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DIRECT TESTIMONY OF EDWARD C. BEAUVAIS, Ph.D. 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND TITLE. 

My name is Edward C. Beauvais. My business address is 600 Hidden 

Ridge Drive, Irving, Texas, 75038. I am employed by Verizon Services 

Group as Director - Economic and Public Policy in the Regulatory and 

Governmental Affairs Department and am representing Verizon Florida, 

Inc. (“Verizon”) in this proceeding. 

ARE YOU THE SAME PARTY WHO SUBMITTED TESTIMONY IN THE 

FIRST PHASE OF THIS CASE? 

Yes. I provided both direct and rebuttal testimony previously in this case. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PHASE OF 

THE DOCKET? 

I will address certain issues that have been identified for resolution in this 

second phase of the docket. My testimony will cover issues 12, 

concerning the test for an ALEC’s entitlement to compensation at the 

tandem interconnection rates; 13, concerning the definition of “local 

calling area” for reciprocal compensation purposes; 14, concerning the 

responsibilities for an originating local carrier and the associated 

compensation that may be due; and 16b, concerning the compensation 

mechanism for IP Telephony. I will also touch on issues I O ,  17, and 18, 

although these issues are primarily legal in nature and will be addressed 

more fully in Verizon’s posthearing brief. Issue 10 asks about the 
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Commission’s jurisdiction to specify compensation for transport and 

delivery of traffic subject to Section 251 of the Telecommunications Act 

(Act); issue I 7  asks whether the Commission should establish a default 

compensation mechanism for transport and delivery of traffic subject to 

Section 251 of the Act; and issue 18 asks how the Commission should 

implement the policies it establishes in this docket. 

The remaining issues identified by the Commission are addressed by 

Verizon witnesses Jones (I I ), Haynes (1 5a and I 5b), and Geddes (I 6a). 

WHAT IS THE EXTENT OF THE COMMISSION’S AUTHORITY TO 

SPECIFY THE RATES, TERMS, AND CONDITIONS GOVERNING 

COMPENSATION FOR TRANSPORT AND DELIVERY TRAFFIC 

SUBJECT TO SECTION 251 OF THE ACT? 

Under the Act section 251 (b)(5), local exchange carriers have the duty to 

establish reciprocal compensation arrangements for the transport and 

termination of telecommunications. This provision is intended to ensure 

that when local carriers collaborate to complete a call, both the carrier 

originating the call and the carrier terminating the call will receive 

appropriate compensation. The FCC has interpreted the Act’s reciprocal 

compensation requirement to apply to only ‘local telecommunications 

traffic.” (47 C.F.R. sec. 51.70(a).) Such local traffic is typically defined in 

Verizon’s interconnection agreements with ALECs as traffic that 

originates on one party’s network and terminates on the other party’s 

network within a local calling area. This definition is consistent with the 

2 



I 

2 

3 

4 

5 

6 

7 

8 

9 

10 

I1 

12 

13 

14 

15 

76 

17 

18 

19 

20 

21 Q. THE COMMISSION HAS ASKED WHEN AN ALEC MIGHT BE 

22 ENTITLED TO COMPENSATION AT THE ILEC’S TANDEM 

23 INTERCONNECTION RATE. IF THE COMMISSION ADOPTS YOUR 

24 PROPOSED APPROACH, IS A GENERIC RESOLUTION OF THIS 

25 ISSUE NECESSARY? 

FCC’s order, which held that reciprocal compensation provides for 

“recovery by each carrier of the costs associated with the transport and 

termination on each carrier’s network facilities of calls that originate on 

the network facilities of the other carrier.” (In the Matter of Implementation 

of the Local Competition Provisions of the Telecommunications Act of 

1996, First Report and Order, 1 I FCC Rcd 15499, (First Report and 

Order) at 7 1034 (quoting 47 U.S.C. 3 252(d)(2)(A)(i)) (emphasis added) 

(1996).) (As I explained in my Direct Testimony in Phase I of this 

proceeding-and as the FCC has confirmed--local traffic does not include 

Internet-bound calls, which are jurisdictionally interstate.) 

Thus, when Verizon and an ALEC negotiate an interconnection 

agreement, they are obliged to include reciprocal compensation 

arrangements which would encompass a bill-and-keep option for local 

traffic. If they cannot successfully negotiate such arrangements, then 

either may petition the State Utilities Commission to arbitrate the issue. 

