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ORIGINAL

BELLSOUTH TELECOMMUNICATIONS, INC.
DIRECT TESTIMONY OF JERRY HENDRIX
BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
DOCKET NO. 990874-TP
JANUARY 31, 2000

PLEASE STATE YOUR NAME AND COMPANY NAME AND
ADDRESS.

My name is Jerry Hendrix. | am employed by BellSouth
Telecommunications, Inc. as Senior Director - Interconnection Services -
Revenue Management, Network and Carrier Services. My business

address is 675 West Peachtree Street, Atlanta, Georgia 30375.
PLEASE SUMMARIZE YOUR BACKGROUND AND EXPERIENCE.

| graduated from Morehouse College in Atlanta, Georgia, in 1975 with a
Bachelor of Arts Degree. | began employment with Southern Bell in
1979 and have held various positions in the Network Distribution
Department before joining the BellSouth Headquarters Regulatory
orQéni_zation in 1985. On January 1, 1996, my responsibilities moved
to Interconnection Services Pricing in the Interconnection Customer
Business Unit. In my current position as Senior Director, | oversee the

negotiation of interconnection agreements between BellSouth and
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Alternative Locai Exchange Carriers (“ALECs”) in BellSouth’s nine-state

region.

HAVE YOU TESTIFIED PREVIOUSLY?

Yes. | have testified in proceedings before the Alabama, Florida,
Georgia, Kentucky, Louisiana, Mississippi, South Carolina public
service commissions, the North Carolina Utilities Commission, and the

Tennessee Regulatory Authority.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

The purpose of my testimony is to show that BellSouth does not owe
US LEC of Florida, Inc. (“US LEC") reciprocal compensation for traffic
bound for Internet service providers (“ISPs") for two primary reasons:
first, ISP-bound traffic is, and always has been, interstate traffic; and,
second, the parties did not agree to consider ISP-bound traffic to be
local traffic under the terms of any of the agreements between the

parties.

WHAT IS RECIPROCAL COMPENSATION?

Section 251 (b)(5) of the Telecommunications Act of 1996 obligated all
telecommunications carriers to “establish reciprocal compensation

arrangements for the transport and termination of telecommunications.”

-2-
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In basic terms, reciprocal compensation is a tWo-way, or reciprocal,
arrangement requiring a local exchange carrier (“LEC”) who originates
a local call to compensate the LEC who terminates the locat call. By
law, this obligation applies only if the call is local, and if the call is
originated and terminated by different LECs. Recently, the Federal
Communications Commission (“FCC”) confirmed that the obligation
imposed under § 251(b)(5) applies only to the transport and termination

of local traffic. (See Declaratory Ruling, In the Matter of

Implementation of the Local Competition Provisions in the

Telecommunications Act of 1996: Inter-Carrier Compensation for 1ISP-

Bound Traffic, CC Docket Nos. 96-98, 99-68 (“Declaratory Ruling”),

released February 26, 1999.)

DESCRIBE THE NATURE OF ISP TRAFFIC.

Internet service is a subset of the services that the FCC has classified
as enhanced services. The FCC, for a variety of public policy reasons,
has exempted enhanced service providers (“ESPs"), of which 1SPs are
a subset, from paying interstate access charges since 1983. Hence,
ISPs are permitted use the networks of LECs to coliect and transport

their interstate traffic.

To put the agreements in question in this docket in context, | will
describe how a call by an end user is routed to the Internet. (Exhibit

JDH-1 provides an illustration.} End users gain access to the internet

-3-



~N O O W N

©

10
11
12
13
14
16
16
17
18
19
20
21
22
23
24
25

through an ISP. The ISP location, generally referred to as an ISP Point
of Presence ("POP"), represents the edge of the internet and usually
consists of a bank of modems. Due to the FCC'’s access charge
exemption for ISPs, ISPs can use the public switched network to collect
their subscribers’ calls to the Internet. To access the Internet through
an ISP, subscribers dial a seven- or ten-digit telephone number via
their computer modem. The ISP typically purchases business service
lines from various local exchange carrier (“LEC") end offices and
physically connects those lines to an ISP premise, which contains
modem banks that connect to the Internet. The ISP converts the signal
of the incoming call to a digital signal and routes the call, through its
modems, over its own network to a backbone network provider, where
it is ultimately routed to an Internet-connected host computer. Internet
backbone networks can be regional or national in nature. These
networks not only interconnect ISP POPs but also interconnect ISPs

with each other and with online information content.

The essence of Internet service is the ease with which a user can
access and transport information from any server connected to the
Internet. The Internet enables information and Internet resources to be
widely distributed and eliminates the need for the user and the
information to be physically located in the same area. 1SPs typically
provide, in addition to Internet access, Internet services such as e-mail,
usenet news, and Web pages to their customers. When a user

retrieves e-mail or accesses usenet messages, for example, it is highly

-4-
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unlikely that the user is communicating with a server that is located in
the same local calling area as the user. To the contrary, the
concentration of information is more likely to result in an interstate, or

even international, communication.

In short, an ISP takes a cail and, as part of the information service it
offers to the public, transmits that call to and from the communications
network of other telecommunications carriers (e.g., Internet backbone
providers such as MCI or Sprint) whereupon it is ultimately delivered to
Internet host computers, almost all of which are located outside of the

local serving area of the ISP.

As | stated earlier, the ISP generally purchases business service lines
from various LEC end offices. This methodology was prescribed (and
in fact compelled) by the FCC in order to ensure compliance with the
access charge exemption extended to ESP/ISPs. The fact that an ISP
obtains local business service lines from a ALEC switch in no way
alters the continuous transmission of signals between an incumbent

local exchange carrier's (“ILEC”") end user to a host computer. In other

- words, if a ALEC puts itself in between a BellSouth end user and the

Internet service provider, as in Exhibit JDH-1, it is acting like an
intermediate transport carrier or conduit, not a local exchange provider

entitled to reciprocal compensation.

