usage of the 
network and deployment of facilities, impedrthe development of competition and the 
relaxation of regulation, and threaten the co~tinued viability of the existing system. 

17. First and foremost, the current interconnection regimes create significant 
opportunities to game the system through rekulatory arbitrage. One such opportunity 
arises from the fact that IXCs must pay interttate and intrastate access charges to the LEC 
that originates a long-distance call, while an [SP that provides Internet or Internet 
Protocol ("IP") telephony does not. 25 Conse~uently, an end user can avoid access charges 
by utilizing IP telephony to place long-dist~ce calls.26 Although this has not proven a 

23 The treatment of transport costs may vary dependiJg upon the specific bill-and-keep proposal. See 
section IV.D infra. '1 
2447 U.S.c. § 252(d)(2)(B). • 

25 The phrases "Internet telephony" and "Internet pro~ocoi telephony" ("IP telephony") refer to similar, but 
distinct concepts. IP telephony involves the provisiofl of a telephony service or application using Internet 
Protocol. IP telephony may be provided over the PUb!'ic Internet or over a private IP network. In contrast, 
Internet telephony is a subset oflP telephony that is d stinguished by the fact that it is provided over the 
public Internet and uses the domain-name system for outing. See. e.g., Stevens Report. 13 FCC Rcd at 
11541-51, paras. 83-1 04 (discussing Internet and IP te!lephony); HARRy NEWTON, NEWTON'S TELECOM 
DIcnONARY 378 (141h ed. 1998) (same). For simplicifY' the text will refer generally to the broader concept 
of IP telephony. I 

IP telephony can also be categorized by the equipmen~ used to provide the service. For example, IP 
telephony may be provided using two personal compl'ers ("computer-to-computer" IP telephony); the 
service may be provided between a computer and a st dard telephone using a single IP gateway 
("computer-to-phone" IP telephony); or it may be pro ided using two standard telephones that connect 
through two IP gateways ("phone-to-phone" IP teleph<lmy). See. e.g., Stevens Report, 13 FCC Rcd at 
11543-44, paras. 87-89. , 

26 Depending on how an IP telephone call is ProvidJ, the call may be subject to access charges, reciprocal 
compensation, or no charges. As an example, suppose.that two parties make a computer-to-computer IP 
telephone call: In thi~ case, no, access c?arges,would a~.ply, but r~ciprocal compensation charges might 
apply. In particular, If the callIng party s ISP IS a cust mer of a dIfferent LEC than the calling party 
himself, then the calling party's LEC is likely to be req ired to pay reciprocal compensation to the ISP's 
LEC. In this case, not only does the calling party's LE~ not receive access charges, but it must also pay 
reciprocal compensation. If, on the other hand, the calyng party and the calling party's ISP were both 
customers of the same LEC, then no inter-carrier chargrs would apply, 

6 
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serious problem to date, improvements in l quality of IP telephony could lead to 
significant substitution of IP telephony for aditional circuit-based long-distance service, 
with a consequent erosion in access revenu • . A second source of regulatory arbitrage 
arises from the fact that the interconnection charges, which the calling party's network 
has to pay to the called party's network, geqerally are above cost and inefficiently 
structured.27 Thus, for example, various CLjECs have targeted ISPs, which generally have 
only incoming traffic, as customers, in orde~ to become net recipients of local traffic. 
ILECs claim that this has cost them billiont,0f dollars in reciprocal compensation 
payments. 28 Both sources of regulatory arbi age can distort the incentives of carriers to 
invest and deploy facilities efficiently and t , offer services to customers. 29 

18. A second problem is that currentl interconnection regimes typically confer on 
all local carriers market power over terminating access. This market power arises from 
the fact that interconnecting originating networks, including both local and interexchange 
carriers, have no alternative carrier that can terminate a call. In effect, each terminating 
carrier, no matter how small, has a monopoly over termination to its own customers. 
Moreover, under existing rules, neither the c~lling party nor the called party will have to 
pay the excessive termination charges, and, ~erefore, there will be no incentive for the 
called party to switch carriers. More specifit' ally, the called party, by definition, will not 
incur the excessive termination charges, and because of geographic rate-averaging 
requirements,30 the calling party will have li Ie or no incentive to complain to the called 
party or ask him to switch carriers. This presents regulators with the unattractive choice 
of allowing non-incumbent carriers to exerc~se their market power,31 permitting IXCs to 
refuse to deliver calls to terminating carriers Ithat charge excessive rates, or regulating the 
terminating access rates of all carriers, inclu<;iing those that would not possess market 

structured as peJminute charges. Yet it is clear that most switching 

costs are based on required peak capacity rather than rtinutes of use. See, e.g., Access Charge Reform, CC 

Docket No. 96-262, Fifth Report and Order and Further Notice of Proposed RuJemaking, 14 FCC Rcd 

14221, 14328-30, paras. 211-16 (1999) (Pricing Flex{bility Order and NPRM) (noting that switching costs 

vary with peak demand and not the total number ofstitched minutes). 


28 See, e.g., Letter from W. Scott Randolph, Verizon <i::ommunications, to Magalie R. Salas, Secretary, FCC 
(Nov. 1,2000), filed in Docket No, 99-68. l' 

29 Most dial-up Internet service still passes through th, circuit switches of the traditional telephone network. 
It would be more efficient, however, to strip such cal1~ off the circuit-switched network before they reach 
the calling party's switch, route them over a packet-s~'itched network, and then bypass the called party's 
circuit switch when terminating the call. Doing so w uld eliminate the need to tie up a circuit during an 
Internet session, which is clearly inefficient as packet are transferred during only a small fraction of the 
period a cu~tom.er is online. CLECs serving ISPs w091d, most likely, oppose such an arrangement, 
however, SInce It would prevent them from collecting ,termination charges on a per-minute basis. 

30 Note th,at, because ofgeogra~hic rat~-averaging reqLirements, IXCs cannot pass these high termination 
charges directly through to calhng parties who place cklls to these high-priced networks. Thus end-user 
customers on networks with high termination charges are unlikely even to hear complaints fro~ the parties 
that call them. '\ 

31 ILECs generally are not able to exercise terminating market power because their interconnection rates are 
regulated. 

) 


http:cu~tom.er
http:payments.28


Docket No. 000075-TP 
Rebuttal Testimony of Edward C. Beauvais, Ph.D 

Rebuttal Exhibit ECB-1 
FPSC Exhibit No. 

January 1 0, 2001 
Page 13 of 44 

power under alternative interconnection re~mes. 32 

19. Third, the existing system ofint¢r-carrier interconnection charges is likely to 
result in inefficient end-user charges. To th,~ extent that interconnection charges tend to 
be traffic sensitive (i.e., set on a per-minute or per-call basis), they create pressure on 
carriers to adopt traffic-sensitive retail price . If the underlying network costs are not 
traffic sensitive, however, then these traffic-sensitive retail rates will reduce usage of the 
network to inefficient levels. 33 In addition, ~uch interconnection charges may result in 
customers paying higher prices for calls that cross networks than for calls that remain on 
one network. Such pricing would be incons~stent with the goal of providing 
interconnection between networks that is se~less and transparent to customers. 

20. Finally, as will become clear bel~w, a fundamental flaw with a majority of the 
existing interconnection regimes is that they: are CPNP regimes, which impose all of the 
costs of a call on the calling party. Many of the problems affecting current 
interconnection regimes can be solved by ~bving to an interconnection regime that 
appropriately divides the cost of a call betwren the calling party and the called party. 
The next section proposes such a regime. 

III. THE COBAK PROPOSAL 

21. This section presents an approaci to interconnection pricing called "Central 
Office Bill and Keep" or "COBAK." COBAK is a default interconnection regime, which 
would apply only when two networks cannot agree on the tenns for interconnection. In 
contrast to the existing patchwork of intercotmection regimes, COBAK is a unified 
approach to interconnection pricing, which 't0u1d apply to all types of carriers that 
interconnect with, and to all types of traffic that passes over, the local, circuit-switched 
network. Thus, COBAK applies to both lOC~!I and toll traffic (including interstate and 
intrastate toll), and it applies to interconnect on agreements between, for example, 
competing local carriers, adjacent local carri rs, wireless and wireline carriers, and local 
and long-distance carriers. 

22. This section first sets forth the C~BAK proposal. It then illustrates how the 
COBAK rules would apply to a number ofdlfferent interconnection scenarios. 

derand NPRM. JFCC Rod at 14312-20. p.m•. 180-90 (disoussing 
problem of CLEC access charges). See also JEAN-JAc;::QUES LAFFONT & JEAN 1lROLE, supra note II at 186 
(discussing "common fallacy" that small players do n~.t have market power and should therefore face no 
constraint on their termination charges). In fact, carri rs with smaller market shares may have a greater 
incentive to charge excessive terminating access char es because those charges are unlikely to be flowed 
through to interconnecting carriers' end-user prices. ~ee id. 

33 More specifically, because carriers will view traffictsensitive interconnection charges as raising their 
marginal costs, they will tend to raise their traffic-sen~itive retail prices, even though the underlying cost 
structure of the networks may be non-traffic-sensitive. 
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A The COBAK Rules 
i 

23. For purposes of this discussion, E"OnSider a teleconununications network as 
consisting of two parts: (1) local accessfac lilies, consisting of the loop serving the 
customers' premises and the central office s" 'tches that serve the customers' loops, and 
(2) transport facilities, consisting ofboth in~er-office trunks and tandem switches. 34 

Further, for purposes of this discussion, de~e termination as the delivery of a call, by 
the called party's network, over the local ac ess facilities to the called party, and 
transport as the routing and delivery of a ca1 from the calling party's central office to the 
called party's central office. 35 

24. With these definitions, COBAK 1an be described in terms of two basic, 
default rules. The first rule specifies how th~ cost of local access facilities should be 
recovered, while the second specifies whichinetwork is responsible for the cost of 
transport. For simplicity, let us begin by co~"idering calls that traverse just two 
networks, such as a local call that originates on one local network and terminates on 
another local network in the same local calli g area. 

Rule 1: No c~rrier m~ reco.ver any costs 01itS customers' lo~al access facilities from an 
interconnectmg carner. This rule means th t the called party s network cannot charge 
the calling party's network to recover any c sts associated with either the called party's 
loop or the switch that serves that loop. Thu's, each carrier must recover the cost of local 
access facilities from its own end-user custo!ers. 

Rule 2: For calls traversing two networks, t "e calling party's network is responsible for 
the cost oftransporting the call to the callea'party's central office. Because the calling 
party's network is responsible for transport~g a call to the called party's central office, 
the calling party's network must either provi~e its own transport facilities or pay another 
carrier, including possibly the called party's carrier, to transport the call to the central 
office serving the called party. ! 

25. The following examples illustratelthese rules. First, suppose that there are two 
networks, and each builds its own transport ~ci1ities to connect its network to the other 
network's central offices. In this case, the calling party's network would deliver a call 
from the calling party to the central office ofithe called party, where the called party's 

34 A loop provides connection between the customer ~nd the central office that switches a caB onto the 
transport network. The term "loop," as used here, can refer either to the traditional wireline facility that 
connects a customer's premise to a switch, or a wirele±s connection, whether fixed or mobile, between a 
customer and the switch of the wireless network. The central office can be viewed as a place in the 
network where loops are aggregated and calls are swi " hed onto the transport network. See section VI.A 
infra. 

3S Cf. Local Competition First Report and Order, II ~CC Rcd at 16015, paras. 1039-40 (defining 
termination as "the switching of traffic that is subject ~ section 251 (b )(5) at the terminating carrier's end 
office switch (or equivalent facility) and delivery ofth\:tt traffic from that switch to the called party's 
premises," and transport as "the transmission of termihating traffic that is subject to section 251 (b)(5) from 
the interconnection point between the two carriers to t~e terminating carrier's end office switch that directly 
serves the called party (or equivalent facility provided iYa non-incumbent carrier)."). 
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network would then tenninate the call. sin~e both networks in this example possess their 
own transport facilities, the networks would! exchange traffic at the central offices of the 
called party on a bill-and-keep basis - hence the name "Central Office Bill and Keep." 
Now suppose that a calling party's carrier~·ysically interconnected at some point on the 
called party's network other than at the call d party's central office, such as at a tandem 
switch. In this case, the calling party's ne ork would have to pay the called party's 
network for the use of the tandem switch an~ for transport links to the central office. It 
would not, however, pay a termination charge to contribute to the cost of the central 
office switch or the loop. Finally, it shoul~e noted that a carrier could satisfy Rule 2 by 
leasing transport facilities or purchasing tr port services from a third party. This last 
option is becoming more likely as the mark t for transport becomes increasingly 
competitive. 

26. For calls traversing three networt,such as a long-distance call carried by an 
interexchange carrier, the first rule remains e same, while the second rule only requires 
slight modification. Under COBAK, the ca ling party is responsible for all of the costs of 
transport to the central office serving the called party. The calling party satisfies this 
responsibility by contracting with both a IOCr·I network that will originate the call and! an 
interexchange network that will transport th call from the calling party's local network 
to the called party's central office. More sp. cifically, under COBAK, the calling party's 
local carrier is responsible for carrying the ¢all from the calling party to the point of 
presence ("POP") of the calling party's inte~eXChange carrier. The calling party's 
interexchange carrier is then responsible fo carrying the call to the central office serving 
the called party. As with a local call, the ca led party's network is responsible for the 
cost of terminating a call over the local access facilities. 

! 

27. Thus, COBAK eliminates all Orii· inating access charges. It also eliminates 
any terminating access charges intended to r cover the cost of the loop or the terminating 
central office. COBAK does not, however, . liminate access charges for terminating 
transport if the IXC uses the terminating LE~'s transport facilities. 

28. Notice that, in an interexchange tIl, the calling party's local network is 
responsible for delivering the call to the inte exchange carrier's POP, just as it is 
responsible, in the case of a two-network cal for delivering the call to the central office 
of the called party. Thus, Rule 2 may be mddified as follows: 

Rule 2A: For interexchange calls, the callinJ party's local network is responsible for 
delivering the call to the point ofpresence ~Jthe calling party's interexchange carrier; 
the calling party's interexchange carrier is tben responsible for delivering the call to the 
called party's central office. ' 

29. It is worth reiterating that COBJ is a default interconnection regime which 
would apply only if two interconnecting earners are unable to reach a negotiated 
agreement on the terms of interconnection. r·does not constrain in any way the kind of 
agreement carriers are allowed to negotiate. 

30. This does not mean that the COB. rules will not influence negotiated 

It 
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outcomes. In fact, the default rules, to a large extent, will detennine the outcome of the 
negotiation. For example, COBAK's Rule:2 often creates incentives for interconnecting 
networks to establish a meet point between~eir two networks and to exchange traffic 
within a specific geographic area on a bill- d-keep basis at that point. In particular, to 
the extent that two carriers have relatively b lanced traffic exchanges. they are likely to 
find it in their mutual interest to agree to sU<fh a meet-point arrangement, as this 
arrangement is likely to be less expensive t~ each carrier's building it own separate 
transport facilities to each central office oftt other network.36 Similarly, several 
networks could agree to establish a commo network access point ("NAP") or point of 
interconnection (similar to NAPs in the Inte. et) and all exchange traffic on a bill-and­
keep (or other agreed upon) basis at such a point. 37 

31. It is also worth pointing out that tOBAK represents an approach to 
interconnection pricing between carriers; it oes not specify how retail rates should be 
set. To the extent that local switch costs tha fonnerly were recovered through access 
charges must now be recovered from end users, COBAK does not specify how those 
costs should be recovered. COBAK thus W Uld not preclude regulators from simply 
shifting the per-minute, local-switching ace ss charges from the IXC to the LEC's 
customer. 38 1


32. Finally, COBAK does not preclude alternative retail relationships between a 
carrier and an end user. For example, it wotd not be inconsistent with COBAK for an 
interexchange carrier to offer an "800 servic "in which the called party pays the 
interexchange carrier for ~e cost of transpo 'ng th~ call..Nor.would ~OB~ preclude a 
"calling-party-pays" ServIce, where the called party s carner bIlls callmg partIes (who 
may not be subscribers) for the cost of termihating a call. 39 In fact, a carrier seeking to 
offer a "calling-party-pays" service could er· negotiate with the calling party's network 

36 Even if traffic is not balanced, interconnecting ne • orks are still likely to have an incentive to share the 
cost ofbuilding shared transport links. Specifica11y, provided that both networks originate some traffic and 
that it is cheaper to build a single shared transport faclIity than two separate transport facilities, then the 
parties will have an incentive to agree to a shared facIity whose cost would be split in some way between 
the two carriers. 

37 In fact, it has been proposed that the Commission e tablish such points of interconnection and require 
networks to interconnect on a bill-and-keep basis at s,ch points. Douglas A. Galbi, Transforming the 
Structure ofNetwork Interconnection and Transport,8 J. CbMM. L. & POL. 203 (2000). While there are 
clearly some advantages of such an arrangement, SUCl·as eliminating the need to determine what qualifies 
as a central office, it creates administrative problems f its own, including determining where such points 
would be located, who would run such interconnectio points, and how the quality level of interconnection 
would be determined and maintained. • 

i 

38 This issue is discussed in greater detail in section Vl.F infra. 

39 Such "calling-party-pays" services are commonly Jfered by wireless carriers in other countries. In 
addition, the Commission addressed this issue in Calif~g Party Pays Service Offering in the Commercial 
Mobile Radio Services, WT Docket No. 97-207, Declaratory Ruling and Notice of Proposed Rulemaking, 
14 FCC Rcd 10861 (1999). Ofcourse, such calling-party-pays arrangements create a terminating access 
pr~blem: See, e.g., Office of~elecommunications, p~e Control Review (Oct. 2000) at paras. 2.32-2.35 
(d,,",us',"g need to 'egulate pnce ofcalls made by M I Hne cus_em to Mreless custome,,). 
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to have the latter network act as the collectiJn agent. COBAK would only preclude the 
tenninating carrier's demand that the origin~ting carrier pay the cost of terminating a call 
as a condition for interconnection. ' 

B. Illustrative Applications 01 the COBAK Rules 

33. The following examples illustra,e how COBAK would apply to a number of 
different interconnection scenarios. 

34. Example 1 A Local Call Betwe~n Two Networks Interconnecting at the 
Central Office: Suppose there are two local r.etworks in a city, A and B, each ofwhich 
owns one local switch. In addition, assume that A owns a transport trunk connecting its 
switch to B's switch. In this case, for calls <1>riginating on A's network, A will use its 
own transport facilities to deliver calls to B'f' central office, and it will not have to pay B 
to terminate these calls. Thus, for these call , interconnection occurs on a bill-and-keep 
basis at B's central office. . 

i 

35. Suppose now that one ofB's customers originates a call to a customer on A's 
network. B is responsible for the cost oftrtporting the call to A's central office. To 
satisfY this responsibility, B could either bui d its own transport trunk, use A's transport 
facilities, in which case it would pay A for " s transport, or purchase transport from a 
third party. i 

36. Example 2 - A Local Call BetweLn Two Networks with Interconnection at a 
Tandem Switch: Again, assume that there ar~ two local networks, but this time further 
assume that A has several central offices co~ected to a tandem switch, while B has just 
one central office switch. Finally, assume ~.at B interconnects with A at the tandem 
switch. In this case, if a customer of B calls a customer ofA, B would have to pay A for 
the cost of tandem switching and transport om the tandem to the called party's central 
office, but B would not have to pay termina110n costs. Thus, A could not charge B for 
any part of the cost of the local switch or the called party's loop. 

37. Suppose now that a customer of l calls a customer ofB. In this case, A could 
carry the call to B's central office, in which rase it would owe B nothing. Or, A could 
choose to use B's interconnection trunks. In1this case, A would have to pay B for 
trans?O~ from the tandem switch to B's cenr,I office, but A would not have to pay B for 
temunatlon. 

38. Example 3 A Long-Distance Cdll Involving an Interexchange Carrier: 
Suppose that a customer wants to make a lorlg-distance calL The calling party's local 
~er is res~o~ible for deliveriIl:g the call t},'the point of presence, or POP, of the 
calhng party s mterexchange carner and can nly recover this cost from the end user and 
not the IXC. The calling party's IXC is then responsible for delivering the call to the 
central o~ce serving the called party. It rec~vers this cost from its customer, the calling 
party. Fmally, the terminating local carrier :rving the called party is responsible for 
delivering the call from the central office to e called party, and it recovers the 
termination costs from its end user, the calle • party. As discussed above, the only access 

If 
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i 

charges the IXC might have to pay are for tiansport to the local central office of the 

called party. 1 
39. Example 4 - A Long-Distance C II Involving a LEC with No Direct 

Connection to the !XC: Suppose a rural LE. connects indirectly to the POP ofan IXC by 
"transiting" the network of a larger adjacent! LEC. For an interexchange call made by the 
rural LEC's customer, the rural LEC is resp~.nsible for delivering the call to the IXC's 
POP. This means, in this case, that the rura LEC will have to pay a transport charge to 
the larger adjacent LEC to have the latter tr sport the call to the IXC's POP. 

40. Suppose now that the rural carri~r's customer is a recipient of a long-distance 
call. In this case, COBAK dictates that the !XC is responsible for transporting the call to 
the rural LEC's central office, which serves~·e called party. This means that the IXC 
will have to pay transport charges to cover e cost of transport from its POP to the rural 
LEC's central office. This transport charge, which normally is billed by the larger LEC 
that is actually connected to the IXC, would. then be split between the rural LEC and the 
larger adjacent LEC. I 

41. It may be helpful to compare C~AK to existing interconnection regimes. 
With respect to local calls, COBAK resemb es the existing reciprocal compensation rules 
in making the calling party's network respo· ible for the cost of transporting the call to 
the central office ofthe called party. COBAK differs from the existing reciprocal 
compensation scheme in that the called P9's carrier cannot recover from the calling 
party's network any of the cost of terminati g the call over the called party's local access 
facilities. 

42. For interstate and intrastate long ..distance calls, COBAK represents a more 
significant departure from the existing acces~ charge regime. As previously mentioned, 
the IXC, under COBAK, will pay no Origi~ting access charges at all to the calling 
party's local carrier, and it will pay no local switching or carrier-common-line charge to 
the called party's local carrier. At most, it ill only pay the called party's local carrier 
for transport from the POP to the central 0 .ce, should it choose to use the transport 
facilities of the called party's local carrier. 

43. It is worth emphasizing that thisEper is not proposing that COBAK be made 
the default for interconnection negotiations ong Internet backbones. Internet 
backbones have been able to negotiate inte~ .onnection agreements among themselves 
without any regulatory intervention so far, a.q.d there appears to be no good reason to 
modifY the existing system where it appears ~o be working well without the assistance of 
regulators. . 

IV. THEORETICAL AND POLICY JUSTIFICATIONS FOR COBAK 

44. The previous section laid out the!OBAK proposal and provided examples of 
how it would apply to various interconnectio scenarios. This section describes the 
theoretical and policy rationales underlying . e COBAK proposaL More specifically, the 
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section first discusses the appropriate goals, f an interconnection pricing regime in 
competitive markets. It next discusses the qritical assumptions underlying the prevailing 
CPNP interconnection regimes that the cailing party is the sole cost-causer and sole 
beneficiary of a call - and explains why thot assumptions are unrealistic and need to be 
reconsidered as competition is introduced i to telecommunications markets. The section 
then explains the implications for interconn, tion pricing of adopting the more realistic 
assumption that both parties to a call "causer' the call and benefit from the call. Finally, 
the section lays out the theoretical and POli~' justifications for the two COBAK rules. In 
this regard, the section also explains how C BAK's default rules should encourage 
parties to negotiate efficient interconnectio agreements without the need for regulatory 
intervention. 	 ' 

A. 	 The Appropriate Goals of l'n Interconnection Pricing Regime in 
Competitive Markets 

45. There is general, though not universal, agreement that some regulation of 
interconnection is required at least between incumbent local exchange carriers and 
entering competitors. As suggested above, tS is because small, new networks need 
interconnection with large networks in orde to attract customers and compete with the 
incumbent. Without such interconnection, , all networks would provide connection to 
only a few other customers, which would sererely limit the value of their network. 
Large, incumbent networks, on the other h~'d, have a strong incentive to refuse to 
interconnect at all or to interconnect only 0 tenns or conditions that would competitively 
disadvantage their new competitors, as a me s of forestalling competition. 40 

46. While suggesting the need for some fonn of interconnection regulation, these 
observations do not explain which fonn of i~'terconnection regulation is most desirable 
from society's perspective. Moreover, regu ators historically have used interconnection 
policy to achieve a variety of objectives, an have not always clearly articulated those 
objectives. 4 

1 Finally, at least under certain ipterconnection regimes, the regulatory 
objectives appear to conflict. For example, building implicit subsidies into 
interconnection rates might encourage uniV;'al service, yet it is inconsistent with the 
goal of encouraging the efficient use of the etwork by customers, the efficient 

deployment of facilities by carriers, and the ,fficient development of competition. 


40 See, e.g., Local Competition First Report and orcter, 11 FCC Rcd at 15508, para. 10 ("Because an 
incumbent currently serves virtually all subscribers i its local serving area, an incumbent LEC has little 
economic incentive to assist new entrants in their eU rts to secure a greater share of the market. An 
incumbent LEC also has the ability to act on its incentive to discourage entry and robust competition by not 
interconnecting its network with the new entrant's network or by insisting on supracompetitive prices or 
other unreasonable conditions ... "(footnote omitted)~'See also Robert D. Willig, The Theory o/Network 
Access PriCing. in ISSUES IN PUBLIC lJrILITY REGULA ON 109, 146 (H. Trebing, ed. 1979); Mark 
Armstrong, Chris Doyle & John Vickers, The Access Pricing Problem: A Synthesis, 44 J. IND. B::ON, 130 
(1996); Michael L. Katz & Carl Shapiro, Network Externalities, Competition, and Compatibility, 75 AMER 
EcON. REv. 424 (1985), 

41 See, e.g., JEAN-JACQUES LAFFONT & JEAN TIRO~, supra note II at 98 (noting that interconnection 
regulation generally "must reflect multiple objectives. e. 

Ii 
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Similarly, as discussed below, an interconnJtion regime that leads to efficient use of the 
network may be inconsistent with reduced ;tgulation over time.42 

i 

47. With the introduction of competition into telecommunications markets, and 
particularly local telecommunications mark~ts, however, regulators need to limit the 
objectives they seek to accomplish with int~tconnection policy in order not to distort the 
development ofcompetition. 43 In particular~ regulators need to focus on designing an 
efficient interconnection regime. This means. first, that the interconnection regime 
should encourage consumers to make effici,nt use of telecommunications networks, and, 
second, that it should encourage networks t make efficient investment in, and 
deployment of, network infrastructure. , 

48. In addition, efficiency means that the interconnection regime should minimize 
regulatory costs. Such regulatory costs inc~de not only the administrative costs of 
regulation, but also costs associated with m ket distortions resulting from regulatory 
mistakes or imperfect information on the p , of the regulator, which might, for example, 
lead to a miscalculation of interconnection costs. These considerations suggest that a 
default interconnection rule should be simplf and easy for the regulator to implement. 

B. 	 Revisiting the Assumptions IUnderlying the Current CPNP 

Interconnection Regime . 


49. Economic analyses of interconne'tion pricing have generally assumed that the 
calling party is the sole cost-causer and the s Ie beneficiary of a call. While these 
assumptions may have been a useful means ,f simplifying the analysis ofvarious 
interconnection pricing problems, they have !long been recognized as unrealistic,44 and, 
with the growth of competition in telecommFcations, they need to be reconsidered. 

t 
50. As competition was introduced nito the long-distance market, economists 

began considering the price that an incumbent local telephone company, controlling a 
bottleneck facility, should charge a competirtg long-distance company for access to its 
network." A particular focus of these studir was how to set the price of access along 

42 See paras. 89-90 infra. 
i 

43 To the extent that regulators seek to achieve other~oals as well, they should address these separately 
from interconnection policy. In addition, with the in oduction ofcompetition, regulators need to take care 
that their efforts to achieve these other goals do not di tort the efficient development ofcompetition. 

44 See, e.g., Robert D. Willig, supra note 40 at I 24-28j(discussing the fact that the called party generally 
benefits from a call); Lyn Squire, Some Aspects ofOptimal Pricing for Telecommunications, 4 BELL J. 
EcoN. 515 (1973) (same). 'I 
45 Early studies included: Roland ArtIe & Christian ~verous, The Telephone System as a Public Good: 
Static and Dynamic Aspects, 4 BELL J. EcoN. 89 (1973); Lyn Squire, supra note 44; Jeffrey Rohlfs, A 
Theory ofInterdependent Demandfor a Communicatihns Service, 5 BELL J. EcoN. 16 (1974); Robert D. 
Willig, supra note 40. For more recent studies, see, e.:., Jean-Jacques Laffont & Jean Tirole, Access 
Pricing and Competition, 38 BUR. EcON. REv. 1673 ( 994); Mark Armstrong, Chris Doyle & John 
Vickers, The Access Pricing Problem, 44 J. Ind. Econ. 131 (1996); Jean-Jacques Laffont, Patrick Rey &r
Jean Tirole, Network Competition: I. Overview and Nondiscriminatory Pricing. 29 RAND J. EcON. I 

It 
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with the prices ofother retail services offered by an incumbent carrier, so as to achieve 
efficient usage of the network while simultaheously taking account ofnetwork 
externalities and recovering the large, fixed costs exhibited by local telephone networks. 
To make their analyses tractable, these mSols tended to assume that the calling party 
was the sole cost-causer and sole benefici of the call. 46 

51. With the introduction of competi ion in local markets, the assumption that the 
calling party is the only cost-causer creates ~dditional, and potentially more serious, 
inefficiencies. In particular, models employ),ng this assumption generally do not consider 
many of the problems facing today's interc¥nnection regimes, such as the ISP reciprocal 
compensation problem, the arbitrage proble caused by IP telephony, and the 
terminating access problem caused by comp itive LEes not subject to rate regulation. 

52. Given these new problems, it seems necessary to reconsider the assumptions 
made by these earlier studies that the calling! party is the sole cost-causer and sole 
beneficiary of a call. As discussed below, iti is critical to recognize that both the calling 
party and called party jointly cause the call ;d that both benefit. Adopting these more 
realistic assumptions, moreover, leads to alt rnative interconnection pricing regimes that 
solve many of the problems facing the exist' g regime. 

53. With respect to cost causation, it jis only a slight over-simplification to say that 
the cost a network incurs from completing a'phone call is the cost ofhaving a circuit used 
during the call. This "congestion" cost is th~' same for a network whether the call is 
originated by its end-user customer or recei ed by its end-user customer. 47 Thus, with 
respect to resources used in a call, both the alling party's and called party's networks 
should be essentially indifferent whether its . ustomer originated a particular call or its 
customer received the call. Finally, since bqth parties must agree to continue to carry on 
a conversation, it makes more sense to view !both the calling party and called party as 
jointly causing the costs of a call.48 

(1998); Jean-Jacques Laffont, Patrick Rey & Jean T1.r<role, Network Competition: II Price Discrimination, 
29 Rand J. Econ. 38 (1998). See generally JEAN-JACQUES LAFFONT & JEAN T1ROLE, supra note 11 at 102­
04. 

46 Although these earlier studies assumed (at least implicitly) that the calling party was the sole beneficiary 
of the call, the authors of the studies, as previously inficated, clearly recognized that, in reality, both parties 
tended to benefit from calls. See, e.g., Lyn Squire, su ra note 44; Robert D. Willig, supra note 40 at 124­
28. The reason that these authors were willing to rna e this simplifying assumption appeared to be that 
they believed that the parties to the call could intema 'ze the cost of the call. [d. at 128. 

47 Ofcourse, there also may be certain call set-up cosFs associated with initiating a call. These costs do not 
undermine the basic point, however, that both parties are responsible for continuing a call. 

48 A related argument is that, if the calling party had~ot initiated the call, then the call would not have been 
made. Thus, it has been argued that the calling party s the cost-causer and therefore should be charged all 
the costs of the call. This reasoning is wrong for at Ie st two reasons. First, even if we grant that the call 
would not have occurred if the calling party did not i 'tiate it, it is equally true that the call cannot continue 
without the consent of the called party. Thus any cost~ incurred by networks for the duration of the call are 
a result ofa joint decision of the calling party and the ~alIed party to continue the call. Therefore, the 
oalHng and the called party ...e jo;ntly ,.sponsible fO: fll oosts ;noum:d during the dumtion 0f the call. 
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54. Similarly, with respect to benefits, it appears to make more sense to assume 
that, with respect to the vast majority of calls, both parties will receive some benefit. For 
example, a customer who, upon listening to his answering machine, calls someone who 
had left a message suggests that both parties to the call clearly expect to receive a benefit. 
Similarly, businesses that take 800 service, such as mail order catalogues, and other 
businesses that depend on in-coming calls, such as pizza delivery services, are further 
examples of situations where the called party clearly receives some benefits from a call. 
Finally, while it is true that people receive some unwanted calls (for example from 
telemarketers), it appears that these calls represent a small fraction of telephone traffic 
and thus hardly present the basis upon which to build an entire interconnection regime. 
This is particularly true given that the called party can simply hang up on unwanted calls. 

55. Thus, in contrast to earlier economic analyses of interconnection pricing, it 
appears more appropriate to assume that both parties jointly cause the call, and that both 
share in the benefits of a call. We now consider some of the implications of changing the 
traditional assumptions. In order to simplify the discussion, we will further assume that 
the two networks have equal costs and that, on average, the called party and the calling 
party share equally in the benefit of a call. 49 

C. 	 Implications of Revising the Assumptions Concerning Cost Causation 
and Benefits 

56. One clear implication of the traditional assumption that the calling party is the 
sole cost-causer and sole beneficiary of a call is that the calling party should bear the full 
incremental cost of the call. This assumption provides the theoretical basis for CPNP 
regimes. If, instead, we assume that both parties to a call benefit from the call and that 
both jointly cause it, then this suggests that a CPNP regime in which the calling party 
bears the entire incremental cost of the call will not be efficient. This point is briefly 
developed below. 

1. 	 Efficient Usage by Customers 

57. It is well established in economics that, for private goodsSO that are 
individually consumed by specific customers, the price should be set equal to marginal or 

Second, as a general matter, it is not true that, if the calling party did not make the call, then the call would 
not be made. As a simple counter example, suppose a customer on network A calls a customer on network 
B. When the called party does not answer the phone, the calling party leaves a message on the answering 
machine. If the customer on network B subsequently retrieves the message and calls back, whom should 
we say is the initiator or causer of the call? If the customer on B's network would not have called the 
customer on A's network but for the voice mail, then we might conclude that the customer on A's network 
is the initiator or causer of the call, but the customer on B's network is the one who dialed the successfully 
completed call. 

49 Relaxing this assumption and recognizing that different networks may have different costs does not 
change the basic results of this analysis nor does it undennine the two COBAK rules. See note 53 infra. 

so See, e.g., James M. Buchanan, "An Economic Theory of Clubs," 32 Economica I (1965) (discussing the 
differences between private and public goods). 

17 
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incremental cost in order to encourage efficjent consumption decisions. 5 
I Setting the 

price equal to incremental cost ensures that fhe consumer will purchase all units where 
the benefit he receives equals or exceeds the cost of the resources used to produce the 
good or service. 1 

58. Where a good or service is jointly consumed by more than one consumer, 
such as a phone call, the analysis becomes St'ghtly more complicated. 52 In the case of a 
phone call, for example, efficiency requires oth that: (1) the sum of the benefits that 
both parties to the call receive equals or exc eds the cost of the resources used to produce 
the call; and (2) the benefit that each party tc;> the call receives equals or exceeds the price 
that each party paid for the call. • 

59. If one assumes that the parties tol a call benefit equally from the call, then, in 
order to achieve efficient consumption decis~ons, each party should pay one-half the 
incremental cost of the call. 53 If the increm~ntal cost is split equally, then the benefits 
each party receives will equal or exceed the price he pays, while the total benefits both 
parties collectively receive will equal or exc ed the costs of the resources used to provide 
the call. 

2. Efficient Pricing by farriers 

60. The above analysis suggests that ~ustomers would make efficient 
consumption decisions if they faced retail p1ces that evenly divided the cost of a call 
between the parties. The next question thus Ibecomes: what kind of interconnection 

I 

S I See, e.g., I ALFRED E. KAHN, THE ECoNOMICS OF ~GULATION: PRINCIPLES AND INSTITUfIONS 65-70 
(1970). 1 

S2 See James M. Buchanan, supra note 50. . 
i 

S3 There are two possible complications to this analYI·· s that should be noted. Neither complication should 
change the basic conclusion, however. 

First, one needs to consider the implications if the tw. parties to a call do not benefit equally from the call 
(in the sense of having identical demand functions). Ramsey analysis suggests that, in that case, one should 
allocate the cost of each specific call based on the=eltiVe elasticities ofdemand of both parties to the call. 
Frank Ramsey, A Contribution to the Theory ojTaxat'on, 37 EcON. J. 47 (1927); see also KENNETH E. 
TRAIN, OPTIMAL REGULATION: THE EcONOMIC RYOFNATURALMoNOPOLY 115-45 (1991). 
Unfortunately, it is clearly impossible in practice to e~timate individuals' demands for specific calls, 
particularly for recipients of calls. Given this, it appekrs necessary to develop some general assumptions 
concerning demand. As the above analysis suggests, 1t appears more realistic to assume that both parties 
benefit equally than it is to assume that the calling patp' is the sole beneficiary of the call. See also para. 65 
infra. . 

i 

Second, one needs to consider the implications of two. networks having different costs. In general a 
network with higher costs should offer greater service~. For example, a mobile wireless network may have 
higher termination costs than a wireline network, but i~ offers its customers the advantage of mobility. 
Similarly, a broadband network may have higher cost~, but again it may offer its customers the advantage 
ofadditional services. To the extent that differences ih cost are due to differences in the features of a 
network, it appears reasonable to require the party chTsing the more expensive network to pay for the 
additional costs of that network. 

It 
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pricing regime will give carriers the incenth~e to set such prices. 

61. If there is no inter-carrier compe~sation, then carriers must recover the cost of 
termination from their own customers. If t~re is sufficient competition for end-user 
customers, then carriers will only be able tolcharge prices that, on average, just recover 
these costs. If, on the other hand, there is i sufficient competition, then the regulator will 
have to regulate the prices charged by dom' ant carriers (i.e., those with individual 
market power), to ensure the efficient level and structure of end-user charges. The 
regulator should not have to regulate the rat~s charged by non-dominant carriers, 
however. 54 As competition develops, the re~lator should be able to relax regulation of 
all end-user rates. . 

! 

62. Thus, to the extent that both part~es to a call benefit equally from the call, this 
suggests that the parties should share equally in the cost of the call. 55 Moreover, 
requiring carriers to recover network costs from their own customers has the added 
benefit ofmaximizing the influence of com~etition on prices. 

D. 	 Rationale Underlying the dOBAK Rules 
I 

63. This section applies the analysis ~fthe previous section in explaining the 
economic and policy rationale behind each qf the COBAK rules. The section first shows 
how the above analysis directly supports the! first rule of COBAK - that carriers recover 
local access costs from their end-user custo~ers. The section then explains why the 
second default rule ofCOBAK - that carri~rr are responsible for the cost of transporting 
calls to the called party's local central office- deviates somewhat from the above 
analysis. Finally, the section explains how the COBAK default rules should lead to 
efficient and successful negotiations betweet carriers in the majority of circumstances. 

1. 	 Rationale for Rule 1 ~ Why the Costs of Local Access Should Be 
Recovered from En~ User Customers. 

64. The main rationale for Rule 1 of tOBAK follows directly from the above 
analysis. Specifically, if both parties benefit'equally from a call, then they should share 
equally in the cost of the facilities necessary ~o provide the call. COBAK's first rule will 
divide the cost of local access between the c41ling party and the called party by requiring 
that each party pay for his own loop and loc,\l switching costs. 

65. Ofcourse, not every call will eqUrllY benefit the calling party and called 

54 See, e.g., Policy and Rules Concerning Ratesfor Clmpetitive Common Carrier Services and Facilities 
Authorizations Therefor, CC Docket No. 79-252, Firs Report and Order, 85 FCC 2d 1,31-35 (1980) 
(Competitive Carrier First Report and Order) (discus. ing reasons it is unnecessary to regulate the rates of 
non-dominant carriers). 

55 As previously noted, there is a slight exception to t~e general rule that the parties should equally split the 
cost of the call. Specifically, if one network has high~r costs than another because it offers more features, 
such as mobility. it appears reasonable to require the customer subscribing to, and benefiting from, the 
more expensive network to pay the higher costs. 

I
• 

1<) 
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party, and, accordingly, no simple, uniform linterconnection rule can ensure that the cost 
ofevery call will be allocated proportionate~y to the benefits received by each party to the 
particular call. Nevertheless, ifon average ~oth parties to a call benefit equally, then a 
system in which the parties share the cost otthe call will provide a more efficient cost 
recovery basis on average than a system in r·hich the calling party bears the entire cost of 
the call. 56 . 

66. There are other reasons thatjustifv COBAK's first rule as welL As discussed 
below,57 COBAK should: (I) significantly t~uce the terminating monopoly access 
problem; (2) allow carriers greater flexibilitt' to achieve efficient end-user rate structures 
(rather than rely on per-minute charges to r~over inter-carrier charges); and (3) reduce 
the incentive ofcarriers to discriminate agaipst off-net calls. 

2. 	 Rationale for Rule 2~ Why the Calling Party's Network Should 
Bear the Cost ofTransport. 

67. The above analysis suggests thatJ if the parties to a call benefit equally from a 
call, they should share equally in its costs, irtcluding the cost of transport. COBAK's 
second rule does not require such equal S~g, however. Rather, it requires that the 
calling party's network bear the entire cost qftransport. COBAK's second rule diverges 
from this theoretical prescription of equal-cist sharing for the reasons explained below. 

68. Wherever networks interconnect, I each network has an incentive to shift the 
cost of transporting calls to the other networlc. Thus, for example, assuming the absence 
of transport charges, a network would prefe~ to interconnect at a single point (e.g., a 
tandem switch), rather than at multiple central offices, and have the called party's 
network carry the call to the called party. SiF.ilarly, where two networks are 
interconnected at multiple points, the origin~ting network has an incentive to drop the call 
off as soon as possible on the terminating neFwork, and thus shift as much of the transport 
cost as possible onto the latter network. Onq of the main issues that any rule allocating 
transport costs must address, therefore, is how to minimize free-riding on other carriers' 
transport networks. I 

69. There are several potential rules lhat address this free-rider problem. One 
such rule would be to require the two netwo~ to split equally the incremental cost of 
transport. This solution clearly would be coqsistent with the above analysis favoring the 
equal sharing of costs. 58 Unfortunately, it ra1ses several problems. First, and most 

56 See Patrick DeGraba, supra note 7. 

57 See section V infra. 

58 A more regulatory approach would be for a regulatJr to simply announce a default location at which 
carriers must exchange traffic destined for a specific gbographic area on a bill-and-keep basis. Again, such 
a location would have to be used only as a default for earriers that are unable to reach agreement on 
interconnection points. See Douglas A. Galbi, supra nbte 37. One major problem with this approach is 
that there is no reason to suppose that the regulator wi~l have the information necessary to select efficient 
meet point locations. I 

2~ 
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important, this rule would prove extremely qomplicated for a regulator to implement. For 
example, if one network wanted to interco~ect at a single point, while the second carrier 
wanted to interconnect at multiple points, it ~s not clear how an arbitrator would decide 
this issue. Furthermore, even if two networks agreed where to interconnect, it is not clear 
what the incremental cost of transport wouldi ~e. The following example illustrates this 
problem. Suppose that network A has sever41 switches connected to a tandem switch, 
while network B has a single switch. Suppo~e further that A and B agree to interconnect 
mid-way between A's tandem and B's switc1jl. In this scenario, the incremental cost of 
transport is not simply the cost of the transport trunk connecting A's tandem and B's 
switch. Rather, network A would likely havt to increase the capacity of its interoffice 
trunks and possibly the capacity of its tande~ and end-office switches as a result of 
interconnection; and network B might have t~ increase the capacity of its single switch. 
In other words, the incremental transport costs attributable to interconnection are not 

I 

limited to the cost of the physical trunks linIqng the two networks, but may also include 
certain incremental costs of expanding other portions of the network to handle changing 
traffic patterns. These incremental interconnfction costs, however, are likely to be 
difficult to estimate and subject to considera1:tle debate. 

70. In addition, it is not at all clear hor. one would split transport costs where a 
call involved three or more networks. While,it is possible to imagine a generalization of 
the "split-the-cost" rule for transport costs w.ijere three or more networks are involved, 
such a rule would likely be complicated and difficult to implement. Moreover, because 
of its likely complexity, parties might be less \willing to accept such a rule. 

71. COBAK's second rule - requirin~ the calling party's carrier to be responsible 
for the cost of transporting the call to the call~d party's local central office - offers 
several significant advantages over the "split-the-cost" approach. First, the rule can be 
easily implemented if the parties cannot agre~. Specifically, the calling party's network 
can always satisfy Rule 2 by constructing transport facilities to the called party's central 
office or by leasing transport facilities from af0ther carrier. In addition, as discussed 
below,59 it appears reasonable, at least during;the introduction ofcompetition into local 
markets, to require incumbent local carriers tq lease transport facilities to interconnecting 
carriers at regulated rates. I 

, 

72. Second, unlike the split-the-cost aJproach, COBAK does not require carriers 
to agree on the specific routes for an interconnecting transport network. Rather, each 
network will be free to design its transport net}vork so as to best serve the needs of its 
customers. For example, in the case of a new 'entrant interconnecting with an incumbent 
carrier, the new entrant can decide whether to Ihave dedicated transport trunks to each of 
the incumbent's central offices or to interconnect at the incumbent's tandem switch and 
purchase tandem-switched transport. In additipn, each carrier can decide the capacity of 
its dedicated interconnection trunks, which wi~l determine the quality of service provided. 

73. The final, and most important, advJntage ofCOBAK's second rule is that it 

59 See section VLE infra. 
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should encourage parties to negotiate betwe~n themselves and avoid resorting to the 
regulator. Specifically, where the two netw~rks both originate and terminate traffic, it 
generally will be in their mutual interest to ,egotiate a meet-point interconnection 
arrangement, since it is generally cheaper tol build a single transport trunk than for each 
individually to construct a separate transport trunk. In other words, because COBAK's 
second rule does not specify the efficient so~ution as the default, it increases the incentive 
of the parties to negotiate the efficient soluti~)ll.