Although I am not a lawyer, that is what I understand the Commission’s 

jurisdiction to be-stepping in to determine reciprocal compensation 

arrangements for local traffic when the parties’ negotiations fail. 
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Not necessarily. The question seems to assume that there will be a 

nominal compensation paid by one carrier to another for use of a carrier‘s 

tandem switching facilities. But as I explained in my Phase I testimony, 

if a rate structure is adopted for intercompany compensation of “local” 

traffic which is consistent with the rate structure paid by the end users in 

Verizon Florida’s areas of operations, then there is no explicit nominal 

compensation to be paid. Under a bill-and-keep approach, each carrier 

simply interconnects its facilities to that of other carriers and traffic flows 

between and among networks according to the arrangements in the 

carriers’ interconnection agreements. In such situations, there is no 

explicit compensation to be paid by any carrier to another at the tandem 

rate or any other positive price per minute of use. The compensation is 

that each carrier allows other carriers to use its network in completing 

calls which both originate and terminate within the agreed-upon local 

calling area. 

If the Commission approves a bill-and-keep arrangement in this 

proceeding as the preferred default when parties fail to negotiate other 

arrangements, then it need not resolve the tandem interconnection issue 

in a generic sense. The tandem interconnection issue, however, is likely 

to arise in arbitrations if the Commission does not approve a bill-and- 

keep approach here. 

IN THESE INSTANCES, WHAT DO THE ACT AND THE FCC RULES 

REQUIRE BEFORE AN ALEC IS TO BE COMPENSATED AT THE 
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ILEC’S TANDEM INTERCONNECTION RATE? 

As background for understanding this issue, it is first necessary to define 

a tandem switching arrangement. Tandem switching refers to the 

practice of using intermediate trunk-to-trunk switching in routing a call 

from its originating end-office switching location to the end office serving 

the customer.for whom the call is destined. This intermediate switching 

is done to replace the requirement for direct trunking between all possible 

pairs of end office switches. Thus, tandem switching is adopted by 

carriers as an economically cost efficient method of concentrating traffic 

when a local exchange carrier has many end office switches serving a 

given geographical area. 

In its First Report and Order implementing the Act, the FCC recognized 

that the costs incurred when a carrier transports and terminates a call 

originating on another carrier’s network are likely to vary, depending on 

whether tandem switching is involved. That is, tandem switching will 

likely entail a cost over and above that which would be incurred if just end 

office switching were utilized. The FCC therefore concluded 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 doing so, it directed the 

states to consider whether the competitive carriers performed functions 

similar to those of the ILEC’s tandem switch. It further observed that, 

where the interconnecting carrier’s switch serves a geographic area 

comparable to that of the ILEC’s tandem switch, the appropriate proxy for 
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the interconnecting carrier‘s additional costs is the ILEC’s tandem 

interconnection rate. (First Report and Order at. para. 1090.) The FCC 

codified the guidelines for assessment of the tandem rate in its Rule 

51.71 l(a). 

Thus, assuming that some level of nominal compensation is to be paid 

(as an alternative to a bill-and-keep approach), then the ALEC must meet 

a two-prong test under the FCC’s Order adopted pursuant to the Act. To 

receive compensation at the ILEC’s tandem rate, the ALEC’s switches 

must serve an area comparable to the ILEC’s tandem switch; and the 

ALEC’s switches must perform functions similar to the ILEC’s tandem 

switches. In order for any payment to result in an efficient outcome, 

payments must be based on a switching function actually performed, not 

just that a switch is capable of performing such a function. That is, if an 

ALEC actually performs the tandem function -- intermediate trunk-to-trunk 

switching -- in routing a call, then assuming that reciprocal compensation 

is to be paid, the ALEC would be entitled to bill for that call. 

There is an important caveat in the above, however. If an ALEC only 

performs a single switching function, even if that same switch could serve 

as a tandem, then any charge should only be for the single switching 

function actually performed in the routing of that call, again assuming that 

a nominal reciprocal compensation arrangement has been agreed to by 

the carriers. Given how ALEC switches are likely to be configured, as 

discussed in Mr. Jones’ testimony, Verizon’s tandem cost estimate may 
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be useful as a proxy for the cost an ALEC might likely incur in routing 

ISP-bound traffic, as such switching is performed on a trunk-to-trunk 

basis, just as is a tandem switching configuration. 

WHAT IS “SIMILAR FUNCTIONALITY” UNDER THE FCC’S TWO- 

PRONG TEST? 