DOES ISP TRAFFIC TERMINATE AT THE ISP?

-5
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No. The cali from an end user to the ISP only transits through the
ISP’s local point of presence; it does not terminate there. There is no
interruption of the continuous transmission of signals between the end
user and the host computers. This fact was confirmed by the FCC in
the Declaratory Ruling. Paragraph 12 of the Declaratory Ruling states:
We conclude, as explained further below, that the
communications at issue here do not terminate at the ISP’s local
server, as ALECs and ISPs contend, but continue to the ultimate
destination or destinations, specifically at a Internet website that

is often located in another state.

IS ISP-BOUND TRAFFIC INTERSTATE OR LOCAL TRAFFIC?

ISP-bound traffic is interstate. The FCC, in the Declaratory Ruling,
clearly stated it had always considered ISP-bound traffic to be
interstate. Footnote 87, attached to paragraph 26, of the Declaratory
Ruling defines ISP-bound traffic as non-local, interstate traffic.
Paragraph 16 of the Declaratory Ruling points out that the FCC
considered this traffic to be interstate as early as 1983 (See
Memorandum Opinion and Order, In the Matter of MTS and WATS
Market Structure, CC Docket No. 78-72 (“MTS/WATS Market Structure

Order”), released August 22, 1983) and, therefore, saw the need to
affirmatively exempt it from access charges. Paragraph 16 of the

Declaratory Ruling reads, in part:

E
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The Commission traditionally has characterized the link from an
end user to an ESP as an interstate access service. In the
MTS/WATS Market Structure Order, for instance, the
Commission concluded the ESPs are “among a variety of users
of access service” in that they “obtain local exchange services or
facilities which are used, in part or in whole, for the purpose of
completing interstate calls which transit its location and,
commonly, another location in the exchange area.” The fact that
ESPs are exempt from access charges and purchase their
PSTN links through local tariffs does not transform the nature of
traffic routed to ESPs. That the Commission exempted ESPs
from access charges indicates its understanding that ESPs in
fact use interstate access service; otherwise, the exemption

would not be necessary.

Throughout the evolution of the Internet, the FCC repeatedly has
asserted that ISP-bound traffic is interstate. For instance, the Notice of

Proposed Rulemaking, In the Matter of Amendments to Part 69 of the

Commission's Rules Relating to Enhanced Service Providers, CC

Docket No. 87-215 (“1987 NPRM"), released July 17, 1987, in which
the FCC proposed to lift the ESP access charge exemption, is clearly in
keeping with the FCC's position on the interstate nature of ESP/ISP
traffic. Paragraph 7 reads:

We are concemed that the charges currently paid by enhanced

service providers do not contribute sufficiently to the costs of the

7-
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exchange access facilities they use in bﬁ'en'ng their services to
the public. As we have frequently emphasized in our various
access charge orders, our ultimate objective is to establish a set

of rules that provide for recovery of the costs of exchange

access used in interstate service in a fair, reasonable, and

efficient manner from all users of access service, regardiess of
their designation as carriers, enhanced service providers, or

private customers. Enhanced service providers, like facilities-
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based interexchange carriers and resellers, use the local

network to provide interstate services. To the extent that they

are exempt from access charges, the other users of exchange
access pay a disproportionate share of the costs of the local

exchange that access charges are designed to cover.

(emphases added)

The resuiting order in Docket No. 87-215 (the “ESP Exemption Order”),
released in 1988, is further evidence of the FCC’s continued pattern of
considering ISP-bound traffic to be access traffic. It referred to “certain

classes of exchange access users, including enhanced service

providers” (emphasis added).

YOU HAVE SHOWN THAT THE FCC CONSIDERS ISP-BOUND
TRAFFIC TO BE INTERSTATE TRAFFIC. WERE LOCAL CALLING
RATES IN FLORIDA STRUCTURED TO COVER THE COSTS OF

NON-LOCAL TRAFFIC?
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No. Local exchange rates do not take into account and compensate
for non-local traffic such as Internet-bound traffic. Internet-bound traffic
characteristics were never considered when local rates were
established. For BellSouth the typical call duration for a local call is
between three and four minutes. On the other hand, an Internet
session generally fasts much longer than three to four minutes.
According to Bellcore’'s 1996 report,“impacts of Intemet Traffic on LEC
Networks and Switching Systems,” the typical call duration for an
Internet-bound call is approximately 20 minutes (3-4). There is little

similarity between local exchange traffic and Internet-bound traffic.

DO BELLSOUTH AND US LEC HAVE AN INTERCONNECTION
AGREEMENT THAT HAS BEEN APPROVED BY THIS
COMMISSION?

Yes, the parties have had three agreements. The first Agreement
between BellSouth and US LEC was entered into on November 1,
1996, and approved by this Commission on June 12, 1997. BellSouth
sent US LEC the first bill for operations in Florida in June 1998, and US
LEC began billing BeliSouth in Florida in August 1998. The first
Agreement had an expiration date of October 31, 1998. On June 26,
1998, US LEC adopted ALEC, Inc.'s existing Interconnection
Agreement (the “second Agreement”). The second Agreement was

approved by this Commission on October 12, 1998, became effective

-9-
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in November 1998, and expired on June 15, 1999. On June 30, 1999,
US LEC adopted Intermedia Communications, Inc.’s existing
Interconnection Agreement (the “third Agreement”). This Commission

approved the third Agreement on August 4, 1999.

WERE YOU INVOLVED IN THE NEGOTIATIONS OF THE FIRST
AGREEMENT WITH US LEC?