, 

74. It should be noted that. where on~ of the networks exclusively (or primarily) 
receives traffic. COBAK may not result in a! negotiated bill-and-keep arrangement. In 
that case, because the one-way network willinot be delivering traffic, it will not need to 
build its own transport facilities under the ddfault rule, and therefore will have no 
incentive to share the cost of a meet-point arrangement. It is not clear how significant a 
problem this will prove in practice, howeverl First, most networks do originate some 
traffic, and to the extent they do, they will have an incentive to negotiate some cost­
sharing arrangement. Second, although CO,AK does not solve this problem, it still 
represents an improvement over the existing reciprocal compensation regime, where one­
way networks not only do not have to share ~he cost of transport, but also are paid to 
terminate incoming traffic. At least, COB~ eliminates the uneconomic incentive 
created by existing termination charges. Finally, as discussed below, additional remedies 
can limit the extent to which "receive-only" hetworks can impose transport costs on other 
networks.60 I 

i 

V. EXISTING INTERCONNECTIOi PROBLEMS SOLVED BY COBAK 

75. The previous section outlined the ~heoretical and policy justifications for the 
COBAK proposal. This section discusses a ijUIDber of serious problems affecting 
existing interconnection regimes that COB4 either eliminates or ameliorates. 

A Problems of Regulatory Arb~trage 
76. Perhaps the most important probl~ms facing existing interconnection regimes 

are the several opportunities for regulatory arbitrage that they create. The two most 
important arbitrage opportunities, in dollar ters, are discussed below. 61 

60 See section VI.B infra. 
I 

61 There are other sources of regulatory arbitrage as w~ll. For example, large end users may employ Private 
Branch Exchange ("PBX") on their premises. In someicases, such PBX customers may also employ leased 
lines to connect multiple PBX's at distant locations (su~h as at different regional offices). These leased 
lines permit employees to call other employees at remo~e offices without incurring access charges. In some 
private networks, however, employees can also place "pff-net" calls that traverse the leased line and then 
"hop off' onto the local exchange network. Because these off-net calls are treated like any other call from 
the PBX, access charges do not apply. This problem o~the "leaky PBX" caused a sufficient erosion in 
access charges that the Commission imposed a $25 per ~onth charge for each leased trunk that could 
"leak" traffic into the public switched network. See 47 C.F.R. § 69.115. See generally MTS and WATS 
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77. One source ofarbitrage arises fro~ the disparate treatment of interexchange 
and local telephone calls. Under current regp:lations, the calling party's LEC collects 
originating access charges from its custome~'s pre-subscribed IXC when that customer 
makes a long-distance call. Because the IXq passes on such charges in higher per­
minute long-distance charges, the calling patjty, in making a long-distance call, 
effectively (if indirectly) pays his LEC for the local facilities used on a per-minute basis. 
In contrast to the access regime, customers ~ most parts of the country can purchase 
unlimited local calling on a flat-rated basis (i.e., there is no per-minute charge for 
originating local calls). I

I 

78. These rules create an arbitrage opportunity for providers ofIP telephony 
services that is likely to become significant ab the quality of IP telephony improves. 62 In 
particular, through the enhanced services ex~ption, the IP telephony provider generally 
does not have to pay originating access char~es to the calling party's LEe. Thus, if a 
customer can reach its ISP by dialing a local Fall, it can then use an IP telephony provider 
to make long-distance calls and avoid originating (and possibly terminating) access 
charges. This arbitrage opportunity arises befause, for long-distance calls, the calling 
party pays local access on a per-minute basis. while, for local calls, the calling party 
typically pays for the same access on a flat-r1ted basis. 

79. Moreover, this opportunity for re~latory arbitrage is exacerbated if the ISP is 
a customer of another local exchange carrier.J In that case, when the calling party makes a 
long-distance call using IP telephony, not onl~ does the calling party's LEC not receive 
originating access charges; it also must pay a\termination charge to the ISP's LEC. 

80. COBAK eliminates this disparat~·eatment of local versus long-distance calls 
by requiring the calling party's LEC, in both ases, to recover its local access and 
transport costs from its end-user customer. .oreover, under COBAK, neither the IXC 
nor the ISP's LEC can charge the calling partjr's LEC for termination. Thus, COBAK 
eliminates any non-economic, regulation-inddced incentive to choose an IP telephony 
provider over a traditional IXC, because custqmers face the same cost recovery 
mechanism for local access. Under COBAK, Itherefore, any differences in the cost of a 
long-distance call provided by a traditional IXC, compared with that provided by an IP 
telephony provider, should be based on the re1ative efficiencies of the carrier's networks 
and operations, which (along with the quality pf service provided) is precisely the 

I 
1 

Market Structure, CC Doc. No. 78-72, First Reconside~tion Order, 97 FCC2d 682 (1983), Second 
Reconsideration Order, 97 FCC2d 834 (1984). This ch~rge was designed to compensate the LEC, at least 
partially, for the loss of regular access charges that woqld have applied if the call were handled as a regular 
long-distance call. COBAK should reduce this problem just as it reduces the problem of IP telephony 
arbitrage discussed in the text. I 

62 It appears that the current inferior quality of IP telephony, compared with circuit-switched long-distance 
service, combined with reductions in per-minute access Icharges, has limited somewhat the shift to IP 
telephony in this country. Expected quality improvemepts in IP telephony are likely to accelerate the 
erosion ofaccess revenues, however. 
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criterion on which a customer should choose a carrier. 

2. 	 ISP Reciprocal com~ensation Problem 

81. A second source of regulatory arJitrage arises from the fact that, under the 
Commission's existing rules, the calling paqy's LEC generally must pay termination 
charges for local traffic terminating on anot~er LEC's network,63 and that these 
termination charges generally are above-cos~. or inefficiently structured. Because of this, 
certain CLECs have targeted as customers nips and other entities that primarily receive 
calls in order to generate unbalanced traffic 1ilows and thus collect termination revenues 
from incumbent LECs. This problem is freq~ently referred to as the "ISP reciprocal 
compensation problem." Exacerbating this problem is the fact that, given the prevalence 
of flat-rated local service, incumbent LECs generally are unable to recover their 
termination costs from their customers who c.ause them. 

82. Another problem, closely related 10 the ISP reciprocal compensation problem, 
is the problem of "one way" networks. Un~r the existing reciprocal compensation 
regime, a business that primarily receives calJs has an incentive to claim to be a network. 
More specifically, instead of purchasing busipess lines from a LEC, such a business has 
an incentive to install a switch and claim to hie a network in order collect termination 
charges for all the calls it receives. The difference between the two problems is that the 
ISP reciprocal compensation problem concerns the incentives of carriers to seek 
customers that primarily receive traffic, whetjeas this problem concerns the incentive of 
an entity to claim to be a carrier, rather than acustomer, in order to avoid having to pay 
for a business line. i 

83. By eliminating termination charges, COBAK significantly reduces the ISP 
reciprocal compensation problem and the on<tway-network problem, while at the same 
time freeing regulators from having to determine the economically efficient level and 
structure oftermination charges. Thus, unde~ COBAK, carriers will not be able to earn 
large profits by targeting customers that recei~e more minutes of traffic than they 
originate. It should be noted, however, that 90BAK will not completely eliminate the 
incentive ofa business that primarily receives, calls to claim to be a network. 
Specifically, because COBAK requires the caJling party's network to deliver the call to 
the local central office (or switch) of the call~ party, a business that primarily receives 
calls may still claim to be a network so that ~ calling parties' LECs will have to 
transport calls without charge to the business's switch. Under that scenario, the business 
may be able to avoid having to pay a retail enr-user rate for a business line. 

3. 	 Inefficient Facilities Ilvestment Resulting from Regulatory 
Arbitrage . 

84. The arbitra~e opportunities disCUSSf? abo,,:e not o?ly ca~se significant rent 
tran~fers betw~en carners, they can also create mcentIves to mvest mefficiently. In 
partIcular, carners may have an incentive to infest, or not to invest, in a particular 

63 See Local Competition First Report and Order, 11 F~C Red at 16008-58, paras. 1027-1118. 
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technology because of the favorable regulat9ry treatment the technology receives, rather 
than because it minimizes the cost of providing service. 

85. For example, the existence of a p~r-minute termination charge may deter 
certain competitive carriers from cooperating with incumbent carriers in adopting 
compatible packet-based technology that moF, efficiently handles data traffic. A network 
that receives more traffic than it delivers may be Wlwilling to adopt compatible 
technology, because doing so may reduce it~ revenues from reciprocal compensation. 
More specifically, time is the incorrect way ~ measure usage, or congestion, on packet­
based networks, and terminating packet-basep networks may not even be able to measure 
and bill the time a particular customer has been online. Because the use of per-minute 
termination charges appears to be incompati~le with the use of packet-switched 
technology, carriers that terminate more traffic than they originate may well refuse to 
cooperate with other carriers in jointly adoptfng compatible packet-based technologies if 
this means that they will lose reciprocal compensation revenues. 

86. The one-way-network problem g~nerates similar incentives to invest 
inefficiently. Specifically. Wlder the recipro~al compensation regimes adopted by the 
vast majority of states, networks that primari~y receive calls are entitled to charge for 
termination, while business customers that pJjmarily receive calls must simply pay a 
carrier for business lines. As previously not~, this dichotomy creates an incentive for a 
business that primarily receives calls to purcijase a switch. self-provide dial tone, and 
cla~ to be a network in order to be able to crarge termination fees for all the calls it 
receIves. . 

87. COBAK reduces these incentive ~roblems in at least two ways. First, 
COBAK is technology neutral; it applies the ~ame rules regardless of the technology a 
carrier uses. This reduces the likelihood that Ia carrier will choose a less efficient 
technology solely because it receives more favorable regulatory treatment. Thus, 
COBAK gives carriers the incentive to use thr technology that provides services at the 
least cost. Second, by eliminating per-minute termination charges. COBAK eliminates 
any incentives for carriers to invest inefficiently. In particular. COBAK reduces 
incentives arising from the ISP reciprocal cott!lpensation problem and the one-way­
network problem. I 

88. It should be acknowledged that CGBAK does not solve all the incentive 
problems, however. Specifically, there remaihs a small incentive Wlder COBAK for an 
entity to claim to be a network rather than sirrlPly subscribe as a customer. If an entity 
can qualifY as a network, it can avoid paying l!msiness line rates (and, as a carrier, be 
en!itled to have calls transported to the busine~s's switch). Nevertheless, such incentives 
eXIst today Wlder the current interconnection rpgime, and this incentive is less than if the 
entity could also claim per-minute termination charges. Thus, COBAK does not 
introduce any new distortions. I 

B. Monopoly Power over Termi?ating Access 
I 

89. The current requirement that carrie~s pay the called party's network to 
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tenninate calls confers monopoly power on fhe called party's network with respect to 
tenninating access. This market power arisqs from the fact that the calling party's carrier, 
whether a local carrier or an IXC, has no alt~rnative carrier that can tenninate a call to a 
particular called party. Thus, the calling parity's carrier must pay the tenninating network 
whatever price it demands in order to reach the called party. In effect, each tenninating 
carrier, no matter how small, has a monopoly over tennination to its own customers. 
Recently in fact, IXCs have begun to comp1¥n that certain CLECs have exploited their 
monopoly power in tennination by setting a4cess charges that far exceed those charged 
by major incumbent LECs. 64 

90. This problem presents regulators ~th the unattractive choice of allowing non­
incumbent carriers to exercise their tenninat~g market power, which could raise retail 
prices and reduce network usage, or regulati~g the tenninating access rates of all carriers, 
even those that would not possess market p~wer under alternative interconnection 
regimes. 65 COBAK eliminates this problem by requiring a carrier to recover its 
tennination costs from its own end-user cust?mers. To the extent that a carrier faces 
competition from other carriers for end users~ it will not have monopoly power over 
tennination, since any attempt to charge above-cost rates is likely to cause it to lose 
customers to competing carriers. In the case \where there is no competition for end users, 
the incumbent LEC's local rates would be regulated, as they traditionally have, and the 
issue ofhow to r~over local access costs worl~ s~ply be folded into the rest of the 
local rate regulatIon process. Thus, COBAKi elnmnates the need for regulators to set 
prices for tennination. \ 

C. The Problem of Estimating 1nterconnection Costs 

91. An additional problem with the existing CPNP regime is that it requires 
regulators to set both the level and structure qf interconnection rates. This is a difficult 
task for a regulator, made even more difficult! by the fact that incumbent LECs possess 
the relevant infonnation but have incentives 40t fully to disclose the infonnation. More 
specifically, as previously discussed, incumbqnt LECs have an incentive, at least in the 
case of access charges, to report as high a costt (whether historical or forward-looking) as 
possible for their regulated services. For example, where the tennination rate is based on 

I 

the cost of switching, incumbent LECs may qave an incentive to overstate both their 
direct costs of switching and the overheads that are to be allocated to switching. Setting 
reciprocal compensation rates (i.e., rates for lto-way access) raises related, but slightly 
different, issues. I 

92. It is also extremely difficult for re~lators to set an efficient rate structure. 

64 See, e.g., Pricing Flexibility Order and NPRM, 14 FfC Rcd at 14316-17, para. 186 (discussing AT&T's 
petition for declaratory ruling that complained of exces~ive CLEC access charges). 

6S Jd. at 14312-20, paras. 180-89. See also JEAN-JA(~UES LAFFONT & JEAN 11ROLE, supra note 11 at 186 
(discussing "common fallacy" that small players do not have market power and should therefore face no 
constraint on their termination charges). In fact, carrie$ with smaller market shares may have a greater 
incentive to charge excessive terminating access charges because those charges are unlikely to be flowed 
through to interconnecting carriers' end-user prices. Sef id. 

\ 
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Economists have long recognized that the e~ficient way to recover the cost of 
"congestible" or ''traffic-sensitive'' shared ~4cilities, such as switches and transport 
trunks, is to adopt peak-load pricing. 66 Unfqrtunately, because of the practical difficulties 
ofdeveloping peak-load prices,67 regulators,1 including the Commission, have tended to 
adopt per-minute pricing that attempts to reqover the average cost of the congestible 
facility.68 This means, however, that prices will be too high during off-peak periods and 
too low during peak periods. In addition, cahiers have an incentive to overstate their 
termination costs to regulators in order to obitain a higher termination rate in the case of 
one-way access or in situations where the refI ulator sets individual termination rates for 
each carrier based on that carrier's costs. 

93. COBAK. eliminates both the nee4 for regulators to set termination rates and 
the incentive of a carrier to overstate its te~ination costs. Specifically, by requiring 
carriers to recover the cost of local access frqm their end users, COBAK. allows the 
workings of the competitive market to disciAiine the way that LECs recover local access 
costs. Once competition develops, if a carri~r sets prices that more than recover the costs 
of serving a customer, a competing carrier is! likely to lure the customer away by charging 
a lower price that better reflects the true costlof serving the customer. Similarly, if a 
carrier adopts an inefficient rate structure, it ,ikewise risks losing customers to carriers 
that have adopted an efficient rate structure. ! 

D. Retail Rate Inefficiencies clused by Interconnection Rates 
! 

94. The existing interconnection regifes, particularly CPNP regimes, create 
certain inefficiencies that will tend to result ~ inefficient retail rates. Such inefficient 
retail rates can result in inefficient usage of t1jle network and can distort customer choices 
among competing local carriers. I 

i 

95. One source of inefficiency is that Fxisting termination charges create an 
"artificial" per-minute cost structure for carri~rs that will tend to result in inefficient per­
minute retail prices. In unregulated, competitive markets, such as the markets for CMRS 
services and Internet access services, retail picing is moving away from per-minute 

66 See, e.g., Local Competition First Report and Order, 11 FCC Rcd at 15878, para. 755 ("[A]s a matter of 
economic theory, ... if usage-sensitive rates are used, ~hen somewhat higher rates should apply to peak 
period traffic, with lower rates for non-peak usage. The peak load price would be designed to recover at 
least the cost of the increment ofnetwork capacity addr' d to carry peak period traffic."). See also I ALFRED 
E. KAHN, supra note 51 at 89-103. 

i

67 In the Local Competition Proceeding, the COmmiSSi!'n described some of the practical difficulties 
associated with peak-load pricing, including the fact th t different geographic areas (such as downtown 
business areas compared with suburban residential are s) could experience peak volumes at different times, 
that such peak periods could shift over time (e.g., due t~ increasing Internet usage), and that peak load 
pricing could cause peak period traffic to shift to off-pelak periods. See Local Competition First Report and 
Order, II FCC Rcd at 15878, para. 756. See also LEC4cMRS Interconnection NPRM, II FCC Rcd at 
5041-42, paras. 44-45 (discussing practical difficulties In setting peak-load interconnection rates). 

68 See, e.g., Local Competition First Report and order.] 11 FCC Rcd at 15878-79, paras. 756-57 (declining 
to require states to impose peak-load reciprocal compen~ation rates). 
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charges and towards flat charges or two-p~ tariffs that guarantee a certain number of 
free minutes. This suggests that few costs ate incurred on a per-minute basis, and that 
flat-rated pricing will lead to more efficient psage of the network. The existing reciprocal 
compensation scheme, which requires the catling party's network to pay usage sensitive 
tennination charges to the called party's net}Vork, imposes an "artificial" per-minute cost 
structure on carriers which, if retail rates arel unregulated, will likely be passed through to 
customers in the fonn ofper-minute retail rates. Such usage sensitive rates thus would 
likely reduce usage of the network below efiicient levels. 69 

96. COBAK solves this problem by ~liminating per-minute tennination charges, 
which in tum eliminates the artificial per-mihute marginal cost of calling. In other words, 
COBAK eliminates any artificial usage-baseP. costs that result from regulation. To the 
extent that retail rates are unregulated (for atlleast some carriers), this should lead to more 
efficient retail rates. . 

97. A second inefficiency caused by jnter-carrier tennination charges is that they 
create an artificial cost difference between o~-net and off-net calls. Specifically, 
tennination charges will cause carriers to have a higher effective cost for completing off­
net calls than they have for completing on-n~t calls. 10 This cost differential wi11lead to 
several types of inefficient behavior. ! 

98. If retail rates are not regulated, thb this cost difference will tend to cause 
carriers to charge a higher price for off-net c+,Us than for on-net calls. This in tum will 
create an incentive for customers to choose their network based, at least in part, on the 
customers that currently subscribe to the p~cular network, rather than on the basis of 
which network most efficiently meets hislherj needs. This network externality not only 
will cause some customers to choose a netwdrk that they otherwise might not, but it could 
also increase the tendency of telecommunica~ions markets to tip into monopoly, as larger 

69 The ISP market illustrates the importance of rate sn[ucture on usage. When AOL changed from usage 
sensitive rates to a flat charge for unlimited usage in l*te 1996 the number ofcustomers and the usage per 
customer rose dramatically and other competitors soon followed. See, e.g., Kevin Coughlin, AOL Logs on 
to Profits - Added Gear Revives Online Giant, THE sr1AR lEDGER (May 18, 1997); Phil Waga, AOL 
Smooths Out Problems, Readies New Features, GA~T NEWS SERVICE (June 5, 1997). In addition, many 
believe that the main reason that Internet usage and pepetration is lower in Europe than in the United States 
is because local service is priced on a traffic-sensitive pasis in Europe, while it tends to be priced on a flat­
rated basis in the United States. As a result, European rregulators are considering how to offer flat-rated 
Internet access services. See, e.g., Office ofTelecomrrlunications, Determination ofa Dispute between BT 
and MCI Worldcom Concerning the Provision of a Flat Rate Internet Access Call Origination Product 
(FRlACO) (reI. May 26, 2000) (U.K. regulator requiref incumbent LEC to offer flat-rated option to 
competitive ISPs); Regulators Tell DT To Offer ISP 's flat-Rate Connections, TELECOMMUNICATIONS REP" 
Nov. 20, 2000 at 23 (German regulator requires incum~ent LEC to offer flat-rated option to competitive 
ISPs). Similarly, the introduction by CMRS providers ,n the United States of pricing plans that include 
"buckets" ofminutes appear to have contributed signi~cantly to the growth in wireless usage, 

10 More. precisely, assuming that the LEC has the same ~verage transport costs for on-net and off-net calls, 
the carner can recover the transport cost ofan on-net c~lI from both parties to the call, whereas, in the case 
of an off-net call, it must recover the entire transport corts from the calling party. 
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networks will have a relative advantage in attracting new customers. 71 

99. If, on the other hand, retail rates kre regulated, inter-carrier termination fees 
will cause a different type of inefficiency. ~ particular, if regulations require that 
termination costs be recovered from all cust~mers equally, then CPNP termination will 
force a carrier's customers that do not make off-net calls to contribute to the cost of the 
facilities of other networks and to subsidize ~e carrier's customers that do make off-net 
calls. 72 • , 

100. Again, COBAK substantially\solves this problem, regardless ofwhether 
retail rates are regulated. By eliminating int¢r-carrier termination charges, COBAK 
eliminates any artificial cost differential betf'een off-net and on-net calls. 73 This, in turn, 
will reduce the incentive of non-rate-regulat~d LECs to charge different prices for off-net 
and on-net calls.74 In the case of rate regulated carriers, on the other hand, COBAK will 
reduce the ability ofone network to impose its network costs on another network's 

I 

customers. \ 

101. A final possible inefficiency of the existing interconnection regime is that 
the inter-carrier interconnection charges ma~ be used to facilitate oligopolistic collusion. 
More specifically, competing local networks may agree on above-cost interconnection 
charges in order to justifY higher end-user prfces. 7S Again, COBAK solves this problem 
by eliminating per-minute termination charg~s. Thus, under COBAK, carriers have no 
ability to collude by agreeing on above-cost iinterconnection charges. 

\ 

71 See, Patrick DeGraba, supra note 7. \ 

72 To illustrate this, suppose that there are two networks - an incumbent LEC network and a CLEC 
network. Suppose further that the CLEC's only custo~er is an ISP that only receive calls from the ILEC's 
network. In this case, if the termination charge forth~ICLEC's network equals the per-minute cost of its 
switch, then the CLEC network would recover the entire cost ofthe switch through termination charges. 
Thus, customers of the ILEC's network will pay for thf entire cost of the CLEC's switch. 

73 COBAK will not completely eliminate the cost differential between on-net and off-net calls, however. In 
the case ofan on-net call, the carrier can split the cost qftransport between the calling and called parties. 
In the case of an off-net call, however, the calling part}f's carrier, which bears the entire cost of transport, 
can only recover that cost from its own end-user customer. Thus, if the COBAK default is employed, the 
calIing party's carrier is likely to view an off-net call a~ somewhat more expensive than an on-net call. If, 
as appears likely, however, carriers negotiate a meet-pqint arrangement in which they split the transport 
costs, this should reduce any cost differential. 

74 Ofcourse a carrier may still choose to offer different\rates for off-net and on-net calls as a marketing 
device. In a competitive market, however, such pricing! would tend to survive only ifit were efficient. 
The important point is that such rates are not induced b~ the regulatory regime. 

7S 
JEAN-JACQUES LAFFONT & JEAN TIROLE, supra note 

' 
II I at 190-95. 
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VI. IMPLEMENTATION ISSUES FdR COBAK 

102. Like any other interconnecti~n regime, COBAK raises a number of 
implementation issues which would have to !be resolved before COBAK could be 
adopted. Several of the more important issuFS are discussed below. 

A. Identifying Central Offices 1 

103. COBAK's second rule make~ the calling party's carrier responsible for the 
cost of transporting the call to the called PatiY's central office. This raises two separate 
implementation issues concerning the locati(lm ofcentral offices. First, to the extent that 
there is any uncertainty concerning which faf.ilities qualifY as a central office, this rule 
will give networks an incentive to claim that; their central offices are as close to the end­
user customer as possible. Second, and rela~dly, this rule may cause networks to locate 
their central offices inefficiently. These issues are discussed in this and the next sections. 

104. To illustrate the first issue, c~nsider a traditional wireline carrier that 
employs digital-loop-carrier ("DLC") technO[ogy.76 The DLC electronics typically are 
installed in a remote terminal ("RT") locatedl somewhere between the central office and 
the customers' premises. All else being equ~l, such a carrier would rather have the RT 
declared a central office than the switch to wp,ich it is connected. Although this issue is 
not likely to prove a significant problem for histing network technologies, it could prove 
a problem as new technologies are develope1 and deployed. 

105. It thus appears reasonable to ~opt rules defining those points in a given 
network that qualifY as central offices for pUfoses ofCOBAK. One approach would be 
to define the central office or local switch in terms ofcertain observable attributes. For 
example, one could define the central office ~ the node at which loops: (I) are 
aggregated, and (2) gain access to the transpqrt network. The defmition, ofcourse, raises 
the question ofwhat is meant by the phrase "rain access to the transport network." 

106. A second approach would be to define a central office as a node that 
interconnects and exchanges traffic with other equivalent nodes. Under this definition, 
remote terminals would not be considered central offices because they do not exchange 
traffic with other remote terminals. Rather, r~ote terminals aggregate traffic for the 
purpose of carrying that traffic to the central 9ffice, which provides local switching. 
Alternatively (or additionally), one might define a central office as a node at which other 
networks can interconnect. I 

76 In a digital-loop-carrier system, "analog signals are farried from the customer's premises to a remote 
terminal (RT), at which they are converted to digital information, multiplexed with other signals, and 
transported, generally through fiber facilities, to the LEC central office." Deployment ofWireline Services 
Offering Advanced Telecommunications Capability anI! Implementation ofthe Local Competition 
Provisions ofthe Telecommunications Act of / 996, CciDocket Nos. 98-147, 96-98, Third Report and Order 
in CC Docket No. 98-147 and Fourth Report and Order! in CC Docket No. 96-98, 14 FCC Red 20912, 
20945-46, para. 69 n.152 (1999) (Line Sharing Order). 1 
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107. An alternative approach would be to specify that, in order qualify as a 
central office, a node must connect a minim1jnn number of customers (e.g., 50,000). A 
similar approach would be to declare that any node within a specified distance of the 
called party (say, 15 miles) could be treated i the central office for purposes ofCOBAK. 

108. Despite the abstract difficulties in defining the local central office, this 
does not appear to present an insurmountablf problem in practice. First, as previously 
mentioned, there appears to be general agreement as to what constitutes a central office 
for today's wireline technology.77 Second, it appears likely that networks will generally 
negotiate one or more meet points for exchanging traffic on a bill-and-keep basis, 
particularly where each network both orig~tes and terminates traffic. They will find it 
in their mutual interest to so agree because ~ey each can then avoid individually having 
to bear the cost of transport facilities to mu19ple end offices. 

B. The Problem of Remotely Lrcated Central Offices 

109. Another implementation issu~ involving central offices is who should bear 
the cost of transport where the called party's network locates its central office switch in a 
remote location, such as outside the local calling areas. 78 Thus, for example, ifboth 
parties to a call live within the same local caIiIing area, but the switch serving the called 
party is located in another state, should the c411ing party's network be forced to bear the 
cost of transporting the call to the called Pa.rtY's switch? 79 Note, in this regard, that this 
problem is likely to be significantly greater ilhere the called party's network only 
receives traffic. 

I 

110. One way to deal with this pro~lem, at least for incumbent LECs subject to 
retail rate regulation, would be through adjusfments in retail end-user rates (competitive 
LECs clearly could implement this solution qn their own). Thus, a regulator might allow 
the incumbent LEC to impose toll charges whenever its customers called customers 
served by remotely located central offices. Tp the extent that calling parties then 
complain to customers of the network with the distant central office, those customers 
might consider changing carriers so that frien~s and neighbors could call them without 
incurring toll charges. This potential loss of customers might thus induce the network 
with the remote central office to negotiate poipts of interconnection within a local calling 

77 Similarly, most would agree that the mobile teJepho.e switching office ("MTSO") should qualify as the 
central office for a wireless network. I 

78 This issue is a specific manifestation of the more geJeral problem of whether COBAK, or any alternative 
interconnection r~gime, creates incentives f~r network~ to deploy the efficient number of switches and to 
~ocate ,them efficl~ntly. For example, one mIght also a~k whether a particular regime creates appropriate 
mcentives for carners to choose the efficient number of central office and tandem switches to include in its 
~etwork. While the more general question is beyond th~ scope of this paper, it appears that COBAK is 
h~el~ to cr~ate fewe~ incenti.ves.to engage in inefficien~ investment than the current CPNP regime, for it 
elImInates mter-carner termInation payments. I 

79 A similar problem arises!n wireless networks, where~a single MTSO may serve a very large geographic 
area. In that case, the question becomes whether wireline networks should be responsible for building 
transport facilities to the wireless network's MTSO,I 

I 
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area and to bear the cost of such "remote transport" itself. On the other han<L this 
solution may not be effective if the calling ~arties do not complain to the called party, or 
if the called party does not care about the to.I charges others may pay. 

111. A second approach would bel to require the network with a remotely 
located switch to provide points of intercoruiection within a local calling area. Under this 
approach, each such point of interconnectio~ would be treated as the called party's 
central office when the network with the remote switch receives calls from another 
network. This is similar to the practice ofwjireless carriers of establishing points of 
interconnection in local calling areas in order to avoid having calls to their network 
classified as a toll call. i 

112. Two fmal points are worth noting. First, as previously mentione<L this 
problem of remotely located central offices ~s likely to be particularly acute for networks 
that primarily or exclusively terminate traffi¢. Because, under COBAK., such "receive-

I 

only" networks are not responsible for the c~st of transporting traffic they receive from 
other networks, they have no incentive to loqate their central offices in a manner that 
minimizes the total cost of building transport facilities. The two approaches suggested 
above should mitigate these problems, howerer. For example, a paging company may 
have difficulty attracting customers if parties, seeking to page those customers must incur 
a toll charge. Second, although COBAK do~s not completely eliminate incentives of 
carriers to locate central offices inefficiently J it certainly does not exacerbate the problem 
as compared with the existing CPNP intercotptection regime. This is due to the fact that 
the calling party's network is responsible for\the entire cost of transport under the current 
CPNP regime, just as it would be under COBAK. 

C. Distinguishing Between carhers and End-User Customers 

113. A third implementation issue ,S whether COBAK., or any other 
interconnection regime, creates incentives for end-user customers to claim to be an 
interconnecting network. This "sham netwot1.c" problem clearly exists under the current 
interconnection regime. Specifically, a busi:dess today, particularly if it primarily or 
exclusively receives calls, may have an incen~ive to claim to be a network instead of an 
end-user customer in order to: (1) receive re4iprocal compensation payments; and (2) 
avoid paying business line rates to be connected to the incumbent's network. 80 Thus for . , 
example, although the Commission, in the Lta1 Competition Order, concluded that 
paging companies were local exchange carriers entitled to reciprocal compensation under 
section 251 (b)(5),81 ILECs have argued that ~ey should not be required to transport calls, 

80 In addition, an entity may claim to be a network in qrder to qualify to tease unbundled network elements 
from an incumbent LEC. See 47 U.S.C. § 25 1 (c)(3) (rqquiring an incumbent LEC to offer 
nondiscriminatory access to network elements on an unbundled basis to "any requesting 
telecommunications carrier"). I 

81 Local Competition First Report and Order, II FCC Red at 15997, para. 1008. 
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or to pay reciprocal compensation, to pagin~ companies. 82 

114. COBAK significantly reduc~ this "sham network" problem. Specifically, 
by eliminating termination charges, COB~ eliminates the possibility that the 
interconnection regime could become a "mC¥1ey pump" for the business claiming to be a 
network. 

\ 

115. COBAK does not entirely eliminate the incentive for a business that only 
receives calls to claim to be a network, how~ver. In particular, if such a business can 
qualifY as an interconnecting network, then the originating network will be responsible 
for the cost of transport to that business's s\\fitch, and the business can avoid having to 
pay a SUbscription fee (i.e., purchase busine* service from the interconnecting carrier). 
For this reason, it seems reasonable to requite some showing that the business claiming to 
be a network exhibits characteristics of a netork, such as ownership ofa switch. 

116. Whether COBAK's inability to solve completely this "sham network" 
problem will pose a significant problem in practice is unclear. It may be that the costs of 
qualifYing as a network, such as purchasing ~ switch or interconnecting with the 
incumbent's signaling system, may be suffic~ently high as to render this problem a mere 
curiosity. What is clear, however, is that CqBAK reduces the problem significantly, 
compared to the incentives that exist under 1e current CPNP regimes. 

D. Accounting for "Unwanted'~ Calls 

117. Much of the analysis of this ~per assumes that the called party benefits 
from received calls and therefore should sh~e in the cost of such calls. To the extent that 
implementation of COBAK results in the asSjessment ofper-call or per-minute charges on 
the called party, the issue arises as to how to !protect called parties from being charged for 
unwanted calls, such as calls from a telemarI4eter received during dinner. Note that this 
would not be a problem ifthe called party's ¢arrier decided to recover local access costs 
through flat charges rather than per-minute of per-call charges. If, as suggested above, 
competition will tend to generate flat-rated e~d-user charges, rather than per-minute or 
per-call charges, this problem accordingly win not arise. 

118. Even if there are per-minute ehd-user rates, unwanted calls do not appear 
to pose a significant problem, provided that t~e called party actually answers the phone 
and participates in the call. In this case, ifth~ called party does not want to talk to the 
calling party, he can simply hang up, thus av6iding continuing termination charges. This 
should significantly limit the amount ofper-~inute charges for which the called party 
may be liable. Alternatively, carriers could a$x'ee (or could be required) not to charge 
their customers for the first minute of a recei\fed call. This incoming "free minute" 
would give called parties the opportunity to iq,entify the calling party and decide whether 
they wish to continue the call. 83 Finally, parties, using caller-ID or similar devices, could 

us West communilations, File Nos. E-98-13 et al., Memorandum 
Opinion and Order, 15 FCC Rcd 11166 (2000). I 

83 It should be noted that many wireless companies offyr this service today. 
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· 11 'd " l. . hscreen thelf ca s to avOl Incurnng unwantef-l tenmnatIon c arges. 

119. This issue could prove a bit Jore problematic for calls where the called 
party does not actually answer the phone. F9r example, if the calling party left a message 
on an answering machine or delivered an un~olicited fax, then the called party might be 
charged for tennination without affinnatively accepting the charges. In addition, it is 
possible that parties may receive large unsol~cited e-mails that, when downloaded, could 
tie up a telephone circuit for several minutes; Although it is not clear how significant a 
problem this may become, the last example ~uggests that it may become necessary, or 
advisable, to develop the technical capability to stop the transmission of large data files 
beyond the local central office, until the caU¢d party affinnatively approves the 
download. 84 I 

i 

E. Determining Transport RaTS 

120. While COBAK makes the calling party's carrier responsible for the cost of 
transporting the call to the called party's 10c~1 central office, it does not spe~ify how the 
calling party's carrier should arrange for the transport of the call. Thus, while some 
carriers may construct their own transport network, others may lease transport facilities 
from other parties, including the incumbent LEC. The issue then arises whether 
regulators need to constrain in some way the II lease rates charged for such transport 
facilities. . 

121. If there are a sufficient numbet of alternative providers of transport 
facilities, regulation should be unnecessary, tPr competition will drive the price or 
transport toward economic cost. If, however~ the only provider of transport facilities is 
the incumbent LEC, then there is cause for cclmcern, because the incumbent LEC may 
have an incentive to charge high prices for tr4nsport in order to deter entry. In such a 
case, it will be necessary to regulate the pric~ that incumbent LECs charge for transport 
facilities, at least until competition renders such regulation unnecessary.85 This regulation 
should be less extensive than what is currently required under the existing 
interconnection regime (which also regulates Ithe rates charged for tenninating 
switching), and moreover, should be able to ~e lifted as competition develops in the 
transport market. I 

I 

F. Regulation of End User Chatges 

122. That COBAK eliminates most iexisting inter~carrier charges, and instead 

84 In fact, certain ISPs currently do just this when they ~erely notify customers that an e-mail has been 
received, but do not download the e-mail until the custQmer affirmatively opens the e-mail message. 

85 In the Local Competition Proceeding, the Commissibn identified transport facilities as a network element 
that must be provided to requesting carriers on an unbuhdled basis. See Local Competition First Report 
and Order, 11 FCC Red at 15714-22, paras. 428-51; Ldcal Competition Third Report and Order, 15 FCC 
Red at 3840-66, paras. 319-80. The Commission has aTh,o indicated, however, that it will relax or eliminate 
regulation of transport rates as competition develops. &e Pricing Flexibility Order and NPRM, 14 FCC 
Red 14221. . 
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requires carriers to recover those costs from Itheir end users, raises the general issue of 
whether it is necessary or appropriate to regtjtlate the way in which carriers recover those 
costs from their end users. In particular, it ~aises the following two questions: First, 
under what conditions is it necessary to regulate the level or structure of end-user rates? 
Second, should LECs be allowed to charge qnd users different fees depending on whether 
the call terminates on or offthe originating I\-EC's network? These issues are discussed 
briefly below. \ 

I 

1. The Need for Regul,tion of LEC End-User Charges 

123. As previously explained, if CPBAK were adopted, it would eliminate 
much of the revenues LECs currently receive from inter-carrier charges. Specifically, it 
would eliminate all originating access charg,s (both interstate and intrastate) and any 
terminating access charges that currently recbver the cost of the loop and local switch. In 
addition, it would eliminate any revenues th4t LECs with unbalanced traffic receive from 
reciprocal compensation. Instead, under COBAK, LECs would recover the costs of these 
network facilities from their end users. The ~uestion then becomes: is it necessary to 
regulate the charges the LECs impose on thdir end users, or alternatively, for which 
carriers is it necessary to regulate such chargrS? 

124. The answer to this question is!c1ear, and already has been adopted. And it 
is the same answer that the Commission adopted when it opened the long-distance market 
to competition. Specifically, regulation ofeqd-user rates is necessary and appropriate 
where a LEC is a dominant carrier (i.e., poss~sses individual market power), but is 
unnecessary if a LEC is non-dominant (i.e., 40es not possess individual market power). 86 

Thus, it appears appropriate to extend rate regulation of incumbent LECs, where the LEC 
already is regulated, to the recovery of these posts, while it appears unnecessary to 
regulate the rates ofcarriers whose end-user *ates are not currently subject to regulation. 
Moreover, as competition develops and erodes the market power of incumbent LECs, it 
should be possible to eliminate all regulation \of end-user rates. 

125. It is important to recognize ili4t shifting the recovery of these costs from 
carriers to end users should not, on average, increase the total costs faced by end users. 
This is so because carriers that currently pay tnter-carrier charges, like long-distance 
carriers, pass these costs on to end-user customers in the form ofhigher rates. Thus, 
although a customer may see an increase in tI{e bill he receives from his LEC, he should 
see a corresponding decrease in other charges~ such as lower charges from his long­
distance carrier. Ofcourse, to the extent that ~e existing interconnection regime (and the 
current geographic averaging requirement fori long-distance carriers) involves implicit 
subsidies, a shift to COBAK may result in so~e shift in costs among specific groups of 
consumers, such as raising slightly the costs of customers in high cost areas. Any undue 
additional burden, however, should be able to\ be addressed through targeted universal 
service or other support. 

126. Finally, although this paper do~s not attempt to address the legal issues 

I 
86 See Competitive Carrier First Report and Order, 85 FCC 2d 1. 

\ 
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associated with the COBAK proposal, it is lorth noting that COBAK could be 
implemented relatively easily. For example' the Commission, which has jurisdiction over 
interstate access charges, could simply adoPf rules requiring that access charges currently 
assessed on IXCs instead be charged to the Cfnd user. Similarly, the state commissions 
could simply transfer the current intrastate l!cess charges from IXCs to end users. Of 
course, it seems reasonable that both sets of regulators should reassess the rate structure 
ofexisting access charges before shifting th m to end users. 

! 

2. Discriminatory Endtuser Rates 

127. Regardless of the prevailing mterconnection regime, a LEC may want to 

impose different end-user charges for differdnt types of traffic. For example, while a 

LEC may offer unlimited calling within a spbcified geographic area for a flat monthly 

fee, it may wish to charge an additional fee irhen a customer calls a party outside that 

specified local calling area. Similarly, a LE~ may want to charge a higher fee when a 

customer calls someone on another carrier's network. Finally, in order to encourage its 

customers to use its own interexchange affili!ate or Internet service provider, a LEC might 

want to charge a customer an additional fee if the customer subscribed to a competing 

interexchange carrier or Internet service pro~der. 


I 

128. As a general matter, the issue! of whether to permit discriminatory end-user 

charges is more ofa competition or antitrust concern, rather than an interconnection 

concern per se. In other words, the real issut is whether specific instances ofprice 

discrimination constitute anti-competitive btavior, or whether they simply reflect an 

efficient method for recovering costs. 87 • 


! 

129. If the relevant telecommunic~ons market is sufficiently competitive that 

there is no dominant carrier, then permitting ~ifferential charges is not likely to cause a 

problem. Thus, for example, a LEC that atteinpted to charge its customers a usage fee, 

when connecting to a specific ISP, that was rtot cost-justified would likely fmd this 

strategy to be unprofitable. Specifically, if the market were sufficiently competitive, 

competing firms would offer equivalent interponnection at a lower charge and steal the 

first LEC's customers. Thus, if there is suffi¢ient competition, it is unlikely that a single 

carrier could cause a competitive harm or hutt consumers by charging an above-cost fee. 


! 

130. Permitting a dominant firm to !Price discriminate in this manner could have 

anti-competitive consequences, however. Fof example, if a dominant LEC offered a 

complementary service, such as Internet service, for free, while charging customers that 

use a competing Internet service provider, thik could competitively disadvantage 

competing Internet service providers. It is w~rth reiterating, however, that this is not an 

interconnection concern. This issue of the coipetitive effects ofdiscriminatory end-user 


87 It should be noted that numerous examples of price discrimination can be found in competitive markets, 

F,or,example, air,lines typi~al~y c~arg~ significan,tly different prices for identical seats on the same or a 

SImIlar flIght, WIth the vanatIOn m pnce dependmg on ~uch factors as how far in advance the customer 

books the flight, whether the passenger is staying over ~n a Saturday night, and whether the passenger is a 

member of the airline's frequent flyer club, . 
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pricing arises regardless of the interconnectipn regime. 

131. Although this issue ofhow td prevent the anti-competitive use ofprice 
discrimination is beyond the scope of this p<wer, it is worth noting that there are a number 
ofdifferent ways to address this problem. qne simple approach would be to provide 
interconnecting carriers the option to avoid such discriminatory pricing. Specifically, if, 
for purposes of receiving calls, an interconnrting network agrees to bear all of the cost 
of transport between the central office of the calling party and that of the called party, 
then the calling party's network would not b~ able charge its customers an additional 
charge for calling customers of the interconQecting network. 

132. Finally, it is worth reiteratingithat this problem of anti-competitive price 
discrimination can arise regardless of the p$cular interconnection pricing regime. 
Nevertheless, as competition is introduced aJiIlong networks, this problem surely will 
become more significant, and regulators need to be alert to this possible problem. 

I 

VII. CONCLUSION 

133. The existing patchwork of interconnection regimes has evolved over time 
in response to regulatory and service distinctfons and multiple, evolving policy goals. 
Unfortunately, existing interconnection reginiIes face increasing problems as 
telecommunications markets become competji.'ttive, and as the Internet continues to 
experience explosive growth. These problenis include various opportunities for 
regulatory arbitrage, the terminating monopoty access problem, and inefficient retail rate 
structures caused by inefficient interconnecti n prices. These growing problems call into 
question the continued viability of the existing system and highlight the need to develop a 
rational and uniform system of interconnecti~n pricing that is technologically neutral and 
that will allow the lifting of regulation as coqtpetition develops. 

134. This paper proposes a unified lapproach to interconnection pricing, which 
would apply to all types of carriers that inter90nnect with, and to all types of traffic that 
pass over, the local circuit-switched network. I The proposed approach should eliminate or 
significantly ameliorate the most significant of the problems afflicting current 
interconnection regimes. It should also encmJrage efficient use of networks by customers 
and efficient investment and deployment by ~ers. Finally, it should reduce the need 
for regulatory intervention, both now, and as r'ompetition develops in all 
telecommunications markets. 
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ExecutiJe Summary 

This paper develops a consistent, I competitively neutral regulatory regime for 
interconnection between telecommunications! networks. It proposes a default bill and keep 
solution under which carriers split equally those costs that are solely incremental to 
interconnection, and recover all remaining cos~s from their own customers. The analysis differs 
from previous work primarily in that it distirfguishes the costs incremental to interconnection 
from those incremental to increased traffic volume. The paper demonstrates for several basic 
network types that this default rule is competitively neutral and encourages efficient subscription 
and interconnection decisions. This default \rule resolves serious common cost allocation, 
externality and gaming problems that arise under current interconnection regimes and under other 
proposed resolutions. I 

I 

The key finding is that it is essential to lisolate those costs incremental to interconnection 
per se. Local networks are assigned the costs of handling all the possible traffic that their 
subscribers generate in making or receiving calls. The additional facilities necessary to allow 
interconnection of two such fully provisioned ~etworks can then be defined as the incremental 
cost of interconnection. Splitting these latter costs equally between the two networks produces 
competitively neutral results for basic networkltypes. The paper argues that these results can be 
generalized to more complex network forms. ~ese results do not depend on the technology used 
by the networks, on the balance of traffic betwin them, or on the level of termination costs. 

The rapid pace of change of telecommurcations market conditions requires a regime that 
is largely self-administering. As new entrants ~ppear and new types of networks arise, current 
interconnection regimes become increasingly difficult to administer. This is because they involve 
intractable problems of allocating substantial qommon costs among services and among users. 
The best economists can offer under current aprlroaches is a "second-best" solution that produces 
significant inefficiencies. This solution also ~reates opportunities for gaming and regulatory 
arbitrage that produce more inefficiencies. I1urthermore, this solution requires much more 
information than regulators can acquire, and eVE? the most diligent and clever regulator cannot 
make necessary adjustments at the pace at wpich market conditions are changing. The rule 
proposed here is a largely self-administering scheme that relies primarily on market mechanisms. 
~t also enab~es effi~ient outcomes, rather than rsecond best" solutions attempted under current 
mterconnection regtmes. I 

This proposal resembles other "bill anh keep" proposals in that it offers a structural 
solution to the intractable problems of allocatin~ substantial common costs among services and 
among users that hamper current interconnecti~n regimes. The FCC has successfully resolved 
similar problems in recent decades by separating more and less competitive segments of the 
market. The market for consumer premises equlpment (CPE) was separated from that for local 
service. Enhanced services, particularly comput~r services, and long distance services were also 
separated from local service. This structural apfroach has generally enhanced competition and 
produced desirable results. . 

i~ 
! 

I 
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A Competitively Neutral APpr~aCh to Network Interconnection 

I. INTRODUCTION 

1. As both the number and the variety of telecommunications networks continue to 
multiply, interconnection is becoming increasin~ly important. As the number of controversies 
over network interconnection rises, it becomes ~ncreasingly useful to reconsider current 
regulatory approaches. It is not clear that these l:).pproaches can accommodate the new types of 
interconnection that are appearing or keep pace JWith market developments. We develop below a 
simple set of principles of interconnection and 1Pply them to current and proposed 
interconnection regimes. • 

I 

2. How would we know a good intetconnection regime if we saw one? We propose 
that a good regime should result in a competitiveiy neutral, economically efficient inter-carrier 
compensation and minimum regulatory intervention. By competitively neutral, we mean that the 
interconnection regime itself confers no special a~vantage or disadvantage on any carrier or 
technology.l Whatever advantages or disadvantages existed prior to interconnection remain 
undistorted by the interconnection regime. For serveral basic types of networks, we demonstrate 
below that competitively neutral interconnection ~s achieved by a simple rule: networks should 
share equally those costs that are solely incremenpu to interconnection and bear individually all 
costs that are not incremental to interconnection. 'fNe argue below that this result can also be 
generalized to more complex networks. We belier.e this rule is the minimum feasible regulation, 
and we argue below that it provides a competitiv~ly neutral and, with respect to interconnection, 
efficient outcome. ! 

