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BEFORE THE WASHINGTON UTILITIES AND
TRANSPORTATION COMMISSION

WorldCom, Inc., f/’k/a MFS ) o B
Intelenet of Washington, Inc., ) W 2
Complainant, ) R T
) s 3
v ) i TR
)  DOCKETNO.UT-980338 = -5
GTE Northwest, Inc., ) '; - ’
) -
Respondent. ) —

GTE NORTHWEST’S “POST-HEARING” MEMORANDUM

Preliminary Statement

State commissions, including this one, are sometimes wrong. In fact, the Washington
Utilities and Transportation Commission (“WUTC”) recently ruled that ADSL traffic to Internet
Service Providers (“ISPs”) fell within its intrastate jurisdiction — only to have that ruling
preempted by a contrary decision of the Federal Communications Commission (“FCC”) on
October 30, 1998. In that decision, the FCC stated,

“[W]e decide here only the issue designated in our investigation of GTE’s federal

tariff for ADSL service, which provides specifically for a dedicated connection,

rather than a circuit-switched, dial-up connection to ISPs and potentially other

locations. . . .We therefore intend in the next week to issue a separate order

specifically addressing reciprocal compensation issues.”
In the Matter of GTE Telephone Operating Cos., GTOC Tariff No. 1, and GTOC Transmittal No.
1148, CC Docket 98-79, FCC 98-292 (October 30, 1998) (“GTE ADSL Order”).

Four months have lapsed since the FCC expressed its intent to address the reciprocal

compensation issues at stake in this proceeding, but a decision is expected any day. With a

potentially dispositive decision by the FCC in the offing and in the face of a contrary ADSL
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ruling, the reliance of WorldCom, Inc. (“WorldCom™) and the WUTC Staff on non-binding legal
authority from its own state commission and others is now misplaced. Weaker still is the WUTC
Staff’s request for penalties in misguided reliance on a WUTC arbitration decision to which GTE
Northwest Incorporated (“GTE”) was not even a party.

What is also presently apparent, from a review of the direct testimony of WorldCom’s
own Ruth Durbin, is that WorldCom dropped the proverbial ball — not once, but twice — with
respect to the attempts by GTE to negotiate a permanent interconnection agreement before the
interim one expired. WorldCom cannot be heard to say that it extended the life of the interim
interconnection agreement beyond the July 15, 1998 expiration date based on preliminary
negotiations for a permanent agreement that WorldCom subsequently aborted before the interim
interconnection agreement even expired. Having allowed the deadlines under the 1996
Telecommunications Act (the “Act”) and the interim interconnection agreement to lapse,
WorldCom has no statutory or contractual basis to insist that it be compensated pursuant to the
terms of the interim interconnection agreement beyond July 15, 1998. No matter what the FCC
or this Commission decides regarding reciprocal compensation for dialed-up access to the
Internet via ISPs, GTE is entitled to prevail on its counterclaim as a result.

Statement of Undisputed Facts

The following facts are not in dispute:

L The Interim Interconnection Agreement and the Alleged Breach by GTE

e The interim interconnection agreement at issue here was executed by the parties on July
16, 1996. Complaint at § 2; Conditional Counterclaim at q 1.

e The interim interconnection agreement was supposed to last for two years, or until it was
superseded by a permanent agreement, in accordance with 47 U.S.C. § 251/2, was in
place. However, negotiations for the permarient agreement were to begin no later than 45
days before the interim agreement expired. Durbin Direct Testimony at p. 7.

C060514
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In this agreement, the parties agreed to reciprocal compensation for local traffic which
was actually terminated within the “local” or “extended service” area as those terms were
historically defined in the tariffs. Complaint at §26. No party contends that the tariffs
address traffic to ISPs.

Nor does anyone contend that the parties intended to include data traffic to ISPs or that it
was even discussed at the time of the negotiations for the July 16, 1996 interconnection
agreement. The record is silent on this issue. Gary Ball of WorldCom in his reply
testimony only indicates what WorldCom’s intent was as of 1997 when it filed suit
against US WEST to collect reciprocal compensation for traffic to ISPs. Ball Reply
Testimony at p. 5.