Yes. | was the lead negotiator for BellSouth and actually signed the

agreement. | am aware of what was discussed during the negotiation

process and the reasons that the agreement contains the language that _

appears there.

HOW WOULD YOU CHARACTERIZE THE FIRST NEGOTIATION
BETWEEN BELLSOUTH AND US LEC?

in many ways, the negotiations were fairly typical, and they yielded an
agreement that deals with reciprocal compensation and local traffic in a

way that is both consistent with BellSouth’s experience in negotiating

- other contracts and the common practice in the telecormmunications

industry. The principal difference is that US LEC placed special
emphasis on its expectation that traffic would be reasonably balanced

and its desire to ensure that this would be the case.

-10-
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WHAT WERE THE MAJOR ISSUES REGARDING RECIPROCAL
COMPENSATION?

The major issues surrounding reciprocal compensation were the rate
and the elements comprising that rate. The composite rate in the first
Agreement was based on the approved traffic-sensitive rates contained
in Section 6 of the Intrastate Access Service Tariff. The composite rate
included end office switching, tandem switching and either common or
dedicated transport elements. The resulting rate per minute of use was
$0.01056. Given the level of these rates, US LEC expressed a desire
to ensure that the traffic was reasonably balanced to alleviate its
concern that more traffic would be terminated to BellSouth than to US

LEC. | will explain later in my testimony what was done to address
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those concerns.

PLEASE EXPLAIN HOW RECIPROCAL COMPENSATION APPLIES
UNDER THE TERMS OF THE FIRST AGREEMENT.

Reciprocal compensation applies when a local call is placed by an end
user of one party to an end user of the other party. The first party
(referred to as the originating party) pays the second party (the
terminating party) according to the rates set forth in the agreement for

terminating that call. These charges are billed monthly and paid

quarterly.

-11-
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A

WHAT WAS THE PERTINENT LANGUAGE IN THE FIRST
AGREEMENT IN REGARDS TO RECIPROCAL COMPENSATION?

Section IV of the first agreement contained the following pertinent
language regarding reciprocal compensation:
The delivery of local traffic between the parties shall be
reciprocal and compensation will be mutual according to the
provisions of this Agreement. (Section IV-A)
Each party will pay the other for terminating its local traffic on
the other’s network [at] the local interconnection rates as set for
the in Attachment B-1, by this reference incorporated herein.

(Section IV-B) (Emphases added)

WHAT IS THE DEFINITION OF “LOCAL TRAFFIC" IN THE FIRST
AGREEMENT?

Section I-C of the first Agreement states:
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 BellSouth’s General Subscriber Service Tariff.

-12-
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DO THE SECOND AND THIRD AGREEMENTS BETWEEN
BELLSOUTH AND US LEC CONTAIN THE SAME PROVISIONS
REEGARDING RECIPROCAL COMPENSATION AND THE SAME
DEFINITION OF “LOCAL TRAFFIC" AS THE FIRST AGREEMENT?

Yes, they do although the reciprocal compensation provisions in the
second Agreement are contained in Sections IV-B and IV-C and the

definition of local traffic can be found in Section I-D.

PLEASE EXPLAIN THESE PROVISIONS.

At a minimum, the first Agreement requires the termination of traffic on
either BellSouth’s or US LEC's network for reciprocal compensation to
apply. As | explained earlier in more detail, when an end user
accesses the Internet via an ISP server, that call does not terminate at
the ISP server, regardless of whether the ISP is served by BellSouth or
a ALEC. Further, the definition of local traffic requires the origination
and termination of telephone calls to be in the same exchange and
EAS exchanges as defined and specified in Section A.3 of BellSouth's
General Subscriber Service Tariff (“GSST"). Local traffic as defined in
Section A.3 in no way includes ISP-bound traffic. The FCC has
concluded that enhanced service providers (‘ESPs"), of which ISPs are

a subset, use the local network to provide interstate services.

-13-
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The reciprocal compensation obligations in the first Agreement outlined
above address the statutory mandate of the Telecommunications Act,
as interpreted by the FCC, to provide reciprocal compensation for the
transport and termination of local traffic. Traffic bound for the Internet
through ISPs is outside the scope of this obligation, and the scope of
this obligation was never intended to be artificially stretched to include

anything other than what federal law required.

DID US LEC TAKE ISSUE WITH THE DEFINITION OF “LOCAL
TRAFFIC” OR PROPOSE A DIFFERENT DEFINITION AT ANY TIME
DURING THE FIRST NEGOTIATIONS?

No.

DID BELLSOUTH CONSIDER ISP-BOUND TRAFFIC AS LOCAL
TRAFFIC SUBJECT TO RECIPROCAL COMPENSATION AT THE
TIME IT ENTERED INTO THE FIRST AGREEMENT?

Absolutely not. Considering the FCC rules in effect at the time of the
negotiation and execution of the Agreement dating back to 1983,
BellSouth would have had no reascn to consider ISP-bound traffic to
be anything other than jurisidictionally interstate traffic. Further, had
BellSouth understood that US LEC considered ISP-bound traffic to be
local traffic under the Agreement, the issue would have been discussed

at length.

-14-
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| am the person responsible for all negotiations with ALECs. 1
specifically was involved with the negotiation of this agreement.
BellSouth has entered into hundreds of agreements with ALECs across
its region and has included in those agreements language discussing
payment of reciprocal compensation. Nowhere in those agreements
has BellSouth acknowledged or agreed to define ISP-bound traffic as
local traffic for reciprocal compensation purposes. Further, BellSouth
has not knowingly paid reciprocal compensation to ALECs for
transporting traffic to their ISP customers, nor has BeliSouth knowingly

billed ALECs for performing that same service.