As noted, similar functionality means what it says it does-that the 

ALEC’s equipment must perform functions like those of the ILEC’s 

tandem switch. The FCC defines “tandem switching capability” to include 

?run k-connect facilities”; “the basic switching function of connecting 

trunks to trunks”; and “the functions that are centralized in tandem 

switches (as distinguished from separate end-office switched), including 

but not limited to call recording, the routing of calls to operator services, 

and signaling conversion features.” 47 C.F.R. sec. 51.31 9(c)(2). As the 

South Carolina Commission concluded recently in an arbitration of this 

issue between AT&T and BellSouth, this language “means that AT&T’s 

switches must connect trunks terminated in one end office switch to 

trunks terminated in another end office switch.” In that case, the 

Commission concluded that because AT&T’s switches did not connect in 

such a manner, “they cannot be found to perform tandem switch 

functions.” (Petition of AT&T Comm. of the Southern States, Inc. for 

Arbitration of Certain Terms and Conditions of a Proposed 

Interconnection Agreement with BellSouth Tels., Inc. Pursuant to 47 

U.S.C. Section 252, S.C. P.S.C. Order No. 2001-079, at 34 (Jan. 30, 

2001 ).) Court decisions confirm that the South Carolina Commission’s 
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common-sense interpretation of the FCC’s rules is correct. (MCI 

Telecomms. Corp. v.111. Bell Tel., I999 U.S. Dist. LEXIS 11418 (N.D. I l l . ,  

June 22, 1999); US. West Comm. v. MFS Intelenet, Inc., 193 F.3d 1 112, 

I 124 (gth Cir. 1999). The same analysis is warranted here in a statement 

of general policy to be applied in the context of any arbitration of the 

t a nd em i n tercon n ect ion rat e is su e. 

WHAT DOES “COMPARABLE GEOGRAPHIC AREA” MEAN UNDER 

THE FCC’S RULES? 

In this context, the straightfotward meaning is that the area served by the 

ALEC’s switch is about the same physical area as that served by the 

ILEC’s tandem switch. Again, if either of the geographic comparability or 

the tandem functionality prongs are not met, then incremental 

compensation at the tandem interconnection rate (in addition to the end 

office switching rate) is not appropriate. 

HOW SHOULD A “LOCAL CALLING AREA” BE DEFINED FOR 

PURPOSES OF DETERMINING THE APPLICABILITY OF 

RECIPROCAL COMPENSATION? 

“Local calling area” should be defined in the parties’ local interconnection 

agreements, as is the case today. Typically, that definition relies on the 

ILEC’s local calling scope as reflected in its local exchange tariffs. It is 

quite possible that an ALEC’s local calling area will be different from that 

of the ILEC, just as the local calling scope of a wireless carrier may be 

different from that of the ILEC. But given that the ILEC’s local calling 
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scope is subject to regulation by the Florida Public Service Commission, 

the fact that the retail calling scopes may be different should have no 

bearing on the definition of the local calling area for purposes of applying 

reciprocal compensation or other Commission policies or practices, such 

as access charges. For instance, an ALEC may define the entire state 

as a local calling area, but it cannot, by doing so, avoid the payment of 

access charges and the underlying policy of support flows to basic local 

services. Certainly it can be said that the Florida Commission has 

established access rates as a matter of public policy and such a policy 

should not be circumvented merely by the declaration of a calling scope 

as local. If it could be, then an unregulated carrier could say the entire 

state is its local calling area and avoid paying access charges as 

intended by the FPSC. Mr. Haynes’ testimony on behalf of Verizon 

covers the issue of calling scope in much greater detail. A s  a practical 

matter, Verizon is not at liberty under Commission regulation to simply 

change its calling scopes in private negotiation. 

One aspect that should be beyond contention is that to be eligible for 

reciprocal compensation purposes, the call must be local under the 

definitions in place; that is, the call must both originate and terminate in 

the local calling scope agreed to by the parties. As I emphasized in the 

first phase of this proceeding, Internet-bound calls are not local because 

they do not terminate in t he  local exchange calling area, but rather 

continue beyond the ISP’s modem. 
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Q. WHAT ARE THE RESPONSIBILITIES OF AN ORIGINATING LOCAL 

CARRIER TO TRANSPORT ITS TRAFFIC TO ANOTHER LOCAL 

CARRIER? 

The first thing to point out is that it is obviously necessary for carriers to 

interconnect with each others’ networks if an efficient form of local 

exchange competition is to occur. The originating carrier has an 

affirmative obligation to enter into negotiations with competitive local 

exchange carriers so as to be able to complete the calls of customers to 

which it offers service under its tariffs. Likewise, connecting carriers have 

that same obligation, so that mutually advantageous arrangements can 

be reached. However, as in the case of the local calling area, a number 

of possible arrangements can be adopted in the private interconnection 

agreements between the parties involved in handling the call with respect 

to transport arrangements. 