3. Our approach to the problem of inlterconnection differs from the usual treatment in 
the economics literature. The most fundamental difference is that the interconnection literature 
typically accepts existing institutional arrangements as given, then attempts to find pricing rules to 
navigate the morass of problems that arise from uj.ese arrangements.2 In contrast, regarding 
institutional arrangements we begin tabula rasa, *,ith a blank whiteboard, and consider whether 
alternative arrangements might lead to a simple, competitively neutral, efficient result. 3,4 

I 

1 This corresponds to the definition of competitive rleutrality adopted by the FCC for Universal Service 
purposes. See In the Matter ofFederal-State Joint Bbard on Universal Service, CC Docket No. 96-45, 12 
FCC Rec'd 8801,1][47. I 

2 A recent state of the art presentation of this appro~ch is found in Jean-Jacques Laffont and Jean 
Tirole, Competition in Telecommunications, MIT PrJss, 2000. An earlier example is Robert D. Willig, 
"The Theory of Network Access Pricing" in Issues i~ Public Utility Regulation, H. Trebing, editor, 
Michigan State University Press, East Lansing, 19791 

3 This is not our only departure from the customary approach. Very briefly, our main focus is on cost, 
rather than demand, and we distinguish costs incremental to interconnection from those incremental to 
traffic. We also depart from the typical view of the "Jetwork externality" problem, as discussed below. 
We develop these points more fully below. I 
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4. Our differing approach is largelylmotivated by the rapidity with which new forms of 
interconnection are developing and market con~tions are changing. 1his contrasts to the 
necessarily glacial pace at which even a supremely competent regulator can regulate in a society 
that values due process, eschews arbitrary and c~pricious exercise of power, and in which regulators 
have limited specific knowledge of market conditions.5 From this perspective, reexamining the 
institutional arrangements seems the only workable approach to untangling the current inconsistent 
assortment of interconnection rules that have ~n crafted over recent decades for various 
telecommunications sectors to meet various poli~y objectives.6 Despite this somewhat radical 
approach, we believe our analysis is generally copsistent with previous analyses, in the sense that 
differences in results stem primarily from differepces in assumed institutional arrangements. We 
also fmd that solutions similar to those we propo~e have been suggested previously by others, but 
were not adopted for reasons that apparently no 19nger apply? We discuss briefly below, mainly in 
footnotes, how our analysis relates to the previous literature. 

4 Our willingness to consider alternative institutioqal arrangements is uncommon, but not unique. For 
other recent examples, see Gerald W. Brock, "The *onomics of Interconnection," Teleport 
Communications Group (1995). The three compon~nt articles in this publication were placed in the 
record in CC Docket No. 95-185 as attachments to ~mments by Comcast Corporation, Teleport 
Communications Group and Cox Communications. ;See also, Patrick Degraba, "Bill and Keep at the 
Central Office As the Efficient Interconnection Reg~me," Office of Plans and Policy, Federal 
Communications Commission, OPP Working Paper iNo. 33 (December 2(00). 

5 See Friedrich A. Hayek, ''The Use of Knowledge lin Society," American Economic Review, XXXV, 
No.4; September, 1945,519-30, reprinted at . 
http://www.virtualschool.edulmon!EconomicslHayekUseOfKnowledge.html. 

6 Recent history has demonstrated that in the current Iclimate finns have difficulty predicting accurately 
what institutional rules will be in their interest in eve~ the relatively short term. For example, reciprocal 
compensation arrangements that incumbent LECs belIieved were favorable to their interests have proved 
extremely costly. Over a span of three or four years, ~ncumbent LECs claim that rapid growth in dial up 
Internet access traffic raised their payments to com~titive LECs from small amounts to over $2 billion 
[Letter of W. Scott Randolph, Verizon Communicatipns, to Magalie R. Salas, Secretary, FCC, November 
1,2000 in CC Docket No. 99-68]. This development ,took incumbent LECs utterly by surprise. At 
present, there is widespread uncertainty about such u~knowns as the future impact of Internet telephony, 
broadband markets, changes in reciprocal compensatIon rules, various court rulings, and many other 
factors. This uncertainty seems greater than in the pa~t, making it more difficult for finns to be sure what 
specific rules might later tum out to have been in their interest. This may make a general reexamination of 
basic institutional arrangements more feasible than us~al, because no party can quite be sure what rule it 
would prefer in tomorrow's market. These conditions ijnvite something of a "Rawlsian constitutional 
convention" [John Rawls, A Theory ofJustice, The Belknap Press of Harvard University Press, 1971] in 
which parties seek a "fair game" because they do not row what their future interests will be. 

7 For the history and background of the development of current institutional arrangements, see Gerald 
W. Brock, Telecommunication Policy For the Info~tion Age: From Monopoly to Competition, 
Harvard University Press, 1994. . 

21 

1 
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II. EFFICIENT INTER-CARRIER COMP~NSATION AS THE FOCUS FOR 
i

INTERCONNECTION POLICY t

5. We believe it has become useful 0 depart from tradition by focusing on inter-

carrier compensation rather than on end user ch ges. Until fairly recently, the primary focus of 
interconnection policy has been the distribution bf costs among end users, and the literature has 
focused on end user pricinf. More recently, interconnection policy has also been seen as a means 
of promoting competition. Today, however, tht; public switched network has become a network 
of networks. As a result, interconnection's im~ce is no longer simply as a mechanism for 
transferring subsidies from certain carriers (or e d users) to others. If the national economy is to 
continue to grow and prosper, it is increasingly' portant that interconnection be economically 
efficient. We therefore propose to redirect the ~. us of interconnection policy to inter-carrier 
compensation. 

6. In the past, legislatures and regul~'tors have shaped interconnection regimes to 
further a variet~ of policy goals. Universal servi e, the cross-subsidization of high cost users by

1olow cost users, was typically the driving policy consideration. With the Telecommunications 
Act of 1996, Congress fundamentally altered thi. landscape. Regulated monopolies were to be 
supplanted by competitive markets, and cross-subsidization was to be replaced by explicit, 
"specificipredictable, and sufficient ... mechan~sms to preserve and advance universal 
service." Universal service considerations are no longer to dominate interconnection policy. 

7. We assert that competitive neutrlity and inter-carrier economic efficiency should 
now become the primary interconnection policy consideration. There exists an economically 
efficient, competitively neutral solution if the pr blem is formulated in terms of inter-carrier 

8 Interconnection can be viewed as the means by Wh~h nascent comp~titive networks obtain v~~l inputs 
from dominant, incumbent networks. See generally n re ImplementatIon of the Local Competition 
Provisions of the Telecommunications Act of 1996, C Docket No. 96-98, Report and Order, 11 FCC 
Red. 15,499, 16,012-13 (1996) (Local Competition rder), rev'd in parton other grounds, Iowa Utilities 
Board v. FCC, 120 F.3d 753 (8th Cir. 1997), rev'd, AT&T v. Iowa Utilities Board, 119 S. Ct. 721, 733, 
738 (1999). 

9 The economics literature generally does not add~SS this type of cross-subsidization. It focuses, rather, 
on "Ramsey pricing," which seeks to minimize the i efficiency caused by recovering common costs 
through prices above marginal cost. The Ramsey sol tion raises prices most on those customers who 
have low demand elasticity. For a typical applicatio see Laffont and Tirole, fn 2 supra. 

10 Much of the economics literature of interconnection expresses this universal service policy as 
correcting a network externality. That is, all users behefit when another user is added to the network, 
because they all have access to the new user. The pof:ntial new user, however, compares the price she is 
required to pay only to her private benefits, ignoring e "external" benefits to other users. This is the 
theoretical basis for advocating a subsidy that lowers the price in order to correct for the externality. For 
typical treatments, see Robert D. Willig, , fn 2 supra, and Laffont and Tirole, fn 2 supra. 
11 . 

Codified at 47 USC 254(b)(5). 
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I 

compensation.12 The economic efficiency of int¢r-carrier compensation affects both the structure 
of the industry and, more importantly, the contribution the telecommunications sector makes to 
the nation's economic growth and productivity. pecause inefficiency in this increasingly 
important sector can substantially degrade overall national output, interconnection policy should 
now focus on inter-carrier efficiency. \ 

8. An alternative way of stating this\last point is that competitive neutrality has 
become increasingly important in interconnection. Current interconnection rules have distorted 
production and output in telecommunications. ~tes that diverge greatly from true economic 
costs, and rate structures that diverge from true ¢ost structures, have resulted in inefficient

13production and behavior that is rational only because of artificial rules. The industry has 
reshaped itself extensively to respond to artificiaii incentives that are often an unintended 

14 consequence of artificial rules. This often divetts traffic from the public switched telephone 
network onto such alternatives as private lines, c~mpetitive access providers, and, perhaps next, 
Internet telephony, Regulators and parties have e~pended much energy in erecting artificial 
boundaries to maintain artificial distinctions and \artificial prices. The market relentlessly 
undermines these regulato~ walls,15 particularly!when inconsistent rules encourage parties to 
adopt avoidance strategies. 6 The regulatory wa*s eventually crumble, but in the meantime 
efficiency suffers. We may have reached the point at which telecommunications has become so 
important that our society can no longer afford s~ch inefficient policies. It may be time for a 
competitively neutral interconnection rule that dl· es not distort choices among technologies or 
among firms. 

9. Focusing on inter-carrier compen~ation enables us to avoid two serious stumbling 

As a bonus, this solution eliminates the danger of!a dominant LEC extending its market power to 
monopolize interconnected markets. This is a major 4>ncern in the literature, and a very difficult problem 
under the access charge interconnection regime. See, e.g" Gerald W. Brock, "Interconnection and Mutual 
Compensation with Partial Competition," in Brock (1P95), fn 4 supra; Laffont and Tirole, fn 2 supra, 
especially chapter 5. ! 

13 For illustrations see the background and discussioJ sections ofAccess Charge Reform First Report & 
Order, FCC 97-158. i 
14 Perhaps the most vivid current example is tl).e phenomenal growth of CLECs specializing in 
terminating ISP-bound traffic. See comments submitted in In the Matter ofInter-Carrier Compensation 
for ISP-Bound Traffic, CC Docket No. 99-68 and CC rOCket No. 96-68. 

15 Robert Frost may have dabbled in economics one side. See Mending Walls, reprinted at 
htt :/Iwww.en lish.u enn.edul-afilreis/88/frost-mend n _htm1 
16 , I1?lS proces~ used to be ca!led "bypass:: meaning trat a customer avoids paying an above-cost 
subSIdy by findmg an alternative means of mterconneq:ing. The currently more fashionable term is 
"arbitrage," w~ch enc?mpasses more broadly numero~s methods of exploiting differences in regulation 
among alternatIve servIces. A current example is the concern of many that advances in "Internet 
telephony" will encourage callers to avoid the entire "~ccess" regime. 

4 
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blocks. The first is that the traditional end user fpcus requires viewing inter-carrier calls (local or 
long distance) as services among many others that carriers market to end users. This makes most 
network costs, particularly loop costs, common ~osts to be allocated among these various 
services. Only markets can make such an allocation correctly. Regulators cannot possess the 
requisite specific knowledge. I7 The problem is ~tensified severely by the institutional rule that 
the calling party's network pays the entire cost or the call. Because this cost includes an 
allocation of common costs, the calling party's network ends up paying a share of the common 
costs of the called party's network. There is no ~erfect solution to these cost allocation problems, 
largely because regulators cannot know how benefits are distributed between the parties. That is, 
regulators cannot see individuals' demand functipns. Any allocation a regulator can make is 
arbitrary (in the economic sense), yet even a smalll allocation error can produce massive 
d' , 18 IIstortlOns. . 

10. The second stumbling block we ayoid is that, under current institutional 
arrangements, end users have no direct control over access arrangements. Under the access 
charge regime, interexchange carriers (!XCs) mupt purchase access from local exchange carriers 
(LECs) on both the originating and terminating end of calls. By law and FCC interpretation, 19 

!XCs must average the access charges they pay afross all LECs, so that !XC customers pay the 
same rate whether they call to (or from) a high cQst or a low cost LEe. !XCs are not permitted to 
pass through the access charges incurred on a p$cular call to the end user who makes that 
calL20 Thus, even if an omniscient regulator exis~d who could discern the correct (Le., socially 
efficient, incorporating all externality effects) int¢r-carrier cost allocations, these would not 
necessarily result in correct end user rates. The p~es to a call are not empowered, under current 
arrangements, to choose the lowest cost means of completing a call of the quality and other 
characteristics they prefer. Therefore even correc, inter-carrier cost assignments cannot assure 
efficient outcomes under current arrangements. ; 

II. By focusing on inter-carrier comp~nsation, we avoid these two inter-related 
problems entirely, We will show that the efficien~ allocation of interconnection costs between 
carriers is independent of how the calling and caned parties bear the cost of a call. Nor does the 
balance of traffic between networks affect the eftifient allocation of interconnection costs. It does 

I 

17 Even if they could gather the data, it would be out ~f date before they could assemble it. The genius 
of markets is their ability to make rapid, decentralized ;decisions that are efficient. See Hayek, fn 5 supra. 

18 The recent rapid growth in ISP minutes subject to feciprocal compensation agreements between 
incumbent LECs and competitive LECs is a compelling illustration of the result of a "small" error in 
setting compensation rates and structure. I 

I 

19 See 47 USC 254(g) and Implementation ofSection~54(g) ofthe Communications Act of1934, as 
amended, CC Docket No. 96-61 (FCC 96-331). ' 

20 In effect, such policies give every LEC a monoPol~ over access to and from its end users. See LEC 
Pricing Flexibility Order and NPRM. 14 FCC Rcd at lr316-17. para. 186. 

5 I 
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not matter which network's subscriber caused a Icall by initiating it.21 The carriers' retail rate 
structures, the ways they recover their costs from their end users, are not our focus. 22 We are 
concerned here with inter-carrier compensation tather than end user charges. 

12. Brock (1995) makes the importattt point that the FCC's 1980 Computer II 
decision to deregulate customer premises equipment (CPE) was equivalent to mandating 
interconnection with customer-owned CPE and ~etting a zero interconnection rate for CPE. That 
is, local carriers could no longer charge for or control end users' purchase or use of CPE that met 
FCC technical standards. Prior to 1980, CPE ha4 been a profitable venue for lEC price 
discrimination. lECs priced CPE usage as manYt discrete services. LECs could, and did, charge 
usage fees for every jack and every piece of equipment the customer wished to attach. The 
resulting common cost allocation problems wer~ insoluble and pricing was based primarily on 
marketing estimates of demand elasticities for p¥ticular services.23 The Computer II decision 
gave customers complete control of (and respon~ibility for) the wiring and equipment on the~ 
side of the network interface device (NIO). In a ~omewhat analogous manner, we are suggestmg 
that, just as CPE was separated from local servic~, inter-network interconnection can also be 
separated from local service in a manner that empowers end users. 

13. It is difficult to overestimate the i~pact of Computer II's decision to give 
customers the right to purchase CPE outright, ratper than only to buy discrete CPE services from 
the lEC. We will not attempt to prove this assertion here, but we believe that the recent 
development of the Internet, and of much of Information Technology, would not have happened 
if CPE (for example, modems) were still market~d only by LECs. The blossoming of the CPE 
market into a highly competitive industry offering a wide variety of choice at low cost and rapid 
technological advances, and enabling previously pnknown possibilities such as the increasingly 
numerous Internet services, is arguably a direct consequence of the deregulation of CPE. 

, 

14. We are suggesting that, in a mannbr similar to CPE, interconnection can be 
separated from local network services. At presen~ LECs retain access rights to their customers 
lines. They sell discrete access services to IXCs ap.d other interconnecting carriers, who in tum 
sell individual calls to individuals. Instead of this [arrangement, subscribers could directly 
purchase unlimited access to their own lines. Al~ough this paper does not address the manner in 
which carriers retail their services, we do not exc1\ode any particular arrangements. Our point is 

21 In fact, the entire concept of the "directionality" ot a call is rapidly becoming highly ambiguous, if 
not entirely meaningless. In international telephony, f~r example, the prevalence of arrangements such as 
"call-back plans" make it very difficult to identify "~e" causation. Similarly, what is the direction of 
causation when a person returns a call in response to ~ answering machine message (or an E-mail)? 
This point is discussed in Degraba, fn 4 supra. For an! Internet-related analysis, see Michael Kende, liThe 
Digital Handshake: Connecting Internet Backbones," ,CC Office of Plans and Policy Working Paper No. 
32, September, 2000, p. 36ff. http://www.fcc.govlBurflausIOPP/working papers/oppwp32.pdf. 
22 • . b

We do address below an end user pncmg problem r lated to interconnection with a dominant LEC. 

23 This is discussed in considerably greater detail in ~roCk (1994), fn 7 supra, Chapter Six. 

6' 
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that the best way to achieve efficiency may be fi~t to "get inter-carrier compensation right,,,24 
then to address the end user market separately. I 

I 

15. Getting inter-carrier compensatio~ right does not guarantee that end user charges 
will also be right, but it is a major step in that direction. Interconnection polic~ alone cannot cure 
underlying problems, such as possible dominanq, in local exchange markets, 5 but it can limit the 
harm generated by such dominance and thus con,lrlbute toward achieving solutions. Efficient 
interconnection policy can prevent a dominant c~er from using its control over interconnection 
to extend its market power to other markets, to l~verage its market power to extract monopoly 
rents from interconnectors, or to erect artificial ~ers to competitive entry.26 That is, 
interconnection policy can restrict a dominant LEe to exploiting only its own customers. If a 
dominant carrier does try to exploit its own cust4mers, the chances that a competitor can contest 
the market are improved. Regulators may wish t(j) influence a dominant carrier's end user 
charges, but interconnection policy is not the cOIf-ect tool for this purpose. By focusing 
exclusively on inter-carrier compensation here, We assert that the first step in getting end user 
charges right is to achieve efficient inter-carrier qompensation, and that this is the proper focus of 
interconnection policy. 

IIn. TWO CRITERIA FOR INTERCONNECTION REGIMES 

16. As long as there are dominant lock networks, it may be necessary to mandate and 
regulate interconnection. A dominant network mty be able to disadvantage a competitor by either 
of two basic strategies. It may simply refuse interconnection and there~ force subscribers of 
other networks to subscribe to it in order to conn~ct to its subscribers? Or it may impose 
(discriminatory) charges on calls to or from subsaribers of other networks, thereby inducing these 
customers to join its network or taxing, in the ecgnomic sense, the other networks. 28 Neither of 
these strategies could be effective, and no network would have an incentive to refuse 
interconnection,29 if no single network held a co~anding market share, but they become 

24 The term "right," as used in this paper, should be ~nderstood as shorthand for socially efficient, that 
is, economically efficient taking into account any extirnal costs or benefits. 

25 Other analysts have also noted this problem. ''The twin objecives of allocative and productive 
efficiency cannot both be attained by the single instru~ent of the access price, so the aim is to achieve 
the optimal tradeoff." Mark Armstrong and John Vickers, "The Access Pricing Problem with 
Deregulation: a Note," The Journal ofIndustrial Ec010mics, XLVI, March 1998, p. 116. 

26 Gerald W. Brock, "Price Structure Issues in Intercotnection Fees," in Brock (1995), fn 4 supra. 

27 Brock (1994), fn 7 supra, discusses how AT&T successfully used this strategy in the early 1900s to 
build a monopoly. I 
28 See Brock (1995), fn 4 supra, for an extensive disqussion of these problems, particularly in an access 
charge regime. I 

I 

29 Kende (2000), fn 21 supra, discusses these incentites in the context of a competitive market, i.e. the 
Internet. • 
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increasingly attractive as the largest network apJroaches market dominance. In the presence of a 
dominant carrier, a regulatory remedy may be n,cessary. 

17. If a regulatory remedy is necessmfy. it should minimize the extent of regulatory 
intervention. Absent regulation, a dominant netWork may be able to impose crippling 
disadvantages on potential competitors. The res~lt may be exploitation of customers and 
potential competitors as well as inefficiencies th~t inflict significant net losses on society. But 
will a regulatory remedy do more good than harm? The problem is that regulation itself can also 
impose significant costs.30 This is particularly ptpblematic when regulators "get it wrong," an 
outcome which is hardly unprecedented and the more likely the more information is required to 
"get it right." An ideal solution, therefore, shouIf1 minimize the information regulators need. 

18. So we propose two criteria by w~ch to judge potential mandatory interconnection 
regimes. Do they result in economically efficien~ inter-carrier compensation? And are regulators 
likely to get it right? The first criterion means tl~at the correct pricing signals are sent to 
networks making investment and make/buy deci$ions, and thus potentially also to consumers 
making subscription decisions.31 The second criterion means that regulators do not need many 
facts or much data to administer the regime. Id~ly. regulators could limit themselves to stating 
fairly simple principles or rules and allow the paJ!ties to negotiate efficient solutions suited to 
their particular circumstances. In such a regime, ~isputes would be resolved primarily through 
ordinary commercial procedures such as negotiation and arbitration.32 We propose that an 
interconnection regime that meets these two crit¥a, efficiency and simplicity, would permit an 
efficient and competitive telecommunications sy~tem to develop and enable it to adapt rapidly 
and smoothly to changing technologies and markft conditions. 

19. In proposing these two criteria, Wi should note that our goal is relatively modest. 

30 Among these are litigation expense, delay, unce~nty, opportunities for "rent~seeking" behavior by 
interested parties, and the real possibility of error, ev~n assuming regulators are both highly intelligent 
and benevolent. . 

31 Competition forces carriers to price according to ~eir costs and cost structure. See Gerald W. Brock, 
"Price Structure Issues in Interconnection Fees," in Btock (1995), fn 4 supra, illustrates. If a carrier is 
market dominant, of course, it may not pass correct pl[icing signals to its customers. As discussed above, 
interconnection policy alone cannot cure underlying market structure problems such as dominance, but it 
can be an important step toward resolving such probl~ms. An inefficient interconnection policy, in 
contrast, virtually guarantees that customers will face ;incorrect pricing. 

32 The Coase Theorem states that parties will negotiate efficient solutions to rights allocation problems, 
so long as the rules are clearly stated and transactions!costs are low_ Coase's Theorem was 
foreshadowed in Ronald H. Coase, "The Federal ComplUnications Commission," Journal ofLaw and 
Economics, v.2 (1959), pp. 1-40, and then made expli~it in his "The Problem of Social Cost ," Journal of 
Law and Economics v. 3, no. 1 (1960), pp. 1-44. Coas~ won the Nobel Prize in Economics in 1991 "for 
his discovery and clarification of the significance of trtrnsaction costs and property rights for the 
in~titutional structure and functioning of the economy k[Press release of The Royal Swedish Academy of 
SCIences, October 15, 1991, at http://www.nobeLse/ec nomicsnaureatesl19911press.html.] 
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We do not seek an interconnection regime that till resolve all the problems of 
telecommunications. It would be a significant iJ.l!lprovement to discover one that, unlike the 
current regimes, does not add new or compoundlold problems. We do assert, however, that inter­
carrier and retail rate structures can be addressee!. separately, just as CPE problems were resolved 
by treating CPE separately. In fact, we believe these problems can be solved only if inter-carrier 
and retail issues are addressed separately. \ 

IV. EFFICIENT INTERCONNECTION RutES IN A SIMPLIFIED NETWORK 

20. Real world networks are by natu¢ so complex that it is very difficult to analyze 
them. Economists have always developed their ~rinciples by abstracting from real world 
complexities to capture essential features, and w~ resort to that technique here. We begin with a 
simplified, highly abstract representation of a network to demonstrate the principles of 
economically efficient interconnection. In the tet.t, we attempt to develop these principles 
through simple, graphical illustrations employing a stylized linear network. Footnotes present a 
more general mathematical derivation. In a later ~ection, we derive the same principles 
mathematically for each of two other fundamentfl types of networks.33 Although we do not 
attempt to prove these results for the completely general case, real networks can be represented 
reasonably well as a composite of these three fU1damentai building blocks. We therefore believe 
the principles apply to the more complex forms .. 

21. We make a number of simplifying assumptions in order to clarify the exposition. 
Later we will discuss the extent to which we can 1generalize these insights when some of these 
assumptions are relaxed. For now, our networks ignore scale economies, trunking efficiencies, 
and the many other engineering considerations ~at shape any real network. We thus abstract 
from the particular technology used to solve the problem of connecting any group of customers. 
We focus instead on the fundamental, underlyin~ facilities requirements faced by each network 
in serving its subscribers. We assume that each n~twork has access to the same technology set 
and employs brilliant engineers who select the most cost-effective means of provisioning the 
underlying facilities requirements. But we are not concerned with how the engineers work their 
magic, only with the abstract, underlying facilitie~ requirements. 

A. A simplified measure of facilities: ~rlinks 

22. Let us begin by imagining a small retwork with four identical subscribers. We 
want to determine what facilities are necessary tolmeet the following two requirements: First, any 
two subscribers to the network should be able to connect with each other. Second, there should 
be no call blocking. This means that any subscribfr can always complete a call to any other 
subscriber who is not already engaged in a convet!sation. The call will not be blocked by 

! 

33 In addition to the linear network, we examine a me~h network and a fiber optic ring connecting central 
offices of any configuration. : 
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I 

inadequate facilities?4 Put differently, the netw1rk has sufficient facilities to enable all possible 
simultaneous conversations to take place. i 

23. The most primitive network imakinable would meet our two requirements simply 
by using a separate line to connect each pair of ~ubscribers. With four subscribers, each depicted 
by an X, we would need six lines, as shown in figure 1. Note that this network consists entirely 
of lines and has no switching capability at all. ~or five subscribers, we would need ten lines, for 
six we would need 15. In general, for n SUbSCriirs, this type of network requires (n2-n)/2lines. 

FigUrel:p~~ ~ 

X X~__ ~ 
~i--- ~ 

I 

24. We use this facilities requirement\for this primitive network as an abstract 
measure of required facilities. E~gineers, of cour~.e, do not construct real networks ~y string~ng a 
line between each pair of subscnbers. As soon as! n gets very large, the number of bnks r~ulfed 
becomes astronomical (and subscribers would fiqd it annoying to have n-l separate lines). 5 

Engineers, therefore, use various technological d~vices to reduce costs.36 One basic method is to 
substitute switching capabilities for some of the ij.nks. Switches, multiplexers, and other line 
concentration devices may provide these substitutes for links. We are not concerned with 
precisely how the engineers provision the networJe. Regardless of the particular combination of 
links and switching actually used, we can think of the basic facilities requirement as a 
combination of links and switching that is equiva~ent to (n2-n)12 links for a network of n 
subscribers. We coin the term urlink to indicate the facilities required to enable one direct 
connection between one pair of subscribers,37 not~ng that urlinks may be supplied by various 

34 We relax this "non-blocking" assumption later. W~ will also relax the assumption that the 
"subscribers" represent individuals rather than, say, cfntral offices. 

35 The very earliest telephone service seems to have Piken this form, with subscribers renting telephones 
and providing their own lines directly to those individbals they wanted to call. The first switching 
(exchange) services began in 1878, after the number <t subscribers had grown to the point that direct 
connections were no longer efficient. See Brock (1994), fn 7 supra, p. 63. 

36 These devices also improve reliability and enable ~ther features such as advanced intelligent network 
services, for example Call Waiting or Caller ID, but we want to focus on basic interconnection in order to 
keep this simple. These other features have little or nOfhing to do with interconnection, because they are 
provided primarily within a single network. . 

37 The word urlink is much shorter than "underlying l~nk" or "link equivalent,"which is its meaning. The 
prefix ur- in the Germanic languages suggests the con~epts of original, underlying. or primitive. The term 
urlink also sounds like the engineering term erlang, a $easure of the circuit capacity required to meet 
expected demand. The concept of an urlink is similar, ~ut not quite identical, to an erlang. 

10 • 
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combinations of links and 
switching. Thus, we can say I xFigure 2: Mesh network x 
a network of four subscribers 
has an underlying facilities 
requirement of six urlinks. A y 
network of five subscribers 
requires ten urlinks, and a network of n subscribers requires (n2-n)/2 urlinks.The mesh network is 
a basic network form similar to our primitive nefrork. in that it uses the same number of lines; 
but it adds a switch at each node. The mesh netWork provides added reliability because there are 
multiple paths between each pair of subscribers. Iff one link fails, a call can be routed over 
alternative links. The mesh also requires (n2-n)/2links. We extend our interconnection principles 
to mesh networks later. but base our initial discu~sion on the even simpler linear network form, 
because a mesh becomes very difficult to depict graphically as n increases. 

I 

25. 	 For our graphical depictions I 

"figure 3: Possible conversations among 4 parties in the text, we use a linear network. To I 

determine the facilities required, we write ~ombination A: X- X x x --­down all the possible simultaneous two­
party conversations. We use a long dash to 
represent a unit of transport and related ~OmbinatiOn B: --------­X x x X
facilities that we will again call an urlink.38 -Using upper and lower case to distinguish 
between calls, there are three possibilities ~----<tombination C: X x X x 
for two simultaneous 2-party conversations, ----~ Ias shown in Figure 3. 

26. In words, Combination A needs oLy two urlinks since there is only a left side and 
right side conversation. The remaining possible combinations need these plus two in the center, 
since both the conversations cross the center of me network. In Combination B, the center parties 
(x-x) require one urlink and the outside parties (X-X) require three. In Combination C, each 
conversation requires two urlinks. We can den01 the facilities needed for our four-party network 
to meet our two requirements as in Figure 4. I 

27. In words, a network of four partieJ 
(subscribers) can have a maximum of 2 sirnultanei.ous Figure 4: Facilities required for a 
two-party conversations (the number of dashes in!the 4-party network 
center) and requires 4 urlinks (the sum of all the , X-X=X-X 

I 
e use this term here as shorthand to represent the facilities (link and switching) needed to route one 

conversation between two adjacent subscribers. The a~tute reader will soon note that for linear networks 
we are using a slightly different definition of urlink that now includes some switching capabilities, 

I 

enough to route calls. We think it less confusing to re9ycle the term than to invent another, and we use 
the term only for counting basic facilities requirement*. not for comparisons between different network 
topographies. 

11 
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dashes) to allow every possible two-party conve~sation to take place. 
I 

28. This diagram is a deliberate abs~ction that does not specify the network 
architecture or technology that is used to meet the requirements that any two parties can connect 
and that there is no call blocking. In the real w01d, a network could meet these requirements 
with a ring, star, mesh or any other imaginable architecture; wireline or wireless links; and circuit 
or packet transmission. We are also abstracting tom cost-saving techniques that real networks 
use to economize on links.39 We ignore possible; scale economies or trunking efficiencies and 
assume initially that the network is engineered f~r zero call blocking. Finally, this simple 
network does not have any redundant links to inlprove reliability.40 In other words, we are 
focusing on the raw capacity required and abstrapting from engineering techniques used to 
provision this raw capacity (urlinks) economical~y. 

29. We can generalize this depiction *0 any number of parties. For a linear network of 
n subscribers, the maximum number of simultanfous two-party conversations is nl2. (Logically, 
each party can engage in only one conversation ~t a time.) To ensure that any combination of nl2 
conversations can occur simultaneously41 requir1s (nl2)2 Iinks.42 

B. Adding subscribers in a linear network 

30. We are now almost ready to eXPldre interconnection between two networks; but 
first we need to consider what happens as additiqnal parties subscribe. We make two more initial 
assumptions to simplify the analysis. Later we relax these. We assume all parties are identical 
(and choose their initial network randomly). We riso assume for now that each urlink has the 
same cost. i 

39 One such technique is engineering to accept morel than zero call blocking. We address this possibility 
below, but for now maintain the zero blocking assumftion. 

40 Mesh and ring networks, of course, have built-in redundancy for improved reliability. 

41 That is, a call attempt might fail because the cal1e~ party's line is already busy, but not because of 
circuit blockage. ' 

42 A mathematical proof is fairly simple. In the "wo~t case," which requires the most links, the parties 
I

in the center of the network call each other, then the IlFxt nearest pair, continuing until the pair at the 
extreme ends of the network call each other. The "cenlter" call requires one link, the next requires three, 
and the ith call requires (2i-l) links. For a network of psubscribers, in which the maximum number of 
possible calls is nl2, the "extreme[frfi)"Cal! reqUire1s 2(nl2~ -1 = n-llinks. The sum of all the required links is 

~ + ~ I 2 

",nl2(2i_l)=2"'~l2i_~=21 2 2 - n =(~J .
£..it:l £..i,:1 2 2 2 2 
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31. If two more parties subscribe to 4e X network, 
then a six-party network in our notation would be diagrammed Figure 5: Six party network 
as in Figure 5. Three simultaneous calls are poss~ble, so three _ 
urlinks are needed across the center of the netwOirk This X - X == X== X == X - X 
network meets our two requirements, that any t10 parties can 
connect and that there is no call blocking. i 

32. Notice that the original four-partJ network had an average of one link per party, 
but adding the two new parties requires five mOrf links. The parties benefit equally from the 
network (in the sense that each can call any of the others), so instead of making the new parties 
pay for all the additional links, every subscriber ways a proportionate share of the additional 

43linkS. The average number of links per party Qses from 4/4 =1 per subscriber to 9/6 =1.5 per 
subscriber. As more subscribers are added, the b4nefits of the network increase, but the number 
of links needed per subscriber also rises.44 The nJetwork will add new parties until there are no 
more potential subscribers or the price (average dost) rises to the point at which some subscribers 
begin dropping off the network I 

C. Assigning the incremental cost of i~terconnection 
I 

33. 	 What is the incremental cost of I 
Figure 6: Interconnection of a 4-party interconnection? Suppose the two parties who jo~ned 
network with 2-party network Network X in Figure 5 had instead already 

subscribed to another network, Network O? 
6a: X- X==X-X 0-0Comparing Figures 6a and 6b, we see that to mee~ 

our two requirements, interconnection requires fdur 6b: X- X == X= X::::::: 0- 0
additional links (dotted in Figure 6b).45 This is tHe 
incremental cost of interconnection. 	 I 

34. It is worth noting that the interco~ected network of Figure 6b has precisely the 
same facilities requirements as the six party netw<l>rk of Figure 5. In this case, interconnection is 

I 
43 The network is unable to discriminate among subscribers, because any subscriber could drop from or 
join the network Thus each is potentially a "marginalr subscriber. 

44 More generally, because the number of links is (nI2~2 =n2/4, the average number of links per 
subscriber is always n2/4/n =nl4. As the number of su~scribers increases, each subscriber benefits from 
being able to call more people, but the "raw" capacity needed per subscriber rises. We are abstracting 
from the engineering techniques that can offset this di~economy of scale in real networks. 

45 More generally, if a linear network with a subscri~rs interconnects with a linear network of b 
subscribers, the number of incremental links required ~s ab/2. Recall that the total links needed to meet 
our two requirements (enabling all possible connectiorls and the maximum possible number of 
simultaneous conversations) is n

2
/4. If the size of the i~terconnected network is n =a + b , the total links 

r~uirement is (a + b)2/4 =(a
2 
+ 2ab + b2

)/4. Before interconnection, the two separate networks needed 2 2 
a /4 and b /4 respectively. Thus the number of increm9ntallinks required for interconnection is the 
difference, 2ab14 or abl2. 
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I 

precisely equivalent to subscription. Ideally, ourlrule for allocating responsibility for the 
incremental interconnection links should not gi~ parties an incentive to masquerade as 
networks46 or as subscribers, or to rearrange Callfng pattems,47 in order to exploit the rules. That 
is, an ideal rule will not distort decisions. . 

35. How should responsibility for thdse four incremental links be assigned? Suppose 
each network were assigned a share proportional! to its number of subscribers. The X network 
would pay for two-thirds of the four incremental\links (2.67 links), and would have a new 
average of (6.67)/4= 1.67 links per subscriber. 1p.e 0 network would be responsible for 1.33 
additional links, raising its average to 2.33/2 =1J17 links per subscriber. However, a subscriber 
to either network receives precisely the same beqefits: non-blocking access to the same 
subscriber list. Therefore, subscribers to the X n~twork would be better off if they switched to the 
o network. As the 0 network grew, its links per ~ubscriber would increase (and losing 
subscribers would reduce links per subscriber onlthe X network). The artificial price wedge 
created by this interconnection cost assignment v,.ould only disappear when the networks became 
equal in size. Eventually, subscribers would migIfate until each network would have 1.5 links per 
subscriber. I 

36. The discussion in the previous paragraph suggests a surprising result, that 
dissimilar-sized networks must share equally the lincremental cost of the facilities required to 
interconnect them. Under this "Split the Incremel)1tal Cost of Interconnection" rule, the 0 
network, with only two subscribers, must pay for\the same number of incremental links as the X 
network, even though X has twice as many subscpbers. This means, of course, that the cost 
increase faced by 0 subscribers is greater (from Q.5 to 1.5 links per customer) than that faced by 
X subscribers (from 1.0 to 1.5 links per customer). This seems reasonable, because the 0 
customers are gaining access to four additional p~ies, while the X subscribers are gaining 

48access to only two more parties. Following this! rule yields the same number of links per 
subscriber for each network.49 That is, the raw c~pacity burden per subscriber is the same on 

46 A difficult problem in access regimes, and even iJ some forms of bill and keep proposals, is that, 
when traffic is primarily «inbound," an end user may ~ave an incentive to claim it is a network in order to 
avoid bearing transport costs. If traffic is primarily "qutbound," a network may wish to claim it is an end 
user for the same purpose. See Degraba, fn 4 supra. 1 

47 Networks or users can often arrange their traffic flow to make it appear mainly inbound when doing so 
is advantageous. See fn 21 above. I 
48 A bit of simple algebra shows that, for linear netw~rks, the average cost increase for subscribers to 
one interconnecting network is always equal to 114 link1per subscriber on the other network. Splitting the 
i~cremental cost of ~nterconnection equally, each net~ork would be responsible for an additional abl4 
lInks (half the total Increment of abI2). For network xj the average cost rises by abl4a = b14. Similarly, 
the average cost on 0 rises by abl4b =al4 links per sutsCriber. 

49 This result also generalizes to interconnection between two linear networks of any size. Recall from 
the previou.s footn?te that the number of in~reme.ntallipks n~e.ssitated by interconnection of a network 
of a subscnbers WIth a network of b subscnbers IS ab/~. If thIS Increment is assigned equally to the two 

141 
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each network. Since full, non-blocking interconpection allows subscribers to either network 
precisely the same benefits, failure to balance littks per subscriber does not produce a stable 
outcome. The burdened network will lose subscribers and the favored network will gain 
subscribers until the burden is equalized. 

I 
37. When we compare Figures 6a and 6b we can see that interconnection does not 


increase the maximum number of simultaneous pallS (the number of links in the center of the 

combined networks). Prior to interconnection, $ee simultaneous calls are possible: two on the 

(four party) X network and one on the (two party) 0 network. The interconnected six-party XO 

network also accommodates three simultaneous Icalls. Thus interconnection only increases the 

number of parties it is possible to call, not the n~mber of simultaneous calls. This point will 

prove significant later, when we drop the assumption of no call blocking. 


38. Note that we have achieved this Jfficient allocation of costs between networks 

without any reference to how the calling and called parties bear the cost of a call, to which 

network caused a call by initiating it, or to the b41ance of traffic between networks. We thus 

avoid the intractable common cost allocation pr~blems encountered in the traditional approach. 


D. Networks should recover from the_r own subscribers all costs not incremental to 
interconnection: the ''BASICS'' rule I 

39. Our analysis suggests a second p1nciple, that only the costs incremental to 
interconnection should be split. Therefore, all re~aining network costs should be recovered from 
the network's own subscribers. In our example in Figure 6b, dividing the total links (9) equally 
between the networks would give the X network\4.514 =1.125 links per subscriber. In contrast, 
the 0 network would have 4.5/2 =2.25 links per subscriber.50 Even if the networks were the 
same size, but dissimilar in cost, including the internal network costs would create an artificial 
cost difference. We consider this point more fully and distinguish more clearly between internal 
network costs and interconnection costs in the ndxt section. 

40. We can now combine our two pri*ciples to form a rule we will name "Bill Access 
to Subscribers, (Incremental) Interconnection CO$ts Split," or "BASICS." The second half of this 
acronym is the rule, developed in the previous settion, that the costs incremental to 

\ 
networks, their respective total numbers of links will jbe a.l./4 + abl4 and b2/4 + abl4. To obtain their 
average links per subscriber, we divide each network,s total capacity by its number of subscribers. We 
obtain, respectively, (a 

2 
+ ab)/4a and (b2 + ab)/4b.:&¥:h of these expressions reduces to (a + b)/4. Thus if 

the incremental links are split equally, each network ~nds up with the same average number of links per 
subscriber, regardless of their respective sizes. No ot~er allocation of incremental links will produce this 
equality. This equality of links per subscriber also resplts if this rule is applied to mesh networks or to 
fiber optic rings (see Section [VI] below). i 

50 More generally, because the previous footnote derhonstrated that splitting incremental links equally 
produces equal average burdens regardless of the sizeJ of the separate networks, adding any additional 
costs would produce an unstable outcome. . 
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interconnection should be split equally between Ithe two interconnecting networks. The first half 
refers to the requirement that each network coll~ct all remaining costs (those not incremental to 

I 

interconnection) from its own subscribers. In particular, access rights to subscribers' lines are not 
sold to interconnecting networks on a per minut~ basis, as under current access rules. Instead, all 
access rights are sold directly to the subscribers !themselves. We confess that our name for this 
:ole is somewhat awkward, and freely admit that the name was crafted primarily for the sake of 
Its acronym. 	 I 

E. Interconnection among more than \two networks 

41. In the case of more than two neWr0rks, the BASICS rule would apply seriatim. 
That is, the initial interconnection forms an inte~connected network. As additional networks join, 
each would do so on a BASICS basis. In each c4Se, the network joining would bear half the 
incremental costs of the new interconnection. Tlp.e networks previously interconnected would 
bear the remaining incremental costs, which wo~ld be distributed among these networks on a per 
subscriber basis. This allocation would produce the same results as above, and the result would 
be the same (an equal urlinks per subscriber burfen) regardless of the order in which networks 
joined. ! 

V. 	 DISTINGUISHING COSTS INCREME~AL TO INTERCONNECTION FROM INTRA­
NETWORK COSTS: INTERCONNEC~ION OF LESS THAN FULLY PROVISIONED 
NETWORKS 

I 
42. If the BASICS Rule is to be impl¢mented, it is essential to identify those costs that 

are incremental to interconnection per see It is p¥dcularly important to distinguish costs 
incremental to interconnection from costs of improving service quality within a network. An 
especially difficult issue is distinguishing costs incremental to interconnection from those 
incremental to increased traffic volume. We belihe the correct approach to resolving this 
problem is to recognize that the level of call blo~ng that subscribers experience is a key 
element of service quality. Increased traffic voluJille increases call blocking unless the network is 
adequately provisioned to be non-blocking. In or~er to distinguish between costs incremental to 
interconnection and costs incremental to intra-network service quality, we must now drop our 
assumption that all networks are fully provisioner to be non-blocking. 

A. Interconnection between networks of differing service quality levels 

43. In Figure 7a, we show two networb that offer differing service quality levels. The 
X network offers a lower qUality of service. It is 10t fully prOViSioned: having provided only one 

Figure 7a: Network X is not fuUy provisioned 

x-x-x-x 0-0*=0-0 

urlink across its center. As a result, call blOCking ~i11 occur whenever more than one X 
I 
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subscriber attempts a call across the X network'~ center. Network X is offering something 
loosely resembling old-fashioned party line service, serving four subscribers using only three 
urlinks at an average cost of % urlink per subscriber. The 0 network, in contrast, is fully 
provisioned. 0 has an average cost of 1 urlink p¢r subscriber and offers completely non-blocking 
service. In a competitive market, we can presumfl Network X's lower quality is offered at a lower 

. 51 pnce. 
I 

44. To see the incremental cost of intrrconnection in this case, it is helpful first to see 
what should not be included. In Figure 7b, the n~tworks have interconnected and the X network 
(perhaps for competitive reasons) has added its rhissing link to become fully non-blocking. The 
total number of urlinks added is nine (and the mp,imum number of possible simultaneous calls 
across the centers of the networks has increased from three to four). If all nine added links were 
considered incremental to interconnection, then tlhe X network would have 3 + 4.5 = 7.5 urlinks, 
or 1.875 per subscriber. The 0 network would h~ve 4 + 4.5 =8.5 urlinks, or 2.125 per subscriber. 
This cost assignment gives X an artificial advant~ge because one of its intra-network links is 

Exhibit 7b. Fully provisionM interconnection of non-
blocking networks r ­

I 

X-X=X_X \0= 0=0-0 

I 

being included in the cost of interconnection. X ~an now offer the same calli~ list and the same 
quality of service as 0, but at a lower price. 0 s~bscribers are paying a "tax" of 0.125 urlinks 
in order to subsidize X subscribers. Recognizing !that X added this second link across its center to 
upgrade its intra-network service quality, rather $an for interconnection per se, eliminates this 
artificial advantage. I 

Figure 7c: Interconnection \ when X remains less 
than fully provisioned • 

I 

X-X- X':'::: X::::: 1::::: 0 =0-0..... '1'­

Dotted lines represent links incre"1ental to interconnection. 

45. As a further illustration of this poi1t, suppose the X and 0 networks want to 
maintain their differing gra~es ~f service. In this qase, only si~ incrementalli~ (do~d in 
Figure 7c) are needed to mamtam the 0 network'. non-blocking grade of servIce while not 
reducing blocking (upgrading service) between Xinetwork subscribers. The other two 
interconnection links in Figure 7b can never be ndeded as long as X has only one link across its 
own center, because there can never be enough X~ traffic to require their use. 

we relax our assumption that all subscribers are i~entiCal, this result could be a stable outcome in 
that Network X attracts those who are willing to acceIf lower quality service in return for a lower price. 

52 This term is used here not in its legal sense, but in Ute economic sense of a price above marginal cost. 
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46. Now we are ready to illustrate 0* point about distinguishing between 
interconnection and intra-network service quali~. After interconnection in Figure 7c, the 
maximum number of possible simultaneous cOIfersations possible between pairs of X network 
subscribers is unchanged. As before interconne9tion, only one conversation can cross X's center. 
Applying the BASICS Rule to the incremental ~nks (there are six more urlinks than before 
interconnection in Figure 7a) assigns three mor~ urlinks to X, for a total of six urlinks for four 
subscribers, or 1.5 urlinks per X subscriber. Th~ four 0 subscribers now have 4 + 3 =7 urlinks, 
or 1.75 per subscriber. Note that the 0 network ~gain has more links per customer and a higher 
quality of service (zero intra-network call blocking) than the X network (where there is some 
blocking).53 The point is that interconnection un~er the BASICS cost-assignment rule has not 
distorted the relationship between cost and servipe quality for the two networks. 