BellSouth’s interconnection agreements intend for reciprocal
compensation to apply, if at all, only when local traffic is terminated on
either party's network in a local calling area or LATA, as evidenced by
the language in the first Agreement. BellSouth's interpretation is
consistent with the Telecommunications Act of 1996, which established

a reciprocal compensation mechanism to encourage local competition.

The payment of reciprocal compensation for ISP-bound traffic impedes

- local competition. The FCC, in its August 1996, Local Interconnection

Order (CC Docket No. 96-98), Paragraph 1034, made it perfectly clear
that reciprocal compensation ruies did not apply to interstate or
interLATA traffic such as interexchange traffic:

We conclude that Section 251(b)(5), reciprocal compensation

obligation, should apply only to traffic that originates and

-15-
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terminates within a local area assigned in the following
paragraph... We find that reciprocal compensation provisions of
Section 251(b)(5) for transport and termination of traffic do not
apply to the transport and termination of interstate or intrastate

interexchange traffic.

In Paragraph 1035 of that same Order, the FCC stated:
State Commissions have the authonity to determine what
geographic areas should be considered “local areas” for the
purpose of applying reciprocal compensation obligations under
section 251 (b)(5), consistent with the state commissions’
historical practice of defining local service areas for wireline
LECs. Traffic originating or terminating outside of the applicable
local area would be subject to interstate and intrastate access

charges.

DID US LEC INDICATE DURING THE NEGOTIATIONS OF THE
FIRST AGREEMENT THAT IT CONSIDERED ISP-BOUND TRAFFIC
TO BE LOCAL TRAFFIC?

Absolutely not. No indication was given that US LEC considered 1SP-
bound traffic to be anything other than jurisdictionally interstate, as the
law held and still holds that it is. To the contrary, the negotiated terms
indicate that US LEC did not consider ISP-bound traffic to be local

traffic at the time. During the negotiations, it was made very clear by

-16-
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both parties that they intended to ensure that the level of traffic
exchanged was approximately equal. Section IV- C was included at
US LEC's request specifically to address its concern that terminating
traffic might be imbalanced in BellSouth’s favor. The relevant portion of
this section reads as follows:
US LEC and BellSouth enter into this Agreement with the
understanding that the carriers would be interconnecting with

each other for comparable types of calls and that the usage
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would fikely be reasonably balanced, i.e., US LEC would be
terminating to BeliSouth approximately the same level of usage
that BellSouth would be terminating fo US LEC. If af 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
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

Section {V. (Emphasis added)

This provision was intended to, and in actuality did, protect US LEC
from the possibility of having to pay disproportionate amounts in

compensation to BellSouth for completing calls made by US LEC’s end

users to BellSouth’s end users.

-17-
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Clearly, the parties understood at the time that they entered into the
first Agreement that the traffic exchanged between the companies
would be “reasonably balanced.” It would have been senseless to
state that the traffic would be “reasonably balanced” if the parties

believed local traffic included one-way ISP-bound traffic.

DID BELLSOUTH GIVE US LEC ANY INDICATION ABOUT ITS
POSITION THAT ISP-BOUND TRAFFIC WAS NOT LOCAL TRAFFIC
SUBJECT TO RECIPROCAL COMPENSATION PRIOR TO THE
SECOND OR THIRD AGREEMENTS?

Yes. in mid-1997, BellSouth began receiving invoices from CLECs that
sought to collect reciprocal compensation for ISP-bound traffic. Ina
letter to all its ALEC customers dated August 12, 1997 (attached as
Exhibit JDH-2), BellSouth reiterated its position that ISP-bound traffic
was not local traffic subject to the payment of reciprocal compensation.
BeliSouth expressed its long-held understanding of the interstate
nature of ISP-bound traffic. This August 12, 1997, letter was sent
months prior to US LEC beginning operations in Florida in mid-1998.

After viewing this letter, US LEC wrote BellSouth on or about August
29, 1997, disagreeing with BellSouth’s position. Indeed, US LEC filed
a complaint against BellSouth with the North Carolina Utilities

Commission (“NCUC") on October 24, 1997, complaining about

-18-
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BellSouth's position that ISP-bound traffic was non-local interstate
traffic not subject to the payment of reciprocat compensation. In shor,
there could have been no doubt that at no time did BellSouth' agree to
treat 1SP-bound traffic as local for reciprocal compensation purposes,
particularly when the parties' second and third agreements were signed

in June 1998 and June 1999, respectively.

KNOWING THAT BELLSOUTH AND US LEC DISAGREED AS TO
THE INTERPRETATION OF “LOCAL TRAFFIC” AND THE
APPLICATION OF RECIPROCAL COMPENSATION UNDER THE
FIRST AGREEMENT, WHY WAS BELLSOUTH WILLING TO ENTER
INTO TWO SUBSEQUENT AGREEMENTS WITH US LEC WHICH
CONTAINED THE SAME PROVISIONS REGARDING THE
RECIPROCAL COMPENSATION AND THE SAME DEFINITION OF
LOCAL TRAFFIC?

An ALEC is entitled by law to adopt another existing ALEC's
Interconnection Agreement in its entirety, which is precisely what US
LEC did when it adopted the ALEC, Inc. Interconnection Agreement
and the Intermedia Communications, Inc. (“ICI") Interconnection
Agreement. BellSouth had no choice but to allow US LEC to do so.
Furthermore, even when aware of the parties’ dispute, BellSouth
believed, and still believes, that the definition of local traffic in all three

agreements excludes ISP-bound traffic.