A. 

The first option is for the originating carrier to agree to provide the 

transport facilities within the local calling area to the carrier serving the 

user to whom the call is destined. The point of interconnection at the 

receiving carrier’s facility can be 

receiving carrier‘s end office. 

mutually agreed upon, but it might be the 

A second option is for the receiving carrier to agree to provide the 

transport facilities within the local calling area from the carrier serving the 

user from which the call originates. Again, the point of interconnection at 

the originating carrier’s facility can be mutually agreed upon, but it might 

I O  
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OF COMPENSATION, IF ANY, SHOULD APPLY? 

Again, the intercompany compensation would depend upon the specifics 

of the agreements between the two companies. In the simplest 

arrangement,. I would argue for matching the intercompany compensation 

arrangement to the end user rate structure most prevalent in the local 

typically be in a co-location arrangement at the originating carrier’s end 

office. As an example, an AL€C interested in building out a rival 

transport network might be interested in providing the transport facilities 

in lieu of the ILEC doing so, or if the ALEC believe its facilities are more 

efficient than those of the ILEC. 

A third option would be that the interconnecting local exchange carriers 

could agree to a meet-point with each carrier providing its own facilities 

to the agreed upon point, much as is done in switched access 

arrange men ts . 

Each of the above options is quite consistent with the obligation of an 

originating carrier to arrange for the transport of traffic to the carrier 

receiving the call. Again, the obligations assumed by the originating 

carrier should be specified in the interconnection agreement between the 

carriers. Those arrangements need not be the same between all pairs 

of carriers and all can exist with a given local calling area among different 

pair of companies simultaneously. 
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calling area. In the case of Verizon Florida, that suggests a zero 

marginal price for usage-the bill-and-keep arrangement I have already 

recommended. If that is the case, no explicit nominal compensation need 

take place for the transport facilities between the carriers on a usage- 

sensitive basis. 

ARE THERE ANY RECENT DEVELOPMENTS WHICH MIGHT BE 

RELEVANT TO THIS COMMISSION'S CONSIDERATION OF THE 

APPROPRIATE RECIPROCAL COMPENSATION? 

In a matter which bears directly on the level of compensation for any such 

calls and their transport, Global NAPs, which operates in Florida, recently 

reported that it is the first local exchange carrier to move to an 

all-packet-based broad band network. By abandoning traditional circuit 

switch equipment, this ALEC says it can deliver four times the capacity 

in one-tenth the space and at one-tenth the cost. 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, has 

asserted. "What previously consumed 15,000 square feet of central office 

space now 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, faster and cheaper than anyone else." (Global 
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NAPS February 7, 2001 release, posted on its website, attached as Ex. 

ECB-2.) 

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 lSPs Mindspring, 

WebTV and Prodigy. Global NAPs says that about 75 percent of all 

dial-up Internet traffic in the New England states flows through its 

network. (Id .) 

HOW SHOULD THIS INFORMATION FACTOR INTO THE 

COMMISSION’S DECISION? 

If the information provided is accurate, then it suggests two items which 

might affect the Commission’s deliberations in this docket. First is the 

observation that Global NAPs would consider all calls to be “local”, which 

obviously bears on the Commission’s question posed above with respect 

to calling scopes. This ALEC operates in numerous states and asserts 

that it carries 75% of the Internet traffic in New England. Judging from its 

statement, then, a call originated by a customer in one of the New 

England states could terminate in Tampa to a Verizon customer. Global 

NAPs may well consider that call to be “local” for its own marketing to its 

customers. I certainly would not object to that. However, under current 

jurisdictional definitions, such a call would be interstate and not subject 

to reciprocal compensation payments. Likewise, should a Verizon 

customer in Tampa call a Global NAPs customer located in New England, 
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that call would not be considered local by Verizon, even though Global 

NAPs might consider the call to be local. Thus, the call would not qualify 

for any nominal reciprocal compensation payment. 

The second aspect to consider is the level of cost being reported by 

Global NAPs, which indicates an order of magnitude reduction from 

current cost levels. That is, if the current cost of switching a minute is 

$0.004, as an example, then using the Global NAPs engineered network, 

the cost would be reduced to only $0.0004 for that same minute of use. 