47. Comparing Figures 7b and 7c alS~ enables us to distinguish clearly between costs 
that are incremental to interconnection per se from those that are incremental to improving 

I 

service quality within a network. In both cases, tpe 0 network is fully provisioned and will not 
experience any blocking whatsoever on 0-0 caqs or on any calls that arrive from X. In 7c, 
however, the X network remains less than fully 1»rovisioned and does experience some internal 
blocking. Some calls from 0 subscribers to X s~bscribers may also be blocked, but blocking can 
only occur on calls to or from X subscribers. COfts of upgrading service quality for these X 
subscribers are not incremental to interconnecti~nper se. 

48. Figure 7c also helps highlight the Idistinction between interconnection and intra­
network quality of service. Interconnection incrJ;ses the number of parties that each subscriber is 
able to call. It does not directly affect possible cjIl blocking within the interconnecting networks. 
Thus costs incurred to reduce call blocking that ccurs entirely on one network are not costs 
incremental to interconnection, and would not b . split between the networks. We are thus 
distinguishing between costs incremental to traf:/;,c and costs incremental to interconnection. We 
believe this analysis demonstrates that to achiev~ efficiency the former should be assigned to the 
separate networks and only the latter should be split (equally) between the two interconnecting 
networks. : 

49. Because this is such an important bd potentially controversial point, let us 
illustrate the distinction between costs incrementhl to interconnection and those incremental to 
intra-network service quality from yet another petspective. It is possible that after interconnection 
X subscribers may wish to make more calls than before, because they can now reach more 

53 In fact, the average cost (price) difference is 0.25 prlinks, precisely as before interconnection. This 
can be understood as the premium 0 subscribers pay ~or a higher (non-blocking) quality of service. The 
fact that the difference is precisely unchanged dependfS on the assumption that the two networks are of 
equal size. In the more general case, the magnitude of the difference might change, but the direction 
would not (the more expensive network would remai1 more expensive, thus a quality premium would 
re~~. . 
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parties.54 If this increased demand causes X to ~rovision its internal links fully (by adding the 
second link across its own center), the total nu~r of possible calls across X's center increases 
from one to two. Thus Network X becomes fully non-blocking. If it adds this second center-link, 
Network X has the same cost (7/4 =1.75 links Wr subscriber) and the same quality of service as 
O. The added link may be seen as incremental tb traffic volume, or to service quality within X, 
but it is not incremental to interconnection per Se. We believe this is a highly significant 
distinction that is essential to getting interconneition policy right, that is, to finding an efficient 
rule for assigning interconnection costs. I 

Figure 7d: Making interctnnection non-blocking once both 
networks are non-blocking. 

i 

x - X =X ..... f 0 0 = 0-0 

After X adds a second link across its own center, the two dotted links 
can be added to Figure 1c to ~ke interconnection completely non­
hl",..."';n.. I 

50. Notice, furthermore, that once X as fully provisioned its internal network, the 
networks may now want to add two more interc nnection links (dotted in Figure 7d). These two 
links would have been redundant without the se ond link across X's center, but they now 
improve quality of service (reduce blocking) on nter-network calls. Note also that these two 
links are needed only to preclude blockin~ of int r-network, not intra-network, calls. They can 
never be needed for intra-network calls.5 Unde I BASICS each network would pay for half these 
additional inter-network links, and each would i·d up with 8/4 = 2.0 urlinks per subscriber. 
Thus, once both individual networks are internal y non-blocking, fully non-blocking 
interconnection means adding a total of eight Ii (the six dotted in Figure 7c plus the two 
dotted in 7d). These eight links are incremental tr' interconnection, but the second link across the 
center of X is not incremental to interconnection 

I 

51. We should also note at this point ~at, although our diagrams do not make this 
obvious, the interconnection links differ from th~ internal links in that they are needed only to 
carry inter-network traffic. They can never be ne~ed for intra-network traffic. More 
importantly, they are inter-office links rather thart loops (links between end offices and end 
users). This distinction may be significant when *etworks use differing loop technologies. Inter­
network links today, and almost all inter-office links, are likely to be optical fiber links.56 Ifone 
or both of the individual networks uses a differen~ technology, for example, wireless, its internal 
links may be more expensive. The analysis we ha~e developed thus far suggests that only the 

54 That is, we would expect the demand for calls tJ be a function of, among other things, the number 
of parties who can be called. 

55 Recall that we are abstracting from designed redu~danCy in our simple network. 

56 Some "legacy" copper or microwave links have ndt yet been replaced. 
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costs of the (fiber) inter-network urlinks" ShOU1~ be split equally between the two networks.58 

B. Does the BASICS Rule resolve qu~lity of service externality problems? 

52. Does a network's decision to offer a lower quality of service impose an externality 
on the interconnecting network? The answer, no,1 is already implicit in the discussion above 
comparing Figures 7b and 7c. This is such an important point, however, that it seems worthwhile to 
make it explicit. Figure 7c shows that any call bl~king that results from under-provisioning links 
will occur on the network that under-provisions, *ot on the interconnecting network. 

53. If we made some simple assumptitms regarding calling preferences, we could 
calculate the expected call blockage suffered by shbscribers to the degrading network and 
subscribers to the interconnecting network. Assuming that each subscriber is equally likely to try to 
call each other subscriber, we could show that th~ bulk of the call blockage would occur on the 
network that degrades its internal links. 59 The on1~ blockage experienced by subscribers to the fully 
provisioning network is on inter-network calls to fustomers of the under-provisioned network. The 
network that under-provisions bears the main imIfct itself, and the other network is affected only 
on some inter-network calls. : 

C. Can Networks resolve the Networkl Externality under BASICS? 
i 

54. By focusing on inter-carrier com~ensation, we can also resolve serious externality 
problems and thus transform telecommunicationf markets into normal markets in the sense used 

57 Recall that our urlinks include a bit of increm~ntal switching capability. We believe this would 
amount only to a modest increase in switch memory (to accommodate larger look-up tables) and possibly 
a dash more processor. Our understanding is that ra~s for transport links (trunks) and entrance facilities 
include the switch rearrangements necessary to enabl~ the switch to recognize and route calls to and from 
the links. In a dispute resolution, we would suggest Ithat a regulator or arbitrator adopt the incremental­
only costing approach that FCC applied in the r4::al Number Portability proceedings, which would 
explicitly reject any allocation to interconnection of!pe "common costs" of a switch. See In the Matter of 
Telephone Number Portability, Cost Classification ~oceeding, CC Docket No. 95-116, In the Matter of 
Telephone Number Portability, Third Report and Order, 13 FCC Red 11701, 11740 (1998). 

I 

58 We consider the case of differences in link costs i~ the next section_ 

59 The algebra is reasonably straightforward, but SOl·ewhat tedious. That is, an economist with low 
opportunity costs could work it out on the back of a v ry large envelope, but few lawyers would be 
willing to follow it. These results do depend on maki g a strong assumption that expected call attempts 
are uniformly distributed. On the other hand, the most likely alternative to this assumption would be that 
subscribers are, if anything, somewhat more likely to ¢all others on their own network. This is because 
networks are more likely than not to be formed initiall~ among subscribers who share some community 
of interest (if only location). To the extent that intra-tftwork calls are more prevalent, our results are 
strengthened. I 
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by Brock,60 that is, markets without externality ~roblems. The current rules, in effect, create 
externalities, because buyers and sellers do not Jee the networks' actual costs, only averaged 
rates. If we can resolve these externalities, we lare Brock's view that networks can successfully 
internalize the fundamental network externality hat other subscribers also benefit when an 
additional party subscribes. The BASICS rule f splitting equally only those costs incremental to 
interconnection per se, internalizes those externhlities caused by current institutional 
arrangements. \ 

55. In less regulated telecommunicaqons markets, such as for internet service 
provider (ISP) and wireless services, we frequently observe networks offering inducements to 
attract new subscribers. Because the network bJcomes more attractive as more subscribers sign 
up, we believe networks can successfully internalize the network externality, at least where 
regulatory restraints on pricing do not preclude tiS. 

56. In unregulated communications tilarkets, firms do use pricing strategies that seem 
to internalize the network externality. Newspap~rs and magazines, for example, face something 
similar to the network externality because their Jttractiveness to advertisers and even to other 
potential subscribers depends to a great extent 0[·their number of subscribers. For this reason, 
newspapers often offer subscriptions at rates tha appear to be below average cost and perhaps 
even below marginal cost, sometimes barely co ring delivery COSt.

61 This strategy seems to be 
profitable because it increases advertising revenues. Similarly, many ISPs offer below cost 
subscription or free E-mail service, apparently u1 order to increase sales of advertising. Web 
sites and broadcasters pursue a similar strategy de offering free information or entertainment in 
order to attract advertising revenues. These unrdgulated firms62 appear to be using retail pricing 
strategies successfully to internalize externalitie~. Although we do not attempt to prove this 
formally, we believe networks may succeed in iqternalizing the network externality through 
similar strategies. . 

VI. CAN THESE RESULTS BE GENERALrh~D? 
A. Does BASICS work for networks 0t other than linear form? 

57. We believe these results can be generalized, although we must offer an important 
caveat. In our analysis above, we abstracted fr0j· such engineering considerations as scale 
economies and trunking efficiencies. We believe this is a reasonable abstraction because, as 
noted above, we assume that each network has a .cess to the same underlying technological 
possibility set and to equally skillful engineers'11though we express our results in terms of cost 

60 That is, markets without externalities. Gerald W. ~rock, "Interconnection and Mutual Compensation 
with Partial Competition," p. 10, in Brock (1995), fn ~ supra. 
61 

"Introductory" rates for new subscribers are often even lower. In this case, however, the firm may 
hope to retain the new subscriber as a long term custorer, a slightly different motivation. 

62 Broadcasters are, of course, regulated in several warts, but their pricing is generally unregulated. 
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per subscriber, it would be more accurate to sa) "urlink burden per subscriber," referring to our 
abstract measure of interoffice link or switchin~ capacity. A more general expression of our 

results would not be that the BASICS rule equalizes per subscriber cost, but rather that it 

equalizes the raw, underlying per subscriber butjden due to interconnection. Our point is that 

interconnection does not distort the Underlying:i' re-interconnection cost relationship. Each 

network enjoys whatever scale or scope econo . es its engineers can find, employs whatever 

technology it chooses, and faces the resulting c sts. A BASICS rule simply does not distort 

whatever cost relationships would have existed ~ithout interconnection, and does not distort 

carrier decisions. In this sense, BASICS is a corhpetitively neutral cost allocation rule. 

58. The key mathematical relations~p upon which our results above depend is that, 

for the simple networks we examined, splitting qually the incremental costs of interconnection 

yields the same cost per subscriber for each of . e interconnecting networks. With the caveat 

noted above, we believe that if this relationship holds for other network forms, then our other 

results also follow. i 


59. The BASICS results do hold for I esh type networks. Unfortunately, a graphical 

depiction of a mesh of more than a very few sufscribers or nodes exceeds our skill leveL 

Fortunately, the algebra is no more complex thap that for linear networks, so we can show this 

result algebraically.63 The basic difference is thf't the number of urlinks required for a mesh 

network is (n2-n)/2 (the standard formula for co binations of two in a population of n) rather 

than the n 2/4 of a linear network. 


60. The BASICS rule also holds for t network composed of a fiber optic ring 
connecting central offices, if we make a simplifying assumption. It does not matter how the 
various central offices are configured, other that.'that each network should have the same average 
number of subscribers per central office. We ad ess the reasonableness of this assumption 
below. Once again the algebra is fairly simple,64iand the BASICS rule produces the same burden 

63 Using the same variables and approach as for thl' linear network in footnotes (42ff] above, we find 

that the incremental urlinks required to combine a n twork of a subscribers with a network of b 

subscribers is, for mesh networks, abo So each netw rk would be responsible for half, ab/2. Network X 

starts with (a

2
-a)l2links and adds abl2. Dividing by a subscribers produces an avera~e urlink "cost" of 2

(a - a - ab)l2a, which reduces to (a + b - 1)/2. Similarly, Network 0 begins with (b -b)/2 urlinks and 

adds abl2. Dividing by b subscribers produces (b2 -f + ab)/2b. This reduces, again, to (a + b - 1)12. 


64 Imagine a constellation of central offices con ected by a fiber optic ring. The total number of 
subscribers (sum of all central offices) is n. The av rage size of a central office is s subscribers. In order 
to be non-blocking, the "width" of the ring has to ~e n (a ring has built-in redundancy for reliability). 
~:.s the number of central offices is n1s. The numb!Jr of urlinks needed to make up the ring is (n)(n1s) = 

Now suppose two networks of central offices i terconnect. The total numbers of subscribers on the 
networks are a and b, respectively. Assuming s is e same for each network, the networks begin with 

2 2 
a /s and b /s links respectively. The incremental ri I g-links are the difference between the requirement 
before and after interconnection, or (a+b)2/s - a2/s +b2/s = 2ab/s. If we split this number equally, each 

2r 
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(in urlinks per subscriber) for each network aJ interconnection. 

61. Viewed with a reasonable degr=!" of abstraction, almost any network configuration 
65 can be resolved into a combination of the linear mesh and ring forms. Although we do not 

attempt here a formal proof of this point,66 we "gue that one can make a strong intuitive case 
that our results can be extended to most if not ail real world network configurations. We 
conclude tentatively that, arguing by analogy, ~e basic principles we have discovered here are 
robust. That is, the BASICS rule is administratiyelY simple and produces an efficient assignment 
of interconnection costs between the two networks. 

B. What if the subscribers are actual~Y central offices? 

62. The assumption immediately abqve for ring networks that both interconnectors 
have central offices of the same average size set" ms rather strong, but we believe it is not nearly 
so unreasonable as it may first appear. This poi t is worth exploring, because it applies to other 
network forms as well. Even our simple linear " etworks implicitly assume that, if the Xs and Os 
are actually central offices rather than individuals, they are of the same size. 

63. We believe our equal average si~e assumption is reasonable because our analysis 
depends on viewing interconnection at the same! level of line concentration. All our analyses take 
place at the same lowest common denominator, lin the sense that we analyze a very large switch 
as a combination of smaller ones. That is, we vh~w a large central office as equivalent to several 
smaller ones that are linked together. Thus a large central office requires internal links among its 
components. We think this is a network topology question for engineers to optimize, not a 
question of underlying urlink burden. The engin'ers determine the optimum combination of 
switching and links to meet the urlink requirem nt. We recognize that scale economies and 
network efficiencies occur, but we assume that Xach network does have access to equally brilliant 
engineers and to the same technology set. We arb only concerned that each interconnecting 
network bears the same "urlink burden," that is, \the same underlying raw capacity requirement 

network is responsible for abls additional urlinks. sb the number of urlinks for the first network is now 
a

2
/s + abls and its average urlinks per subscriber is (~2 + ab)las =(a + b)/s. For the second network, the 

number of urUnks is now b% + abls and its averagr urlinks persubscriber is (b2 + ab)lbs. This reduces 
again to (a + b)/s. . 

65 Another common network form is the "star," in ~hich there is one link (loop) from each subscriber to 
the central office. We view this simply as an engine~ring solution that provisions the basic, underlying 
urlink requirement by employing more switching an4 fewer links. All the switching is concentrated in the 
central office. Star networks have desirable efficien~ properties under some circumstances, but their 
geographic size is limited by their need for longer Ii ks as the service area expands. As "constellations" 
of stars are linked into a larger network, the results r "semble a linear, mesh or ring network, depending 
on just how they are linked. 

66 The problem is that, while we can represent urlink requirements for simple network types 
mathematically, we are not sure how to represent thelrequirements for a generalized network. 
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per subscriber, not with the manner in which itslengineers provision this burden. 

64. We could allow subscriber (Le. c~ntral office) sizes to vary. The mathematical 
treatment would become much more complex. l)rlinks would become erlangs, that is, we would 
have to take explicit account of circuit demands~The analysis would become much more 
complex, but we believe the essential results w uld not change. We do not, however, attempt to 
prove this assertion formally in the present pap I • 

C. What if the networks have diffeJioing link costs, or subscribers have differing 
preferences? . 

65. The case of differing link costs iJthe exception that proves the rule. Here, the 
BASICS rule will not produce equal UrlinklSUb~riber burdens, but rather preserves the pre­
interconnection relationship. It does not distort subscriber choices. 

I 

Figure 8: Interconnfltion of a 4-party 
network and a 2-pa y network with 
differing costs 

8a: X- X=X-l' 0-0 

8b' X-X=X···... X·..·..·O-O 

~ heavier 0-0 link co:l~ ~:.~ as much 
as an X-X link. t 

-r 
66. As a simple illustration, let us reqall the interconnection example of Figure 6; but 

in Figure 8 let the heavy 0-0 link cost as much tS 10 ordinary links. 0 offers premium service 
characteristics (perhaps mobility) at a premium rice. Before interconnection, the average cost 
for Network X is 1.0 (urlinks per subscriber). O'.s average cost is 5.0 (one expensive link shared 
by two subscribers). Interconnection requires fo~ incremental links, which are ordinary links.67 

After interconnection, each network is responsitile for two (half of four) incremental links. X's 
average cost rises to (4 + 2)/4 or 1.5. O's rises tTl (10 + 2)12, or 6.0. The pre-interconnection cost 
relationship remains: 0 offers a premium servic at a higher price. The BASICS rule has not 
distorted this relationship. 

67. It is useful to break down the cos~s in this illustration between intra-network and 

-network transport lay is provisioned by optical fiber, regamle" of the 
technology of the interconnecting networks. Even between two wireless networks interconnection is 
generally via fiber links. Thus the costs that are purely incremental to interconnec~ion are generally 
independent of the internal technologies of the int1Dnecting networks. 
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interconnection services. X subscribers pal8 1 0 urlink each for access to other X subscribers 
and 0.5 (0.25 x 2) for access to the two 0 subsctbers. 0 subscribers pay 5.0 for premium access 
to other 0 subscribers and 1.0 (0.25 x 4) for accFss to the four X subscribers. Each X or 0 
subscriber pays (in this example) lA urlink in interconnection costs for each additional party it can 
call as a result of interconnection. X subscribers' do not pay any more or less for access to other X 
subscribers than before interconnection. The sa!te is true for 0 subscribers. The point is that 
neither network subsidizes the other. BASICS dres not distort subscriber choices. 

68. In a world in which various type~ of networks are possible, it is important that 
each network recover its intra-network costs frotn its own subscribers. Not all subscribers have 
identical preferences regarding technology, servtce quality, additional features, price and other 
aspects of network offerings. A single package i not likely to be optimal for every individual 
subscriber. Some subscribers may place a premi m on very high reliability while others may 
accept occasional blockage, reduced voice or dara quality, or even occasional outages in 
exchange for a lower price. Likewise, some sub~cribers may be willing to pay for the benefits of 
mobility offered by certain technologies, while ~thers may forego mobility in return for a lower 
price. Some subscribers may choose a lower mo thly charge plus a usage charge. while others 
may prefer a higher monthly charge that include unlimited usage. Splitting equally the costs that 
are purely incremental to interconnection and requiring each network to recover its intra-network 
costs from its own subscribers permits each netfrk to offer retail packages and each subscriber 
to choose the combination of features and price at best suits her preferences without distortions 
caused by cross-subsidization. 

VII. INTERCONNECTION WITH A DOM~ANT CARRIER 

69. Interconnection with a dominant farrier is the one case in which we need to 
discuss retail pricing arrangements in the present paper. Where there is no dominant carrier, we 
have argued that retail pricing can (and in fact IDjUst) be treated separately from interconnection, 
and that a regulator need not be concerned with tthe manner in which carriers structure their retail 
offerings. In such a case, competitive market fO~:es will assure efficient results.69 As discussed in 
Section ill above, however, a dominant carrier ay be able to exploit its market power by 
discriminating between on-network and off-ne ork calls. Such discrimination might enable the 
dominant carrier either to deter competitive entry or to exploit a network in a related market. It 
may therefore be necessary to prevent a dominant carrier from engaging in such discrimination. 

70. We believe the remedy for poSsibfe discrimination by a dominant LEe is to grant 

68 For convenience we assume here that the networ~s are pricing at average cost, even though it would 
be more accurate to say that the networks are bearinJ. these per-subscriber burdens and recovering them 
in some unspecified manner. 

69 See Gerald W. Brock, "Price Structure Issues in I terconnection Fees," in Brock (1995), fn 4 supra; 
and Policy and Rules Concerning Rates for Competi!Jve Common Carrier Services and Facilities 
Authorizations Therefor, First Report and Order, 85 FCC 2d 1, 31-35 (1980) (discussing reasons it is 
unnecessary to regulate the me, of non~ominant c:fers). 
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interconnectors a right to non-discriminatory tr latment within whatever local calling area the 
dominant LEC has established. An interconnec~ng LEC located within the dominant LEC's local 
calling area, upon fulfilling the BASICS requirtlment of splitting incremental costs of 
interconnection, would have the right to have ill traffic treated on the same basis as the dominant 

i
LEC's own local traffic. That is, the dominant rC could not discriminate between on-net and 
off-net calls within its local calling area. 

71. Similarly, an out of area carrier ia LEC or an IXC) would be entitled to non­
discriminatory treatment if it provides all the tr~nsport to (and from) a point within the local 
calling area of the dominant LEC plus the usual. BASICS requirement of half the (local) 
incremental interconnection costs. If the out o*area carrier bears these costs, a local dominant 
LEC would be obligated to treat inter-carrier ca s in the same manner as it treats other local 
calls. The out of area carrier would, of course, e free to charge end users (but not other carriers) 
for the transport into the local area in any mann~r it chose, as long as it is not a dominant carrier. 

! 

72. Interconnecting networks in diff,~.rent local calling areas could also agree to split 
the cost of the transport between their local call ng areas. If they did so, both networks would 
remain free to impose a toll (per-minute fee) or ther fee on end users for their use, if they chose 
to do so. If the networks do not agree, however,ia non-dominant carrier would have the right to 
demand that a dominant LEC allow it to provid~ the transport into the local calling area, 
interconnect on a BASICS basis, and have its tr4lffic be treated on a non-discriminatory basis. 

73. We do not discuss in this paper ~e separable question of whether recovery would 
be from calling parties, called parties, or both. at BASICS would preclude, however, is one 
network charging the other network for local in rconnection, except to the extent that they split 
capacity costs incremental to local interconnection (or mutually agree to another arrangement). 

VIII. A BRIEF COMPARISON OF BASICS ~O CURRENT INTERCONNECTION REGIMES 

74. A bill and keep regime patterned Iafter the BASICs rules solves several problems 
that are inherent in access charges, reciprocal cqmpensation and international settlements. First, 
such a regime eliminates the ability of a network to shifts costs from its subscribers to another 
network. A network can recover its costs from~·other network's subscribers only to the extent 
each of those subscribers is willing to accept its harges. By eliminating the intrinsic monopoly 
of access, reciprocal compensation and settleme ts, it also eliminates the chief theoretical 
justification for rate-regulating inter-carrier compensation. 

i 

75. Second, forcing networks to bear:their own costs has many efficiency 
ramifications. Subscribers and networks, thrOUttheir subscription and entry decisions, control 
the costs they bear. Under access charges a net ork recovers only a fraction of its costs from its 
own subscribers. Under reciprocal compensatio and international settlements, a network's costs 
are an a~e:age of many networks. Under bill anf keep, a network's costs are determined by its 
own decIsIons. : 

76. Third, a bill and keep regime 1lYreduces the artificial arbitrage opportunities 
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by giving customers the correct market signals ~bout whether to build a network and 
interconnect, or to subscribe to an existing network. Under access charges, much traffic has 
moved off the public switched network on to p~vate special access networks. The ESP 
exemption allows enhanced service providers t interconnect with local networks as subscribers 
and thus avoid being penalized by the high acc s charges imposed on IXCs. 

77. Fourth, by eliminating the emph~sis on the direction of the flow of traffic between 
networks, bill and keep reduces the incentives oIf customers to artificially organize traffic into 
one-way flows. For example, under reciprocal t·ompensation, new networks had a strong 
incentive to seek out customers that only receiv d calls. Under settlements, call-back schemes 
proliferated. 

78. Finally, although access, recipro¢al compensation and settlements do not 
necessarily lead to artificial per-minute costs being created on interconnecting networks, as a 
practical matter they have inevitably transmuted what are capacity costs on one network into real 
per-minute costs on interconnecting networks. It seems fair to say that the Internet would not be 
what it is today if Internet service providers had had a per-minute cost structure imposed on 
them. 

79. The access charge regime, of coqrse, was not intended to achieve economic 
efficiency. It was designed to transfer subsidies from IXCs (or their customers) to local carriers, 
in order to reduce local rates?O The stated Prim~ purpose was to increase penetration, i.e. the 
percentage of the population that subscribed to lephone service, and thus ~romote universal 
service. Today, penetration is very high except i certain very limited areas. 1 More importantly, 
the Telecommunications Act of 1996 directed diat support for universal service no longer be 
provided through cross-subsidies.72 Now that th¢ statute has directed that its primary purpose 
should be accomplished by other means, there is no longer an over-riding justification for enduring 
the inefficiencies of the access charge regime. I 

80. The reciprocal compensation reg~me differs from the access charge regime in 
degree rather than in principle. It may be thougl¥ of simply as symmetric access charges. The 
principal difference is that reciprocal compensa~on rates are not explicitly intended to transfer 
substantial subsidies to the terminating carrier, tims they tend to be much lower than access 
charges. On the other hand, reciprocal compensr,'on applies to local rather than long distance 
traffic, so these rates are applied to many more . nutes than are access rates. From a BASICS 
viewpoint, the costs of terminating calls should ot be included in reciprocal compensation rates. 
Furthermore, as with access charges, direction of traffic flow is irrelevant from a BASICS 
perspective. The BASICS rule would yield much greater efficiency than a reciprocal 

70 See Brock (1994), fn 7 supra, especially chapterlten. 

71 See FCC, Universal Service Monitoring Report, ~c Docket No. 98-202, September 2000, Section 6. 

72 47 USC 254(b)(5). 
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compensation system, 

81. The current system of international settlements is based on the same broad 
approach as access charges. That is, the terminating carrier is compensated not only for the 
incremental costs of interconnection, but also for local termination of international calls. The 
monopoly carrier in other countries often sets the settlement rates at very high levels, thus 
aggravating the resulting inefficiency. 

82. Of the current access regimes, the ESP exemption is the closest to BASICS in that 
it allows Enhanced Service Providers to interconnect with LECs by subscribing as end users. 
Under the right circumstances, as noted above, (mutual) subscription is approximately equivalent 
to a BASICS solution.73 This solution to potential carrier market dominance in these potentially 
competitive markets was generated in the FCC's Computer Trilogy orders. Allowing carriers to 
interconnect on a subscription basis appear to be a useful approximation to a BASICS solution. 

83. Technological developments are making it more attractive and easier for 
subscribers to exploit arbitrage opportunities offered by the differences among these various 
interconnection regimes. The use of Internet-based E-mail has already enabled many users to 
avoid (bypass) use of long distance voice services that are priced substantially above costs by 
substituting a similar, though not identical, service. The ESP exemption and reciprocal 
compensation rules favor flat rated (unlimited usage) pricing of ISP services.74 At the same time, 
Internet interconnection closely resembles a BASICS rule. These factors already make E-mail a 
very low cost alternative to voice services and thus encourage customers to substitute away from 
long distance calls. 

84. The ongoing improvement of the qUality of Internet Protocol (IP) Telephony may 
greatly exacerbate the trend away from traditional long distance voice services. For the same 
reasons described in the previous paragraph, users are able to exploit the arbitrage opportunities 
offered by the differences among the access charge, reciprocal compensation and ESP exemption 
regimes. As IP telephony improves, this movement away from long distance can be expected to 
intensify. 

85. These developments make the replacement of inconsistent interconnection 
regimes very desirable from the viewpoint of economic efficiency and regulatory simplicity. 
They may also be desirable to fmns that cannot be sure how future developments will interact 
with the inconsistent regimes. Other future technological developments, whose natures are 
unknown at this time, may have substantial additional impacts as long as there are several 
inconsistent interconnection regimes. E-mail and IP Telephony are technological developments 

73 See paragraph 35 above. 

74 The ESP exemption prevents carriers from charging per minute access charges on ISP traffic. The 
reciprocal compensation rules encourage competitive LECs, in particular, to offer attractive terms to ISPs 
who will attract large volumes of terminating traffic, and thus large amounts of revenue, from incumbent 
LEes. 
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that have appeared suddenly, having become significant only in the past five years. Other 
problems are arising as the concept of access charges is extended to carriers with very different 
costs. Substantial "arbitrage opportunities" generated by differences in current interconnection 
regimes are inducing inventors and entrepreneurs to find new ways of providing services, These 
developments can be highly beneficial. To the extent they are motivated by differences in 
regulatory rules applying to various types of interconnection, however, they can also result in 
substantial inefficiencies and disruptions. A BASICS interconnection regime could replace all 
current interconnection regimes with a simple, efficient solution and offer the benefits of 
consistent treatment of all inter-network interconnection. 

IX. 	 POLICY CONSIDERATIONS THAT PRECLUDED BASICS-LIKE PROPOSALS IN 
THE PAST MAY NO LONGER APPLY 

86. The history of interconnection policy suggests that a BASICS rule is not a radical 
departure from precedent, and that considerations that precluded its adoption in the past may no 
longer hold. As Brock explains, the very flISt competitive entry into retail long distance service 
relied on interconnection on a basis that is very close to a BASICS rule. In the mid-1970s, MCI 
initially obtained interconnection by subscribing to local business line service on both ends of 
MCl's inter-city transport link.75 As we noted above, at least for simple networks, subscription is 
equivalent to a BASICS interconnection rule.76 AT&T responded by creating special, higher, 
interconnection rates, which regulators permitted in order to protect the subsidies included in 

d· 771ong Istance rates. 

87. When AT&T began implementing discriminatory rates for interconnection, the 
interim rates were capacity based.78 This is a rough approximation to a BASICS rule, under 
which carriers split incremental capacity costs equally, although the rates were set above cost to 
preserve the subsidy. 

88. DOJ considered long distance service analogous to CPE. When the AT&T 
Divestiture was being negotiated, DOJ's theory was that long distance (i.e. interconnection) 
should be separated from local service.79 This is our conclusion as well. In discussing financial 
arrangements between the new companies, Brock notes that "the simplest solution [to 

75 Brock (1994), fn 7 supra, pp. 124-127. 

76 See discussion at paragraph 35 above. This is a bit of an oversimplification, of course, in that 
subscription typically includes services that may be bundled and that may not be useful to an 
interconnecting carrier. 

77 This is a highly simplified summary of a rather complex discussion in Brock (1994), fn 7 supra, 
chapter 8. 

78 These were the initial Exchange Network Facilities for Interstate Access (ENFIA) rates. See Brock 
(1994), fn 7 supra, p. 142. 
79 

Brock (1994), fn 7 supra, p. 175. 
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interconnection] would have been to follow the CPE model and allow any long distance companJ; 
to connect to any local service with no payment other than the established local service charge." 
This is, of course, equivalent to interconnection by subscription, thus very similar to the BASICS 
proposal. This proposal was not adopted because it would have "eliminated the complex set of 
payments among telephone companies ... ,,81 

89. In his 1995 paper, Brock also points out that a BASICS-like rule would resolve 
interconnection problems and produce an efficient solution compatible with competition. Brock's 
results, however, depend on balanced traffic or negligible termination costs. Our analysis above 
extends this proposal more generally by showing that traffic flow and termination costs are 
irrelevant. 

90. BASICS resembles previous proposals and the earliest experience with 
competitive interconnection. The primary reason that these previous proposals were not adopted 
was the driving policy objective of protecting subsidy flows to local carriers. This objective has 
been removed by the 1996 Act. BASICS should now be considered as a replacement for all 
current interconnection regimes. 

80 
Brock (1994), fn 7 supra, p. 176. 

81 
Brock (1994), fn 7 supra, p. 176. 
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BELL ATLA..'iTIC TELEPHO~E 


CO:HPA,SIES. Petitioner, 


v. 

FEDER.,.AL C~:nt)-1:t!:-';.ICA~IO:-';S COM· 

'lISSIO~ and LOIted ::states of 


America. Respondents. 


Telecommunications Resellers 

Association, et aI., 


Intervenors. 


~os. 99-1094. 99-1095, 99-1097, 

99-1106. 99-1126, 99-1134, 


99-1136 and 99-1145. 


Cnited States Court of Appeals, 

District of Columbia Circuit. 


Argued Nov. 22, 1999. 

Decided March 24. 2000. 

Incumbent local exchange carriers 
,LECs) and fIrms which provide local ex­
change telecommunications services to in­
ternet service providers aSps) petitioned 
for re...iew of rulings of the Federal Com­
munications Commission (FCC) determin­
ing that calls to ISPs v.ithin the caller's 
local calling area are not "local" so a to be 
:,ubject to reciprocal compensation re­
f'{uirement applicable to "local telecommu­
nications traffic," and determining that, in 
the absence of federal regulation, state 
commissions have the authority to impose 
reciprocal compensation. The Court of Ap­
peals, Stephen F. Williams. Circuit Judge, 
held that the FCC failed to adequately 
explain why LECs that terminate calls to 
ISPs are not properly seen as "termi­
nat[ing] '" local telecommunications traf­
fic." and why such traffic is "exchange 
access" rather than "telephone exchange 
senice," thus requiring remand. 

Vacated and remanded 

1. 	Telecommunications <::::='1336 

Although internet service providers 
(lSPs) use telecommunications to provide 
infonnation senice, they are not them­

selves "telecommunications pro\iders." and 
the Federal Communications Commission 
(FCC). in ruling that calls to ISPs \\ithin 
the caller'::, local calling area are not "local" 
50 a to be subject to reciprocal compensa­
tion requirement. has not ::atisfactorily ex­
plained why local exchange carriers 
(LECs) that tenninate calls to ISPs are 
not properly seen as "tenninat[ ing J ... 

local telecommunications trafflc:' nor has 
it adequately explained the appropriate­
ness of its decision to treat end-to-end 
analysis, applicable to jurisdictional deter­
minations. as controlling, thus requiring 
remand. Telecommunications Act of 1996. 
47 U.S.C.A. § 251<b)(5); 47 C.F.R. 
§§ 51.701<a),64.702(a). 

See publication Words and Phras­
es for other judicial constructions 
and definitions. 

2. 	Telecommunications ~336 
The Federal Communications Com­

mission (FCC), in ruling that calls to inter· 
net service providers aSps) v.ithin the 
caller's local calling area are not "local" so 
as to be subject to reciprocal compensation 
requirement, 'has not satisfactorily ex­
plained why such traffic is "exchange ac­
cess" rather than "telephone exchange ser­
vice" under the governing statute, thus 
requiring remand to the FCC. Communi­
cations Act of 1934, § 3(16, 47), -17 
U.S.C.A. § 153(16, 47); Telecommunica­
tions Act of 1996, 47 U.S.C.A. § 251(b)(5); 
47 C.F.R. § 51.701(a). 

3. Administrative Law and Procedure 
~i62 

Though Court of Appeals re\iews 
agency's interpretation only for reason­
ableness where Congress has not resoh'ed 
the issue, where a decision is valid only as 
a detennination of policy or judgment 
which the agency alone is authorized to 
make and which it has not made. a judicial 
judgment cannot be made to do service. 

On Petitions for Review of a Declaratory 
Ruling of the Federal Communications 
Commission. 
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Mark L. Evans and Darryl M. Bradford 
argued the causes for petitioners. With 
them on the briefs were Thomas F. 
O'Neil, III. Adam H. Charnes, Mark B. 
Ehrlich, Donald B. Verrilli. Jr.. Jodie L. 
Kelley, John J. Hamill. Emily M. 
Williams. Theodore Case 'Nhitehouse, 
Thomas Jones. Albert H. Kramer, Andrew 
D. Lipman. Richard M. Rindler. Robert 
M. McDowell, Robert D. Vandiver, Cyn­
thia Brown Miller. Charles C. Hunter. 
Catherine M. Hannan, Michael D. Hays, 
Laura H. Phillips, J. G. Harrington, Wil­
liam P. Barr, M. Edward Whelan, III, 
Michael K. Kellogg, Michael E. Glover, 
Robert B. McKenna, William T. Lake, 
John H. Harwood. II, Jonathan J. Frank­
el. Robert Sutherland, William B. Barfield. 
Theodore A. Livingston and John E. 
Muench. Maureen F. Del Duca, Lynn R. 
Charytan, Gail L. Polivy, John F. Raposa 
and Lawrence W. Katz entered appear­
ances. 

Christopher J. Wright, General Counsel, 
Federal Communications Commission, ar­
gued the cause for respondents. With him 
on the brief were Daniel M. Armstrong, 
Associate General Counsel, and John E. 
Ingle, Laurence N. Bourne and Lisa S. 
Gelb, Counsel. Catherine G. O'Sullivan 
and Nancy C. Garrison, Attorneys, U.s. 
Department of Justice, entered appear­
ances. 

David L. Lawson argued the cause for 
intervenors in opposition to the LEC peti­
tioners. With him on the brief were Mark 
C. Rosenblum, David W. Carpenter, James 
P. Young. Emily M. Wiliams, Andrew D. 
Lipman, Richard M. Rindler, Robert D. 
Vandiver, Cynthia Brown Miller, Theodore 
Case Whitehouse, Thomas Jones, John D. 
Seiver. Charles C. Hunter, Catherine M. 
Hannan, Carol Ann Bischoff and Robert 
M. McDowell. 

William P. Barr, M. Edward Whelan, 
Michael E. Glover. Mark L. Evans, Mi­
chael K. Kellogg, Mark D. Roellig. Dan 
Poole, Robert B. McKenna, William T. 
Lake. John H. Harwood, II. Jonathan J. 
Frankel, Robert Sutherland, William B. 

Barfield. Theodore A. Li"ingston and John 
E. Muench were on the brief for the Local 
Exchange Carrier intervenors. 

Robert J. Aamoth. Ellen S. Le\ine. 
Charles D. Gray. James B. Ramsay. Jona­
than J. ~adler. Da\id A. Gross. Curtis T. 
\Vhite. Edward Hayes. Jr.. and Da\id M. 
.Janas entered appearances for intervenors 

Before: WILLIA...'1S. SE~TELLE and 
RANDOLPH. Circuit Judges. 

Opinion for the Court filed by Circuit 
Judge STEPHEN F. WILLIA..\1S. 

STEPHEN F. WILLIAMS. Circuit 
Judge: 

The Telecommunications Act of 1996. 
Pub.L. No. 104-104. 110 Stat. 56.47 C.S.C. 
§§ 151-714, requires local exchange carri­
ers ("LECs") to "establish reciprocal com­
pensation arrangements for the transport 
and tennination of telecommunications." 
Id. § 251(b)(5). When LECs collaborate 
to complete a call, this pro\ision ensures 
compensation both for the originating 
LEC, which receives payment from the 
end-user, and for the recipient's LEC. By 
regulation the Commission has limited the 
scope of the reciprocal compensation re­
quirement to "local telecommunications 
traffic." 47 CFR § 51.701(a). In the rul­
ing under review, it considered whether 
calls to internet service pro\iders ("ISPs") 
\\ithin the caller's local calling area are 
themselves "local." In doing so it applieri 
its so-called "end-to-end" analysis, noting 
that the communication characteristically 
will ultimately (if indirectly) extend beyond 
the ISP to websites out-of-state and 
around the world. Accordingly it found 
the calls non-local. See In the Matter of 
Implementation of the Local Competition 
Provisions in the Telecommunications Act 
of 1996. Interca1"1'ier Compensation for 
ISP-BCiund Traffic, 14 FCC Red 3689. 
3690 ('11) (1999) ("FCC Ruling"). 

Having thus taken the calls to ISPs out 
of § 25Hb)(5)'s provision for "reciprocal 
compensation" (as it interpreted it). the 
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Commi!"sion could nonetheless itself have 
;-:et rates for such calls. but it elected not 
to. [n a :-.Iotice of Proposed Rulemaking. 
('C Docket 99-68, the Commission tenta­
th'el\' concluded that "a negotiation pro­
l't':'~. driven by market forces. is more 
likelv to lead to efficient outcomes than are 
rate~ :,et by regulation:' FCC Ruling, 14 
FCC Red at ;fi07 (~29)' but for the nonce 
it left open the matter of implementing a 
;-:\'stem of federal controls. It observed 
that in the meantime parties may volun­
tarily include reciprocal compensation pro­
dsions in their interconnection agree­
ments. and that state commissions. which 
have authority to arbitrate disputes over 
such agreements, can construe the agree­
ments as requiring such compensation: in­
deed. even when the agreements of inter­
connecting LECs include no linguistic 
hook for such a requirement, the commis­
sions can find that reciprocal compensation 
is appropriate. FCC Ruling, 14 FCC Rcd 
at 3703-05 ("24-25); see § 251(b)(l) (es­
tablishing such authority). "[A]ny such 
arbitration," it added, "must be consistent 
\\ith governing federal law." FCC Ruling, 
14 FCC Rcd at 3705 ('25). 

This outcome left at least two unhappy 
groups. One, led by Bell Atlantic, consists 
of incumbent LECs (the "incumbents"), 
Quite content with the Commission's find­
ing of § 251(b)(5)'s inapplicability, the in­
cumbents objected to its conclusion that in 
the absence of federal regulation state 
commissions have the authority to impose 
reciprocal compensation. Although the 
Commission's new rulemaking on the sub­
ject may event te in a rule that preempts 
the states' aubority, the incumbents ob­
ject to being left at the mercy of state 
commissions until that (hypothetical) time, 
arguing that the commissions have man­
dated exorbitant compensation. In partic­
ular, the incumbents, who are paid a flat 
monthly fee, have generally been forced to 
provide compensation for internet calls on 
a per-minute basis. Given the average 
length of such calls the cost can be sub­
stantial, and since ISPs do not make out­

going calls. this compensation is hardly 
"reciprocal. " 

Another group. led by :'vICI WorldCom. 
consists of tlrmS that are :,eeking to com­
pete .....ith the incumbent LECs and which 
pro\ide local exchange telecommunications 
senices to ISPs (the ·'competitors"). 
These firms, which stand to receive recip­
rocal compensation on ISP-bound calls. pe­
titioned for review v.ith the complaint that 
the Commission erred in finding that the 
calls weren't covered by § 251(b)(5). 

The end-to-end analysis applied by the 
Commission here is one that it has tradi­
tionally used to determine whether a call is 
Within its interstate jurisdiction. Here it 
used the analysis for quite a different pur­
pose, \\ithout explaining why such an ex­
tension made sense in terms of the statute 
or the Commission's 0,\\T1 regulations. Be­
cause of this gap, we vacate the ruling and 
remand the case for want of reasoned deci­
sionmaking. 

* * * 
In February 1996 Congress passed the 

Telecommunications Act of 1996 (the "1996 
Act" or the ..Act":h stating an intent to 
open local telephone markets to competi­
tion. See H.R. Conf. Rep. No. 104-458, at 
113 (1996). Whereas before local ex­
change carriers generally had state-li­
censed monopolies in each local service 
area. the 1996 Act set out to ensure that 
"[s]tates may no longer enforce laws that 
impede[] competition," and subjected in­
cumbent LECs "to a host of duties intend­
ed to facilitate market entry." AT&T 
Corp. v. fowa Utils. Bd.. 525 u.S. 366, 119 
S.Ct. 721, 726, 142 L.Ed.2d 835 (1999). 

Among the duties of incumbent LECs is 
to "pro\ide, for the facilities and equip­
ment of any requesting telecommunica­
tions carrier, interconnection with the local 
exchange carrier's network ... for the 
transmission and routing of telephone ex­
change service and exchange access." 47 
U.S.C. § 251(c)(2). ("Telephone exchange 
service" and "exchange access" are words 
of art to which we shall later return.) 
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Competitor LECs have sprung into being 
as a result. and their customers call. and 
receive calls from. customers of the incum­
bents. 

We have already noted that § 25l(b)(5) 
of the Act establishes the duty among local 
exchange carriers "to establish reciprocal 
compensation arrangements for the trans­
port and termination of telecommunica­
tions." 47 U.S.C. § 251(b)(5). Thus. when 
a customer of LEC A calls a customer of 
LEC B, LEC A must pay LEC B for 
completing the call. a cost usually paid on 
a per-minute basis. .~though § 251(b)(5) 
purports to extend reciprocal compensa­
tion to all "telecommunications:' the Com­
mission has construed the reciprocal com­
pensation requirement as limited to local 
traffic. See 47 CFR § 51.701{a) ("The 
provisions of this subpart apply to recipro­
cal compensation for transport and termi­
nation of local telecommunications traffic 
between LECs and other telecommunica­
tions carriers."). LECs that originate or 
terminate long-distance calls continue to 
be compensated with "access charges," as 
they were before the 1996 Act. Unlike 
reciprocal compensation, these access 
charges are not paid by the originating 
LEC. Instead, the long-distance carrier 
itself pays both the LEC that originates 
the call and links the caller to the long 
distance network, and the LEC that termi­
nates the call. See In the Matter of Im­
plementation of the Local. Competition 
P'I"O'IJisions in the Telecommunications Act 
of 1996, 11 FCC Red 15499, 16013 (' 1034) 
(1996) ("Local. Competition Order'). 

The present case took the Commission 
beyond these traditional telephone service 
boundaries. The internet is "an interna­
tional network of interconnected comput­
ers that enables millions of people to com­
municate with one another in 'cyberspace' 
and to access vast amounts of information 
from around the world." Rimo v. ACLU, 
521 U.S. 844. 844. 117 S.Ct. 2329, 138 
L.Ed.2d 874 (1997). Unlike the conven­
tional "circuit-sv.;tched network," which 
uses a single end-to-end path for each 

transmission. the internet is a "distributed 
packet-sv.itched network. which means 
that information is split up into small 
chunks or 'packets' that are indhidually 
routed through the most efficient path to 
their destination." In the .vtatter of Fed· 
eral-State Joint Board on Cnil'ersal Ser­
dee. 13 FCC Rcd 11501. 115:32 \~ 64) 
(1998) ("Cnit'ersal Sen'ice Report"). ISPs 
are entities that allow their customers ac­
cess to the internet. Such a customer, an 
"end user" of the telephone system. \>.;11 
use a computer and modem to place a call 
to the ISP server in his local calling area, 
He \\;U usually pay a flat monthly fee to 
the ISP (above the flat fee already paid to 
his LEC for use of the local exchange 
network). The ISP "typically purchases 
business lines from a LEC. for which it 
pays a flat monthly fee that allows unlimit­
ed incoming calls." FCC Ruling, 14 FCC 
Red at 3691 (' 4). 