-19-
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DID US LEC AND BELLSOUTH INTEND TO GO BEYOND THE
REQUIREMENTS OF THE TELECOMMUNICATIONS ACTO OF 1996
BY MUTUALLY AGREEING TO TREAT ISP-BOUND TRAFFIC AS
LOCAL TRAFFIC AS UNDER THEIR AGREEMENTS?

No. All of the agreements made clear that the parties were entering
into the agreements consistent with the 1996 Act and to comply with
their obligations under the 1996 Act; nothing more, nothing less. | can
unequivocally state that it was not BellSouth’s intent, nor was it
discussed during negotiations, that ISP traffic would be subject to
reciprocal compensation under any of the parties’ three interconnection

agreements.

WOULD IT HAVE MADE ECONOMIC SENSE FOR BELLSOUTH TO
HAVE AGREED TO CLASSIFY ISP TRAFFIC AS LOCAL TRAFFIC
UNDER ANY AGREEMENT?

Absolutely not, and this reality is further proof that BellSouth never

intended for ISP traffic to be considered local traffic under the terms of

‘the US LEC Agreement. A simple example will illustrate that point.

First, it should be realized that traffic collected by non-voice ISPs will
always be one-way, not two-way, as intended by the Act. That is, the
traffic will originate from an end user and transit through the ISP's
server to a host computer on the Internet. Reciprocal compensation

becomes one-way compensation to those ALECs specifically targeting

-20-
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targe ISPs. Hence, if ISP traffic were subject to payment of reciprocal
compensation, the criginating carrier in most instances would be forced
to pay the interconnecting carrier more than the originating carrier
receives from an end user to provide local telephone service.

BellSouth would have never agreed to such an absurd resulit.

For example, assume a BellSouth residential customer in Ft.
Lauderdale subscribes to an ISP and that ISP is served by an ALEC.
Assume that customer uses the Internet a mere 6.5 hours per week,
i.e., a little under 56 minutes per day. This usage would generate a
reciprocal compensation payment by BeliSouth to the ALEC of $22.24
per month assuming $0.01331 cents per minute for reciprocal
compensation, which was the rate for calls switched only through an
end office under the first two BellSouth/US LEC agreements [$0.01331
* 55.7 minutes/day * 30 days]. BellSouth currently serves residence
customers in Ft. Lauderdale for $10.65 per month (flat-rate locai rate).
Therefore, in this example, BellSouth will be forced to turn over to the
ALEC not only every dollar of the local service revenue it receives from
its end users each month but also an additional $11.59. Further, a
significant portion of additional residential lines are bought primarily to
access the Internet and would not require more than a simple flat-rate
line with no additional features. This situation makes no economic
sense and would place an unfair burden on BellSouth and its

customers. It is incomprehensible that BeliSouth would have willingly
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agreed to pay any ALEC more than what it receives per month per

customer for providing local service.

HOW HAS THE FCC DIRECTED BELLSOUTH TO TREAT ISP-

BOUND TRAFFIC? WHY?

BellSouth and other carriers have been directed by the FCC to allow
ISPs to purchase services through local tariffs and to characterize
expenses and revenues from ISP traffic as intrastate for separations

and reporting purposes. Paragraph 5 of the Declaratory Ruiing clearly

expresses the reasoning behind this:

Although the Commission has recognized that enhanced service
providers (ESPs), including ISPs, use interstate access services,
since 1983 it has exempted ESPs from the payment of certain
interstate access charges. Pursuant to this exemption, ESPs
are lreated as end users for purposes of assessing access
charges, and the Commission permits ESPs to purchase their
links to the public switched telephone network (PSTN) through

intrastate business tariffs rather than through interstate access

tariffs. (emphasis added)

These rules are simply a matter of implementing the access charge
exemption for ESPs/ISPs. These rules do not, however, change the

FCC's jurisdiction over 1SP-bound traffic nor do they imply that the FCC
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has extended this characterization to 1SP-bound traffic for any purpose

other than for the access charge exemption.

PLEASE ADDRESS, IN THE CONTEXT OF THE US LEC
AGREEMENTS, THE CRITERIA FOR STATE COMMISSIONS TO
USE, AS SUGGESTED BY THE FCC, IN DETERMINING THE
APPLICABILITY OF RECIPROCAL COMPENSATION FOR
INTERNET-BOUND TRAFFIC.

Paragraph 22 of the Declaratory Ruling states:
Currently, the Commission has no rule goveming inter-carrier
compensation for ISP-bound traffic. In the absence of such a
rule, parties may voluntarily include this traffic within the scope
of their interconnection agreements under sections 251 and 252
of the Act, even if these statutory provisions do not apply as a
matter of law. Where parties have agreed to include this traffic
within their section 251 and 252 interconnection agreements,
they are bound by those agreements, as interpreted and

enforced by the state commissions. (emphasis added)

BellSouth has never voluntarily included this traffic in the scope of any
agreement, nor did BeliSouth agree to include this traffic within any of
the agreements with US LEC. Because BellSouth has iong considered
ISP-bound traffic to be interstate in nature, a deviation from this norm

would have been explicitly explained and described in the agreements.
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The fact that 1SP-bound traffic is not mentioned obviously points to the
fact that neither BellSouth nor US LEC voluntarily inciuded or agreed to

include this traffic in the agreements.

IF ISP-BOUND TRAFFIC IS NOT SUBJECT TO RECIPROCAL
COMPENSATION, WILL BELLSOUTH AND US LEC BE
TRANSPORTING ISP-BOUND TRAFFIC WITHOUT
COMPENSATION?