If it is true, and that network design is that efficient, then the applicability 

of the ILECs’ current forward-looking cost estimates needs to be closely 

examined, especially with relation to the costs incurred by ALECs with a 

network design like that of Global NAPs. To the extent that Internet 

telephony moves in the direction of that type of network, as described by 

Ms. Geddes, then the use of a zero marginal price for intercompany 

Compensation makes even more sense. 

ARE YOU SUGGESTING THAT AS INTERNET PROTOCOL (IP) 

TELEPHONY DEVELOPS, THE COMMISSION WILL HAVE TO 

CONSIDER OTHER ISSUES ASSOCIATED WITH INTERCOMPANY 

COMPENSATION? 

Yes. For instance, one of the issues the Commission has identified in this 

case is what carrier-to-carrier compensation arrangements, if any, should 

apply to IP telephony. As the ALECs’ witness Selwyn pointed out in his 

Direct Testimony in Phase I of this case, use of non-circuit switched 
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technologies to provide IP telephony is “negligible today”. (Selwyn Phase 

I DT at 53.) 1 believe at least most parties to this docket would agree with 

the assessment that there is relatively little IP telephony today, especially 

for voice traffic. Thus there is no pressing need for the Commission to 

address this compensation issue now, at least in a generic sense. This 

is particularly true because the FCC is expected to initiate its own 

proceeding to address the matter, perhaps as early as this spring. This 

topic was also covered indirectly in the two FCC working papers I 

supplied in my Phase I Rebuttal Testimony on January I O ,  2001 (Exhibits 

ECB-I and ECB-2). Indeed, the Commission could not likely issue an 

empiricalty supported decision on compensation for IP telephony in this 

case. In terms of technology, this is an extremely complicated area; as 

Ms. Geddes testified, there is no single definition of IP telephony and the 

technology used in IP telephony is still very much evolving. There are 

numerous complex issues in this docket, and the definition of IP 

telephony is just an informational issue. Verizon believes that if the 

preliminary information the Commission gathers in this case indicates 

some need for the Commission to go forward with consideration of a 

compensation mechanism for traffic utilizing an IP protocol, then that 

process should take place in a separate docket where the Commission 

can focus exclusively on that issue. In fact, I would suggest that non- 

adversarial workshops might be a better approach initially than formal 

hearings. 
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Although it is premature to engage in any detailed policy discussions 

about internet telephony at this time, I can observe that it does seem 

quite likely that there may be serious future implications for the overall 

design of rates. I would just generally reiterate the observation I made 

in Phase I of this proceeding that the issue of relative prices is very much 

affected by the Commission’s decisions. Based on the testimony of Ms. 

Geddes, and the public statement of Global NAPS, it would appear that 

the use of packet technologies will very much confuse the jurisdictional 

nature of the traffic being carried, making it even more difficult to 

segregate state, interstate and local, as is called for in current rate- 

making. If IP-based telephony becomes widespread, it may be 

necessary for significant public policy reforms with respect to the pricing 

mechanisms currently utilized in the industry. 

SHOULD THE COMMISSION ESTABLISH COMPENSATION 

MECHANISMS GOVERNING THE TRANSPORT AND TERMINATION 

OR DELIVERY OF TRAFFIC SUBJECT TO SECTION 251 O f  THE ACT 

TO BE USED IN THE ABSENCE OF THE PARTIES REACHING AN 

AGREEMENT OR NEGOTIATING A COMPENSATION MECHANISM? 

IF SO, WHAT SHOULD BE THE MECHANISM? 

As I explained above and in Phase I, if parties to interconnection 

negotiations cannot agree on an intercarrier compensation mechanism 

for local traffic under the Act, then the Commission may, in the context of 

an arbitration, establish such a compensation mechanism. But, as this 

Commission-designated issue seems to recognize, the Commission 
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cannot order parties to use a generic compensation mechanism without 

first allowing negotiations to conclude. 

If parties seek arbitration of a compensation mechanism, then the 

Commission can conceivably use policies it establishes here to guide its 

decision in the arbitration, depending on the specific facts of the case. 

As I recommended in Phase I, the best approach is to allow the 

additional costs associated with the increase in ISP-bound traffic, 

including compensation costs, to be reflected in end user rates. If that 

approach is not taken, then the Commission should establish a policy 

preference for bill-and-keep arrangements for all local traffic under 

Section 251 of the Act. 

HOW SHOULD THE POLICIES IN THIS DOCKET BE IMPLEMENTED? 

As I discussed above, and as advised by my attorney, it is Verizon’s legal 

position that any policies established in this docket can be implemented 

only in the context of arbitrations under the Act. 

DOES THIS CONCLUDE YOUR TESTIMONY? 

Yes. 
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