In the ruling now under review. the 
Commission concluded that § 2S1(b)(S) 
does not impose reciprocal compensation 
requirements on incumbent LECs for ISP­
bound traffic. FCC Ruling. 14 FCC Rcd 
at 3690 ('..1). Faced with the question 
whether such traffic is "local" for purposes 
of its regulation limiting § 251(b)(5) recip­
rocal compensation to local traffic. the 
Commission used the "end-to-end" analysis 
that it has traditionally used for jurisdic­
tional purposes to determine whether par­
ticular traffic is interstate. Under this 
method. it has focused on "the end points 
of the communication and consistently has 
rejected attempts to di\;de communica­
tions at any intermediate points of s\\itch­
ing or exchanges between carriers." FCC 
Ruling, 14 FCC Rcd at 3695 (1110). We 
save for later an analysis of the \'mous 
FCC precedents on which the Commission 
purported to rely in choosing this mode of 
analysis. 

Before actually appl)ing that analysis. 
the Commission brushed aside a statutory 
argument of the competitor LECs. They 
argued that ISP-bound traffic must be ei­
ther "telephone exchange service." as de­

-~---__III 
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tined in -l7 C . .:S.c. § 153(·f7). or "exchange 
access," a:s defined in § 153(10).1 It could 
not be the latter. they reasoned. because 
I::::Ps do not assess toll charges lOI' the 
:'er.ice (.see id., "the offering of access 
(ill' the purpose of the origination or tenni­
nation of telephone toll sel"\ices"), and 
therefore it must be the fonner. for which 
reciprocal compensation is mandated. 
Here the Commission's answer was that it 
h~ consistently treated ISPs (and ESPs 
generally) as "users of access sen.;ce:' 
while treating them as end users merely 
lor access charge purposes. FCC Ruling, 
1-1 FCC Rcd at 3701 (1117). 

Ha"ing decided to use the "end-to-end" 
method. the Commission considered 
whether ISP-bound traffic is. under this 
method. in fact interstate, In a com'en­
tional "circuit-s\\itched network," the juris­
dictional analysis is straightforward: a call 
is intrastate if, and only if, it originates 
and terminates in the same state. In a 
"packet-switched network," the analysis is 
not so simple, as "[a]n Internet communi­
cation does not necessarily have a point of 
'tennination' in the traditional sense." 
FCC Ruling, 14 FCC Rcd at 3701-02 
(11 18). In a single session an end user 
may communicate \\ith multiple destina­
tion points, either sequentially or simulta­
neously, Although these destinations are 
sometimes intrastate. the Commission con­
cluded that "a substantial portion of Inter­
net traffic involves accessing interstate or 
foreign websites:' [d. Thus reciprocal 
compensation was not due, and the issue of 
compensation between the two local LECs 
was left initially to the LECs involved, 
subject to state commissions' power to or­
der compensation in the "arbitration" pro-

I. "Td~phone exchange sen'ice" is defjn~d as: 
(A) sen'ice within a telephone exchange. or 
within a connected system of telephone ex· 
chang~s within th~ same exchange area 
operated to furnish to subscribers inter· 
communicating s~rvice of the character or· 
dinarily furnished by a single exchange. 
and which is covered by the exchange ser· 
vice charge. or (8) comparable service pro­
vided through a system of switches, trans· 
mission equipment. or other facilities (or 

I (D.C. Cir, 2(00) 

ceedings. and, of course to whatever may 
foHow from the Commission's new rule­
making on its 0\1.11 possible ratesetting. 

.. .. 
~(

The issue at the heart of this case is 

whether a call to an ISP i~ local or long­

distance. ~either category tits clearly. 

The Commission has described local calls. 

on the one hand. as those in which LECs 

collaborate to complete a call and are com­

pensated for their respective roles in com­

pleting the call. and long-distance calls. on 

the other. as those in which the LECs 

collaborate with a long-distance carrier. 

which itself charges the end-user and pays 

out compensation to the LECs. See Local 

Competition Order. 11 FCC Rcd at 16013 

(11 1034) (1996). 


Calls to ISPs are not quite local. because 

there is some communication taking place 

between the ISP and out-of·state websites. 

But they are not quite long-distance. be­

cause the subsequent communication is not 

really a continuation, in the conventional 

sense, of the initial call to the ISP. The 

Commission's ruling rests squarely on its 

decision to employ an' end-to-end analysis 

for purposes of determining whether ISP­

traffic is local. There is no dispute that 

the Commission has historically been justi­

fied in relying on this method when deter­

mining whether a particular communica­

tion is jurisdictionally interstate. But it 

has yet to provide an explanation why this 

inquiry is relevant to discerning whether a 

call to an ISP should fit \l.ithin the local 

call model of two collaborating LECs or 

the long-distance model of a long-distance 

carrier collaborating \\;th tWO LECs. 


combination th~reo() by which a subscrib· 
er can originate and terminate a telecom· 
munications sen'ice. 

47 U.S.C. § 153(47). "Exchange acc~ss" is 
defined as: 

the offering of access to telephone exchange 
services or facilities for the purpose of the 
origination or termination of telephone toll 
services. 

Id. § 153(16). 
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In fact, the extension of "end-to-end" 
analysis from jurisdictional purposes to the 
present context yields intuitively back­
wards results. Calls that are jurisdiction­
ally intrastate \\ill be subject to the feder­
al reciprocal compensation requirement, 
while calls that are interstate are not sub­
ject to federal regulation but instead are 
left to potential state regulation. The in­
consistency is not necessarily fatal, since 
under the 1996 Act the Commission has 
jurisdiction to implement such pro\isions 
as § 251. even if they are \\ithin the tradi­
tional domain of the states. See AT&T 
Corp., 119 S.Ct. at 730. But it reveals that 
arguments supporting use of the end-to­
end analysis in the jurisdictional analysis 
are not obviously transferable to this con­
text. 

In attacking the Commission's classifica­
tion of ISP-bound calls as non-local for 
purposes of reciprocal compensation, MCI 
WorldCom notes that under 47 CFR 
§ 51.701(b)(l) "telecommunications traffic" 
is local if it "originates and terminates 
within a local service area." But, observes 
MCI WorldCom, the Commission failed to 
apply, or even to mention, its definition of 
"termination," namely "the s\\itchmg of 
traffic that is subject to section 251(bI)(5) at 
the terminating carrier's end office s\\;tch 
(or equivalent facility) and delivery (JIf that 
traffic from that switch to the called par­
ty's premises." Local Competition Order, 
11 FCC Red at 16015 (' 1040); 47 CFR 
§ 51.701(d). Calls to ISPs appear to fit 
this definition: the traffic is switched by 
the LEC whose customer is the ISP and 
then delivered to the ISP, which is clearly 
the "called party." 

In its ruling the Commission avoided 
this result by analyzing the communication 
on an end-to-end basis: "[T]he communica­
tions at issue here do not terminate at the 
ISP's local server .... but continue to the 
ultimate destination or destinations." 
FCC Ruling, 14 FCC Rcd at 3697 (1112). 
But the cases it relied on for using this 
analysis are not on point. Both involved a 
single continuous communication. originat­

ed by an end-user. s\\itched by a long­
distance communications carrier. and even­
tually delivered to its destination, One. 
Teleconnect CO, L', Bell Telephone Co.. 10 
FCC Rcd 1626 (1995), affd 81<b nom. 
Southu'estern Bell Tel. Co. t', FCC. 116 
F,3d 593 m.C.Cir.199j) ("Teleconnect"l, 
involved an 800 call to a long-distance car­
rier, which then routed the call to its in­
tended recipient. The other. In Ihe Jfat· 
ter of Petition for Emergency Relief and 
Declaratory Ruling Filed by Ihe BcllSouth 
Corporation. j FCC Rcd 1619 <19921. con­
sidered a voice mail senice. Part of the 
senice. the fon\'arding of the call from the 
intended recipient's location to the voice 
mail apparatus and senice. occurred en­
tirely \\ithin the subscriber's state. and 
thus looked local. Looking "end-to-end," 
however. the Commission refused to focus 
on this portion of the call but rather con­
sidered the senice in its entirety (Le., 
originating \\ith the out-of-state caller 
leaving a message, or the subscriber call­
ing from out-of-state to retrieve mes­
sages). ld, at 1621 (1112). 

[1] ISPs, in contrast. are "information ~ to 
service providers," Unit'ersal Sen."ice Re· 
port. 13 FCC Rcd at 11532-33 (11 66), 
which upon recehing a call originate fur­
ther communications to deliver and re­
trieve information to and from distant 
websites. The Commission acknowledged 
in a footnote that the cases it relied upon 
were distinguishable, but dismissed the 
problem out-of-hand: "Although the cited 
cases involve interexchange carners rather 
than ISPs, and the Commission has ob­
served that 'it is not clear that [informa­
tion i'enice providers] use the public 
switched network in a manner analogous 
to IXCs: Access Charge Reform Order. 12 
FCC Rcd at 16133. the Commission's ob­
sen'adon does not affect the jurisdictional 
analysis." FCC Ruling. 14 FCC Rcd at 
3697 n.36 (1112). It is not clear how this 
helps the Commission. Even if the differ­
ence between ISPs and traditional long­
distance carriers is irrelevant for jurisdic­
tional purposes. it appears relevant for 

..... 
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purposes of reciprocal compensation. Al­
l hough ISPs use telecommunications to 

provide information service. they are not 
themselves telecommunications pro\iders 
,~I." are long-distance carriers). 

In this regard an ISP appears. as MCI 
WnrldCom argued. no different.from many 
hu::inesses. such as "pizza delivery ftrms. 
trawl reservation agencies. credit card 
\ eri.tication fInns. or taxicab companies." 
which use a variety of communication ser­
\ice::; to pro\ide their goods or senices to 
their customers. Comments of World­
Com. Inc. at 7 (July 17, 1997). Of course. 
the'ISP's origination of telecommunica­
tions as a result of the user's call is instan­
taneous (although perhaps no more so than 
a credit card verification system or a bank 
account information service). But this 
does not imply that the original communi­
cation does not "terminate" at the ISP. 
The Commission has not satisfactorily ex­
plained why an ISP is not. for purposes of 
reciprocal compensation, "simply a commu­
nications-intensive business end user sell­
ing a product to other consumer and busi­
ness end-users." Id. 

The Commission nevertheless argues 
that although the call from the ISP to an 
out-of-state website is information service 
.for the end-user. it is telecommunications 
for the ISP, and thus the telecommunica­
tions cannot be said to "terminate" at the 
ISP. As the Commi."'8ion states: "Even if, 
from the perspective of the end user as 
customer, the telecommunications portion 
of an Internet call 'terminates' at the ISP's 
server (and information service begins), 
the remaining portion of the call would 
continue to constitute telecommunications 
from the perspective of the ISP as custom­
er." Commission's Br. at 41. Once again, 
however, the mere fact that the ISP origi­
nates further telecommunications does not 
imply that the original telecommunication 
does not "terminate" at the ISP. However 

2. 	 The regulatory definition states that ESPs 
offer "services ... which employ computer 
processing applications that act on the for­
mat. content. code. protocol or similar as­
pects of the subscriber's transmitted infor­

sound the end-to-end analysis may be for 
jurisdictional purposes. the Commission 
has not explained why ,iev.ing these linked 
telecommunications as continuous works 
for purposes or' reciprocal compensation. 

Adding further confusion is a series of ~ '1 
Commii'sion rulings dealing \\;th a class, 
enhanced ser.ice pro\iders ("ESPs"), of 
which ISPs are a subclass. See FCC Rul­
ing, 14 FCC Rcd at :3689 n.1 (11 n ESPs. 
the precursors to the 1996 Act's informa­
tion ser.ice providers, offer data process­
ing senices. linking customers and com­
puters \ia the telephone network. See 
.WCI Telecommunications Corp. v. FCC, 
57 F.3d 1136, 1138 (D.C.Cir.1995).2 In its 
establishment of the access charge system 
for long-distance calls. the Commission in 
1983 exempted ESPs from the access 
charge system, thus in effect treating them 
like end users rather than long-distance 
carriers. See In the Matter of MTS &: 
WATS .Warket Structure, 97 F.C.C.2d 682, 
711-15 (' 77-83), 1983 WL 183026 (1983). 
It reaffinned this decision in 1991, explain­
ing that it had "refrained from applying 
full access charges to ESPs out of concern 
that the industry has continued to be af­
fected by a number of significant. poten­
tially disruptive, and rapidly changing cir­
cwnstjances." In the Matter of Part 69 of 
the Commission's Rules Relating to the 
Creation ofAccess Charge Subelements for 
Open Netwark Architecture, 6 FCC Rcd 
4524, 4534 ('II 54) (1991). In 1997 it again 
preserved the status quo. In the .Watter 
of Access Charge Reform. 12 FCC Rcd 
15982! (1997) ("Access Charge Reform Or­
der"). It justified the exemption in terms 
of the goals of the 1996 Act, saying that its 
purpose was to "preserve the vibrant and 
competitive free market that presently ex­
ists for the Internet and other interactive 
compUter services." Id. at 16133 ('11344) 
(quoting 47 U.S.C. § 230(b)(2». 

mation; provide the subscriber additional. 

different. or restructured information; or in­

volve subscriber interaction with stored in­

rorrilation." 47 CFR § 64.702(a). 
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This classification of ESPs is something 
of an embarrassment to the Commission's 
present ruling. As Mcr WorldCom notes, 
the Commission acknowledged im the Ac­
cess Charge Reform Order that "given the 
evolution in [information senice pro\ider] 
technologies and markets since we fIrst 
established access charges in the early 
1980s, it is not clear that [information ser­
,ice pro\'iders 1use the public s\\itched net­
work in a manner analogous to IXCs [in­
ter-exchange carriers]:' 12 FCC Red at 
16133 (~:345). It also referred to calls to 
information senice pro\iders as "local." 
Id. at 161:32 (11 342 n.502). And 1,\'hen this 
aspect of the Access Charge Refot'm Order 
was challenged in the 8th Circuit, the 
Commission's briefwriters responded v.ith 
a sharp differentiation between such calls 
and ordinary long-distance calls covered 
by the "end-to-end" analysis. and even 
used the analogy employed by Mel World­
Com here-that a call to an infonnation 
service provider is really like a. call to a 
local business that then uses the telephone 
to order wares to meet the need. Brief of 
FCC at 76, Southwestern BeU v. FCC, 153 
F.3d 523 (8th Cir.I998) (No. 97-2618). 
When accused of inconsistency in; the pres­
ent matter, the Commission flipped the 
argument on its head, arguing that its 
exemption of ESPs from access charges 
actually confirms "its understanding that 
ESPs in fact use interstate acceSs sen.;ce; 
otheN;se. the exemption woul~ not be 
necessary." FCC Ruling, 14 Fdc Rcd at 
3700 <, 16). This is not very ccbmpelling. 
Although. to be sure, the CommiSsion used 
policy arguments to justify the "exemp­
tion," it also rested it on an acknowledg­
ment of the real differences between long­
distance calls and calls to information ser­
\;ce pro\;ders. It is obscure why those 
have now dropped out of the picture. 

Because the Commission has not sup­
plied a real explanation for its decision to 
treat end-to-end analysis as controlling, 
Motor rehicle Mfrs. ASS'/1 of C.S.. Inc. t'. 

State Farm Mut. Auto. IllS. Co.• 463 U.S. 
29, 43. 103 S.Ct. 2856. 77 L.Ed.2d 443 

(1983); 5 C.S.C. § i06(ZHA). we must va­
cate the ruling and remand the case. 

[2] There is an independent ground re­
quiring remand-the ftt of the pre~ent rule 
\\ithin the governing statute. :\1Cr World­
Com says that ISP-trafnc is "telephone 
exchange sen'jce[ r as defined in ..1,7 
e.S.C. § 1.:;:3(6), which it claims "is s:l1on­
ymous under the Act \\ith the senice used 
to make local phone calls," and emphatical­
1,\' not "exchange access" as detined in 47 
C.S.c. § 15:3(471. Petitioner :'vlC! World­
Com's Initial Br. at 22. In the only para­
graph of the ruling in which the C ommis­
sion addressed this issue. it merely stated 
that it "consistently has characterized 
ESPs as 'users of access sen;ce' but has 
treated them as end users for pricing pur­
poses," FCC Ruling, 14 FCC Rcd at 3i01 
(11 17). In a statutory world of "telephone 
exchange serttice" and "exchange access," 
which the Commission here says constitute 
the only possibilities. the reference to "ac­
cess service," combining the different key 
words from the two tenns before us. sheds 
no light. "Access sen;ce" is in fact a pre­
Act tenn, defined as "sen;ces and facilities 
pro\;ded for the origination or tennination 
of any interstate or foreign telecommuni­
cation." 47 CFR § 69.2(b). 

If the Commission meant to place ISP­
traffic v.ithin a third category. not "tele­
phone exchange serv;ce" and not "ex­
change access," that would cont1ict v.;th its 
concession on appeal that "exchange ac­
cess" and "telephone exchange sen;ce" oc­
cupy the field. But if it meant that just as 
ESPs were "users of access sel"\ice" but 
treated as end users for pricing purposes. 
so too ISPs are users of exchange access. 
the Commission has not pro\;ded a satis­
factory explanation wh~' this is the case. 
In fact. in In the .Yfatter of Impiemelda· 
tion of the .Von-Accounting Safeguards of 
Sections 2i1 and :liz of the ComnuUlica­
tions Act of 19J~. as amended. II FCC 
Rcd 21905. 22023 (11248) il~96), the Com­
mission clearly stated that "ISPs do not 
use exchange access." After oral argu­
ment in this case the Commission O\'er­

til 
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ruled this determination, saying that "non­
,'arTiers may be purchasers of those ser­
vices:' In the .'v!atter of Deploym~nt oj 
lriretille Sen'ices Offering Adt'anced Tele­
('!Jllwllu/lcations Capability. FCC 99-U:3, 
;It ~l \ CJ .t:ll (Dec. 23, 1999). The Commis­
,illn relied on its preAct orders in which it 
:;ad determined that non-carriers can use 
";\(:cess ,;et"\1ces." and concluded that there 
:,; no e\1dence that Congress, in codif:ying 
"exchange access:' intended to depart 
(l'Om thi:, understanding. See id. at ~1-22 
,'I -t..I). The Commission. however, did not 
make this argument in the ruling under 
redew. 

Sor did the Commission even consider 
how regarding noncarriers as purchasers 
of "exchange access" fits \\ith the statuto­
1'\' definition of that term. A call is "ex­
change access" if offered "for the purpose 
uf the origination or termination of tele­
phone toll sert'ices:' 47 U.S.C. § 15:3(16). 
A.;; MCI WorldCom argued, ISPs provide 
information service rather than telecom­
munications; as such, "ISPs connect to the 
local network 'for the purpose or providing 
information services, not originating or 
terminating telephone toll services." Peti­
tioner MCI WorldCom's Reply Br. at 6. 

[3J The statute appears ambiguous as 
to whether calls to ISPs fit 1Nithin "ex­
change access" or "telephone exchange 
ser.ice," and on that \iew any agency in­
terpretation would be subject to judicial 
deference. See Chevron U.S.A Inc. v. 
Sutural Res(mrces Defense Council. Inc .• 
.t6i U.S. 837, 842-43, 104 S.Ct. 2778, 81 
L.Ed.2d 694 (1984). But, even though we 
re\;ew the agency's interpretation only for 
reasonableness where Congress has not 
resolved the issue, where a decision "is 
\'alid only as a detennination of policy or 
judgment which the agency alone is autho­
lized to make and which it has not made, a 
judicial judgment cannot be made to do 
service:' SEC v. Chenery Corp .• 318 U.S. 
80. 88, 63 S.Ct. 454. 87 L.Ed. 626 (1943).' 
See also AC1M Die Casting v. NLRB, 26 
F.3d 162, 166 (D.C.Cir.1994); Leeco. Inc. v. 
Hays. 965 F.2d 1081, 1085 (D.C.Cir.1992); 

City of Kan.jSas City ~'. Depar.ment of 
Housing and Cr6an Del'elopment. 923 
F.2<l1 1&3, 191-92 (D.C.Cir.1991l. 

.. .. .. 
Becau:"e the Commission has not pro\;d­

ed a satisfactory explanation why LECs 
that terminate calls to ISPs are not prop­
erly seen as "terminat[ing] local tele­
communications traffic," and why such 
trafflc is "exchange access" rather than 
"telephone exchange senice:' we \'acate 
the .ruling and remand the case to the 
Commission. We do not reach the objec­
tions of the incumbent L.ECs-that 
§ 251(b)(5) preempts state commission au­
thority to compel payments to the competi­
tor LECs; at present we have no ade­
quately explained classification of these 
comtlUnications. and in the interim our 
vacatur of the Commission's ruling leaves 
the tncumbents free to seek relief from 
state-authorized compensation that they 
believe to be wrongfully imposed. 

So! ordered. 
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PART I 

Cautionary Language Concerning Forward-Looking Statements 
In addition to historiCal Information. this document contains forward-looking statements regarding events and 
financial trends that may affect our future operating results. financial position and cash flows. These statements are 
based on our assumptions and estimates and are subject to risks and uncertainties. For these statements. we claim 
the protection of the safe harbor for forward-looking statements provided by the Private Securities Utigation Reform 
Act of 1995. 

Factors that could affect future operating results, financial position and cash flows and COuld cause actual results to 
differ materially from those expressed in the forward-looking statements are: 

• 	a change in economic conditions in markets where we operate or have material investments which would 
affect demand for our services; 

• the intensity of competitive activity and its resulting impact on pricing strategies and product offerings; 

• protracted delay in BeliSouth Corporation's entry into the interLATA long distance market; 

• higher than anticipated start-up costs or Significant up-front investments associated with new business 
initiatives; 

• unanticipated higher capital spending from, or delays in. the deployment of new technologies; and 

• unsatisfactory results in regulatory actions including access reform, universal service. terms of 

interconnection, unbundled network elements and resale rates. 


This list of cautionary statements is not exhaustive. These and other developments could cause our actual results 
to differ materially from those forecast or implied in the forward-looking statements. You are cautioned not to place 
undue reliance on these forward-looking statements, which are current only as of the date of this filing. We have no 
obligation, and we do not intend. to publicly release the results of any revisions to these forward-looking statements 
to reflect events or circumstances after the date of this filing. 
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BUSINESS 
GENERAL 

In this document, BeIiSouth Telecommunications, Inc. and joint ventures that have substantial capital, 
and its consolidated subsidiaries are referred to as technological and marketing resources and are subject 
"we" or "BST". to less regulatory constraints. 

We are a corporation wholly-owned by BeliSouth 
Corporation (BeIlSouth). We provide predominantly 
tariffed wireline telecommunications services to 
substantial portions of the population within Alabama, 
Florida, Georgia, Kentucky, Louisiana, MisSissippi, 
North Carolina, South Carolina and Tennessee. Our 
principal executive offices are located at 675 West 
Peachtree Street, N.E., Atlanta, Georgia 30375 
(telephone number 404 5~11). 

BeIiSouth was incorporated and became a publicly 
traded company in December 1983 as a result of the 
breakup of The Bell System. The breakup also created 
several other local exchange companies, which are 
referred to as "Baby Bells" in this document. From 
1983 through 1996, the services which Bell South and 
the other Baby Bells could offer were govemed by the 
settlement terms of the antitrust suit which led to the 
breakup of The Bell System. Under the terms of that 
settlement, BellSouth could provide local exchange, 
network access, information access and long distance 
telecommunications services within assigned 
geographical territories, termed "Local Access and 
Transport Areas" (LATAs). Although prohibited from 
providing wireline service between LATAs. BeIiSouth 
was allowed to provide network access services that 
linked our customers' telephone or other equipment in 
one of our LATAs to the transmission facilities of other, 
nonaffiliated carriers. which provided 
telecommunications services between LATAs. 

The T~ecommunications Act of 1996 (the 1996 Act) 
superseded the goveming terms of the 1983 
settlement and provides for the development of 
competition in local telecommunications markets and 
the conditions under which the Baby Bells such as 
Bell South can provide interLATA wireline 
telecommunications and other services. Bel/South's 
ability to enter bUSinesses previously proscribed to it 
by the terms of the 1983 settlement is, however, 
generally subject to compliance with the regulations of 
the 1996 Act and the Federal Communications 
Commission (FCC). 

We are subject to increasing competition in all areas of 
our business. Regulatory, legislative and judicial 
actions and technological developments have 
expanded the types of available services and products 
and the number of companies that may offer them. 
Increasingly, this competition is from large companies 

We have developed several strategies that govern our 
business decisions in the increasingly competitive 
telecommunications industry. Among them, we will 
strengthen our leadership position throughout our 
nine-state wireline service territory by (a) enhancing 
and building our brand strength and distribution 
channels; (b) seeking approval to provide wireline long 
distance and video services directly or through 
affiliates; (c) controlling costs; and (d) developing and 
enhancing joint marketing efforts with BeliSouth's 
domestiC wireless business. 

We market our services and products under the 
BeliSouth brand narne to give them a clear, consistent 
identity in the marketplace. Bel/South believes that its 
brand name is widely recognized and held in high 
esteem by its customers. A primary marketing strategy 
is to enhance the recognition and reputation of this 
brand throughout our service territory by jOintly 
marketing our services and products with special 
attention to each customer base. BellSouth's goal is 
for its brand name to be synonymous with quality 
service and state-of-the-art technology. BellSouth 
advertises in the various media in its territory, in 
connection with major events, such as the Super BoWl, 
PGA tournaments, Atlanta Braves baseball games and 
NASCAR events, and through its affiliation with several 
professional and collegiate sports organizations, which 
offer BeIiSouth a broad platform to showcase its 
services and products. 

BUSINESS OPERATIONS 

GENERAL 

We are the predominant telephone service provider in 
the nine-state region compriSing the southeastern US. 
We provide wireline communications services, 
including local exchange. network access and 
intraLATA long distance services. These operations 
generated 93% of our total operating revenues for 
1999 and 94% for 1998 and 1997. Total equivalent 
access lines, which include traditional switched access 
lines as well as digital and data transmission lines, 
increased 15.7% over the prior year to 44,852,000 at 
December 31, 1999. This growth is attributable to 
increasing demand for high-capacity digital and data 
services, continued economic expansion in the region 
and secondary access lines ordered by existing 
customers. 
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While we provide telephone service to the majority of 
the metropolitan areas in the southeastern US. there 
are many localities and some sizable geographic areas 
within the region that are served by nonaffiliated 
telephone providers. In addition. we are facing 
increasing competition for local and intraLATA business 
customers. and to a lesser extent. reSidential 
customers, within our territory from both wireless and 
competing wireline telephone companies and cable 
television operators. 
We have organized our marketing efforts to parallel our 
four major customer bases: consumer, small business. 
large business and interconnection services. 

• 	Consumer. This group serves the largest 
segment of the market within our region. the 
residential customer. While traditional telephone 
service remains the core of this market. 
customer demands are rapidly broadening to 
include an expanded range of services, from 
convenience features such as Caller 10, Call 
Forwarding and Voice Mail, to additional lines, 
dial-up access to the Internet, high-speed 
connectivity through digital subscriber lines and 
video services. 

• Small Business. Our small business services 
group focuses on providing advanced voice, 
data and networking solutions to small and 
medium-sized businesses. We offer a full 
complement of voice and enhanced services to 
this target market as well as specific solutions 
for meeting the increaSing demand for Internet 
and other data services. 

• Large Business. Our BellSouth Business 
Systems group provides a full range of highly 
specialized services and products to large and 
complex business customers. In addition to 
telephone lines, product and service offerings to 
these customers include Internet access, private 
networks, high-speed data transmission, 
conferencing and industry-specific 
communications configurations. We are also 
meeting big business' electronic commerce 
requirements with products and services such 
as frame relay services, web hosting and 
Intemet/intranet connectivity. 

• Interconnection Services. This unit markets 
interconnection to our network and other related 
wholesale services to our competitors in the 
retail markets. The unit markets to both affiliated 
and nonaffiliated customers in six carrier 
markets: wireless service providers, competitive 
local exchange carriers (CLECs), competitive 
switched and special access providers, long 
distance carriers, information service providers 

and public payphone service providers. Other 
services provided to these carriers include 
voice, data and video transmission, as well as 
advanced products, transport, interconnection 
and vertical services. 

Customers in all the above categories are increasingly 
demanding bundled offerings of two or more of our 
service offerings, and we offer a wide array of 
communications services conSisting of combinations 
and prices responsive to our customers' needs. 

LOCAL SERVICE 

Local service revenues accounted for approximately 
63% of our total operating revenues for 1999, 61 % for 
1998 and 60% for 1997. locaJ service operations 
provide lines from telephone exchange offices to 
customers' premises for the origination and termination 
of telecommunications, including the following: 

• basic dial-tone local telephone service provided 
through the regular switched network; 

• dedicated private line facilities for voice and 
special services, such as transport of data and 
video; 

• switching services for customers' internal 
communications through our facilities; 

• services for data transport that include 
managing and configuring special service 
networks; and 

• dedicated low- or high-capacity public or private 
digital networks. 

We also offer various convenience features, such as 
Caller 10, Call Waiting, Call Return and 3-Way Calling, 
on a monthly subscription or per-use basis. Additional 
local service revenues are derived from charges for 
inside wire maintenance contracts, voice messaging 
service, information and directory assistance and 
public payphone services. 

NETWORK ACCESS 

We provide network access and interconnection 
services by connecting the equipment and facilities of 
our subscribers with the communications networks of 
long distance carriers, CLECs, competitive switched 
and special access providers, and wireless providers. 
These connections are provided by linking these 
carriers and subscribers through either our public 
switched network or dedicated private lines furnished 
by us. 

Network access charges, which are payable by long 
distance carriers, CLECs, wireless providers and 
end-user subscribers, provided approximately 27% of 
our total operating revenues for 1999, 28% for 1998 
and 29% for 1997. Historically, network access charges 
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paid by long distance carriers have been structured so 
that they subsidize the cost of proViding local 
residential service to rural and other high-cost areas. In 
recent years, however, the FCC has modified this 
structure significantly to reduce the subsidy. (See 
"Regulation-Network Access.") 

LONG DISTANCE 

IntraLATA long distance services provided 
approximately 3% of our total operating revenues for 
1999,4% for 1998 and 5% for 1997. These services 
include the following: service beyond the local calling 
area; Wide Area Telecommunications Service ~ATS or 
aoo services) for customers with highly concentrated 
demand; and special services, such as transport of 
data and video. In recent years, these revenues have 
decreased as competition for such customers has 
intensHied and as more customers have subscribed to 
wider local area calling plans. Long distance revenues 
from intraLATA calls are expected to continue to 
decline. 

DIGITAL AND DATA 

A key driver in our growth in local service and network 
access revenues is the provision of digital and data 
services to all of our customer groups. Revenues from 
these services were $2.7 billion for 1999, $2.0 billion 
for 1998 and $1.4 billion for 1997, and, depending on 
the type of service provided, are recorded as local, 
access, long distance or other revenues. These 
services and products are provided primarily over 
non-switched access lines that typically have 
signHicantly greater capacity per line than a traditional 
switched access line. These lines are well suited for 
high-capacity applications that previously could not be 
provided over traditional switched access lines. Uses 
of these lines include bulk data transmission, video 
conferencing. automated teller machines, check/credit 
card authentication, multimedia and interconnection 
with wireless networks. 

We believe that the data telecommunications business 
will eventually become substantially larger than the 
traditional VOice telephony market, and that we must 
signHicantly expand our operations in the data 
communications market. Data communications 
provided over wireline facilities, however, are generally 
subject to the same laws and regulations as fixed line 
voice communications. 
We have continuously updated our network with new. 
advances in digital technology. Our deployment of 
ATM (asynchronous transfer mode) based broadband 
services and existing fiber-to-the-curb (FTTC) systems 
enables us to provide high-speed Internet access and 
entertainment services. ATM technology is a packet-

switched technology using A TM switches and fiber 
optics to simultaneously transport voice, data, imaging 
and video data. We have deployed nearly 400 Frame 
Relay and ATM switches throughout the region. 
Since 1995, fiber optics has been our technology of 
choice for servicing new housing developments. 
Currently, 95 percent of our customers in our top 
30 markets and 85 percent of all customers are within 
12,000 feet of fiber. Nearly 500,000 homes are now 
served by FTTC systerns. Of these, some 200,000 will 
have access to high-speed Internet and entertainment 
services provided by an integrated fiber-in-the-loop 
architecture (IFITL). which we began deploying in 
Atlanta and South Florida during 1999. Integrated fiber 
also enables the delivery of 70 channels of analog TV 
and 160 channels of digital entertainment in Atlanta 
and South Florida. 

We have deployed ADSL (asymmetrical digital 
subscriber line) which provides Internet access speeds 
up to 1.5 Mbps (Megabits per second), 30 times faster 
than today's fastest dial-Up modems. We offer ADSL in 
31 markets and ended 1999 with 30,000 customers. 
Access is currently available to over 7 million access 
lines and we plan to increase this to 11.5 million by 
the end of 2000. In January 2000, we began offering a 
self-install kit for ADSL in seven cities and announced 
a partnership with Darwin Networks to expand ADSL 
offerings to additional areas in the southeastern US. 

OTHER 

Other revenues accounted for approximately 7% of our 
total operating revenues for 1999, 7% for 1998 and 6% 
for 1997. Other revenues are comprised primarily of 
billing and collection services for long distance 
carriers, customer prernises equipment sales and 
maintenance services, provision of unbundled network 
elements to competitors, enhanced consumer white 
pages listings, and interconnection charges to wireless 
carriers. 

Other also includes our offering of BellSouth.net's 
dial-up and dedicated Internet and Intranet 
connections to consumers and businesses. This 
service is deployed on local Internet Protocol (IP) 
networks across the southeastern US. Customers are 
provided with a variety of public-switched and 
dedicated IP networking capabilities to meet their data 
communications, electronic commerce, web deSign 
and hosting and customer network management 
needs. BellSouth provided Internet services to 
approximately 680,000 customers at December 31, 
1999. We expect continued strong growth associated 
with our alliance with MyWay.com, and Internet portal 
operated by CMGI. 
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REGULATION NElWORK ACCESS 

LOCAL SERVICE 

We are subject to regulation of our local services by a 
state authority in each state where we provide 
intrastate telecommunications services. Such regulation 
covers prices, services, competition and other issues. 

Traditionally, our rates were set at levels that were 
anticipated to generate revenues sufficient to cover 
allowed expenses and to provide an opportunity to 
earn a fair rate of retum on capital investment. Such a 
regulatory structure, generally known as rate of retum 
regulation, was acceptable in a less competitive era. 
However, the regulatory processes have changed in 
response to the increasingly competitive 
telecommunications environment. 

Under the first generation of altemative regulation, 
generally known as incentive regulation, economic 
incentives were provided to lower costs and increase 
productivity through the potential availability of 
"shared" earnings over a benchmark rate of retum. 
Generally, when levels above targeted retums were 
reached, earnings were "shared" by providing refunds 
or price reductions to customers. 

Under the next generation of altemative regulation, 
generally known as price regulation, the· state 
regulatory commissions or state legislatures· 
established maximum prices that could be charged for 
certain telecommunications services. While such plans 
limit the amount of increases in prices for specified 
services, they enhance BST's ability to adjust prices 
and service options to respond more effectively to 
changing market conditions and competition and 
provide an opportunity to benefit more fully from 
productivity enhancements. The majority of these plans 
have price cap provisions in effect on basic local 
exchange services during the early years with 
provisions for inflation-based price Increases in later 
years. 

While some plans are not subject to either review or 
renewal, other plans contain specified termination 
dates and/or review periods. The plans in Kentucky, 
Louisiana and Mississippi were reviewed in 1999. In 
Kentucky, the review resulted in our proposing certain 
changes to the exisling plan that remain under 
consideration by the Commission. In Louisiana. the 
existing plan was extended and the cap on 
interconnection services was extended from 3 to 
5 years. In Mississippi, the review did not result in any 
changes to the existing plan. We expect that the plan 
in North Carolina will be reviewed prior to June 2002. 
Upon review or renewal, a regulatory commission 
could require substantial modifications to prices and 
other terms of these plans. 

The FCC regulates rates and other aspects of 
interstate network access services through its price 
cap and access charge rules. State regulatory 
commissions have Jurisdiction over the provision of 
network access to the long distance carriers to 
complete intrastate telecommunications. 

Historically, network access charges paid by long 
distance carriers have been set at levels that subsidize 
the cost of prOviding local residential service. The 1996 
Act requires that the FCC identify the local service 
subsidy implicitly provided by such network access 
charges, provide for the removal of such subsidy from 
network access rates, arrange for a Universal Service 
Fund to ensure the continuation of service to 
high-cost. low-income service areas, and develop the 
arrangements for payments into that fund by all 
carriers. 

Price Caps 

The FCC's price cap plan limits aggregate price 
changes to the rate of inflation minus a productivity 
offset, plus or minus other cost changes recognized by 
the FCC. In May 1997, the FCC adopted orders 
regarding revisions to the price cap plan, access 
charge reform and the establishment of the Universal 
Service Fund. The orders on the price cap plan and 
access charge reform resulted in access rate 
reductions related to per-minute-of-use charges and 
increases to per-line charges. We have been pricing 
our services based on a 6.5% productivity factor. which 
means that price increases could only occur to the 
extent that the Gross Domestic Product Price Index of 
the US (the Index) increased by greater than 6.5% over 
an annual period. If the Index increases by less than 
6.5%. we would reduce prices. Interstate prices have 
been decreasing over the last few years as a result of 
low inflation. 

In May 1999. the United States Court of Appeals for 
the District of Columbia Circuit overtumed the FCC's 
order establishing the 6.5% productivity factor and 
remanded the matter to the FCC. In November 1999, 
the FCC initiated a rulemaklng proceeding to review 
the 6.5% productivity factor. Any changes to the 
productivity factor would affect the rate of annual price 
changes for interstate access, and any increase in this 
factor would result in reductions of network access 
charges paid to US by long distance carriers, 
subscribers or both. 

Access Charge Reform 

The FCC's 1997 network access charge reform order 
resulted in several changes to the existing interstate 
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network access rate structure. The refonns are 
designed to move network access charges, over time, 
to more economically efficient levels and to create 
more efficient ra,e structures. Non-traffic-sensitive 
costs, that were previously recovered on a 
per-mlnute-of-use basis, were changed to be recovered 
on a flat-rate, per-line basis. As part of this plan, 
subscriber line charges (SLCs) were increased. In 
addition, a new presubscribed long distance carrier 
charge (PICC) was established during 1998 and is 
charged to long distance carriers for recovery of non­
traffic-sensitive costs not recovered through SLCs. As 
SLC and PICC levels are increased over time, usage 
charges are reduced. These charges were established 
for primary residence and single-line business access 
lines, non-primary residence access lines and multi-line 
business access lines. We believe that the net effect of 
these changes has been substantially revenue-neutral. 

Universal Service 

The universal service order established new funding 
mechanisms for hlgh-cost and low-income service 
areas. We began contributing to the new funds on 
January 1, 1998 and are allowed recovery of our 
contributions through increased interstate network 
access charges. 

In October 1999, the FCC announced the details of its 
universal service mechanism for non-rural carriers 
serving high-cost areas to ensure that customers in 
those areas receive telephone service at affordable 
rates. We expect to receive support for service to 
residents in Alabama. Kentucky, Mississippi and South 
Carolina. We believe the net financial effect of the new 
arrangement will not be material. 

The order established significant discounts to be 
provided to eligible schools and libraries for all 
telecommunications services, intemal connections and 
Intemet access. The order also established support for 
rural health care providers so that they may pay rates 
comparable to those that urban health care providers 
pay for similar services. Industry-wide annual costs of 
the program, estimated at approximately $2.3 billion. 
are to be funded out of the Universal Service Fund. 
Local and long distance carriers' contributions to the 
education and health care funds would be assessed 
by the fund administrator. on the basis of their 
interstate end-user revenues. 

INTERLATA LONG DISTANCE SERVICE 

As a result of the 1996 Act, we and the other Baby 
Bells are freed from the judicial restrictions of the 1983 
settlement that generally prohibited the provision of 
intertATA long distance communications throughout 

the 1996 Act establishes new restrictions on providing 
interLATA long distance communications in our wireline 
service area and procedures for the removal of the 
new restrictions. Companies may apply to the FCC on 
a state-by-state basis to offer In-region InterlATA 
wireline service, and the FCC must act on each such 
application within 90 days. The FCC must grant such 
application if it determines that the applicant: 

(a) 	 has met a competitive checklist; 

(b) 	 has shown (I) the presence of a facilities­
based provider offering both residential and 
business local services (Track A) or (i1) if there 
is no such provider, a statement that has been 
approved or permitted to take effect by state 
regulatory authorities of the terms under 
which it would be willing to interconnect with 
a CLEC (Track B); 

(c) 	 will operate in accordance with the separate 
affiliate requirement; and 

(d) 	 has presented an application consistent with 
the public interest. . 

The FCC is required to consult with state regulatory 
authorities and the Justice Department when reviewing 
the application. 

We believe that, in order to remain competitive, we 
must aggreSSively pursue a corporate strategy of 
expanding our service offerings beyond our traditional 
businesses and markets. These offerings include 
interLATA voice, information and data communications. 
We plan to begin offering interLATA wireline service in 
each of our southeastern US states as soon as the 
FCC approves our application for each state. We have 
received favorable determinations from the regulatory 
commissions in Louisiana, Mississippi and South 
Carolina, but the FCC has rejected our applications to 
provide in-region interLATA service. 

During December 1999, the FCC approved Bell 
Atlantic's request to enter the long-distance market in 
New York, making it the first Baby Bell to obtain 
interLATA relief in any state. We are currently 
conducting third-party tests of our operations support 
systems in Georgia and expect to submit to the FCC in 
the second quarter of 2000 a petition to offer long­
distance service in that state. In addition, the Florida 
Public Service Commission in December 1999 
approved a third-party testing plan for our systems in 
Florida that we expect to be completed by mid-2000. 

BeliSouth has a three-pronged approach to gaining 

authorization to provide in-region interLATA service: 

(a) continue to modify its facilities and operations 

support systems to facilitate competition and 

aggressively seek approvals from the FCC and state 


our wirellne service territories and elsewhere. However, . commissions; (b) seek judicial review of adverse 
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decisions which it believes to be erroneous; and 
(c) participate in actions by Congress to urge the FCC 
to implement the 1996 Act in a timely fashion. Because 
of the sautiny of intet1.ATA applications by the FCC 
and the Justice Department, the time required to 
obtain judicial review of adverse decisions, and the 
possible challenges by the other carriers of any 
approved applications or proposed or enacted 
legislation, it is uncertain when BellSouth will be 
authorized to commence interLATA service over our 
wireline network. 

COMPalTlON 

LOCAL SERVICE 

The 1996 Act requires the elimination of state 
legislative and regulatory barriers to competition for 
local telephone service, subject only to competitively 
neutral requirements to preserve and advance 
universal service, protect the public safety and welfare, 
maintain the quality of telecommunications services 
and safeguard the rights of customers. The 1996 Act 
also includes requirements that incumbent local 
exchange carriers (ILECs). such as BST, negotiate with 
other carriers for interconnection, provide UNEs 
(unbundled network elements), pay access fees for 
local calls terminating on the network of a carrier other 
than the originating carrier. resell telecommunications 
services and charge for collocation of equipment in 
ILEC facilities. If a negotiated agreement cannot be 
reached, either party may seek arbitration with the 
state regulatory authority or the FCC if the state fails to 
act. If UNE rates are disputed. the arbitrator must set 
rates based on cost, which may include a reasonable 
profit. ILECs are also required to negotiate to provide 
their retail services at wholesale rates for the purpose 
of resale by competing carriers. If agreement cannot 
be reached, the arbitrator must set the wholesale rates 
at the ILEC's retail rates, less costs that are avoided. 
We have executed numerous interconnection or resale 
agreements with such carriers. Many of these 
agreements expired during 1999 and are being 
renegotiated. At December 31, 1999. we have 
provisioned approximately 665,000 equivalent access 
lines to such carriers for resale, an increase of 145,000 
since December 31, 1998. 

The state public service commissions to which we are 
subject have granted numerous CLEC applications for 
authority to offer local telephone service. As a result, 
substantial competition has developed for our business 
customers, which provide a greater concentration of 
higher margin revenues than do our residential 
customers. Competitors include major carriers which 
resell our local services, use UNEs or provide services 
over their own facilities. 

An increasing number of voice and data 
communications networks utilizing fiber optic lines 
have been and are being constructed by 
telecommunications providers in all major metropolitan 
areas throughout our wireline service territory. These 
networks offer certain high-volume users a competitive 
alternative to our public and private line offerings. 
Furthermore. wireless services, such as cellular, 
personal communications service (PCS) and paging 
services, and Intemet services (including all of such 
services of BeIlSouth) increasingly compete with 
wireline communications services. Such wireless 
services are provided by a number of well-capitalized 
entities in most of our markets. 

As technological and regulatory developments make it 
more feasible for cable television networks to carry 
data and voice communications, we will face increased 
competition within our region from cable televiSion 
ventures. AT&T tias purchased extensive cable 
systems and has announced plans to upgrade those 
systems to offer two-way telephony services. AT&T has 
also formed joint ventures and announced plans to 
expand this initiative with other cable television 
companies to provide telephony nationwide. 

FCC Interconnection Order 

In connection with the requirements of the 1996 Act, in 
August 1996, the FCC released an order adopting 
rules governing interconnection and related matters. 
With regard to setting the price of interconnection 
between ILECs and other carriers, the FCC has 
jurisdiction to set pricing standards to be implemented 
by the state commissions. The FCC has prescribed a 
forward-looking economiC cost approach for pricing 
interconnection and unbundled network elements. That 
methodology is under review by the US Court of 
Appeals for the E"lghth Circuit. 

Access to proprietary network elements can be 
required only when necessary or, in the case of a 
non-proprietary element. when the failure to provide 
access would impair the ability of the requesting 
carrier to provide services. The FCC has issued an 
order adopting a revised Hst of network elements that 
ILECs must make available to competitors. 

The FCC's list, together with its regulations prohibiting 
ILECs from separating currently combined elements, 
means that ILECs will be required to provide certain 
combinations of network elements that competitors 
may substitute for certain higher priced ILEC services. 
This substitution could lead to further increases in 
competition for certain local exchange access services 
and materially reduce ILEC's access charge revenues. 
The FCC determined that, for an interim period, it 
would not apply these new rules to allow the 
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substitution of certain network elements for special 
access services. and announced that it will conduct a 
further Inquiry into the use of network element 
combinations to provide certain special access 
services. 

The FCC's revised list does not. however, require 
ILECs to make certain network elements used to 
provide advanced data services available to 
competitors. except in very limited circumstances. This 
outcome removes a disincentive to ILEC investment in 
these rapidly expanding services. 