No. Both BellSouth and US LEC are compensated for handling ISP
traffic from the revenues for services provided to the ISP. It may be
that certain ALECs have contracted to provide services to 1SPs at
greatly reduced rates in an effort to lure them away from other carriers,
anticipating that the enormous revenues generated through reciprocal
compensation would more than offset any loss on provisioning the
service. Some ALECs are attempting to turn reciprocal compensation,
a mechanism for recovering the cost of transporting and terminating
local traffic, into a separate, wildly profitable, line of business. When a
BellSouth end user dials into the Internet through an ISP served by a
ALEC, the ALEC is compensated by the ISP. The ISP is compensated
by the end user. BellSouth is the only party involved in this traffic that
is not receiving revenue for these calls, and yet BeliSouth is being
asked to pay the ALEC for the use of a portion of the ALEC’s network

for which it is already receiving compensation.
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WHAT IS THE ESTIMATED FINANCIAL IMPACT TO INCUMBENT
LOCAL EXCHANGE CARRIERS IF ISP TRAFFIC WERE SUBJECT
TO THE PAYMENT OF RECIPROCAL COMPENSATION?

If Internet traffic were subject to the payment of reciprocal
compensation for such traffic, BellSouth conservatively estimates that
the annual reciprocal compensation payments by incumbent local
exchange catriers in the United States for ISP traffic could easily reach
$2.6 billion by the year 2002. This estimate is based on 64 million
Internet users in the United States, an average Internet usage of 6.5
hours per week, and a low reciprocal compensation rate of
$.002/minute. (Exhibit JOH-3 documents the Internet usage figures.)
This is a totally unreasonable and unacceptable financial liability on the
local exchange companies choosing to serve residential and smait
business users which access ISPs that are customers of other LECs.
ALECs targeting large 1SPs for this one-way traffic will benefit at the
expense of those carriers pursuing true residential and business local

competition throughout the country.

WHAT DO YOU BELIEVE THIS COMMISSION SHOULD DO?

This Commission should deny US LEC its baseless request for relief.
ISP-bound traffic is not now, nor has it ever been, local traffic. The
parties did not consider it to be local traffic when they entered into the

first Agreement, and they ciearly did not agree that ISP-bound traffic
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was local traffic when they entered into the second and third

Agreements.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes. Thank you.
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. % of US Households Earning Under/Over

$50,000

Income Distribution Among Total US
Households (% of total HHs)

Income Increases with Net Involvement

. Source Comparisons: Median Income of Net

Users

. % of US Net Using Households Earmning
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Under/Over $50.000

. Millions of Total US vs. Net Using Households,

by Income Level

. Comparison of Income Distribution Between

Total US vs. Net Using Households

Income Correlates Strongly by Internet Usage
Among US Households

Percent of Net Using Households Eaming
$75K+

Household Access to the Internet, by Income
(% of Income Group with Net Access)

Source Comparison: Income Distribution of Net
Users, Versus General Population

Percent of Households with Income Over $60K
Percent of Households with Income Over $50K
Percent of Net Using Households with Income
Over $55K

Percent of Net Using Households with Income
Greater Than $50K

Percent of Households Who Are Online, by
Income Group

Nielsen/NetRatings: Income Distribution of Net
Users for 1998

GVU # 10: Income Distribution of Net Users
for 1998

Distribution of Web Users by Socio - Economic
Group

Telephone Penetration by income (1998)

. Education Correlates Closely with Net

Involvement - % with a College Education
Source Comparison: % Having a College
Education

Distribution of Internet Users by Educational
Anainment (% of Total Net Users)

%ource Comparison: Education Among Intermet

sers

Percent of Net Users with a College Degree or

Higher

Source Comparison: Distribution of Net Users

by Occupational Tyﬂe

‘?imlmmn of Net Users By Occupational
Ype

Source Comparison: Marital Status of Internet
Marital Status of Net Users

. Distribution of Net Users by Household Size

Internet Penetration in US Households by
Presence of Children

. Growth Trends for Race Groups in the United

States {based on total US ion)
July 1999 Snapshot of Race Distribution within
Overall US

. Distribution of Net Users, by Race
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. Source Comparison: Distribution of Net Users

by Race Group
Blacks Under - Represented Online

. July 1999 Snapshot of Ethnic Distribution

within the Overall US

Pex;cgegt of Ethnic Group Who Are Oniine in US
-1

Distribution of Ethnic Groups in America -
Overall Versus Online

. Comparison: Distribution of Ethnic Groups

within Overall Population vs. Internet
Population

. Ethnic Groups: Millions within Overall

Population vs. Internet Population

. Millions of Internet Users, by Ethnic Group
. Source Comparison: Distribution of Net Users

by Ethnic Group

. Penetration of Internet Among Ethnic Groups
. Ethnic Household Representation Online
. Hispanic and Blacks Are Underrepresented

Online
Growth in Online Households, by Ethnic Group
(% households Oniine)

. General Demographics, Whites, Blacks &

Hispanics, 1998

. Hispanics in America

US Households with a Computer, by Ethnic
Group (1998)

. US Households with a Computer, by Ethnicity

& Income

. US Households Accessing the Internet, by

Ethnicity and Income

. Reasons for Household Not Having Net Access
. Reasons for Households Not Having Net

Access, by Ethnicity

. Telephone Penetration by Income, Ethnicity

(1998)

. Poverty by Race in America

US Internet User Penetration by Type of Area
US Internet User Penetration by Country Size
US Internet User Penetration by Geographical
Region

Urban Internet Markets

Where the Online Buyers Live (1998)

Women Online as a Percent of Total Net Users
Profile of Women Online

Women Control the Purse String in America
Women as a2 % of Total Net Users and Buyers
(for 1999)

Source Comparison: % of Net Purchasers Who
Are Women (1999)

Opinion Research: % of Women and Men Who
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Buy Online

Online Purchase Clout: Women vs. Men
Projected 2001 Worldwide Intemnet Gender
Balance, by Region, in Millions

Woman Get Online Less Frequently: How often
do you access the Intemnet, not including
e-mail”?