The FCC has adopted an "all elements" rule, which 
allows competing carriers to provide local telephone 
service relying solely on the elements in an ILEC's 
network, and has refused to impose a requirement of 
facility ownership on carriers that seek to lease 
network elements. The FCC has also forbidden ILECs 
from separating already combined network elements 
before leasing them to a CLEC and adopted a "pick 
and choose" rule which requires that ILECs make 
available to requesting CLECs contractual provisions, 
including related rates and terms, contained in any 
other agreements that have been previously approved 
by the state commission for that same state. 
Exceptions are allowed when the II..EC can prove to 
the state commission that providing the particular item 
requested is either more costly than providing it to the 
original carrier or is technically infeasible. These rulings 
may make it easier for a CLEC to compete with us. 

In complying with the technical requirements of 
interconnection, we are incurring. and expect to 
continue to incur, Significant costs associated with the 
facilitation of interconnection. We Incurred 
approximately $416 million of costs associated with 
these efforts in the year ended December 31. 1999. 01 
this amount. approximately $295 million was expensed 
as incurred. and the remainder was capitalized. Total 
costs incurred through December 31, 1999 were 
approximately $1.1 billion. 

In May 1998, the FCC adopted an order that will allow 
telecommunications carriers, such as us, to recover 
over five years, their carrier-specific costs of 
implementing long-term number portability. which 
allows customers to retain their local telephone 
numbers in the event they change local carriers. The 
order allows for such cost recovery in the form of a 
surcharge from customers to whom number portability 
is available. The surcharge began during second 
quarter 1999. It remains unclear to what degree, if any, 
we will be compensated for the noncarrier-specific 
costs of interconnection. 

Federal and state policies strongly favor further 
changes to the networks and business operations of 

ILECs to encourage local service competition, and 
regulators have stated that such changes must be 
made before they will allow the Baby Bells to provide 
interLATA long distance services within their local 
service territories. Therefore, BeIlSouth expects that 
local service competition will steadily increase. While 
competition for local service revenues could adversely 
affect BellSouth's results of operations, BellSouth is 
working to support the opening of local markets to 
competition by facilitating interconnection of Its 
facilities and systems with those of CLECs. These 
actions. among other things. should allow BellSouth to 
qualify to offer in-region interLATA service as 
contemplated in the 1996 Act. (See "Regulation­
InterLATA Long Distance Service".) 

NETWORK ACCESS 

FCC rules require that we offer expanded 
interconnection for interstate special and switched 
network access transport. As a reSUlt, we must permit 
competitive carriers and customers to terminate their 
transmission lines on our facilities in our central office 
buildings and other locations through collocation 
arrangements. The effects of the rules are to increase 
competition· for network access transport. Furthermore, 
long distance carriers are increasingly connecting their 
lines directly to their customers' facilities, bypassing 
our networks and thereby avoiding network access 
charges entirely. In addition, commercial applications 
of Internet telephony are being developed. This 
medium could attract substantial interLATA traffic 
because of its lower cost structure, due to the fact that 
FCC rules do not currently impose access charges on 
most Internet communications. 

LONG DISTANCE 

A number of companies compete with us in the 
southeastem US region for IntraLATA long distance 
business by reselling long distance services obtained 
at bulk rates from us or providing long distance 
services over their own facilities. Effective 
February 1999, we implemented 1 + dialing parity in 
the last of the nine states in our region. This feature 
allows customers to choose a competing interLATA 
long distance carrier without having to dial a special 
access code. 

The 1996 Act permits Baby Bells to offer interLATA 
long distance service outside of the states containing 
their local wirellne service territories. These and other 
carriers have announced plans to compete for such 
interLATA long distance service in our territory. AT&T, 
MCI World Com. Sprint and a number of other carriers, 
including other Baby Bells. currently provide long 
distance service to our local service customers. 
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FRANCHISES AND UCENSES 
Our local exchange business is typically provided 
under certificates of public convenience and necessity 
granted pursuant to state statutes and public interest 
findings of the various public utility commiSSions of the 
states in which we do business. These certificates 
provide for franchises of indefinite duration. subjecl to 
the maintenance of satisfaclory service at reasonable 
rates. The 1996 Aci provides that these franchises be 
non-exclusive. 

RESEARCH AND DEVELOPMENT 
We conducl research and development aclivities 
intemallyandthroughexternalvendors.primarily 
Telcordia Technologies. Telcordia provides research 
and development and other services to BeIlSouth and 
the other Baby Bells. We have contracled with 
Telcordia for ongoing support of engineering and 
systems. In addition, we are a member of the National 
Telecommunications Alliance. an organization which 

PROPERTIES 
GENERAL 
Our properties do not lend themselves to description 
by characler or location of principal units. Our 
investment in property. plant and equipment consisted 
of the following at December 31 : 

1998 1999 

Outside plant .................... . 45% 44% 
Central office equipment. . . . . . . . . . .. . 40 41 
Land and buildings ................ . 6 6 
Furniture and fixtures . . . . . . . . . . . . . . . 55 
Operating and other equipment ....... . 3 3 
Plant under construction ............ . 1 1 

100% 100% 
-- =-­

Outside plant consists of connecting lines (aerial, 
underground and buried cable) not on customers' 
premises, the majority of which is on or under public 
roads, highways or streets, while the remainder is on 
or under private property. We currently self-insure all of 
our outside plant against casualty losses. Central office 
equipment substantially consists of digital eleclronic 
switching equipment and circuit equipment. Land and 
buildings consist principally of central offices. 
Operating and other equipment consists of embedded 
intrasystem wiring (substantially all of which is on the 
premises of customers), motor vehicles and other 
equipment. Central office equipment, buildings. 
furniture and fixtures and certain operating and other 
equipment are insured under a blanket property 
insurance program. This program provides substantial 

supports our commitment to national security and 
emergency preparedness. 

EMPLOYEES 
At December 31, 1999, we employed approximately 
64,200 persons. About 75% of our total employees at 
December 31, 1999 were represented by the 
Communications Workers of America (the CWA), which 
is affiliated with the AFL-CiO. In September 1998. 
members of the CWA ratified new three-year contracls 
with us, effective August 9, 1998. The contracts include 
basic wage increases totaling 12.39% over the three 
years covered by the contracts. In addition. the 
agreement provides for a standard award of between 
2% and 2.5% of base salary and overtime 
compensation, which is subjecl to adjustment based 
on company performance measures for plan years 
1999 and 2000. Other terms of the agreement include 
pension band increases and pension plan cash 
balance improvements for aclive employees. 

limitS of coverage against "all risks" of loss including 
fire. windstorm, flood. earthquake and other perils not 
specifically excluded by the terms of the policies. 

Substantially all of the installations of central oftIce 
equipment are located in buildings and on land, which 
we own. Many garages, administrative and business 
offices and telephone service centers are In leased 
quarters. 

CAPITAL EXPENDITURES 
Capital expenditures consist primarily of (a) gross 
additions to property. plant and equipment having an 
estimated service life of one year or more, plus the 
incidental costs of preparing the asset for its intended 
use. and (b) gross additions to capitalized software. 

The total investment in property, plant and equipment 
has increased from $41.7 billion at January 1. 1995 to 
$52.5 billion at December 31. 1999, not including 
deductions of accumulated depreciation. Significant 
additions to property. plant and equipment will be 
required to meet the demand for telecommunications 
services and to continually modemize and Improve 
such services to meet competitive demands. We 
projecl that continued population and economic 
expansion will occur in certain growth centers within 
our nine-state area during the next five to ten years. 
Expansion of the network will be needed to 
accommodate such projecled growth. 
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Our capital expenditures for 1995 through 1999 were 
as follows: 

Millions 

1995 . . . • . . . . . . . . . . . . . . . .. . . . . . . . .. $3,110 
1996 • . • • • . . . • • . • • . . . • . . . . . . . . . . . .• $3,200 
1997 . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $3,432 
1998 . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $3,502 
1999 . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $4,626 

We project capital expenditures of approximately $4.0 
to $4.4 billion for 2000. In 1999, we generated 
substantially all of our funds for capital expenditures 
internally. In 2000, projected capital expenditures are 
expected to be financed in the same manner. 

~RONMENTALMA~RS 
We are subject to a number of environmental matters 
as a resun of our operations and the shared liability 
provisions related to the divestiture from AT&T. As a 
resun, we expect that we will be required to expend 
funds to remedy certain facilities, including those 

LEGAL PROCEEDINGS 
Following the enactment of the 1996 Act, we entered 
into interconnection agreements with various CLECs 
providing for, among other things, the payment of 
reciprocal compensation for local calls initiated by the 
customers of one carrier that are completed on the 
network of the other carrier. Numerous CLECs claim 
entiUement from us for compensation associated with 
diaklp calls Originating on our network and connecting 
with Internet service providers (ISPs) served by the 
CLECs' networks. We have maintained that dial·up 
calls to ISPs are not local calls for which terminating 
compensation is due under the interconnection 
agreements. 

In February 1999, the FCC issued a decision that such 
ISP traffic does not terminate at the ISP and, therefore, 
is interstate in nature. rather than local. The FCC 
stated, however, that it would not interfere with prior 
state commissions' decisions regarding this matter. 
The courts and state regulatory commissions in our 
operating territory that have considered the matter 
have, in most cases, ruled that we are responsible for 
paying reciprocal compensation on these calls. In 
certain instances, we have been ordered to pay this 
compensation pending appeal. In other cases, the 
ruling bodies have determined that we do not owe 
reciprocal compensation for these calls. We have 
appealed the adverse decisions and continue to 
believe that we have a good legal basis for our 
position that such reciprocal compensation is not 
owed to the CLECs. For those cases where we believe 

Superfund sites for which we have been named as a 
potentially responsible party, for the remediation of 
sites with underground fuel storage tanks and other 
expenses associated with environmental compliance. 
At December 31, 1999, our recorded liability, related 
primarily to remediation of these sites, was 
approximately $30 million. 

We monitor our operations with respect to potential 
environmental issues, including changes in legally 
mandated standards and remediation technologies. 
Our recorded liability reflects those specific issues 
where remediation activities are currently deemed to 
be probable and where the cost of remediation is 
estimable. We continue to believe that expenditures in 
connection with additional remedial actions under the 
current environmental protection laws or related 
matters would not be material to our resuhs of 
operations, financial position or cash flows. 

it is probable that we have incurred a liability, we have 
recorded an estimate of the amount oWed. At 
December 31, 1999, the exposure related to 
unrecorded amounts withheld from CLECs was 
approximately $300 million, including accrued interest. 

In a related matter, at least one CLEC is claiming 
terminating compensation of approximately 
$165 million for service arrangements that we do not 
believe involve "traffic" under our interconnection 
agreements. We have filed a complaint with the state 
regulatory commission asking that agency to declare 
that we do not owe reciprocal compensation for these 
arrangements. The CLEC has filed a complaint with the 
state regulatory commiSSion asking it to order us to 
pay the disputed amounts. Hearings on this matter 
were held in August 1999 and a decision is pending. 
We believe that we have a good legal basis for our 
position and, accordingly, no provision has been 
recorded for this claim in our financial statements. 

We are also subject to claims arising in the ordinary 
course of business invoMng allegations of personal 
injury, breach of contract, anu.competitlve conduct, 
employment law issues, regulatory matters and other , 
actions. While complete assurance cannot be given as 
to the outcome of any legal claims, we believe that any 
financial impact would not be material to our resuhs of 
operations, financial position or cash flows. (See Note 
N to the consolidated financial statements.) 
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PART II 

SELECTED FINANCIAL ANI) OPERATING DATA 
(OOLI.AAS IN MIWONS) 

At Dlcember 31 or for the ye,IIr ended 	 1995(11t 19M 19971111 1998 1999 

Operating revenues . . . . • . . . . . . . . . . . . . . . . . . . . . . ..... $14.397 $14,582 $15,132 $16.372 $17,478 
Operating expenses ..•............................. 11,622 10,888 10,959 11,773 12,533 

Operating income . . . . . . . . . . . . . • . . . ..............•. 2.775 3,694 4,173 4.599 4,945 
Income before extraordinary losses .........•....•...... 1,410 1.996 2,313 2.572 2,770 
Net income (loss) .......... ....................... $ (1.386) $ 1,996 $ 2,304 $ 2.572 $ 2.770 

= 

Total assets .•...•.....•.......................... $23,933 $22,967 $23.141 $23.819 $25,295 
Long.-term debt .....•....•.....•..............•... $ 6,851 $ 6,671 $ 5.489 $ 6,516 $ 6,135 
Shareholder's equity ..........•.................... $ 7.953 $ 8,232 $ 8,505 $ 8,737 $ 8,805 
Total employees .........•........•.......•....... 68,585 62,425 57.619 60,561 64,160 

(8) 	 1995 rasulbllnclude charges for the discontinuance of SFAS No. 71 and the raflnancing of long-term debt issues which reduced net income 
bv $2.796. 1995 resulbl also Include a work force reduction charge which inaeased operating expense bv $1.082 and reduced net income 
bv $663. 

(b) 	 1997 results include the effect of a regulatory settlement in South Carolina, which reduced operating revenues by $72 and net income by 
$47. 1997 results also include charges related to the ear1y extinguishment of Iong·term debt issues which reduced net income by $9. 

MANAGEMENT'S DISCUSSION ANI) ANALYSIS OF RESULTS OF 
OPERATIONS 
(DOl.LAAS IN MIWONS) 

In this discussion. BeIiSouth Telecommunications, Inc. rights related to trademarks, service marks and 
and its consolidated subsidiaries are referred to as patents. When compared to 1998, these charges 
"we" or "BSr'. increased our reported 1999 operational and support 

expenses by $570, and reduced our reported netWe are a wholly-owned subsidiary of Bell South 
income by $342. To assist your understanding of theCorporation (Bell South) which provides local 
results of operations, the following discussion excludes exchange, network access and intraLATA long distance 
the effect of these charges, which are eliminated in the services to business and residential customers in a 
consolidated financial results of our parent company, 

nine-state area located in the southeastem US. For a 
BeIiSouth.

more complete understanding of our industry, the 

drivers of our business, and our current period results, Key financial and operating data for 1999 and 1998. 

you should read this discussion in conjunction with our adjusted to exclude the effect of the charges 

consolidated financial statements. including the related discussed above, are as follows: 

notes. 


Consolidated Results of Operations 

Our reported results include the effect of charges from 

an affiliated company for use of intellectual property 
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"­1_ 1911 Change 

Reeults of Operation. 
Revenues •.•...............................................•. $ 16,372 $ 17,478 6.8 
Expenses •••......................•..... " .................. . $ 11,527 $ 11,716 1.6 
Operating income. . . . . . . . . . . . . . . . . . . . . . . . . . ., .................. . $ 4,845 $ 5.762 18.9 
Net income .................................. .. : ............ . $ 2.732 $ 3.273 19.8 
EBITOA(1I) ................................................... . $ 8.201 $ 9.149 11.6 
EBITDA margin . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .................. . 50.1% 52.3% +220bps 

Key Indicators 
Access line counts (ooo's): 

Switched access lines: 
Residential . . . . . . . . . . . . . . . . . . . . . . . . . . . . , . . . . . . . . . . . . . . . . . . . 16.457 16,958 3.0 
Business .••........... " ................................ . 7,294 7.254 (0.5) 
Other ................................................... . 274 265 (3.3) 

Total switched access lines ................. ................... . 24.025 24,477 1.9 
Access line equlvalents(b) . . . . . . . . . . . . . . . . . . . . .................. . 14.744 20,375 38.2 

Total equivalent access lines . . . . . . . . . . . . . . . , . . . . . . . . . . . . . . . . , . . 38.769 44,852 15.7 
Access minutes of use (millions) .................................. . 104.373 110,088 5.5 
Long distance messages (millions) ................................. . 784 644 (17.9) 
Digital and data services revenues . . . . . . . . . . . ...................... . $ 2.041 $ 2,687 31.6 
Convenience feature revenues . . . . . . . . . . . . . . ...................... . $ 1.636 $ 1,911 16.8 

(a) 	 EBITDA represents Income before net interest expense. income taxes. depreciation and amortization and other income. net. We present 
EBITOA because It Is a widely accepted financial indicator used by certain investors and analyslI to analyze and compare companies on 
the basis of ~ng perfomlance and because we believe that EBITOA is an additional meaningful measure of performance and liquidity. 
EBITOA does not represent cash lIows for the period. nor is it an alternative to operating income Pass) as an indicator of operating 
perfolTTlance. You should not consider It in isolation or as a substitute for meesures of performance prepared in accordance with generally 
accepted accounting principles. The Items excluded from the calculation of EBITDA are significant components in understanding and 
assessing our financial performance. Our computation of EBlTDA may not be comparable to the computation of similarly titled measures of 
other companies. EBITOA does not represent funds available for discretionary uses. . 

(b) 	 Acces8 line equivalents represent a conversion of non-switched data circuits to a switched access Une basis and Is presented for 
comparability purposes. Equivalents are calculated by converting data circuits (ISDN. ADSL. 050. OS1 and 0S3) and SONET-based 
(optical) services (0012 to OC48) to the equivalent of a SWitched access line based on transport capacity. While the revenues generated by 
access line equivalents have a directional relationship with these counts. growth rates cannot be compared on an equivalent basis. 

Overview Operating Revenues 
Our 1999 results reflect strong revenue growth driven "­
by growth in digital and data services revenues when 1998 1999 Change 

compared to 1998. Expense growth was driven by 
increased spending for customer service and network 

Operating revenues: 
Local service ....... $10,033 $10,887 8.5 

support functions and expenses for development and Network access ..... 4.632 4.761 2.8 
promotion of new business initiatives including 
high-speed data and Internet service offerings. 

Long distance ...... 
Other ............. 

713 
994 

608 
1.222 

(14.7) 
22.9 

In addition, on January 1, 1999. we adopted a new Total operating 
accounting standard on capitalization of intemal-use revenues ....... $16.372 $17,478 6.8 
software. The impact of capitalizing software costs 
under the new standard was a benefit of $213 to net 
income. Local service 

Local service revenues increased $854 during 1999. 
attributable to growth in switched access lines and 
strong demand for digital and data services and 
convenience features. 

During 1999, total equivalent access lines increased 
15.7%. Residential access lines rose 3.0%, driven by 
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economic growth in our nine-state area as well as 
demand for secondary residence lines. Secondary 
residence lines are used for home office purposes, 
Intemet access and children's phones, and accounted 
for 51.1 % of the growth in residential access lines 
during 1999. Business access lines, which include 
both switched access lines and data circuits, grew 
25.4% during 1999 propelled by expanding demand 
for our digital and data services. Switched business 
access lines decreased 0.5% during 1999 as an 
increasing number of new and existing business 
customers migrate to our hlgh-capacHy data line 
offerings. 

Revenues from optional convenience features such as 
custom calling features (e.g., Caller ID, Call Waiting, 
Call Return) and voice mail service increased $275 
(16.8%) during 1999. These increases were driven by 
growth in convenience feature usage through our 
Complete Choice® package, a one-price bundled 

, offering of over 20 features, and by positive rate 
impacts on these features. 

Increased penetration of extended local area calling 
plans also increased local service revenues by 
approximately $182 during 1999. Also contributing to 
the increase in 1999 revenues were net rate impacts of 
$163. The 1999 rate impacts were attributable to 
sharing· accruals recorded in 1998 as well as positive 
rate adjustments in 1999 on convenience features. 
directory assistance. and inside wire service. 

Network access 

Network access revenues grew $129 in 1999 due 
largely to higher demand. Access minutes of use rose 
5.5%. Increases in switched access lines and 
promotional activities by long distance carriers 
continue to be the primary drivers of the Increase in 
minutes of use. The introduction of 1 + dialing parity 
for intraLATA long distance calls in all states in our 
wireline territory is also con1ributing to growth in 
minutes. 

The growth rate in total minutes of use continues to be 
negatively impacted by the trend of business 
customers migrating from traditional switched circuits 
to higher capacHy data line offerings which are fixed­
charge based rather than per-minute-of-use based. 
Revenues from these data services grew approximately 
$155 in 1999 as Internet service providers and 
high-capacHy users increased their use of our network. 
The growth rate in switched minutes of use has also 

been negatively impacted by competition from CLECs 
whose traffic completely bypasses our network. 

Volume-related growth was largely offset by net rate 
impacts that decreased revenues by $158 in 1999. 
These reductions are primarily related to the FCC's 
access reforms and productivHy factor adjustment. The 
reductions were partially offset by recoveries of local 
number portabilHy costs in 1999. 

Long distance 

The decrease during 1999 is primarily attributable to a 
decrease in long distance message volumes of 17.9%. 
Partially offsetting these decreases were increased 
revenues from the provision of digital and data 
services. 

Also inclUded in long distance are revenues which we 
receive from long distance carriers for interconnection 
to our public payphones. These revenues decreased in 
1999 as a result of a regulatory ruling on the rates 
charged to the long distance carriers. 

Competition from alternative intraLATA long distance 
carriers and increased penetration of extended local 
area calling plans continue to have an adverse impact 
on our long distance message volumes. Effective 
February 1999. we implemented 1 + dialing parity in 
the last of the nine states in our region, which allows 
customers to choose a competing intraLATA long 
distance carrier without having to dial a special access 
code. We believe that competition in the intraLATA 
long distance market will continue to adversely impact 
long distance message volumes and revenues. 

Other 

The increase in revenues in 1999 is attributable to 
higher revenues from sales' of customer premises 
eqUipment, resale of paging products and services, 
sales of unbundled network elements, collocation of 
competing carriers' equipment in our facilities, demand 
for our Internet access offering and interconnection 
charges to wireless carriers. The higher revenues also 
represent increased business activity with other 
BellSouth entitles. 

We increased subscribers to our BeIiSouth.net(sm) 
service 82% duling 1999 and ended the year with over 
680,000 subscribers. We expect continued strong 
growth associated with an alliance with MyWay.com, 
an Internet portal operated by CMGI. 
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Operating Expenses 

% 
1991 1891 Change 

Operational and support 
expenses .......... $ 8,171 $ 8.329 1.9 

Depreciation and 
amortization ........ 3.356 3.387 0.9 

Total operating 
expenses ....... $11.527 $11.716 1.6 

Operational and support expenses 

Operational and support expenses increased $158 or 
1.9% during 1999. The increase was impacted 
favorably by the adoption of new rules on software 
capitalization; excluding the impact of adoption, 1999 
expenses would have increased $568 (7.0%) when 
compared to 1998. 

The increase in 1999 was attributable to labor costs 
driven by the addition of employees in customer 
service and network support functions, increases In 
saJaries and wage rates, costs from sales of CPE and 
paging equipment and other increased expenses 
associated with higher business volumes. These 
increases were offset by reductions in overtime 
expense in customer service and network functions, 
and lower pension and benefit costs attributable to 
favorable pension plan investment returns. 

Also contributing to the 1999 increase were expenses 
related to new data initiatives, including Asymmetric 
Digital Subscriber Une (ADSL) and integrated 
fiber-in-the-loop (IFITL), and promotional expenses 
related to expanding our Internet customer base. We 
made ADSL service available in 30 markets this year. 
with an addressable market of approximately 7 million 
access lines, and we plan to increase the market to 
11.5 million access lines by the end of 2000. In 
January 2000, we began offering a self-install kit for 
ADSL in seven cities and announced a partnership 
with Darwin Networks to expand ADSL offerings to 
additional areas in the southeastern US. We are 
deploying IFITL in nearly all newly built neighborhoods 
and are also retrofitting some 200,000 existing homes 
in Atlanta and Miami. 

Depreciation and amortization 

Depreciation and amortization expense increased $31 
during 1999. The increase is primarily attributable to' 
amortization of capitalized internally developed 

software. While gross depreciable plant increased 4.6% 
during 1999, the overall composite depreciation rate 
has declined, resulting in flat depreciation expense. 

Other Nonoperating Items 

'% 
1991 1991 Change 

Interest Expense ...... . $ 551 $ 559 1.5 
Other Income, net ..... . $ 3 $ 20 N/M 
Provision for Income 

Taxes ............ . $1,565 $1,950 24.6 
Effective Tax Rate ..... . 36.4% 37.3% +90bps 

Provision for income taxes 

The increase in the 1999 effective tax rate was 
primarily attributable to items recorded during 1998 for 
nonrecurring transactions and adjustments related to 
prior year tax returns. 

Financial Condition 
We have committed credit lines aggregating $1,461 
with various banks. There were no borrowings under 
the lines of credit at December 31, 1999. As of 
February 28,2000, we have shelf registration 
statements on file with the Securities and Exchange 
CommiSSion under which $1.5 billion of debt securities 
could be publicly offered. 

Our debt to total capitalization ratio was 51.7% at 
December 31, 1999 compared to 47.8% at 
December 31, 1998. The increase is a function of 
increases in short-term debt attributable to higher net 
borrowings of commercial paper. 

Market Risk 
We are subject to market risks due to fluctuations in 
interest rates. The majority of our debt Is in the form of 
long-term fixed rate notes and debentures with Original 
maturities ranging from ten to one hundred years. 
Accordingly, fluctuations in interest rates can lead to 
significant fluctuations in the fair value of such debt 
instruments. We engage In limited hedging activity with 
regard to our interest rate risks. 

The following table provides information, by maturity 
date, about our interest rate sensitive financial 
instruments which consist primarily of fixed rate debt 
obligations. Fair values for the majority of our 
long-term debt obligations are based on quotes from 
dealers. 
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FIxed 
R... t=: 
Debt Rate 

2000 ...................... . $3,293 5.93% 
2001 ...................... . 88 4.67 
2002 .......••.............. 14 6.30 
2003 ...................... . 536 5.99 
2004 ...................... . 317 6.22 

Thereafter ................. . 5,193 6.69 

Total Recorded Amount ........ . $9,441 
====--­

Fair Value .................. . $8,878 

Operating Environment and Trends of the 
Business 

Regulation 

Our Mure operations and financial results will be 
substantially influenced by developments in a number 
of federal and state regulatory proceedings. Adverse 
results in these proceedings could materially affect our 
revenues, expenses and ability to compete effectively 
against other telecommunications carriers. 

Federal policies being implemented by the Federal 
Communications Commission (FCC) strongly favor 
access reform, whereby the historical subsidy for local 
service that is contained in network access charges 
paid by long distance carriers is eliminated. Unless 
compensatory changes are adopted, such as Universal 
Service Fund contribution mandates, our revenues 
from this source. which constituted apprOximately 6% 
of our revenues during 1999, are at risk. In addition, 
other aspects of access charge regulation and 
Universal Service Fund contribution requirements that 
are applicable to local service carriers such as eST are 
also under consideration and could result in greater 
expense levels or reduced revenues. 

The FCC has considerable authority to establish 
priCing, interconnection and other policies that had 
once been considered within the exclusive jurisdiction 
of the state public service commissions. We expect the 
FCC to accelerate the growth of local service 
competition by aggressively utilizing such power. 

We have petitioned the FCC for permission under the 
1996 Act to offer full long distance services in South 
Carolina and Louisiana. The FCC has denied both 
petitions. We have been testing our operations support 
systems in Georgia and expect to file with the FCC 
during the second quarter of 2000. We do not know if 
the FCC will require further changes in our network 
interconnection elements and operations support 
systems before it will approve such petitions. These 
changes could result in significant additional expenses 
and promote local service competition. In 

December 1999, the FCC granted the first approval to 
another Baby Bell to provide in-region interLATA 
service. 

Our intrastate prices are regulated under price 
regulation plans provided by statute or approved by 
state public service commissions. Some plans are 
subject to periodic review and may require renewal. 
These commiSSiOns generally may require price 
reductions and other concessions from us as a 
condition to approving these plans. 

We are involved in numerous legal proceedings 
associated with state and federal regulatory matters, 
the disposition of which could materially impact our 
operating results and prospects. See Note N to the 
consolidated financtal statements. 

Competition 

There are many competitive forces that impact us. The 
1996 Act removed the regulatory barriers to local 
service competition and required Incumbent carriers 
such as eST to open our networks to other carriers. 

We expect local service competition to steadily 
increase, particularly with respect to business 
customers. While competition for local service 
revenues could adversely affeot our results of 
operations, opening of local markets can favorably 
impact qualification to offer in-region interLATA long 
distance service. 

We plan to compete through aggressive marketing, 
competitive pricing, bundled services and technical 
innovation. We will offer consumers a full range of 
services-local, long distance, Intemet access and 
more-while remaining committed to our high level of 
customer service and value. 

Technology 

We are continually upgrading our network with digital 
and optical technologies, making it capable of 
delivering a full complement of voice and data 
services. This modernization of the network is critical 
to our success in providing the data connectivity 
demanded by customers and to compete with fiber 
networks being Constructed or currently utilized by 
start-ups and cable companies. This effort will require 
investment of significant amounts of capital in the 
Mure. 

Year 2000 Disclosure 

In 1997, we initiated a company-wide program to 
ensure that our date-sensitive information, telephony 
and business systems, and other certain equipment 
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would properly recognize the Year 2000 as a result of 
the century change on January 1, 2000. The program 
focused on the hardware, software, embedded chips, 
third-party vendQrs and suppliers as well as third·party 
networks that were associated with the Identified 
systems. We substantially completed the program 
during third quarter 1999 and our systems did not 
experience any significant disruptions as a result of the 
cemury change. In total, we have spent approximately 
$190 in external costs on this program through 
December 31, 1999 and do not expect to incur any 
significant additional costs related to Year 2000 
compliance subsequent to 1999. 

CWA Contracts 

In September 1998. members of the Communications 
Workers of America (CWA) ratified new thraa.year 
contracts with us, effective August 9, 1998. The 
contracts include basic wage increases totaling 12.39% 
over the three years covered by the contracts. In 
addition, the agreement provides for a standard award 
of between 2% and 2.5% of base salary and overtime 
compensation which is subject to adjustment based on 
company perfonnance measures for plan years 1999 
and 2000. Other tenns of the agreement include 
pension band increases and pension plan cash 
balance improvements for active employees. 

Affiliated Transactions 

We record both revenues and expenses which result 
from transactions with other subsidiaries of BeUSouth. 
Revenues are generated primarily from services 
provided to BeliSouth Advertising and Publishing 
Corporation, interconnection services provided to 

BellSouth Cellular Corporation and sales commissions 
charged to BeliSouth Cellular Corporation for joint 
marketing efforts. Expenses are incurred primarily from 
charges for use of intellectual property, maintenance 
and equipment relocation services, allocations of 
corporate overhead expenses, and allocations of 
expenses from other subsidiaries of BeIiSouth. Related 
to these affiliated transactions, we recorded revenues 
of $308 during 1999 and $214 during 1998. We also 
recorded expenses related to these affiliated 
transactions of $1,374 during 1999 and $613 during 
1998. 

New Accounting Pronouncements 

In June 1998, the Financial Accounting Standards 
Board issued SFAS No. 133, "Accounting for Derivative 
Instruments and Hedging Activities". Among other. 
provisions, it requires that entities recognize all 
derivatives as either assets or liabilities In the 
statement of financial position and measure those 
instruments at fair value. Gains and losses resulting 
from changes in the fair values of those derivatives 
would be accounted for depending on the use of the 
derivative and whether it qualifies for hedge 
accounting. The effective date of this standard was 
delayed via the issuance of SFAS No. 137. The 
effective date for SFAS No. 133 is now for fiscal years 
beginning after June 15, 2000, though earlier adoption 
is encouraged and retroactive application is prohibited. 
This means that the standard must be adopted by us 
no later than January 1. 2001. We do not expect the 
adoption of this standard will have a material impact 
on results of operations, financial position or cash 
flows. 
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Cautionary Language Concerning Forward-looking Statements 
In addition to historical information, management's discussion and analysis contains forward-looking statements 
regarding events and financial trends that may affect our Mure operating results, financial position and cash ftows. 
These statements are based on our assumptions and estimates and are subject to risks and uncertainties. For 
these statements, we claim the protection of the safe harbor for forward-looking statements provided by the Private 
Securities Utigation Reform Act of 1995. 

Factors that could affect future operating results, financial position and cash flows and could cause actual results to 
differ materially from those expressed in the forward-looking statements are: 

• a change in economic conditions in markets where we operate or have material investments which would 
affect demand for our services; 

• the intensity of competitive activity and its resulting impact on pricing strategies and product offerings; 

• protracted delay in BellSouth Corporation's entry into the interLATA long distance market; 

• higher than anticipated start-up costs or significant up-front investments associated with new business 
initiatives; 

• unanticipated higher capital spending from, or delays in, the deployment of new technologies; and 

• unsatisfactory results in regulatory actions including access reform. uniyersal service, terms of 

interconnection, unbundled network elements and resale rates. 


This list of cautionary statements is not exhaustive. These and other developments could cause our actual results 
to differ materially from those forecast or implied in the forward-looking statements. You are cautioned not to place 
undue reliance on these forward-looking statements, which are current only as of the date of this filing. We have no 
obligation, and we do not intend, to publicly release the results of any revisions to these forward-looking statements 
to reflect events or circumstances after the date of this filing. 
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REPORT OF MANAGEMENT 

These finandal statements have been prepared in conformity with generally accepted accounting principles and 
have been audited by PricewaterhouseCoopers LLP. independent accountants, whose report is contained herein. 

The integrity and objectivity of the data in these finanCial statements, including estimates and judgments relating to 
matters not concluded by the end of the year, are the responsibility of the management of BeIiSouth 
Telecommunications. Management has also prepared all other information included therein unless indicated 
otherwise. 

Management maintains a system of internal accounting controls which is continuously reviewed and evaluated. 
However, there are inherent limitations that should be recognized in considering the assurances provided by any 
system of internal accounting controls. The concept of reasonable assurance recognizes that the cost of a system 
of internal accounting controls should not exceed, in management's judgment, the benefits to be derived. 
Management believes that our system does provide reasonable assurance that the transactions are executed in 
accordance with management's general or specific authorizations and are recorded properly to maintaJn 
accountability for assets and to permit the preparation of finanCial statements in conformity with generally accepted 
accounting principles. Management also believes that this system provides reasonable assurance that access to 
assets is permitted only in accordance with management's authorizations, that the recorded accountability for 
assets is compared with the existing assets at reasonable intervals and that appropriate action is taken with respect 
to any differences. Management also seeks to assure the objectivity and integrity of its financial data by the careful 
selection of its managers, by organizational arrangements that provide an appropriate division of responsibility and 
by communications programs aJrned at assuring that its policies, standards and managerial authO{1tles are 
understood throughout the organization. Management is also aware that changes in operating strategy and 
organizational structure can give rise to disruptions in internal controls. Special attention is given to controls while 
the changes are being implemented. 

Management maJntaJns a strong internal auditing program that independently assesses the effectiveness of the 
internal controls and recommends possible improvements thereto. In addition, as part of its audit of these financial 
statements, PricewaterhouseCoopers LLP completed a review of the accounting controls to establish a basis for 
reliance thereon in determining the nature, timing and extent of audit tests to be applied. Management has 
considered the intemal auditor's and PricewaterhouseCoopers LLP's recommendations conceming the system of 
intemal controls and has taken actions that it believes are cost-effective in the circumstances to respond . 
appropriately to these recommendations. Management believes that the system of internal controls was adequate 
to accomplish the objectives discussed herein. 

Managernent also recognizes its responsibility for fostering a strong ethical climate so that our affairs are conducted 
according to the highest standards of personal and corporate conduct. This responsibility is communicated to all 
employees through policies and guidelines addressing such issues as conflict of interest, safeguarding of our real 
and intellectual properties. providing equal employment opportunities and ethical relations with customers, 
suppliers and govemmental representatives. BeIlSouth Telecommunications maintaJns a program to assess 
compliance with these policies. 

lsi GUY L. COCHRAN 
VICE PRESIDENT, 
CHIEF FINANCIAL 
OFFICER AND COMPTROLLER 

February 28, 2000 

21 



REPORT OF INDEPENDENT 
ACCOUNTANTS 

BeIiSouth Telecommunications. Inc. 

In our opinion. the accompanying consolidated 
balance sheets and the related consolidated 
statements of income and retained earnings and of 
cash flows present fairly. in all material respects. the 
financial position of BeliSouth Telecommunications. Inc. 
and itS subsidiaries at December 31. 1999 and 1998. 
and the results of their operations and their cash flows 
for each of the three years in the period ended 
December 31. 1999. in conformity with accounting 
principles generally accepted in the United States. 
These financial statements are the responsibility of the 
Company's management; our responsibility is to 
express an opinion on these financial statements 
based on our audits. We conducted our audits of 
these statements in accordance with auditing 
standards generally accepted in the United States, 
which require that we plan and perform the audit to 
obtain reasonable assurance about whether the 
financial statements are free of material misstatement. 
An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the 
financial statements, assessing the accounting 
principles used and significant estimates made by 
management, and evaluating the overall financial 
statement presentation. We believe that our audits 
provide a reasonable basis for the opinion expressed 
above. 

As discussed in Note B to the consolidated financial 
statements, in 1999 BeliSouth Telecommunications. 
Inc. adopted A1CPA Statement of Position 98-1 and 
changed its method of accounting for intemal-use 
software development costs. 

lsI PricewaterhouseCoopers LLP 

Atlanta, Georgia 
February 3,2000 (except for Note P, as 
to which the date is February 4. 2000) 

CONSENT OF INDEPENDENT 
ACCOUNTANTS 

We hereby consent to the incorporation by reference in 
the Registration Statements on Form S-3 
(Nos. 333-00649 and 333-n815) and Form S-8 
(No. 333-64(41) of BeIlSouth Telecommunications, Inc. 
of our report dated February 3, 2000 (except for 
Note P, as to which the date is February 4. 2000) 
relating to the financial statements. which appears in 
this Form 10-K. 

lsI PriC8lNaterhouseCoopers LLP 

Atlanta, Georgia 
March 1, 2000 
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BELLSOUTH TELECOMMUNICATIONS, INC. 

CONSOLIDATED STATEMENTS OF INCOME AND RETAINED EARNINGS 


(WMIWOHS) 

For the ,... ended 
D....,ber31. 

1999 1998 1., 
Operating Revenues: 


Local service . . . ........................................... . $10,887 $10.033 $9,017 

Network access ............................................ . 4,761 4,632 4,483 

Long distance ............................................. . 608 713 734 

Other ................................................... . 1,222 994 898 

Total Operating Revenues .........................•............ 17,478 16,372 15,132 


Operating Expenses: 
Operational and support expenses ................................ . 9,146 8,417 7,633 
Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,387 3,356 3,326 

Total Operating Expenses ..................................... . 12,533 11,773 10,959 


Operating Income ............................................. . 4,945 4,599 4,173 

Interest Expense .............................................. . 559 551 533 

Other Income. net ............................................. . 20 3 39
-
lnoorne Before Income Taxes ..................................... . 4,406 4,051 3,679 

Provision for Income Taxes ........•.•............................. 1,636 1,479 1,366 


Income Before extraordinary losses .....................•............ 2,770 2,572 2,313 

Extraordinary loss on Early extinguishment ~ Debt. net of tax. . . ........... . ~) 


Net Income ............................................... . $ 2,770 $ 2.572 $2,304 

~ 

Retained Earnings: 
At beginning of year .......................................... . $ 1,354 $ 1,140 $ 870 
Net Income ................................................. . 2,770 2.572 2,304 
Dividends declared . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ....... . (2,672) (2,358) (2,034) 

At end of year. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ....... . $ 1,452 $ 1,354 $1,140 

= 

The accompanying notes are an integral part of these consolidated financial statements. 
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BELLSOUTH TELECOMMUNICATIONS, INC. 
CONSOLIDATED BALANCE SHEETS 

(IN MlWONS) 

ASSETS 
Current Assets: 

Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Temporary cash Investments ........................................ . 
Accounts receivable, net of allowance 10r uncollectibles of $84 and $13 . . . . . .... . 
Material and supplies ........................................... .. . 
Other current assets ......•...............••....................... 

Total Current Assets . . . . . . . . . . . . . . . . . . . . . . . . • . . . . . . . . . . . . . . . . . . . . . 

Investments and Advances . . . . . . . . . . ...............................•.. 
Property, Plant and Equipment, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ...... . 
Deferred Charges and Other Assets ..................................... . 

Total Assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

LIABILITIES AND SHAREHOLDER'S EQUITY 
Current Uabilities: 

Debt maturing within one year ....................................... . 
Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . • . . . . . . . . 
Other current liabilities . . . . . . " . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Total Current Uabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Long-Term Debt .................................................•.. 


Noncurrent Uabilitles: 
Deferred Income taxes. . . . . . . . . . . • • . . . . . . . . . . . . . . . . . . . . . . . . . . ...... . 
Unamortized Investment tax credits ................................... . 
Other noncurrent liabilities . . . . . . . . . • . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Total Noncurrent Uabilities ................................... . .... . 


Shareholder's Equity: 
Common stock, one share, no par value ........................ ....... . 
Retained earnings .....' . . . . . . . . . . . . . • . . . . . . . . . . . . . . . . . . . . . . . . ..... . 

Total Shareholder's Equity ........••............................... 


Total Uabilities and Shareholder's Equity ............................ . 


December 31,
1_ 

$ 39 
15 

3,094 
203 

82-
3,433 

320 
19.904 

1,638 

$25,295 

$ 3.331 
1.230 
2.250 

6.811 

6,135 

1.628 
126 

1,790 

3,544 

7,353 
1,452 

8.805 

$25.295 

December 31, 
1998 

$ 331 
2 

2,919 
213 
114 

3,639 

310 
18,990 

880 

$23,819 

$ 1.554 
1,551 
2,065 

5.116 

6,516 

1,291 
161 

1,932 

3,390 

1.383 
1.354 

8.737 

$23.819 

The accompanying notes are an integral part of these consolidated financial statements. 
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BELLSOUTH TELECOMMUNICATIONS, INC. 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

tlCMlWONS) 

For the 'furs Ended 
December 31, 

19M 1fi198 1997 


Cash Flow. from Operating Actlvltlea: 
Net income ..................................................... . $2,no $2,572 $2,304 
Adjustments to net income: 

Depreciation and amortization ...................................... . 3,387 3,356 3,326 

PrOVision for uncollectibles ........................................ . 154 133 168 

Deferred Income taxes and Investment tax credits ........................ . 330 132 119 

Extraordinary loss on early extinguishment of debt ....................... . 15 


Net change in: 

Accounts receivable and other current assets . . . . . . . . . . ...•..•.•••.••.... (246) (179) (250) 

Accounts payable and other current liabilities . . . . . . . . . . ................. . (155) 294 (92) 

Deferred charges and other assets ............................ ,....... . (458) (225) (241) 

Other liabilities and deferred credits .................................. . (255) (88) 29 


Other reconciling items, net ................... ...................... . 46 132 7 


Net cash provided by operating activities . . . . . . . . . . .................... . 5,573 6,127 5,385 


Cash Flowe from Investing ActJvltl ..: 

C8pitaI expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ................ . (4,626) (3,502) (3,432) 

Other investing activities, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 54 19 110 


Net cash used' for investing activities ...... . . . . . . . . . . . . . .............. . (4,572) (3.483) (3,322) 


Cash Flowe from Financing ActlvHle.: 

Net borrowings (repayments) of short-term debt. . . . . . . . . . .................. . 1,295 (489) 515 

Proceeds from long-term debt ........................................ . 1,000 

Repayments of long-term debt .................. . . . . . . . . ............. . (9) (560) (677) 

Advances from parent and affiliates . . . . . . . . . . . . . . . . . . . . . . . . . . .......... . 688 652 341 

Repayments of advances from parent and affiliates. . . . . . . . ................. . (680) (641) (326) 

Dividends paid to parent. . . . . . . . . . . . . . . . . . . . . . . . . . .................. . (2,609) (2,330) (1,972) 

Other financing activities, net ........................................ . 22 10 


Net cash used for financing activities . . . . . . . . . . ....................... . (1,293) (2,358) (2,119) 


Net (Decrease) Increase in Cash and Cash Equivalents ....................... . (292) 286 (56) 

Cash and Cash Equivalents at Beginning of Period . . . ....................... . 331 45 101 


Cash and Cash Equivalents at End of Period. . . . . . . ........................ . $ 39 $ 331 $ 45 

=-- = -

The accompanying notes are an integral part of these consolidated financial statements. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(DOLlARS IN "'IWONS) 

NOTE A-REORGANIZATlON 

On December 31.1999. we completed a 
reorganization which transferred ownership of two of 
our operating subsidiaries, BeliSouth Communication 
Systems, Inc. (BCS) and BeliSouth Applied 
Technologies, Inc. (BATI) to our parent, BeIiSouth 
Corporation (BeIiSouth). The transfer of assets and 
liabilities of BCS and BATl have been recorded at the 
historical carrying values. The transfers were 
accounted for in a manner consistent with a 
reorganization of entities under common control which 
is similar to that of a reverse pooling of interests. As a 
result, our financial statements have been restated to 
exclude the results of operations and financial position 
of BCS and BA TI. 

NOTE &-ACCOUNTING POUCIES 

In this report, BeIiSouth Telecommunications, Inc. and 
its consolidated subsidiaries are referred to as "we" or 
"BSr'. 

ORGANIZATION 

We are a wholly-owned subsidiary of BeliSouth. We 
serve substantial portions of the population within 
Alabama, Florida, Georgia, Kentucky, Louisiana, 
Mississippi, North Carolina, South Carolina and 
Tennessee. We primarily provide (I) local exchange 
service and long distance services within but not 
between geographic areas, called Local Access and 
Transport Areas (LATAs) and (II) network access 
services to enable interLATA and intraLATA 
communications using the facilities of long distance 
carriers. Through subsidiaries, we provide other 
telecommunications services and products primarily 
within the southeastem US. 

BASIS OF PRESENTATION 

The consolidated financial statements include the 
accounts of BST and subsidiaries in which we have a 
controlling financial interest. All significant 
intercompany transactions and accounts have been 
eliminated. Certain amounts in the prior period 
consolidated financial statements have been 
reclassified to conform to the current year's 
presentation. 

USE OF ESTlMATES 

Our consolidated financial statements have been 
prepared in accordance with generally accepted 

accounting principles. Such financial statements 
include estimates and assumptions that affect the 
reported amounts of assets and liabilities, disclosure of 
contingent assets and liabilities and the amounts of 
revenues and expenses. Actual results could differ 
from those estimates. 

CASH AND CASH EQUIVALENTS 

We consider all highly liquid investments with an 
original maturity of three months or less to be cash 
equivalents. Investments with an original maturity of 
over three months to one year are not considered 
cash equivalents and are included as temporary cash 
investments in the consolidated balance sheets. 
Interest income on cash equivalents, temporary cash 
investments and other interest-bearing instruments was 
not material for the years presented. 

MATERIAl. AND SUPPUES 

New and reusable material is carried in inventory, 
principally at average original cost, except that specific 
costs are used in the case of large individual items. 
Nonreusable material is carried at estimated salvage 
value. 