. % of Online Users in Each Gender Performing

the Following Tasks:

. Children Account for 08.7% of the US

Population - 1999
Population of Children in the US, Aged 12 and
Under, in Millions

. Millions of Children Actively Orline in

America (aged 1-12)

Kids (and Teens) Online, Aged 5-18

Online Kids Aged 6-12 years Old

Source Comparison: Net User Children &

’{Jeens (Under Age 18) as a % of Total US Net
sers

Percentage of Kids with Home PC Access Who

Are Also Online

. Among Kids (5-12): % Saying They Spend

Time Online at Activity

Kid's Favorite Online Activities

% of Kids and Adults Who Say They Like
Using the Web

. The Net Effect s on Television Viewing Among

Children

. Media Consumption Among Online Children

(5-17) (% of week Spent on Activity)

. What Worries Parents About Kids On the Net
(% of parents citing)

. Privacy Policies on Children's Sites (%
Collecting Info On:)

Millions of US Teens (13-17 years) )
Millions of Teenagers (13-17) Actively Online
in the US

Teens (13-17) vs. Adults (18+) Online

Teen Net Users, in Millions and as a % of Total
Teen and Adult Users

. Millions of US Teens Online (13-18 years)

Average Hours Spent Online Each Week
Among Net User Group

Teens' Hours Spent Online Per Day

Teen Internet Access Within Homes with PCs,
1997-1999 (for ages 9-17)

Teen Online Habits

Top Reasons Teens Go Online

School Related Activities that Children Use
Computers for at Home

;'ele;a) Activities with PCs, 1997-1999 (for Ages
Activities Displaced by Teen Online Usage, for
Teens Aged 9-17
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4. Teens Spending Overall in the US

15. Where Teens Spend Their Money

16. Teen Purchasers, in Millions and as a % of
Total Net Using Teens

17. Teen Spending Online. In Millions and as
Percent of Total Teen (Offline and Online)
Spending, for 1997-2002 (Millions)

I8. Teens Online Spending vs. Total Online
Spending, in Millions

[9. Top Buys Among Teen Online Shoppers

20. Teens vs. Adult Net Users Who Would Buy
Online If:

21. Forrester's Five Net Rules for the New
Economy

I, E. of College Students Who are Active [nternet
sers
Source Comparison: % of College Students
Who are Online
Percent of College Students Who...
Source Comparison: Average Hours Spent
Online by College Students Each Week
College Students Get Online for: (Rated by
"Most Important” Reason)
Top Reasons Why College Students Access the
internet: -
I\-"Jﬁ:’em of Colleges and Universities Surveyed,
Planned Use of the Internet in College Search,
Among High School Students
How the Internet is Used in College Search
College Student Buying Power
Source Comparison: % of College Student Net
Users Who have Purchased Online
College Student Spending

. Seniors (55+) Within the Overall US
Population, for 1999
Growth in Senior (55+) Online, in Millions and
as a Percent of Total Seniors
Source Comparison: Seniors As a % of Total
US Web Users
Comparison of Growth Rates for Online
- Seniors vs. Non Senior Adults
. Seniors Online, in Miilions and as a Percent of
Total Adults Online
ics of Seniors Online
. Wired Senior Demos
Reasons Why Seniors Get Online
. Source Comparison: What Seniors Do Online
10. 8nline Information Sought by Seniors vs. All
sers
11. Discretionary Income Per Capita
12. Growth in Seniors Buying Online, in Millions
and as a Percent of Total Seniors Online
13. Senior Buying Power Online, in Billions
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1. US Households Accessing the Internet, by
Ethnic Group (%of Group Online)
US Ethnic Groups: % Who Access the Internet,
by Location
. US Ethnic Groups Accessing the [nternet From
Outside the Home
4. Connected US Individuals Accessing the
Internet at Home, by Race. Application
5. 'II-'JS Individuals Using the Internet at Home, by
ask

12

s

1. Gay & Lesbian Household Income

"Active” Adults (18+) Net Users in the US

Place of Access

Place of Net Access Grid (Among Active US

Net Users)

Primary Business Users Qut - Number Primary

Home Users

US PC instailed Based Favors Business Over

Consumer Market - 1999

US PC installed Based Favors Business Over

Consumer Market, in Millions for 1997-2002

Instailed Base of US Internet - Connected PCs,

in Miilions for i997-1999 . i

US Internet Access Points: Business Beats .

Consumer at 60:40

9. US Business Versus Consumer Internet Access

Points

{0. Office Users vs. Home Users in United States

I1. Time Spent Online - Comparing Home vs.
Office Users, 1998

i2. Comparison Among Office vs. Home Users for
Time Spent Online - February 1999

13. Comparison Among Office vs. Home Users for
Time Spent Online - July 1999

{4. Average Weekly Hours Online, by Location -
1999

{5. Towal Weekly Hours Online By PC User Type
Aggregated in Millions

16. Business Usage in 1998

17. Average Daily Unique Pages Per Visitor ina
Month - February 1999

18. Average Unique Pages Per Visitor Per Day

19. Histoncal Tracking Data Has Been Skewed

Towards Home Usage (Numbers of Users in in

Millions, for 1999

L

W f °N

SRS

1. Place of Net Access Grid (Among Active US
Net Users)

. US Intemet - Connected PCs, by Location

. Internet Access by Location in 1998: Home vs.
Work

. US Ethnic Groups: % Who Access the Intemet,
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by Location

. Access Methods: Share of Online Accounts in

1999 and 2002

. Number of Household Subscribers, by Access

Methods - 1999

. Jupiter: % of US Households Using Dial Up

Access Technology

. Proportion of Net Users by Access Method and

Speed

. Source Companson: % of Households

Accessing @ 33.6kbps or Slower - as of Late
1998

. Internet Access Speeds, in 1998

. Method of Internet Access, by Location

. Households Using Any Form of Broadband

Internet Connection
. Division of Broadband Technologies
. Cable Modem Access (North America)
. US Household Cable Modem Penetration by
Region
Digital Subscriber Line Access (North
America)
Worldwide Modem & Broadband Installed
base, in Millions
Percentage of US Households with Digital TVs
and Set-top Internet Boxes
Internet Activity by Access Method, Modem vs.
Broadband

. Time Spent Online Heavily Skewed Towards

Most Active Users

. Average Net Hours Per Week - 1998

. Average Net Hours Per Week - 1999

. Hours Spent Per Week Online

. Average Days Per Week Online

. How Often do you access the internet or get

online, not including email?