PROPERTY, PLANT AND EQUIPMENT 

The investment in property, plant and equipment is 
stated at original cost. For plant dedicated to providing 
regulated telecommunications services, depreciation is 
based on the composite group remaining life method 
of depreciation and straight-Une composite rates 
determined on the basis of equal life groups of certain 
categories of telephone plant acquired in a given year. 
When depreciable telephone plant is disposed of, the 
original cost less net salvage value is charged to 
accumulated depreciation. Other depreciable plant is 
depreCiated using either straight-line or accelerated 
methods over the estimated useful lives of the assets. 
Gains or losses on disposal of other depreciable 
property, plant and equipment are recognized in the 
year of disposition as an element of other income. net 

INTANGIBLE ASSETS 

Intangible assets consist primarily of amounts 
capitalized for computer software costs. These assets 
are amortized over periods of benefit which range from 
3 to 5 years. . 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Contirued) 
(OOU.ARS IN MIWONS) 

NOTE B--ACCOUNTING POLICIES (ContInued) 

DERIVATIve FINANCIAL INSTRUMENTS 

Our use of derivative Instruments is generally limited to 
interest rate swap agreements. These agreements are 
treated as off-balance sheet financial instruments. 
Receipts or payments resulting from these instruments 
are recognized as adjustments to interest expense as 
received or paid. 

REVENUE RECOGNITION 

Revenues are recognized when earned. Certain 
revenues derived from local telephone selVices are 
billed monthly in advance and are recognized the 
following month when services are provided. Revenues 
derived from other telecommunications services. 
principally network access and long distance. are 
recognized monthly as selVices are provided. 
AlloWances for uncollectible billed selVices are 
adjusted monthly. The provision for such uncollectible 
accounts was $154 for 1999. $133 for 1998 and $168 
for 1997. 

MAINTENANCE AND REPAIRS 

The cost of maintenance and repairs of plant. including 
the cost of replacing minor items not resulting in 
substantial betterments. is charged to operating 
expenses. 

ADVERTISING 

We expense advertising costs as they are incurred. 
Our total advertising expense was $146 for 1999, $210 
for 1998 and $189 for 1997. 

INCOME TAXES 

The consolidated balance sheets reflect deferred tax 
balances associated with the anticipated tax impact of 
future Income or deductions implicit in the 
consolidated balance sheets in the form of temporary 
differences. Temporary differences primarily result from 
the use of accelerated methods and shorter lives in 
computing depreciation for tax purposes. 

For financial reporting purposes, we are amortizing 
deferred investment tax credits earned prior to the 
1986 repeal of the investment tax credit and also some 
transitional credits earned after the repeal. The credits 
are being amortized as a reduction to the Provision for 
Income Taxes over the estimated useful lives of the 
assets to which the credits relate. 

SEGMENT REPORTING 

Statement of Financial Accounting Standards (SFAS) 
No. 131. "Disclosures about Segments of an 
Enterprise and Related Information," requires that we 
report financial and descriptive information about 
reportable segments, and how those segments were 
determined. Our predominant products are local 
exchange and long distance communications services 
within LATAs and network access selVices, all of which 
are provided over a Single network. Additionally. our 
chief operating decision maker makes final decisions 
regarding resource allocation and performance 
evaluation based on total operations. Based on these 
factors, we have determined that we operate as one 
operating segment as defined by SFAS 131. 

ADOPTION OF NEW ACCOUNTING STANDARD 

In the first quarter of 1999, we adopted a new 
accounting standard (SOP 98-1) related to the 
capitalization of certain costs for intemal-use software 
development. Adoption of the new standard caused an 
increase in earnings as a result of the capitalization of 
costs that had previously been expensed. The 1999 
impact was an increase in income before income taxes 
of $342 and net income of $213. The adoption also 
changed the classiftcation of these expenditures in the 
consolidated statements of cash flows from operating 
to investing activities. 

RECENT ACCOUNTING PRONOUNCEMENTS 

In June 1998, the Financial Accounting Standards 
Board issued SFAS No. 133, "Accounting for Derivative 
Instruments and Hedging Activities". Among other 
provisions, it requires that entities recognize all 
derivatives as either assets or liabilities in the 
statement of financial position and measure those 
instruments at fair value. Gains and losses resulting 
from changes in the fair values of those derivatives 
would be accounted for depending on the use of the 
derivative and whether it qualifies for hedge 
accounting. The effective date of this standard was 
delayed via the issuance of SFAS No. 137. The 
effective date for SFAS No. 133 is now for fiscal years 
beginning after June 15, 2000. though earlier adoption 
is encouraged and retroactive application is prohibited. 
This means that the standard must be adopted by us 
no later than January 1. 2001. We do not expect the 
adoption of this standard will have a material impact 
on our results of operations, financial position or cash 
flows. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (ConUnued) 
(DOU.ARS IN MIWONS) 

NOTE c-INVESTMENTS AND ADVANCES 

Investments and advances consists primarily of the 
cost of 19.9 million shares of BeliSouth common stock 
at December 31, 1999 and 19.8 million shares at 
December 31. 1998. These shares are held in grantor 
trusts established by us to provide partial funding for 
the benefits payable under certain nonqualified benefit 
plans. 

NOTE D-PROPERTY, PLANT AND EQUIPMENT 

Property, plant and equipment is summarized as 
follows at December 31: 

EstImatedDepnIc"" Uvea(In YHrs) 1991 1. 

Outside plant ......... . 12-20 $23.325 $22.496 
Central office equipment .. . 8-10 21.302 20.056 
Building artcl building 

improvements. . . . . . . . . 4S 3.131 3.052 
FurnIture and fixtures ...•. 15 2.135 2,536 
Operating and other 

equipment .......... . 5-15 1,209 970 
StatIon equipment . . . . . . . 6 607 563 
Land ............... . ,182 182 
Plant under construction .. . 658 372---­

52,549 50,206 
Less: Accumulated 

depreciation . . . . . . • . . • 32.645 31,216--- ­
Property. Plant and 

Equipment, net . . . . . . . . $19.904 $18.990 
== 

NOTE E-oTHER CURRENT LIABILITIES 

Other current liabilities are summarized as follows at 
December 31 : 

1991 1991 

Advanced billing and customer 
deposits, ................. . $ 671 $628 

Taxes aCCfUed ............. . .. 406 272 
DMdends payable ............ . 308 2ffl 
Salaries and wages payable . . . .. . 278 2ST 
Interest and rents accrued. . . . . . . . 240 231 
Compensated absences . . . . . ... . 212 212 
Other ...................... . 135 198 

Other Current Uabilities ......... . $2,250 $2.065 

NOTE F-DEBT 

DEBT MATURING WITHIN ONE YEAR 

Debt maturing within one year is summarized as 
follows at December 31 : 

1991 1. 

Commercial paper .......... $2,905 $1.509 
Current maturities of long-term 

debt ................... 426 45 

Total debt maturing within one 
year .......... , ........ $3,331 $1.554-
Weighted-average interest rate 
at end of period: 

Commercial Paper .......... 5.92% 5.36% 
-====== 

We have committed credit lines aggregating $1.461 
with various banks. There were no borrowings under 
the lines of credit at December 31, 1999. There are no 
significant commitment fees or requirements for 
compensating balances associated with any lines of 
credit. 
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NOTES TO· CONSOLIDATED FINANCIAL STATEMENTS (Contiooed) 
(00lI.ARS IN MIWONS) 

NOTE F-DEBT (ContInu.d) 


LONG-TERM 


Interest rates and maturities in the table below are for 

amounts outstanding at December 31: 


ContrIctuaI 
IntenIIIt Rat.. MlIIurttl.. 1999- ­ 1998 

4.38%-6% 2000-2045 
6.13%-7% 2000-2033 

7.5%-8.25% 2032-2035 
6.65%-7% 2095 

$1,495 
3,207 
1,150 

665 

$1,495 
3,219 
1,150 

654 

6,517 6,518 

Other .................. 64 64 
Unamortized discount, net of 
premium ............... , 

Current maturities ......... 

Long-term debt .•......... 

~ 
6,561 

(426) 

$6.135 

~) 
6.561 
~) 
$6,516 

Maturities of long-term debt outstanding (principal 
amounts) at December 31, 1999 are summarized 
below. Maturities after the year 2004 include $500 
principal amount of 6.65% Debentures due in 2095. At 
December 31, 1999, such debentures had an accreted 
book value of $165. 

Maturities 
2000 ............................. . $ 426 

2001 ............................. . 88 

2002 ............................. . 14 

2003 ....•......................... 536 

2004 •...••........................• 317 

Thereafter ......................... . 5,535 


Total ............................. . S6,916 

-=== 

In 1998, we issued $500 of 6% Reset Put Securities 
(REPS) due June 15. 2012. REPS are a debt 
instrument with embedded put and call option features. 
The REPS are subject to mandatory redemption from 
the existing holders on June 15, 2002 through either 
(I) the exercise by the callholder of its right to 
purchase the REPS or (ii) our repurchase of the REPS. 
If the call option is exercised, the callholder will. based 
on our current credit spreads at that time. determine 
the interest to be paid on the REPS. 

At December 31, 1999, we had shelf registration 
statements on file with the Securities and Exchange 
Commission under which $1.5 billion of debt securities 
could be publicly offered. 

NOTE G-OTHER NONCURRENT LIABILITIES 

Other noncurrent liabilities are summarized as follows 
at December 31: 

1999 1998 

Postretirement benefits other than 
pensions (Note I) ........... . $ 664 $ 769 

Compensation related ....•...... 455 415 
Postemployment benefits ....... . 267 234 
Accrued pension cost (Note I) .... . 216 409 
Other ...................... . 168 105-- - ­
Other noncurrent liabilities ....... . $1,790 $1.932 

NOTE H-TRANSACTIONS WITH AFFILIATES 

We record both revenues and expenses which result 
from transactions with other subsidiaries of BeliSouth. 
Revenues are generated primarily from services 
provided to BeIiSouth Advertising and Publishing 
Corporation, interconnection services provided to 
BeIlSouth Cellular Corporation and sales commissions 
charged to BeIiSouth Cellular Corporation for joint 
marketing efforts. Expenses are incurred primarily from 
charges for use of intellectual property, maintenance 
and equipment relocation services. allocations of 
corporate overhead expenses, and allocations of 
expenses from other subsidiaries of BeIiSouth. Related 
to these affiliated transactions. we recorded revenues 
of $308 during 1999. $214 during 1998 and $164 
during 1997. We also recorded expenses related to 
these affiliated transactions of $1.374 during 1999. 
$613 during 1998 and $277 during 1997. 

Amounts receivable from affiliated companies were $64 
at December 31, 1999 and $59 at December 31, 1998. 
Amounts payable to affiliated companies, both short­
and long-term, were $426 at December 31. 1999 and 
$448 at December 31. 1998. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (ContInued) 
(OOt.1.AAS IN MIWONS) 

NOTE J-EMPLOYEE BENEFIT PLANS 

PENSION AND OTHER POSTRETIREMENT BENEFIT 
PLANS 

Substantially all of our nonrepresented and 
represented employees are covered by 
noncontributory defined benefit pension plans. as well 
as postretirement health and life insurance welfare 
plans sponsored by BeliSouth. Principal plans are 
discussed below; other plans are not significant 
indiVidually or in the aggregate. 

The pension plan covering nonrepresented employees 
Is a cash balance pian which provides pension 
benefits determined by a combination of 
compensation-based service and additional credits and 
indiVidual account-based interest credits. The cash 
balance plan is subject to a minimum benefit 
determined under a plan in existence for 
nonrepresented employees prior to July 1, 1993 which 
provided benefits based upon credited service and 
employees' average compensation for a specified 
period. The minimum benefit under the prior plan Is 
generally applicable to employees who are eligible to 
retire before January 1, 2006. Both the 1999 and 1998 
projected benefit obligations assume interest and 
additional credits greater than the minimum levels 
specified in the written plan. Pension benefits provided 
for represented employees are based on specified 
benefit amounts and years of service through 1998. 
During 1998. BeliSouth established a cash balance 
plan for represented employees based upon an initial 
cash balance amount. negotiated pension band 
increases and interest credits effective January 1. 
1999. The cash balance plan is subject to a minimum 
benefit determined under a plan in existence for 
represented employees who were participants prior to 
January 1, 1999 and who are eligible to retire. The 
1999 and 1998 represented penSion obligations 
include the projected effect of future bargained-for 
improvements. The accounting for the represented 
heaHh care plan does not anticipate future adjustments 
to the cost-Sharing arrangements provided for in the 
written plan for employees who retire after 
December 31. 1991. The accounting for the 
nonrepresented health care plan antiCipates certain 
cost-sharing adjustments for employees who retire 
after December 31, 1991. The adjustments consider 
past practice but are not provided for in the written 
plan. 

SFAS No. 132, "Employers' Disclosure about Pensions 
and Other Postretirement Benefits," requires certain 
disclosures to be made with respect to the 
components of pension and postretirement (income)1 
expense for the period and a reconCiliation of the 
funded status of the plan with amounts reported in the 
consolidated balance sheets. Such disclosures are not 
presented because the structure of BeliSouth's plans 
does not permit disaggregation of relevant plan 
information on an indiVidual company basis. 

Pension and postretirement benefit (Income)/expense 
allocated by BeIlSouth to us are as follows: 

1_ 1998 1997 

Pension (income): 
Represented pension plan $(202) $(132) $ (33) 
Nonrepresented pension plan .. $(216) $(147) $(142) 

Net postretirement benefit 
expense ................ . $ 224 $ 230 $ 254 

The consolidated net pension and postretirement 
(Income)/expense amounts reflected above are 
exclusive of curtailment effects reflected in the work 
force reduction activity and do not reflect pension 
curtailment gains in the amount of $9 in 1998 and $36 
in 1997. 

Amounts recognized in the consolidated balance 
sheets consist of: 

Pension 
BeneftbI 

1_ 1918 

Prepaid benefit cost . . . . . . . . . . . . .. $ 752 $ 527 
Accrued benefit liability ........... $(216) $(409) 

Rd,.. HuIIh 
and ute 

1_ 1998 

Prepaid benefit cost .. . .. .. .. .. ... $ 86 $ 75 
Accrued benefit liability ........... $(684) $(769) 

We also maintain a nonqualified supplemental 
retirement plan for certain employees. The unfunded 
accumulated benefit obligations allocated to us were 
$167 at both December 31, 1999 and 1998. The net 
cost associated with this plan was $23 in 1999 and 
1998 and $14 in 1997. 

Prior to December 31, 1997, we maintained a separate 
cash balance plan for our nonrepresented employees. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 
(DOI..I.AAS IN MIWONS) 

NOTE &-EMPLOYEE BENEFIT PLANS (Continued) 

The following Information required by SFAS 132 is 
presented for the periods we maintained this separate 
plan. The components of the separate non represented 
pension income for 1997 and the underlying 
assumptions are as follows: 

Pension 
BenefIts 

1997 

Components of net pension income: 
Service cost ....................... 
Interest cost ....................... 

. 

. 
$ 68 

290 
Expected retum on plan assets .......... 
Amortization of prior service cost ........ 
Amortization of actuarial gain ........... 
Amortization of transition asset .......... 

. 

. 

. 

. 

(438) 
(25) 
(32) 
~) 

Net pension income .................. . ~) 

Weighted-average assumptions as of 
December 31,1997: 

Discount rate .......•...............
Expected retum on plan assets •.......... 
Rate of compensation increase •.......... 

. 7.00% 
8.25% 
5.00% 

DEFINED CONTRIBUTION PlANS 

BeIlSouth maintains contributory savings plans which 
cover substantially all of our employees. Employees' 
eligible contributions are matched with BeIiSouth 
common stock based on defined percentages 
determined annually by the Board of Directors. We 
recognized expense related to these plans of $34 in 
1999, $57 In 1998 and $89 in 1997. 

NOTE J-STOCK COMPENSATION PLANS 

Certain of our employees participate in stock-based 
compensation plans sponsored by BeIlSouth. The 
BeIlSouth Corporation Stock Plan (the Stock Plan) 
provides for grants to key employees of stock options 
and various other stock-based awards. One share of 
BellSouth common stock is the underlying security for 
any award. The aggregate number of shares of . 
BeIiSouth common stock which may be granted in any 
calendar year cannot exceed one percent of the 
shares outstanding at the time of grant. Prior to 

adoption of the Stock Plan, stock options were granted 
under the BeliSouth Corporation Stock Option Plan. 
Stock options granted under both plans entitle an 
optionee to purchase shares of BeIiSouth common 
stock within prescribed periods at a price either equal 
to. or in excess of, the fair market value on the date of 
grant. Options granted under these plans generally 
become exercisable at the end of three to five years 
and have a term of 10 years. 

We apply APB Opinion 25 and related interpretations 
in accounting for stock-based compensation plans. 
Accordingly, we have not recognized compensation 
cost for stock options granted to our employees. 

Had compensation cost for BellSouth's stock-based 
compensation plans been determined in accordance 
within the provisions of SFAS No. 123. "Accounting for 
Stock-Based Compensation," our net income would 
have been changed to the pro forma amounts 
indicated below: ­

1999 1998 199 .. 

Net income-as reported. . . . . $2.770 $2.572 $2.304 
Net income-pro forma ...... $2,741 $2.555 $2.295 

The pro forma amounts reflected above are not 
representative of the effects on reported net income in 
Mure years because, in general, the options granted 
in 1999, 1998 and 1997 do not vest for several years 
and additional awards are made each year. 

The fair value of each option grant is estimated on the 
grant date using the Black-Scholes option-pricing 
model with the following weighted-average 
assumptions: 

1999 1998 1997 

Expected life (years) ........ . 5 5 5 
Dividend yield . . . . . . . ...... . 1.67% 2.40% 3.24% 
Expected volatility .......... . 23.0% 21.0% 19.0% 
Risk-free interest rate . . . . . . . . . 4.82% 5.42% 6.22% 

The weighted-average fair values of options granted at 
fair market value (in whole dollars) was $11.13 during 
1999. $6.83 during 1998 and $4.37 during 1997. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (ContInued) 
(DOU.ARS IN MIWONS) 

NOTE K-INCOME TAXES 

The consolidated balance sheets reflect the anticipated 
tax impact of future taxable income or deductions 
implicit in the consolidated balance sheets in the form 
of temporary differences. These temporary differences 
reflect the difference between the basis in assets and 
liabilities as measured in the consolidated financial 
statements and as measured by tax laws using 
enacted tax rates. 

We are included in the consolidated federal income tax 
return filed by BeliSouth. Consolidated tax expense is 
allocated among BeIiSouth's subsidiaries in 
accordance with the applicable sections of the Internal 
Revenue Code. 

Generally, under this method each company calculates 
its current year tax expense as if it filed a separate 
return. The sum of the separate company liabilities is 
compared to the consolidated return liability. The 
resulting difference, the benefit of consolidation, is 
allocated to companies contributing benefits (operating 
losses, excess aedits and capital losses) in proportion 
to the amounts contributed. 

The provision for income taxes is summarized as 
follows: 

1991 1998 1"7 

Current 
Federal ................ $1,165 $1,170 $1,081 
State ................. 141 175 167 

1,306 1,345 1 ,248 

Deferred, net 
Federal ............... . 317 139 143 
State ................ . 54 40 40 

371 179 183 
Federal Investment tax credits, 

net................... (41)~)~) 

Total provision for Income 
taxes ................. $1,636 $1,479 $1,366 


=-== ====-=­

Temporary differences which gave rise to deferred tax 
assets and (liabilities) at December 31 were as follows: 

1919 1998 

Compensation related. . . . . . . . . . . . $ 401 $ 576 
Allowance for uncollectibles ....... 59 88 
Regulatory sharing accruals .. . . . . . 68 47 
Other ....................... 101 64 

Deferred tax assets ............. 629 ns 

Depreciation ...•.............. (2,254) (2.030) 


Net Deferred tax liability . . . . . . . . . . $(1.625) $(1,255) 

Of the net deferred tax liability at December 31. 1999 
and 1998, $3 and $36 were current and $(1.628) and 
$(1.291) were noncurrent. 

A reconciliation of the federal statutory income tax rate 
to our effective tax rate follows: 

1991 1998 1197 

Federal statutory tax rate . . . . . . 35.0% 35.0% 35.0% 
State income taxes, net of 

federal income tax benefit .... 2.9 3.4 3.7 
Amortization of investment tax 

credits •................. (0.6) (0.7) (1.8) 
Miscellaneous items, net ..... . (0.2) (1.2) 0.2 

Effective tax rate . . . . . . . . . . . . 37.1% 36.5% 37.1% 

NOTE L-SUPPLEMENTAL CASH FLOW 
INFORMAnON 

1919 1998 1197 

Cash paid for: 

Income taxes ............. $1,100 $1.451 $1.251 


Interest ................. $ 569 $ 568 $ 551 


NOTE M-flNANCIAL INSTRUMENTS 

The recorded amounts for cash and cash equivalents, 
temporary cash investments and commercial paper 
approximate fair value due to the short-term nature of 
these instruments. The fair value of marketable 
securities (representing BeliSouth common stock), 
included as a component of investments and 
advances, as well as debentures and notes are based 
on the closing market prices for each security at 
December 31, 1999 and 1998. Fair value estimates for 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 
(DOL1AAS IN MJWONS) 

NOTE M-ANANCIAL INSTRUMENTS (ContInued) 

interest rate swaps are based on quotes from dealers. 
Since judgment is required to develop the estimates, 
the estimated amounts presented herein may not be 
indicative of the amounts that we could realize in a 
current market exchange. 

Following is a summary of financial instruments where 
the fair values differ from the recorded amounts as of 
December 31: 

RecorcMd 
Amount 

1999 
Edmllbld FaIr 

YIIue 

Balance sheet financial 
instruments: 

Assets (Uabilitles): 
Marketable securities ...... . 
Long-term debt .......... . 

$306 
(6,517) 

$ 930 
(6,112) 

Off-balance sheet financial 
instruments: 
Interest rate swaps ....... . ---1!.!) 

Recorded 
Amount 

1998 
Edmllbld FII, 

YIIue 

Balance sheet financial 
instruments: 

Assets (Uabilitles): 
Marketable securities .. . . . .. . 
Long-term debt ........... . 
Off-balance sheet financial 

instruments: 
Interest rate swaps .•........ 

$ 301 
(6.518) 

$ 988 
(6,n1) 

_(1) 

INTEREST RATE SWAPS 

We enter into interest rate swap agreements to 
exchange fixed and variable rate interest payment 
obligations without the exchange of the underlying 
principal amounts. As of December 31, 1999, we were 
a party to an interest rate swap with a notional amount 
of $500. Under this swap, we paid a variable rate 
averaging 5.35% and received a fixed rate of 6% at 
December 31, 1999. The swap matures in 2002. 

CONCENTRATIONS OF CREDIT RISK 

Financial instruments that potentially subject us to 
credit risk consist principally of trade accounts 
receivable. Concentrations of credit risk with respect to 

these receivables, other than those from long distance 
carriers, are limited due to the composition of the 
customer base, which includes a large number of 
individuals and businesses. At December 31. 1999 and 
1998, approximately $490 and $472 of trade accounts 
receivable were from long distance carriers. 

NOTE N-COMMITMENTS AND CONTINGENCIES 

LEASES 

We have entered into operating leases for facilities and 
equipment used In operations. Rental expense under 
operating leases was $109 for 1999, $98 for 1998 and 
$133 for 1997. Capital leases currently in effect are not 
significant. 

The following table summarizes the approximate future 
minimum rentals under noncancelable operating leases 
in effect at December 31, 1999: 

Minimum 
R.ntIIl. 

2000 ............................ . $56 
2001 ............................ . 56 
2002 ............................ . 56 
2003 ............................ . 55 
2004 ............................ . 54 
Thereafter ..................... . .. . 335 

Total ............................ . $612 
====== 

OUTSIDE PLANT 

We currently self-insure all of our outside plant against 
casualty losses. These assets are located in our nine 
state area and are susceptible to damage from severe 
weather conditions and other perils. The net book 
value of these assets was $7.099 at December 31. 
1999 and $7,234 at December 31, 1998. 

OUTSOURCING CONTRACTS 

Beginning in 1997, we contracted with various entitles 
to outsource the performance of certain engineering 
functions, as well as our information technology 
operations and application development. These 
contracts expire at various dates through 2007, are 
generally renewable, and are cancelable upon the 
payment of additional fees or for nonperformance. 
Future minimum payments for these· contracts range 
from $400 to $625 annually over the contract periods. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (ContInued) 
CDOLLARS IN MIWONS) 

NOTE N-COMMITMENTS AND CONTINGENCIES 
(ContInued) 

RECIPROCAL COMPENSATION 

Following the enactment of the 1996 Act, we entered 
into interconnection agreements with various CLECs 
(competitive local exchange carriers) providing for, 
among other things, the payment of reciprocal 
compensation for local calls initiated by the customers 
of one carrier that are completed on the network of the 
other carrier. Numerous CLECs claim entitlement from 
us for compensation associated with dial-up calls 
originating on our network and connecting with 
Internet service providers (ISPs) served by the CLECs' 
networks. We have maintained that dial-up calls to 
ISPs are not local calls for which tenninating 
compensation Is due under the interconnection 
agreements. 

In February 1999, the FCC issued a decision that such 
ISP traffic does not tenninate at the ISP and, therefore, 
is interstate in nature, rather than local. The FCC 
stated, however, that it would not interfere with prior 
state commissions' decisions regarding this matter. 
The courts and state regulatory commissions in our 
operating territory that have considered the matter 
have, in most cases, ruled that we are responsible for 
paying reciprocal compensation on these calls. In 
certain instances, we have been ordered to pay this 
compensation pending appeal. In other cases, the 
ruling bodies have determined that we do not owe 
reciprocal compensation for these calls. We have 
appealed the adverse decisions and continue to 
believe that we have a good legal basis for our 
position that such reciproCal compensation is not 
owed to the CLECs. For those cases where we believe 
it is probable that we have incurred a liability, we have 
recorded an estimate of the amount owed. At 
December 31, 1999, the exposure related to 
unrecorded amounts withheld from CLECs was 
apprOximately $300, Including accrued interest. 

In a related matter, at least one CLEC is claiming 
terminating compensation of approximately $165 for 
service arrangements that we do not believe involve 
"traffic" under our interconnection agreements. We 
have filed a complaint with the state regulatory 
commission asking that agency to declare that we do 
not owe reciprocal compensation for these 
arrangements. The CLEC has filed a complaint with the 
state regulatory commission aSking it to order us to 
pay the disputed amounts. Hearings on this matter 
were held in August 1999 and a decision is pending. 

We believe that we have a good legal basis for our 
position and, accordingly, no provision has been 
recorded for this claim In our financial statements. 

OTHER CLAIMS 

We are subject to claims arising In the ordinary course 
of business involving allegations of personal injury, 
breach of contract, anti-competitive conduct, 
employment law issues, regulatory matters and other 
actions. We are also subject to claims attributable to 
pre-divestiture events involving environmental liabilities, 
rates, taxes, contracts and torts. Certain contlngerit 
liabilities for pre-divestiture events are shared with 
AT&T Corp. 

While complete assurance cannot be given as to the 
outcome of any legal claims, we believe that any 
financial impact would not be material to our results of 
operations, financial position or cash flows. 

NOTE O-OUARTERLY FINANCIAL INFORMATION 
(UNAUDITED) 

In the follOwing summary of quarterly financial 
information, all adjustments necessary for a fair 
presentation of each period were Included. 

Flm s.cond Third Four1h 
Quarter Quarter Quarter Qu.1IIr 

1999 
Operating Revenues $4,266 $4,357 $4,404 $4,453 
Operating Income ... . $1,215 $1,184 $1,224 $1,322 
Net Incorne ........ . $ 679 $ 654 $ 686 $ 750 

1998 
Operating Revenues . . $3,965 $4,On $4,129 $4,201 
Operating Income .... $1,219 $1,174 $1,075 $1,131 
Net Income. . . . . . . .. $ 680 $ 642 $ 621 $ 629 

NOTE P-SUBSEQUENT EVENT 

On February 4, 2000, BellSouth announced that it 
WOuld reduce its domestic workforce by approximatety 
2.100 positions. These reductions are the result of the 
streamlining of work processes in conjunction with 
BeIiSouth's shift from a multiple company structure to 
a single organization. As a result, we will reduce our 
workforce by approximately 1,300 positions and will 
record a one-time, after-tax charge of between $45 and 
$65 in the first quarter of 2000 (unaUdited). 
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CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN1·S ON 
ACCOUNTING AND FINANCIAL DISCLOSURE 

No change in accountants or disagreements on the adoption of appropriate accounting standards or financial 
disclosure have occurred during the periods Included in this report. 

PART IV 

EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON 
FORM 8-K 

a. Documents filed as a part of the report: 

Pege(.) 

(1) Financial Statements: 
Report of Independent Accountants/Consent of Independent Accountants . . . . . . . . . . . . . . . . . . . . . 
Consolidated Statements of Income and Retained Earnings . . . . . . • . . . . . . . . . . . . . . . . . . . . . . . . 
Consolidated Balance Sheets .......•.......................'. . . . . . . . . . . . . . . . . . . . . . 
Consolidated Statements of Cash Flows . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Notes to Consolidated Financial Statements ......... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

22 
23 
24 
25 
26 

(2) Fmncial statement schedules have been omitted because the requlrect information is contained in the 
financial statements and notes thereto or because such schedules are not required or applicable. 

(3) Exhibits: Exhibits identified in parentheses below, on file with the SEC, are incorporated herein by 
reference as exhibits hereto. 

ExhIIIII 
Number 

3a Restated Articles of Incorporation of BeIiSouth Telecommunications, Inc. (Exhibit 3a to Form 1o-K for the 
year ended December 31, 1991, File No. 1-1049). 

3b 	 Bylaws of BellSouth Telecommunications, Inc. as amended, effective January 1, 1998. (Exhibit 3b to Form 
10-K for the year ended December 31, 1997, File No. 1-1049). 

4 	 No instrument which defines the rights of holders of long and intermediate term debt of BeIlSouth 
Telecommunications, Inc. is filed herewith pursuant to Regulation S-K, Item 601 (b)(4)(iiij(A). Pursuant to 
this regulation. BeIiSouth Telecommunications, Inc. hereby agrees to fumish a copy of any such 
instrument to the SEC upon request. 

12 Computation of RatiO of Earnings to Fixed Charges. 

24 Power of Attomey. 

27 Financial Data Schedule. 

b. 	 Reports on Form 8-K: 
None. 
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SIGNATURES 

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934. the registrant has duly 
caused this report to be signed on its behalf by the undersigned. thereooto duly authorized. 

Beu.60UTH TeLECOMMl.I\IICATlONS. INC. 

By: lsi 	GUY L COCHRAN 

Guy L. Cochran 
Vice President, Chief Financial Officer and Comptroller 

February 28,2000 

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the 
following persons on behalf of the registrant and in the capacities and on the date indicated. 

Principal executive Offtcer: 
Roderick D. Odom, Jr. * 
President 

Principal Financial Offtcer 
and Principal Accounting Offtcer: 
Guy L. Cochran* 
Vice President, Chief Financial Officer and Comptroller 

Director: 
Roderick D. Odom, Jr.* 

*By: lsi GUY L COCHRAN 

Guy L Cochran 
(indMdually and as Attorney-In-Fact) 

February 28, 2000 
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EXHmIT WET ..1 

WILLIAM E. TAYLOR: CURRICULUM VITAE 

BUSINESS ADDRESS 

National Economic Research Associates, Inc. 
R:ORJDA",ugtffStRVICt'r:bMr~;;;~loftOne Main Street 

Cambridge, Massachusetts 02142 	 ,~g~KET~M.ed-..'Tf:;:\H!:::iT :,::0 ,.J1... 
COMPANYI 

(617) 621-2615 	 WiTNESS. _s14~« ) _ _.__~ 
(617) 621-0336 (fax) IADi n~- Z9 £. -~ t 0-"::001 
william.taylor@nera.com 

Dr. Taylor received a B.A. magna cum laude in Economics from Harvard College, an 
M.A. in Statistics and a Ph.D. in Economics from the University of California at Berkeley. He 
has taught economics, statistics, and econometrics at Cornell and the Massachusetts Institute of 
Technology and was a post doctoral Research Fellow at the Center for Operations Research and 
Econometrics at the University of Louvain, Belgium. 

At NERA, Dr. Taylor is a Senior Vice President, heads the Cambridge office and is 
Director of the Telecommunications Practice. He has worked primarily in the field of 
telecommunications economics on problems of state and federal regulatory reform, competition 
policy, terms and conditions for competitive parity in local competition, quantitative analysis of 
state and federal price cap and incentive regulation proposals, and antitrust problems in 
telecommunications markets. He has testified on telecommunications economics before 
numerous state regulatory authorities, the Federal Communications Commission, the Canadian 
Radio-television and Telecommunications Commission, federal and state congressional 
committees and courts. Recently, he was chosen by the Mexican Federal Telecommunications 
Commission and Te)mex to arbitrate the renewal of the Telmex price cap plan in Mexico. 
Other recent work includes studies of the competitive effects of major mergers among 
telecommunications firms and analyses of vertical integration and interconnection of 
telecommunications networks. He has appeared as a telecommunications commentator on PBS 
Radio and on The News Hour with Jim Lehrer. 

He has published extensively in the areas of telecommunications policy related to 
access and in theoretical and applied econometrics. His articles have appeared in numerous 
telecommunications industry publications as well as Econometrica, the American Economic 

DOCUUC~"" "l\\,,~pl'"n .. !l"Trr \l,., \ ji, ...' \ I 1_' ,,~ ~\ t: ;-40, 1 ' ­

00425 JMUOC; 

r;pc;r. - HE.CORCl SIR[?OHTlliG 
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Review, the International Economic Review, the Journal of Econometrics, Econometric 
Reviews, the Antitrust Law Journal, The Review of Industrial Organization, and The 
Encyclopedia ofStatistical Sciences. He has served as a referee for these journals (and others) 
and the National Science Foundation and has served as an Associate Editor of the Journal of 
Econometrics. 

EDUCATION 

UNIVERSITY OF CALIFORNIA, BERKELEY 
Ph.D., Economics, 1974 

UNIVERSITY OF CALIFORNIA, BERKELEY 
M.A., Statistics, 1970 

HARVARD COLLEGE 
B.A., Economics, 1968 
(Magna Cum Laude) 

E.MPLOYMENT 

NATIONAL ECONOMIC RESEARCH ASSOCIATES, INC. (NERA) 

1988- Senior Vice President, Office Head. Telecommunications Practice Director. Dr. 

Taylor has directed many studies applying economic and statistical reasoning to regulatory, 

antitrust and competitive issues in telecommunications markets. In the area of environmental 

regulation, he has studied statistical problems associated with measuring the level and rate of 

change of emissions. 


BELL COMMUNICATIONS RESEARCH, INC. (Bellcore) 

1983-1988 Division Manager, Economic Analysis, fonnerly Central Services Organization, 

fonnerly American Telephone and Telegraph Company. While at Bellcore, Dr. Taylor 

perfonned theoretical and quantitative research focusing on problems raised by the 

implementation of access charges. His work included design and implementation of demand 

response forecasting for interstate access demand, quantification of potential bypass liability, 

design of optimal nonlinear price schedules for access charges and theoretical and quantitative 

analysis of price cap regulation of access charges. 


BELL TELEPHONE LABORATORIES 

1975-1983 Member. Technical Staff, Economics Research Center. Perfonned basic 

research on theoretical and applied econometrics, focusing on small sample theory, panel data 

and simultaneous equations systems. 
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MASSACHUSEITS INSTITUTE OF TECHNOLOGY 

Fall 1977 Visiting Associate Professor, De;partment of Economics. Taught graduate 

courses in econometrics. 


CENTER FOR OPERATIONS RESEARCH AND ECONOMETRICS 

Universite Catholique de Louvain, Belgium. 

1974-1975 Research Associate. Performed post-doctoral research on finite sample 

econometric theory and on cost function estimation. 


CORNELL UNIVERSITY 

1972-1975 Assistant Professor, Department ofEconomics. (On leave 1974-1975.) Taught 

graduate and undergraduate courses on econometrics, microeconomic theory and principles. 


MISCELLANEOUS 

1985-1995 Associate Editor, Journal ofEconometrics, North-Holland Publishing Company. 
1990­ Board of Directors, National Economic Research Associates, Inc. 
1995­ Board of Trustees. Treasurer, Episcopal Divinity School, Cambridge, 

Massachusetts. 

PUBLICATIONS 

"Smoothness Priors and Stochastic Prior Restrictions in Distributed Lag Estimation," 
International Economic Review, 15 (1974), pp. 803-804. 

"Prior Information on the Coefficients When the Disturbance Covariance Matrix is Unknown," 
Econometrica, 44 (1976), pp. 725-739. 

"Smal] Sample Properties of a Class of Two Stage Aitken Estimators," Econometrica, 45 
(1977), pp. 497-508. 

"The Heteroscedastic Linear Model: Exact Finite Sample Results," Econometrica, 46 (1978), 
pp. 663-676. 

"Small Sample Considerations in Estimation from Panel Data," Journal ofEconometrics, 13 
(1980) pp. 203-223. 

"Comparing Specification Tests and Classical Tests," Bell Laboratories Economics Discussion 
Paper, 1980 (with J.A. Hausman). 

"Panel Data and Unobservable Individual Effects," Econometrica. 49 (1981), pp. 1377-1398 
(with J.A. Hausman). 

"On the Efficiency of the Cochrane-Orcutt Estimator," Journal ofEconometrics, 17 (1981), pp. 
67-82. 

"A Generalized Specification Test," Economics Letters, 8 (1981), pp. 239-245 (with J.A. 
Hausman). 

"Identification in Linear Simultaneous Equations Models with Covariance Restrictions: An 
Instrumental Variables Interpretation," Econometrica, 51 (1983), pp. 1527-1549 (with lA. 
Hausman). 
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"On the Relevance of Finite Sample Distribution Theory." Econometric Reviews, 2 (1983), pp. 

1-84. 


"Universal Service and the Access Charge Debate: Comment," in P.C. Mann and H.M. Trebing 
(editors), Changing Patterns in Regulation, Markets, and Technology: The Effect on Public 
Utility Pricing. The Institute of Public Utilities, Michigan State University, 1984. 

"Recovery of Local Telephone Plant Costs under the St. Louis Plan," in P.C. Mann and H.M. 
Trebing (editors), Impact ofDeregulation and Market Forces on Public Utilities. The 
Institute of Public Utilities, Michigan State University, 1985. 

"Access Charges and Bypass: Some Approximate Magnitudes," in W.R. Cooke (editor), 
Proceedings ofthe Twelfth Annual Telecommunications Policy Research Conference, 1985. 

"Federal and State Issues in Non-Traffic Sensitive Cost Recovery," in Proceedings from the 
Telecommunications Deregulation Forum. Karl Eller Center, College of Business and 
Public Administration, University of Arizona, Tucson. Arizona, 1986. 

"Panel Data" in N.L. Johnson and S. Kotz (editors), Encyclopedia ofStatistical Sciences. John 
Wiley & Sons, New York, 1986. 

"An Analysis of Tapered Access Charges for End Users," in P.C. Mann and H.M. Trebing 
(editors), New Regulatory and Management Strategies in a Changing Market Environment. 
The Institute of Public Utilities. Michigan State University, 1987 (with D.P. Heyman, J.M. 
Lazorchak, and D.S. Sibley). 

"Efficient Estimation and Identification of Simultaneous Equation Models with Covariance 
Restrictions," Econometrica. 55 (1987), pp. 849-874 (with J.A. Hausman and W.K. 
Newey). 

"Alternative NTS Recovery Mechanisms and Geographic Averaging of ToIl Rates," in 
Proceedings ofthe Thirteenth Annual Rate Symposium: Pricing Electric. Gas. and 
Telecommunications Services. The Institute for the Study of Regulation, University of 
Missouri, Columbia, 1987. 

"Price Cap Regulation: Contrasting Approaches Taken at the Federal and State Level," in W. 
Bolter (editor), Federal/State Price-ol-Service: Regulation: Why. What and How? 
Proceedings of the George Washington Unive.rsity Policy Symposium, December, 1987. 

"Local Exchange Pricing: Is There Any Hope?", in J. Alleman (editor), Perspectives on the 
Telephone Industry: The Challenge ofthe Future. Ballinger Publishing Company, 
Cambridge, Massachusetts, 1989. 

"Generic Costing and Pricing Problems in the New Network: How Should Costs be Defined 
and Assessed," in P.C. Mann and H.M. Trebing (editors) New Regulatory Concepts. Issues, 
and Controversies. The Institute of Public Utilities, Michigan State University, 1989. 

"Telephone Penetration and Universal Service in the 1980s," in B. Cole (editor), Divestiture 
Five Years Later. Columbia University Press, New York, New York, 1989 (with L.I. Perl). 

"Regulating Competition for IntraLATA Services,'" in Telecommunications in a Competitive 
Environment, Proceedings of the Third Biennial NERA Telecommunications Conference, 
1989, pp. 35-50. 

"Costing Principles for Competitive Assessment," in Telecommunications Costing in a 
Dynamic Environment, Bellcore-Bell Canada Conference Proceedings, 1989 (with TJ. 
Tardiff). 
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"Optional Tariffs for Access in the FCC's Price Cap Proposal," in M. Einhorn (ed.), Price Caps 
and Incentive Regulation in the Telecommunications Industry. Kluwer, 1991 (with D.P. 
Heyman and D.S. Sibley). 

"Alternative Measures of Cross-Subsidization," prepared for the Florida Workshop on 
Appropriate Methodologies for the Detection of Cross--Subsidies, June 8, 1991. 

"Predation and Multiproduct Finns: An Economic Appraisal of the Sievers-Albery Results," 
Antitrust Law Journal, 30 (1992), pp. 785-795. 

"Lessons for the Energy Industries from Deregulation in Telecommunications," Proceedings of 
the 46th Annual Meeting ofthe Federal Energy Bar Association, May 1992. 

"Efficient Price of Telecommunications Services: The State of the Debate," Review of 
Industrial Organization, Vol. 8, pp. 21-37, 1993. 

"Status and Results of Regulatory Refonn in the U.S. Telecommunications Industry," in C.G. 
Stalon, Regulatory Responses to Continuously Changing Industry Structures. The Institute 
of Public Utilities, Michigan State University, 1992. 

"Post-Divestiture Long-Distance Competition in the United States," American Economic 

Review, Vol. 83, No.2, May 1993 (with Lester D. Taylor). Reprinted in E. Bailey, J. 

Hower, and J. Pack, The Political Economy ofPrivatization and Deregulation.London: 

Edward Elgar, 1994. 


"Comment on 'Pricing of Inputs Sold to Competitors,' by W.J. Baumol and J.G. Sidak," Yale 

Journal on Regulation, Vol. 11, Issue 1, 1994, pp. 225-240 (with Alfred E. Kahn). 


"Comments on Economic Efficiency and Incentive Regulation," Chapter 7 in S. Globerman, 

W. Stanbury and T. Wilson, The Future ofTelecommunications Policy in Canada. 

Toronto: Institute for Policy Analysis, University of Toronto, April 1995. 


"Revising Price Caps: The Next Generation ofIncentive Regulation Plans," Chapter 2 in M.A. 

Crew (ed.) Pricing and Regulatory Innovations under Increasing Competition. Boston: 

Kluwer Academic Publishers, May 1996 (with T. Tardiff). 


"An Analysis of the State of Competition in Long-Distance Telephone Markets," Journal of 
Regulatory Economics, May 1997, pp. 227-256 (with J.D. Zona). 

"An Analysis of the Welfare Effects of Long Distance Market Entry by an Integrated Access 
and Long Distance Provider," Journal ofRegulatory Economics, March 1998, pp. 183-196 
(with Richard Schmalensee, J.D. Zona and Paul Hinton). 

"Market Power and Mergers in Telecommunications," Proceedings ofthe Institute ofPublic 

Utilities; 3dh Annual Conference: Competition in Crisis: Where are Network Industries 

Heading? The Institute of Public Utilities, Michigan State University, 1999. 


"The Baby and the Bathwater: Utility Competition, But at What Price?," Public Utilities 

Fortnightly, Vol. 137, No.21, November 15, 1999, pp. 48-56 (with Anne S. Babineau and 

Matthew M. Weissman). 


TESTIMONIES 

Access Charges 

Florida Public Service Commission (Docket No. 820537-TP), July 22, 1983. 
Arkansas Public Service Commission (Docket No. 83.042-U), October 7, 1985. 
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Public Utility Commission of Texas (Docket No. 8585), December 18, 1989. 

Mexican Secretariat of Communications and Transport, affidavit filed October 18, 1995 (with 


T. Tardiff). 
Federal Communications Commission (CC Docket No. 96-98), affidavit July 8, 1996; ex parte 

letters filed July 22, 1996 and July 23, 1996, 
Federal Communications Commission (CC Docket No. 96-262 et. al.) with Richard 

Schmalensee, January 29, 1997). Rebuttal February 14, 1997. 
New York Public Service Commission (Case 94-C-0095 and 28425), Panel Testimony, May 8, 

1997. Rebuttal Panel Testimony July 8, 1997. 
Pennsylvania Public Utility Commission (Docket No. 1-00960066), June 30,1997. Rebuttal 

July 29, 1997. Surrebuttal August 27, 1997. 
Connecticut Department of Public Utility Control (Docket No. 96-04-07), October 16,1997. 
Federal Communications Commission (ex parte CC Docket No. 96-262 et. al.), with Richard 

Schmalensee, January 21, 1998. 
Federal Communications Commission (CCB/CPD 98-12), March 18, 1998. 
Federal Communications Commission (CC Docket Nos. 96-262, 94-1, 97-250 and RM 9210), 

October 26, 1998. Reply November 9, 1998. 
Federal Communications Commission (Docket No. 99-24), with Karl McDermott, January 20, 

1999. Reply April 8, 1999. 
Vermont Public Service Board (Docket No. 6167), May 20, 1999. Supplemental May 27, 

1999. 
Virginia State Corporation Commission, (Case No. PUC 000003), May 30, 2000. 

Incentive and Price Cap Regulation 

Federal Communications Commission (Docket No. 87-313), March 17, 1988. 
Florida Public Service Commission (Docket No. 880069-TL), June 10, 1988. 
Federal Communications Commission (Docket No. 87-313), August 18, 1988. Rebuttal 

November 18, 1988. 
New Hampshire Public Service Commission (Docket 89-010), March 3, 1989. 
Federal Communications Commission (Docket No. 87-313), June 9, 1989. 
Federal Communications Commission (Docket No. 87-313), August 3, 1989. (2 filings) 
New York State Public Service Commission (Case 28961 - Fifth Stage), September 15, 1989. 
Georgia Public Service Commission (Docket No. 3882-U), September 29, 1989. 
Federal Communications Commission (Docket 87··313), May 3, 1990. 
Federal Communications Commission (Docket 87--313), June 8, 1990 (2 filings). 
State of Maine Public Utilities Commission (Docket No. 89-397), June 15, 1990. 
Montana Public Service Commission (Docket No. 90.8.46), October 4, 1990. 
Federal Communications Commission (Docket 87-313), December 21, 1990. 
Tennessee Public Service Commission, February 20, 1991. 
Federal Communications Commission (Docket 87-313) with Alfred E. Kahn), June 12, 1991. 
California Public Utilities Commission (Phase II of Case 90-07-037) with Timothy J. Tardiff, 

August 30, 1991. Supplemental testimony January 21, 1992. 
Rhode Island Public Utilities Commission (Docket No. 1997), September 30, 1991. 
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Montana Public Service Commission (Docket No. 90.12.86), November 4, 1991. Additional 

testimony January 15, 1992. 


Federal Communications Commission (pacific Bell Tariff F.C.C. No. 128, Transmittal No. 

1579) with T.J. Tardiff, April 15, 1992. Reply comments July 31, 1992. 


California Public Utilities Commission (Docket No. 1.87-11-033), with T.J. Tardiff, May I, 

1992. 


Delaware Public Utilities Commission (Docket No. 33), June 22, 1992. 

Florida Public Service Commission (Docket No .. 920260-TL), December 18, 1992. 

California Public Utilities Commission (Docket No. I.87-11-033), with T.J. Tardiff, April 8, 


1993, reply testimony May 7, 1993. 

Canadian Radio-Television and Telecommunications Commission (Docket No. 92-78), with 


T.J. Tardiff, April 13, 1993 (2 filings). 
Federal Communications Commission (Petition for Declaratory Ruling and Related Waivers to 

Establish a New Regulatory ModeJ for the Ameritech Region), April 16, 1993. Reply 
Comments, July 12, 1993. 

Delaware Public Utilities Commission (Docket No. 33), June 1, 1993. Supplementary 
statement, June 7, 1993. Second supplementary statement," June 14, 1993. 

Vermont Public Service Board (Dockets 570015702), September 30, 1993. Rebuttal testimony 
July 5, 1994. 

Pennsylvania Public Utility Commission (Docket No. P-009350715), October I, 1993. 
Rebuttal January 18, 1994. 

Massachusetts Department of Public Utilities (Docket No. D.P.U. 94-50), April 14, 1994. 
Rebuttal October 26, 1994. 

Federal Communications Commission (CC Docket 94-1), May 9, 1994. Reply June 29, 1994. 
Federal Communications Commission (CC Docket 94-1) with R. Schmalensee, May 9, 1994. 

Reply June 29, 1994. 
New York State Public Service Commission (Case 92-C-0665), panel testimony, October 3, 

1994. 
State of Maine Public Utilities Commission (Docket Nos. 94-123/94-254), December 13, 1994. 

Rebuttal January 13, 1995. 
Canadian Radio-Television and Telecommunications Commission (Application of Teleglobe 

Canada for Review of the Regulatory Framework of Teleglobe Canada Inc.), December 21, 
1994. 

Kentucky Public Service Commission, testimony re concerning telecommunications 
productivity growth and price cap plans, April 18, 1995. 

California Public Utilities Commission (U 1015 C), May 15, 1995. Rebuttal January 12, 1996. 
State of Connecticut, Department of Public Utility Control (DPUC Docket No. 95-03-01), June 

19, 1995. 
Louisiana Public Service Commission (Docket No. U-17949, Subdocket E), July 24, 1995. 
California Public Utilities Commission (Investigation No. 1.95-05-047), with R.L. Schmalensee 

and T.J. Tardiff, September 8, 1995. Reply September 18, 1995. 
Mississippi Public Service Commission (Docket No. 95-UA-313), October 13, 1995. 
Louisiana Public Service Commission (Docket No. U-20883), November 21. 1995. 
Federal Communications Commission (CC Docket No. 94-1), with T. Tardiff and C. Zarkadas. 

December 18, 1995. Reply March 1, 1996. 

http:90.12.86
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North Carolina Utilities Commission (Docket No. P-7, Sub 825; P-lO, Sub 479), February 9, 

1996. 


Rhode Island Public Utilities Commission (Docket No. 2370), February 23, 1996. Rebuttal 

June 25, 1996. 


Pennsylvania Public Utility Commission (Docket No. P-00961024), April 15, 1996. Rebuttal 

July 19, 1996. 


Canadian Radio-Television and Telecommunications Commission, in response to CRTC 

Telecom Public Notice CRTC 96..;8 (2 filings), June 10, 1996. 


Federal Communications Commission (CC Docket 96-262 et al.), ex parte March 1997. 

Federal Communications Commission (CC Docket Nos. 93-193, Phase 1, Part 2,94-65), May 


19,1997. 

Vermont Public Service Board (Docket no. 6000), January 19, 1998. 

Colorado Public Utilities Commission (Docket No. 97 A-540T, January 30, 1998. Rebuttal 


May 14, 1998. 

California Public Utilities Commission, affidavit on economic principles for updating Pacific 


Bell's price cap plan. Filed February 2, 1998. 

California Public Utilities Commission, reply comments on Pacific proposal to eliminate 


vestiges of ROR regulation and inflation minus productivity factor formula/index, filed 

June 19, 1998. 


Pennsylvania Public Utility Commission (Docket No. P-0098141O), October 16, 1998. 

Rebuttal February 4, 1999. 


Comisi6n Federal de Telecomunicaciones de Mexico ("Cofetel"), "Economic Parameter Values 
in the Telmex Price Cap Plan," arbitrator's report regarding the renewal of the price cap 
plan for Telmex, February 15, 1999. 

Kentucky Public Service Commission (Docket No. 98-292), April 5, 1999. 
Federal Communications Commission (Docket Nos. 94-1, 96-26), January 7,2000. Reply 

comments filed January 24, 2000, Ex parte comments filed May 5, 2000. 
New Mexico Public Regulation Commission, direct testimony filed December 10, 1999. 
Arizona Corporation Commission (Docket No. T-01051B-99-105, filed August 21,2000. 

Payphone 

California Public Utilities Commission (Case 88-04-029), July 11, 1988. 
TIlinois Commerce Commission (Docket No. 88-0412), August 3, 1990. Surrebuttal December 

9, 1991. 
Michigan Public Service Commission (Case No. U-11756), October 9, 1998. 
South Carolina Public Service Commission (Docket No. 97-124-C), December 7, 1998. 
New Jersey Board of Public Utilities (OAL DOCKET Nos. PUCOT 11269-97N, PUCOT 

11357 -97N, PUCOT 0 1186-94N AND PUCOT 09917 -98N), March 8, 1999. Surrebuttal 
June 21, 1999. 

Louisiana Public Service Commission (Docket No. U-22632), July 17,2000. 
Tennessee Regulatory Authority (Docket No. 97-00409), October 6,2000. 
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Economic Costing and Pricing Principles 

Florida Public Service Commission (Docket No. 820400-TP), June 25, 1986. 
Delaware Public Service Commission (Docket No. 86-20, Phase ll), March 31,1989. Rebuttal 

November 17, 1989. 
Delaware Public Service Commission (Docket No. 89-24T), August 17, 1990. 
Florida Public Service Commission (Docket No. 900633-TL), May 9, 1991. 
Maryland Public Service Commission (Case No. 8584, Phase ll), December 15, 1994. 

Additional direct testimony May 5, 1995. Rebuttal testimony filed June 30, 1995. 
Canadian Radio-Television and Telecommunications Commission, Response to Interrogatory 

SRCI(CRTC) INov94-906, "Economies of Scope in Telecommunications," January 31, 
1995. 

Pennsylvania Public Utility Commission (Docket Nos. A-310203FOOO2, A-310213FOO02, A­
310236F0002 and A-310258FO002), March 21,1996. 

State of Connecticut, Department of Public Utility Control (DPUC Docket No. 95-06-17), July 
23,1996. 

New Jersey Board of Public Utilities (Docket No. TX95120631), August IS, 1996. Rebuttal 
filed August 30, 1996. 

Florida Public Service Commission (Docket No. 980000-SP), September 24, 1998. 
Nebraska Public Service Commission, on behalf of US WEST (Application No. C-1628), 

October 20, 1998. Reply November 20, 1998. 
Florida Public Service Commission (Docket No. 980000-SP), November 13, 1998. 
Wyoming Public Service Commission (Docket No. 70000-TR-99), April 26, 1999. 
New Mexico Public Regulation Commission (Utility Case No. 3147), December 6, 1999, 

rebuttal testimony filed December 28, 1999. 
New Mexico Public Regulation Commission (Case No. 3008, rebuttal testimony file~ May 19, 

2000. 
North Dakota Public Service Commission, (Case No. PU-314-99-119), May 30,2000. 
New Mexico Public Regulation Commission (Case No. 3225, direct testimony filed August 18, 

2000. 

Statistics 

Arizona State Air Pollution Control Hearing Board (Docket No. A-90-02), affidavit December 
7,1990. 

Expert testimony: Michigan Circuit Court (Case No. 87-709234-CE and 87-709232-CE), Her 
Majesty the Queen, et al., v. Greater Detroit Resource Recovery Authority, et al., February, 
1992. 

Expert testimony: United States District Court, Eastern District of New York, Jancyn 
Manufacturing Corp. v. The County ofSuffolk, January 11,1994. 

New York Public Service Commission (Case Nos. 93-C-0451 and 91-C-1249), July 23, 1996. 
New York Public Service Commission (Cases 95-C-06S7, 94-C-009S, 91-C-1174 and 96-C­

0036): panel testimony, March 18, 1998. Rebuttal June 3, 1998. 
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InterLATA Toll Competition 

Canadian Radio-Television and Telecommunications Commission (Docket No. 1990-73), 
November 30, 1990. 

Federal Communications Commission (Docket 91-141), August 6, 1991. 
Federal Communications Commission (CC Docket 92-141), July 10, 1992. 
Federal Communications Commission (In the Matter of Policy and Rules Concerning Rates for 

Competitive Common Carrier Services and Facilities Authorization Therefor) with A.E. 
Kahn, November 12,1993. 

U.S. District Court for the District of Columbia United States ofAmerica v. Western Electric 

Company, Inc. and American Telephone and Telegraph Company, Affidavit with A.B. 

Kahn, May 13, 1994. 


U.S. Department of Justice, United States ofAmerica v. Western Electric Company, Inc. and 
American Telephone and Telegraph Company, August 25, 1994. 


Federal Communications ex parte filing in CC Docket No. 94-1, March 16, 1995. 

Federal Communications Commission (CC Docket No. 79-252) ex parte comments with J. 


Douglas Zona, April 1995. 
U.S. Department of Justice in United States ofAmerica v. Western Electric Company, Inc. and 


American Telephone and Telegraph Compat:1y, regarding Telefonos de Mexico's provision 

of interexchange telecommunications services within the United States, affidavit May 22, 

1995. 


U.S. Department of Justice in United States ofAmerica v. Western Electric Company, Inc. and 

American Telephone and Telegraph Company, regarding provision of interexchange 

telecommunications services to customers with independent access to interexchange 

carriers, May 30, 1995. 


Expert testimony: US WATS v. AT&T, Confidential Report, August 22, 1995. Testimony 

October 18-20,25-27,30, 1995. Rebuttal testimony December 4, December 11, 1995. 


Expert testimony: United States District Court for the Northern District of Texas, Dallas 
Division, Civil Action 394CV-1088D. Darren B. Swain, Inc. d/b/a U.S. Communications v. 
AT&T Corp. Confidential Report, November 17,1995. 

U.S. District Court, Southern District of New York, Multi Communications Media Inc., v. 
AT&T and Trevor Fischbach (96 Civ. 2679 (MBM», December 27, 1996. 

Federal Communications Commission (CC Docket Nos. 96-262 and 96-45), March 18. 1998. 
Subcommittee on Communications of the Senate Committee on Commerce, Science and 

Transportation, Statement and oral testimony regarding long distance competition and 
Section 271 of the Telecommunications Act of 1996, March 25. 1998. 

Federal Communications Commission (CC Docket No. 96-262), with P.S. Brandon, October 
16, 1998. 

Federal Communications Commission (CC Docket No. 96-262) with P.S. Brandon, October 22 
1998. ' 

IntraLATA Toll Competition 

New Jersey Board of Public Utilities (Docket No. TX90050349), December 6, 1990. 
New York Public Service Commission (Case No. 28425) with T.J. Tardiff, May 1, 1992. 
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New Jersey Board of Regulatory Commissioners (Docket No. TX93060259), Affidavit October 
1,1993. 

New Jersey Board of Public Utilities (Docket Nos. TX90050349, TE92111047, TE93060211), 
April 7, 1994. Rebuttal April 25, 1994. Summary Affidavit and Technical Affidavit April 
19,1994. 

Delaware Public Utilities Commission (Docket No. 42), October 21, 1994. 
Pennsylvania Public Utility Commission (Docket No. 1-940034), panel testimony, December 8, 

1994. Reply February 23, 1995. Surrebuttal March 16, 1995. 
Public Service Commission of West Virginia (Case No. 94-1103-T-GI), March 24,1995. 
New Jersey Board of Public Utilities (Docket No. TX94090388), April 17, 1995. Rebuttal May 

31, 1995. 
New York Public Service Commission (Case 94-C-0017), August 1,1995. 
Rhode Island Public Service Commission (Docket No. 2252), November 17, 1995. 
Massachusetts Department of Telecommunications and Energy (Docket No. 98-85), October 

20,1998. 

Local Competition 

Massachusetts Department of Public Utilities (Docket No. D.P.U. 94-185), May 19, 1995. 
Rebuttal August 23, 1995. 

The Public Utilities Commission of Ohio (Case No. 94-1695-TP-ACE), May 24, 1995. 
Vermont Public Service Board (Open Network Architecture Docket No. 5713), June 7, 1995. 

Rebuttal July 12, 1995. 
New Jersey Board of Public Utilities (with Kenneth Gordon and Alfred E. Kahn), paper filed in 

connection with arbitration proceedings, August 9, 1996. 
Florida Public Service Commission, "Local Telecommunications Competition: An Evaluation 

of a Proposal by the Communications Staff of the Florida Public Service Commission," 
with A. Banerjee, filed November 21, 1997. 

Rhode Island Public Utilities Commission (Docket No. 2681), January 15, 1999. 
Connecticut Department of Public Utility Control (Docket No. 95-06-17RE02), June 8,1999. 

Interconnection 

Federal Communications Commission (Docket 91-141), September 20, 1991. 
Maryland Public Service Commission (Case No. 8584) with A.E. Kahn, November 19,1993. 

Rebuttal January 10, 1994. Surrebuttal January 24, 1994. 
Maryland Public Service Commission (Case No. 8659), November 9,1994. 
Federal Communications Commission (CC Docket No. 95-185), affidavit March 4, 1996. 
Federal Communications Commission (CC Docket No. 96-98), videotaped presentation on 

economic costs for interconnection, FCC Economic Open Forum, May 20,1996. 

Imputation 

New Hampshire Public Service Commission (Docket DE 90-002), May 1, 1992. Reply 
testimony July 10, 1992. Rebuttal testimony August 21, 1992. 
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Canadian Radio-Television and Telecommunications Commission (Telecom Public Notice 
CRTC 95-36), August 18, 1995. 

Massachusetts Department of Public Utilities (Docket No. D.P.U.ID.T.E. 94-185-C), Affidavit 
February 6, 1998. Reply Affidavit February 19, 1998. 

New Jersey Board of Public Utilities (BPU Docket No. T097100808, OAL Docket No. 
PUCOT 11326-97N), July 8,1998. Rebuttal September 18, 1998. 

Vermont Public Service Board (Docket No. 6077), November 4, 1998. 

E£onomic Depreciation 

Florida Public Service Commission (Docket No. 920385-TL), September 3, 1992. 

Louisiana Public Service Commission (Docket No. U-17949, Subdocket E), November 17, 


1995. Surrebuttal, December 13, 1995, Further Surrebuttal, January 12, 1996. 

Federal Communications Commission (CC Docket No. 98-137), with A. Baneljee, November 


23,1998. 


Spectrum 

Federal Communications Commission (ET Docket 92-100) with Richard Schmalensee, 

November 9, 1992. 


Federal Communications Commission (Amendment of Part 90 of the Commission's Rules to 

Adopt Regulations for Automatic Vehicle Monitoring Systems, PR Docket No. 93-61), 

with R. Schmalensee, June 29, 1993. 


Mergers 

U.S. District Court for the District of Columbia, United States ofAmerica v. Western Electric 
Company, Inc. and American Telephone and Telegraph Company, with A.E. Kahn, January 
14,1994. 

Vermont Public Service Board (Docket No. 5900), September 6, 1996. 
Maine Public Utilities Commission (Docket No. 96-388), September 6, 1996. Rebuttal October 

30,1996. 
New Hampshire Public Service Commission (Docket DE 96-220), October 10, 1996. 
Federal Communications Commission (Tracking No. 96-0221), with Richard Schmalensee, 

October 23, 1996. 
New York Public Service Commission (Case 96-C-0603), panel testimony, November 25, 

1996. Reply December 12, 1996. 
Federal Communications Commission (CC Docket No. 97-211), with R. Schmalensee, affidavit 

March 13, 1998. Reply affidavit May 26, 1998. 
Connecticut Department of Public Utility Control, testimony regarding economic aspects of the 

SBC-SNET proposed change in control, filed June 1, 1998. 
Federal Communications Commission (CC Docket No. 98-141), with R. Schmalensee, July 21, 

1998. Reply November 11, 1998. 
Alaskan Public Utilities Commission (Docket Nos. U-98-14011411142 and U-98-1731174), 

February 2, 1999. Rebuttal March 24, 1999. 
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Pennsylvania Public Utility Commission (Docket Nos. A-310200F0002, A-311350FOOO2, A­
310222F0002, A-310291FO003), April 22, 1999. 


State Corporation Commission of Virginia, In re: Joint Petition ofBell Atlantic Corporation 

and GTE Corporation for approval ofagreement and plan ofmerger, May 28, 1999. 

Ohio Public Utility Commission (Docket No. 98-1398-TP-AMT), June 16, 1999. 
Kentucky Public Service Commission (Docket No. 99-296), July 9, 1999. 
Colorado Public Utilities Commission (Docket No. 99A-407T), December 7, 1999. 
Iowa Utilities Board, on behalf of U S WEST Inc. & Qwest Communications Intl, Inc., rebuttal 

testimony regarding public interest effects of the proposed merger, filed December 23, 
1999. 

Minnesota Public Utilities Commission (Docket No. P3OO9, 3052, 5096,421, 30l7IPA-99­
1192), rebuttal affidavit regarding the effects of the proposed Qwest-U S WEST merger on 

economic welfare. Filed January 14,2000. 


Washington Utilities and Transportation Commission (Docket No. UT-991358), rebuttal 

testimony regarding the effects of the proposed Qwest-U S WEST merger on economic 

welfare. Filed February 22, 2000. 


Montana Public Service Commission (Docket No. D99.8.2oo), rebuttal testimony regarding the 
effects of the proposed Qwest-U S WEST merger on economic welfare. Filed February 22, 
2000. 

Utah Public Service Commission (Docket No. 99-049-41), rebuttal testimony regarding the 
effects of the proposed Qwest-U S WEST merger on economic welfare. Filed February 28, 
2000. 

Minnesota Public Utilities Commission (Docket No. P3009, 3052,5096,421, 30171PA-99­
1192), rebuttal affidavit filed January 14, 2000. 

Minnesota Public Utilities Commission (Docket No. P3009, 3052, 5096,421, 3017IPA-99­
1192), direct testimony filed March 29, 2000. 

Arizona Corporation Commission (Docket No. T-01051B-99-0497), rebuttal testimony filed 
April 3, 2000. 

Wyoming Public Service Commission (Docket Nos. 74142-TA-99-16, 70000-TA-99-503, 
74037-TA-99-8, 7oo34-TA-99-4, 74089-TA-99-9, 74029-TA-99-43, 74337-TA-99-2, 
Record No. 5134), rebuttal testimony filed April 4, 2000. 

Broadband Services 

Federal Communications Commission (File Nos. W-P-C 6912 and 6966), August 5, 1994. 
Federal Communications Commission (File Nos. W-P-C 6982 and 6983), September 21,1994. 
Federal Communications Commission, affidavit examining cost support for Asymmetric 

Digital Subscriber Loop (ADSL) video dialtone market trial, February 21, 1995. 
Federal Communications Commission, affidavit examining cost support for Bell Atlantic's 

video dialtone tariff, March 6, 1995. 
Federal Communications Commission (File Nos. W-P-C 7074), July 6, 1995. 
U.S. District Court for the Eastern District of Virginia (Alexandria Division), United States 

Telephone Association, et al., v. Federal Communications Commission, et al. (Civil Action 
No. 95-533-A), with A.E. Kahn, affidavit October 30, 1995. 
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Federal Communications Commission (CC Docket No. 95-145), October 26, 1995. 

Supplemental Affidavit December 21, 1995. 


Expert testimony: FreBon International Corp. vs. BA Corp. Civil Action, No. 94-324 (GK), 
regarding Defendants' Amended Expert Disclosure Statement, filed under seal February 15, 
1996. 

Federal Communications Commission (CC Docket No. 96-46), ex parte affidavit, April 26, 
1996. 

Federal Communications Commission (CC Docket No. 96-112), affidavit filed May 31, 1996. 
Federal Communications Commission (CC Docket No. 96-112), affidavit June 12, 1996. 
Federal Communications Commission (CC Docket No. 96-46), July 5, 1996 .. 
Pennsylvania Public Utility Commission, "Promises Fulfi11ed; Bell Atlantic-Pennsylvania's 

Infrastructure Development," filed January 15, 1999 (with Charles J. Zarkadas, Agustin J. 
Ros, and Jaime C. d'Almeida). 

Rate Rebalancing 

Canadian Radio-Television and Telecommunications Commission, Implementation of 

Regulatory Framework and Related Issues, Telecom Public Notices CRTC 94-52, 94-56 

and 94-58, February 20, 1995. 


Pennsylvania Public Utility Commission (Docket No. R-00963550), April 26, 1996. Rebuttal 
July 5, 1996. 

Pennsylvania Public Utility Commission (Docket No. R-963550 C0006), August 30, 1996. 
Public Utilities Commission of Ohio (Case No. 96-899-TP-ALT), February 19, 1997. 

Universal Service 

Louisiana Public Service Commission (Docket No. V-20883, Subdocket A), August 16, 1995. 
Tennessee Public Service Commission (Docket No. 95-02499), October 20, 1995. Rebuttal 

October 25,1995. Supplementary direct October 30, 1995. Supplementary rebuttal 
November 3, 1995. 

Mississippi Public Service Commission (Docket No. 95-UA-358), January 17, 1996. Rebuttal 
February 28, 1996. 

Federal Communications Commission (CC Docket No., 96-45) with Kenneth Gordon, April 12, 
1996. 

Federal Communications Commission (CC Docket No. 96-45) with Aniruddha BaneIjee, 
August 9, 1996. 

Federal-State Joint Board (CC Docket No. 96-45), Remarks on Proxy Cost Models, videotape 
filed January 14, 1997. 

New Jersey Board of Public Utilities (Docket No. TX95120631), September 24, 1997. 
Rebuttal October 18, 1997. 

Pennsylvania Public Utility Commission (Docket No. 1-00940035), October 22, 1997. 
Alabama Public Service Commission (Docket No. 25980), February 13, 1998. 
North Carolina Utilities Commission (Docket No. P-lOO, SUB 133g), February 16, 1998. 

Rebuttal April 13, 1998. 
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Mississippi Public Service Commission (Docket No. 98-AD-035), February 23, 1998. Rebuttal 
March 6, 1998. 

Tennessee Regulatory Authority (Docket No. 97-00888), April 3, 1998. Rebuttal April 9, 
1998. 

Florida Public Service Commission (Docket No. 980696-TP), September 2,1998. 

Classification of Services as Competitive 

Maryland Public Service Commission (Case No. 8462), October 2, 1992. 
State Corporation Commission of Virginia (Case No. PUC 950067), January 11, 1996. 
Maryland Public Service Commission (Case No. 8715), March 14, 1996. Surrebuttal filed 

April 1, 1996. 
Federal Communications Commission (File No. SCL-97-003), December 8,1997. 
Pennsylvania Public Utility Commission (Docket No. P-00971307, February 11, 1998. 

Rebuttal February 18, 1998. 
State of Connecticut, Department of Public Utility Control (Docket No. 98-02-33), February 

27,1998. 
The New Jersey Board of Public Utilities (Docket No. TO 99120934), May 18, 2000. 
Washington Utilities and Transportation Commission (Docket No. UT-000883), October 6, 

2000. 

Costing and Pricing Resold Services and Network.Elements 

Science, Technology and Energy Committee of the New Hampshire House of Representatives, 
"An Economic Perspective on New Hampshire Senate Bill 77," April 6, 1993. 

Tennessee Public Service Commission (Docket No. 96-00067), May 24, 1996. Refiled with 
the Tennessee Regulatory Authority (Docket No. 96-00067), August 23, 1996. 

New York Public Service Commission (Case Nos. 95-C-0657, 94-C-0095, 91-C-1l74), May 
31, 1996. Additional testimony June 4, 1996. Rebuttal July 15, 1996. 

Louisiana Public Service Commission (Docket No. U-U-22020), August 301996. Rebuttal 
September 13, 1996. 

Tennessee Regulatory Authority (Docket No. 96-(1331), September 10, 1996. Rebuttal 
September 20, 1996. 

New Jersey Board of Public Utilities (Docket No. T096070519), September 18, 1996. 
Pennsylvania Public Utility Commission (Docket No. A-310258Foo02), September 23, 1996. 
Massachusetts Department of Public Utilities (Docket Nos. D.P.U. 96-73/74, 96-75, 96-80/81, 

96-83,96-94), September 27, 1996. Rebuttal October 16, 1996. 
New Jersey Board of Public Utilities (Docket No. TX95120631), September 27, 1996. 
New Hampshire Public Service Commission (Docket DE 96-252), October 1, 1996. 
Massachusetts Department of Public Utilities (Docket Nos. D.P. U. 96-73174, 96-75, 96-80/81, 

96-83,96-94), October II, 1996. Rebuttal October 30, 1996. 
Federal Communications Commission (CC Docket No. 96-45), October 15, 1996. 
New Hampshire Public Service Commission (Docket DE 96-252), October 23, 1996. 
New Jersey Board of Public Utilities (Docket No. T096080621), November 7, 1996. 
Alabama Public Service Commission (Docket No. 25677), November 26, 1996. 
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Delaware Public Utilities Commission, testimony re costs and pricing of interconnection and 
network elements, December 16,1996. Rebuttal February 11, 1997. 

State Corporation Commission of Virginia, on behalf of Bell Atlantic-Virginia (Case No. 
PUC960), December 20,1996. Rebuttal June 10, 1997 (Case No. PUC970005). 

Public Service Commission of Maryland (Case No. 8731-m, January 10, 1997. Rebuttal April 
4,1997. 

Public Service Commission of the District of Columbia (Case No. 962), January 17, 1997. 
Rebuttal May 2, 1997. 

Connecticut Department of Public Utilities (DPUC Docket No. 96-09-22), January 24, 1997. 
Connecticut Department of Public Utilities (DPUC Docket No. 96-11-03), February 11, 1997. 
Federal Communications Commission, response to FCC Staff Report on issues regarding Proxy 

Cost Models. Filed February 13, 1997. 
Public Service Commission of West Virginia (Case Nos. 96-1516-T-PC, 96-1561-T-PC, 96­

l009-T-PC, and 96-1533-T-T), February 13, 1997. Rebuttal February 20, 1997. 
Public Utilities Commission of Ohio (Case No. 97-152-TP-ARB), April 2, 1997. 
Maine Public Utilities Commission (Docket No. 97-505), April 21, 1997. Rebuttal October 21, 

1997. 
Vermont Public Service Board (Docket No. 5713), July 31, 1997. Rebuttal January 9, 1998. 

Surrebuttal February 26, 1998. Supplemental rebuttal March 4, 1998. 
State of Connecticut, Department of Public Utility Control (Docket Nos. 95-03-01,95-06-17 

and 96-09-22), August 29, 1997. Rebuttal December 17, 1998. 
Alabama Public Service Commission (Docket No. 26029), September 12, 1997. 
Tennessee Regulatory Authority (Docket No. 97-01262), October 17,1997. 
South Carolina Public Service Commission (Docket No. 97-374-C), November 25, 1997. 
Rhode Island Public Utilities Commission, direct testimony re costing and pricing principles 

for interconnection and unbundled network elements filed November 25, 1997. 
North Carolina Utilities Commission (Docket No. P-100, SUB 133d), December 15, 1997. 

Rebuttal March 9, 1998. 
Massachusetts Department of Public Utilities (Docket No. DTE 98-15), January 16, 1998. 
Mississippi Public Service Commission (Docket No. 97-AD-544, March 13. 1998. 
New Hampshire Public Service Commission (Docket No. 97-171, Phase m, March 13, 1998. 

Rebuttal April 17, 1998. 
Massachusetts Department of Telecommunications and Energy (D.P. U. 96-3174, 96-75, 96­

80/81,96-83, & 96-94), April 29, 1998. 
Massachusetts Department of Telecommunications and Energy (Docket No. 85-15, Phase ill. 

Part I), August 31, 1998. 
Massachusetts Department of Telecommunications and Energy (Docket No. 98-15, Phase m, 

September 8, 1998. 
Rhode Island Public Utilities Commission (Docket No. 2681), September 18, 1998. 
Maryland Public Service Commission (Case No. 8786), November 16, 1998. 
New Hampshire Public Utilities Commission (Docket No. 99-018), April 7, 1999. Rebuttal 

April 23, 1999. 

Massachusetts Department of Telecommunications & Energy (Docket No. 94-185-E) July 26 
1999. ' , 
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The New Jersey Board of Public Utilities (Docket No. TOOOO60356), July 28, 2000. 

Bell Entry into InterLATA Markets 

Federa] Communications Commission (CC Docket No. 96-149), affidavit, August 15. 1996. 
FederaJ Communications Commission (Docket No. 96-149) with Paul B. Vasington, November 

14,1996. 
Georgia Public Service Commission (Docket No. 6863-U), January 3, 1997. Rebuttal February 

24,1997. 
Pennsylvania Public Utility Commission, statement regarding costs and benefits from Bell 


Atlantic entry into interLA T A telecommunications markets, February 10, 1997. Rebuttal 

March 21, 1997. 


New York Public Service Commission, "Competitive Effects of Allowing NYNEX To Provide 
InterLAT A Services Originating in New York State," with Harold Ware and Richard 
Schmalensee, February 18, 1997. 

Delaware Public Utilities Commission, statement regarding costs and benefits from Bell 

Atlantic entry into interLATA telecommunications markets. filed February 26, 1997. 

Rebuttal April 28, 1997. 


New Jersey Board of Public Utilities (Docket No. T097030166). March 3, 1997. Reply May 
15. 1997. 

Federal Communications Commission (CC Docket 96-262 et al.), with Richard Schmalensee, 
Doug Zona and Paul Hinton, ex parte March 7, 1997. 

Public Service Commission of Maryland, statement regarding consumer benefits from Bell 
Atlantic's provision of interLA T A service, filed March 14, 1997. 

Louisiana Public Service Commission, on behalf of BellSouth Long Distance, Inc. (Docket No. 
U-22252), March 14, 1997. Rebuttal May 2, 1997. Supplemental testimony May 27,1997. 

Public Service Commission of West Virginia, economic analysis of issues regarding Bell 
Atlantic's entry into the interLATA long distance market. Filed March 31, 1997. 

South Carolina Public Service Commission (Docket No. 97-101-C), April 1, 1997. Rebuttal 
June 30, 1997. 

Kentucky Public Service Commission (Administrative Case No. 96-608), April 14, 1997. 
Rebuttal April 28, 1997. Supplemental rebuttal August 15, 1997. 

Federal Communications Commission (CC Docket No. 96-149), April 17, 1997. 
Maine Public Utilities Commission, affidavit regarding competitive effects of NYNEX entry 

into interLATA markets, with Kenneth Gordon, Richard Schmalensee and Harold Ware . ,
ftIed May 27,1997. 

Alabama Public Service Commission (Docket No. 25835), June 18, 1997. RebuttaJ August 8, 
1997. 

North Carolina Utilities Commission (Docket No. P-55, SubI022), August 5, 1997. Rebuttal 
September 15, 1997. 

Mississippi Public Service Commission (Docket No. 97-AD-0321), July I, 1997. Rebuttal 
September 29, 1997. 

Federal Communications COmmission, CC Docket No. 99-295. Filed September 29, 1999. 
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Regulatory Reform 

Federal Communications Commission (CC Docket No. 80-286), December 10,1997. 

Federal Communications Commission, In the Matter ofUnited States Telephone Association 


Petition for Rulemaking-1998 Biennial Regulatory Review, with Robert W. Hahn, filed 

September 30, 1998. 


Reciprocal Compensation 

Massachusetts Department of Telecommunications and Energy (Docket No. 98-67), September 
25,1998. 

Washington Public Utilities Commission (Docket No. UT-990300), February 24, 1999. 
Rebuttal March 8, 1999. 

Colorado Public Utilities Commission (Docket No. 99A-00IT), March 15, 1999. 
Massachusetts Department of Telecommunications and Energy (Docket No. D.T.E. 97-116-B), 

March 29,1999. 
North Carolina Utilities Commission (Docket No. P-5OO, Sub 10), July 9, 1999. 
North Carolina Utilities Commission (Docket No. P-561. Sub 10). July 30, 1999. 
Public Service Commission of South Carolina (Docket No. 1999-259-C), August 25, 1999. 
Louisiana Public Service Commission (Docket No. U-24206). September 3, 1999. 
Florida Public Service Commission (Docket No. 990750-TP), September 13, 1999. 
New Mexico Public Regulation Commission (Case No. 3131), October 13, 1999. 
Alabama Public Service Commission (Docket No. 27091), October 14, 1999. 
Tennessee Regulatory Authority (Docket No. 99··00377). October 15, 1999. 
Tennessee Regulatory Authority (Docket No. 99-00430), October 15, 1999. 
Mississippi Arbitration Panel (Docket No. 99-AD421), October 20, 1999. 
Kentucky Public Service Commission (Case No. 99-218), October 21, 1999. 
Georgia Public Service Commission (Docket No. 10767-U), October 25, 1999. 
Oregon Public Utility Commission (Arb. 154), November 5, 1999. 
Federal Communications Commission, "An Economic and Policy Analysis of Efficient 

Intercarrier Compensation Mechanisms for ISP-Bound Traffic," (with Agustin Ros and 
Aniruddha Banerjee), ex parte, November 12, 1999. 

Georgia Public Service Commission (Docket No. 10854-U), November IS, 1999, rebuttal 
testimony filed November 22, 1999. 

Idaho Public Utilities Commission (Docket No. GST-T-99-1), November 22. 1999, rebuttal 
testimony filed December 2,1999. 

Texas Public Utility Commission (Docket No. 21982), March 15,2000, rebuttal testimony filed 
March 31, 2000. 

Arizona Corporation Commission (Docket Nos. T-02432B-00-0026, T-01051B-00-OO26). 
March 27, 2000, rebuttal testimony filed April 3, 2000. 

Colorado Public Utilities Commission (Docket No. OOB-O11T), direct testimony filed March 
28,2000. 

Pennsylvania Public Utility Commission (Docket No. A-310620F0002), April 14. 2000, 
rebuttal testimony filed April 21, 2000. 

Delaware Public Service Commission (PSC Docket No. 00-205), filed April 25, 2000. 



· . 

Rebuttal Testimony a/William E. Taylor 

Exhibit WET-l 
FPSC Docket No. 0OOO75·TP 

Page 190/19 

Virginia State Corporation Commission, filed April 25, 2000. 
The New Jersey Board of Public Utilities (Docket No. TO 00031063) Direct testimony filed 

April 28, 2000, rebuttal testimony filed May 5, 2000. 
Washington Utilities and Transportation Commission (Docket No. UT-003006). Filed April 26, 

2000. Rebuttal testimony filed May 10, 2000. Surrebuttal testimony filed May 26, 2000. 
The New Jersey Board of Public Utilities (Docket No. TO 00031063). Filed April 28. 2000. 

Rebuttal testimony filed May 5, 2000. 
Federal Communications Commission, (CC Docket Nos. 96-98,95-185, WT Docket No. 97­
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The Florida Public Service Commission ("FPSC") hereby 

respectfully submits its comments in the above docket. 

Specifically, these comments are in response to the Commission's 

Notice of Proposed Rulemaking released on February 26, 1999 
" 

regarding inter-carrier compensation for ISP-bound traffic. We 

comment specifically on the Commission's alternatives for 

handling inter-carrier compensation. 

reC'. :Incorrect VUri'dictiopal Analy.i. 

In the FCC's declaratory ruling on reciprocal compensation 

for traffic delivered to an information service provider, the FCC 

concludes that the communications do not terminate at the 

Internet Service Provider's (ISPs) local server, but continue to 

the ultimate destin~tion(s), specifically at an Internet website 

that is often located in another state. The FCC noted, "the fact 
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that the facilities and apparatus used to deliver traffic to the 

ISP's local server may be located within a single state does not 

affect our jurisdiction." (Order at , 12). 

The order specifically disagreed with those commenters who 

asserted, for jurisdictional purposes, that ISP-bound traffic 

must be separated into two components: an intrastate 

telecommunications service, provided by one or more LECs, and an 

interstate information service, provided by the ISP. The order 

analyzes ~ISP traffic for jurisdictional purposes as a continuous 

transmission from the end user to a distant Internet site." 

(Order at , 13). 

The FPSC believes that the Commission is in error in 

assuming that "telecommunications continues through the ISP POP 

simply because the ISP uses telecommunications." The FCC's 

position is inconsistent with its conclusion in the Universal 

Service Report to Congress, where the Commission found that 

"information service providers are not transformed into providers 

of telecommunications simply because they use 

telecommunications." In that Report, the Commission concluded 

that an ISP offering is properly categorized as an information 

service, not subject to Title II, and that the ISP "is itself a 
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user of telecommunications; that is, telecommunications is an 

input in the provision of an information service." 

Internet services are purchased by end users as two 

components, as described in the FCC's NPRM. First, an access 

line, provided by a local exchange carrier, allows the end user 

to call an ISP using a seven-digit number. The second step 

involves protocol conversion, transmission, routing, etc., 

provided by the ISP which enables the customer to access Internet 

content and services. 1 The access lines purchased by end users 

are local access lines that are provided through an intrastate 

tariff. Because ISP's are recognized as Enhanced Service 

Providers (ESPs) and thus are exempt from paying certain 

interstate access charges, they are able to purchase their access 

lines through intrastate business tariffs rather than interstate 

access tariffs. Once a transmission reaches an ISP server, it 

leaves the public switched network and is routed to its ultimate 

destination through the Internet backbone, which is a private, 

packet-switched network over which the FCC has no jurisdiction. 

In order to assert its jurisdiction, the FCC has combined a 

service that is regulated on an intrastate basis and provided 

over the public switched network with an unregulated service that 

NPRM, paragraph 4. 
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is provided across a private network to create a new, interstate 

service. 

We believe that the FCC is clinging to a weathered end-to­

end jurisdictional approach that is particularly ill-suited for 

the years ahead. The end-to-end analysis will not fit well with 

an environment in which Internet telephony has become 

commonplace, nor is it appropriate if significant elements of the 

current facilities-based local exchange network monopoly persist 

indefinitely. Taken to a logical extreme, the Commission'S 

approach could have the particularly unwanted effect of extending 

federal jurisdiction beyond telephony, while simultaneously 

emasculating the type of (state) regulation that is best suited 

to handle a residual local "pipeline" monopoly. We believe that 

state commissions are in a better position to address these 

issues because of our proximity to consumers, our understanding 

of unique market conditions within our respective jurisdictions, 

and our longstanding regulatory authority over with local 

telecommunications providers. 

Taken to its logical conclusion, the FCC's decision on the 

jurisdictional nature of ISP-bound traffic dictates that cable 

modems must now also be regulated as a form of 

telecommunications. ISP-bound traffic carried over cable moderns 
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is currently not regulated as telecommunications. Although cable 

modems prov~de a means to connect to ISPs that is different from 

dial up access, we believe that once the traffic reaches the ISP, 

access to the Internet is identical to that provided via dial-up 

access (usually with greater speed). However, if this traffic is 

now considered "end-to-end telecommunications," Internet service 

provided via cable modems should be regulated as a common carrier 

service. 

We believe that such a policy is a bad idea and is contrary 

to the underlying principals of the Telecommunications Act. The 

logical extension of the policies adopted by the FCC creates more 

regulation, not less, and could have the unintended consequences 

of deterring further advanced telecommunications development over 

the Internet. 

!'PSC RagoQ'.' 1;0 BUM 

Notwithstanding the FCC's incorrect premise that local ISP-

bound traffic is interstate in nature, the FPSC believes there is 

only one correct method for dealing with inter-carrier 

compensation for this traffic given these circumstances. The 

FCC's first option, to give states full discretion in continuing 

to deal with compensation as an issue in their Section 251/252 

arbitration proceedings, will somewhat mitigate the problems that 
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the Commission's determination has created. Allowing states to 

determine correct compensation policies, unencumbered by federal 

mandates, will ensure that states will be able to arbitrate these 

issues in the manner that best fits each state's circumstances. 

The FPSC believes that the Commission's second option 

involving federal rules for inter-carrier compensation is not 

warranted. This proposal would be contrary to the Commission's 

previous indications that it did not wish to interfere with state 

commission arbitrations involving ISP traffic. 

If the Commission determines that federal rules are 

necessary, then the Commission should also be responsible for 

enforcement of those rules. This would include arbitrating, or 

arranging for independent arbitration of, any disputes regarding 

this traffic. The states should not be obligated to enforce FCC 

rules on this matter. 

The Commission also sought comment on whether under either 

option there may be a need for some federal rules to aid in the 

resolution of disputes on these matters. The FPSC believes that 

the development of such rules is both unnecessary and overly 

prescriptive. Section 252 of the Telecommunications Act of 1996 

imposes upon state commissions the statutory duty to approve 

voluntarily-negotiated interconnection agreements and to 
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arbitrate interconnection disputes. Indeed, the Commission 

observed in its Local Competition Order that state commission 

authority pursuant to section 252 includes both interstate and 

intrastate matters. 

The Commission also sought comment on the impact of Section 

252(I) and Most Favored Nations ("MFN") clauses on parties' 

ability to negotiate or renegotiate terms of their 

interconnection agreements. The FPSC believes that this topic 

involves interconnection issues far more encompassing than inter-

carrier compensation for ISP-bound traffic. The Commission's 

interpretation of Section 252(I} and its effect on 

interconnection agreements is best explored in a generic 

investigation into its interconnection rules. The FPSC presumes 

that the Commission will issue an NPRM on the validity, need, and 

implementation schedule of its interconnection pricing rules 

within the next few months. Given the broad nature of this 

question, we believe it is best suited for that proceeding. 

While the FPSC believes that this issue should be addressed 

in a generic interconnection inquiry, we believe that the 

Commission's interpretation of 252 (I) significantly reduces 

competitors' incentives to negotiate an agreement. A competitive 

carrier can minimize its expenses by selecting portions of other 
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CLEC agreements without having to concede on any other issues. 

ILECs will have little incentive to negotiate agreements since 

other CLECs would likely cannibalize any new agreement. 

Over time, this process would create a "best-of-breed" 

contract based entirely on previously negotiated agreements. 

This creation, which may bear a striking resemblance to a tariff, 

would effectively defeat both the need and purpose of 

negotiation. 

With regard to the Commission's specific example involving 

the time frame a carrier should be afforded to opt into a pre­

existing contract, the FPSC believes that the ability of a CLEC 

to use conditions or rates from a pre-existing contract should 

expire at the same time the original contract terminates. 

The FFSC believes that MFN clauses in negotiated agreements 

are different from the Commission's interpretation of Section 

252(1). Although MFN clauses may, in some instances, result in 

the same ability for a CLEC to "pick and choose" terms from other 

contracts, an MFN clause is a voluntary agreement between parties 

and therefore is not equivalent to the mandatory terms of Section 

252(I). If parties believe that MFN clauses in contracts are too 

strict or too broad, or are interpreted incorrectly through 

arbitration, then they have the option to renegotiate those terms 
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with more specificity the next time they enter into a negotiated 

agreement. In contrast, the Commission's interpretation of 

Section 252(I), which the FPSC believes grants global MFN rights 

to all carriers for any term in any contract, may eventually 

eliminate the need or reason for negotiated contracts altogether. 

FPSC Indor....nt of CectaiA Cgpm9nta of the Indiana Cgppj.aioD 

Mismatch of Revenues and Costs 

The FPSC also endorses the following points raised by the 

Indiana Utility Regulatory Commission (IURC). Specifically, 

assigning the revenues and the costs for an interstate service 

such as the Internet to the intrastate jurisdiction creates 

specific cost allocation problems. Both end users and ISPs may 

purchase residential or business access lines, whichever are 

applicable, out of an intrastate tariff. These access lines, in 

turn, provide end users access to the ISP and the ISP access to 

end users. The FPSC believes that the intrastate jurisdiction 

should not be responsible for recovering the costs associated 

with an interstate service. The FPSC reiterates that if Internet 

traffic is an interstate service which uses the local loop, then 

an additional portion of the loop cost should be recovered 

through an interstate rate, not basic local service (BLS) rates. 

Assigning the costs and revenues associated with Internet traffic 
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solely to the intrastate jurisdiction could force the states and, 

by extension., basic local service customers to recover more than 

their fair share of common plant costs. Bluntly stated, if 

Internet traffic is interstate traffic, then intrastate basic 

local service rates, which currently recover the cost of Internet 

access, might be too high. 

Bill & Keep Arrangements 

In addition, if the FCC believes that a uniform cost 

recovery mechanism for ISP-bound traffic is necessary, then the 

FCC should look at the possibility of encouraging the states to 

require carriers to recover their costs for the transport and 

termination of all traffic through bill and keep arrangements. 2 

The FCC previously presented states three options for setting 

rates for the transport and termination of local traffic in its 

first local competition order. 3 States could: 1) develop rates 

based on a TELRIC cost study; 2) use the default cost proxies 

2 Bill and keep arrangements are arrangements in which 
"neither of two interconnecting networks charges the other 
network for terminating traffic that originated on the other 
network." In re: Implementation of the Local Competition 
Provisions in the Telecommunications Act of 1996, CC Docket 96­
96, August 8, 1996, paragraph 1096. 

3 In ret Implementation of the Local Competition Provisions 
in the Telecommunications Act of 1996, CC Docket 96-96, released 
August 8, 1996. 
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developed by the FCCi or 3) order carriers to adopt bill and keep 

arrangements, so long as the traffic between carriers is "roughly 

balanced". 4 However, the balanced traffic standard could be 

difficult to achieve in many instances and could require CLECs to 

install expensive billing systems. The FPSC notes the IURC's 

recommendation that the "roughly balanced" requirement be 

eliminated in order for bill and keep to be a practical 

alternative to reciprocal compensation. This should also be 

reviewed by the FCC. 

Respectfully submitted, 

~~/UK-
QfNTHIA B. MILLER 
Senior Attorney 

FLORIDA PUBLIC SERVICE COMMISSION 
2540 Shumard Oak Boulevard 
Tallahassee, Florida 32399-0850 
(850) 413-6082 

DATED: April 1, 1999 

4 Id, paragraph 1112. 
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