. Hours Spent Per Week Online, by Internet

Access Method (Modem vs. Cable)

. Hours Spent Per Week Online, by Internet

Access Method (Broadband vs. Cable)
Go Online

. Why People
US va. the World: Reasons For Going Online

"What do you do Online?"

. Source Comparison: What Peopie Do Online

The Net is an Information Medium

. Percent of Users Who Sought Type of Content

. Top Categories of Websites by Duration of
Visits: Average Minutes Spent Per Month (% of
Total Users)

. Where chyle Spend Their Time Online
(Average Viewing Duration By Category)

. Content Areas Accessed, by Unique Audience,
in Millions

. Distribtuion of Unique Net Users Among Top
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12 Trafficked Websites. in Millions

. Average Monthly Pageviews. by Content

Category

. Entertainment/Sports/Lifestyle Sites are

Popular (Figures are from the month of July
1999)

. The Entertainment Mix: %of Total Users

Online

. Online Radio Listenship

. What Online Radio Listeners Tune Into:

. Features offered on Internet Radio Sites

. Rating of Internet Radio Listening Experience
. Sources of Online News, Among All Internet

Users

. The Net is a Reliable News Source

News Interests of Online News Audiences
Miltions of People Using:

. Online Audience Comparison: Bank vs.

Brokerage Sites

. Where {nvestors Look for Financial

Information

. Millions of US Adults Who Have:
. Online Tax Preparation Activity (Percent of

Users Getting Online Tax Information)

. Profiles of Electronic Tax Filers vs. Mail Filers,

for 1999

. Top Web Sites Include Those with Pomn

Content

. Pom Site Visitors, by the Demos
. Online Calendar Usage, In Millions

. % Using Method to Find a Website
., Which Search Engine or Online Directory Do

You Use Most Frequently?

Why Surfers Return to Websites

T“nt!i: Leam About Sites Through Word of
Mou

. Source Comparison: Effect of the Internet on

Other Media & Activities (% Decrease)

. Circulation Declines at Major US Newspapers
. Source Comparison: The Effect of the Internet

on Television (% of Net Users Spending Less
Time Watching TV)

. Average Time Spent Per Day Among US
Aduits

. The Net's Effect on Television Viewership
. Multi-Media-Tasking: % of Users Online Who

Are Simultaneously

. Telewebber Profile

. Consumer "Online Buying” Definitions,

According to eMarketer

. Consumer Online Buying Grid, 1998-2002
. Millions of Householdlsng

nline and Buying, for
1997-2002

. Ecommerce Activity Takes Place at Work As
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Well As Home (% of hours spent)

What Do You Do On a Company's Home Page?
(1998)

Demographic Profile Comparison for Net Users
vs. eShoppers - As of Mid 1999

Infobeads: Profile of eShoppers vs. Net Users
Main Reasons Net Users Don't Buy Online
Why Shoppers Don't Buy Online: % of Internet
Users Responding

Concerns About Online Commerce Diminish
With Experience (% responding issue is
important)

Willingness To Give Out Personal Information
Online

How Acceptable is Online Advertising?
Reasons Consumers Interact with Online
Advertisers

. What Would You Rather Have on a Deserted

Island?

Technologies Intertwined with People's Lives:
% Agreeing with Statement

% of Net Addicts Who Spend Their Time:

Sex Related Activities Among the Net Addicted
Transition from Online Relationship to Real
Life

591 Billion eMails Served in 1999

Number of Messages/ Letters Sent Daily

EMail Users in US, In Millions

Interactive Services Used in US

Email is the Preferred Communications Media
to Associates and Co-Workers (% Using
Device)

h;t;met Applications Installed by Businesses in
1998

Business Use of eMails is Virtually Ubiquitous
in the US (% of Businesses Using eMails)
Internet Technologies Considered Indispensable
Business Use of Net Applications

Business Users Embrace the Net:

. The Rise of the Telecommuter, in Millions
2.
3.

$.

Teleworkers are Nearly 16 Million Strong
Telecommuter Household Profile, by Income
and Education

Telecommuter Penetration by Occupation
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Net Market Size and Growth: Internet Service

Providers

There are two opposing forces governing the size,
shape and growth of the ISP marketplace today:

1. the industry trend towards consolidation, led
by the giant cable and telecom companies which
have the infrastructure and financial resources to
swallow up smaller ISP firms, and

2. the emergence and proliferation of segmented
or "vertical” ISPs dedicated to a specific industry,
region or user group.

Reconciling these two trends, eMarketer foresees
a continued buiid-up in the number of ISPs
through the year 1999, followed by a gradual
consolidation as the smaller, less competitive
players get weeded out.

The ramp-up and subsequent decline in number
of ISP entities will resemble a bell curve, based
on 1,340 estimated for 1996, rising to a projected
peak of 4,700 in 1999 and followed by a
precipitous drop-off to only 2,600 in 2002.
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