Expiration of the Interim Interconnection Agreement and WorldCom’s Failure to
Negotiate A Permanent One

WorldCom initiated negotiations for a permanent interconnection agreement pursuant to
47 U.S.C. Section 251 that would cover several states including Washington beginning on
November 4, 1997. See Durbin’s Direct Testimony at pp. 2-3. See also letter attached as
Exhibit A.

WorldCom admits that it stopped all negotiations on this global agreement in February
1998 — approximately five months before its interconnection agreement with GTE
expired on July 15, 1998. See Durbin Direct Testimony at pp. 5-6.

On May 29, 1998 — approximately 46 days before the interim interconnection agreement
between GTE and WorldCom for the state of Washington was about to expire — GTE
wrote to request WorldCom to begin the negotiations required by Section VIII of the
Interim Interconnection Agreement. A copy of this letter is attached as Exhibit B.

WorldCom did not even attempt to respond to this letter until after the interconnection
agreement expired on July 15, 1998. On July 21, 1998 — five days after the interim
interconnection agreement expired — Ruth Durbin of WorldCom supposedly responded to
GTE’s May 29 letter stating that WorldCom was not then in a position to negotiate a
permanent agreement. A copy of this letter is attached as Exhibit C. She also
affirmatively stated that she did not have the authority to initiate negotiations for the
permanent interconnection agreement pursuant to 47 U.S.C. § 251/2.

This Complaint was filed on July 31, 1998. Complaint at p. 23.

On August 13, 1998, GTE again wrote WorldCom requesting a response to its May 29,
1998 letter. A copy of this letter is attached hereto as Exhibit D.

Via facsimile dated August 17, 1998, Ruth Durbin wrote to GTE, admitting 1) that her
July 21 letter had not been received by GTE and 2) that WorldCom was still not in a
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position to negotiate another agreement. Sixty-five days had then lapsed since GTE had
requested WorldCom to negotiate a second agreement as required by the original
interconnection agreement which lapsed on July 15, 1998 by its own terms. A copy of
the facsimile cover sheet is attached hereto as Exhibit E.

3. The Commission Decision in WorldCom v. US WEST is not binding on GTE.

* GTE was not a party to this proceeding, nor was GTE given an opportunity to be heard.
Pitterle Reply Testimony at pp. 6-7.

* GTE had no chance to put on evidence or cross-examine the evidence against its position.
Id

» This proceeding involved a different interconnection agreement than the one at issue here.
In fact, the interconnection agreement between WorldCom and US WEST is not even in
the record, just as the interconnection agreement between GTE and WorldCom was not in
evidence in the WorldCom vs. US West case.

e The WorldCom vs. US WEST case is on appeal to the Ninth Circuit Court of Appeals.
Complaint at q 17.

e Not only was the interconnection agreement between GTE and WorldCom never

amended to reflect the decision by the WUTC in the WorldCom vs. US WEST case,
WorldCom never requested any such amendment. Pitterlee Reply Testimony at pp. 4-5.

Argument

I. No Compensation Under the Interim Agreement Is Due After July 15, 1998.

Regardless of the Commission’s ruling with respect to reciprocal compensation to be paid
under the Interim Interconnection Agreement prior to July 15, 1998, nothing in the Act or the
Interim Interconnection Agreement permits WorldCom to collect reciprocal compensation for
ANY traffic after July 15, 1998. The Interim Interconnection Agreement was — as the name
indicates — intended to be an inferim agreement until such time as a permanent interconnection
agreement in compliance with 47 U.S.C. § 251 was determined either through negotiation or
arbitration as required by the Act. The parties stated as much on page 1 of the “Interim

Interconnection Agreement:”
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WHEREAS the Parties intend to negotiate a permanent interconnection
agreement pursuant to Section 251 of the Telecommunications Act of 1996, but
desire to enter into an inferim interconnection agreement pending completion of
the agreement under federal law;

WHEREAS this [interim] Agreement is not intended by either Party to
constitute compliance with the interconnection requirements of Section 251 of the
Telecommunications Act of 1996;

See Exhibit F (emphasis added).
In accordance with this intention, the parties further stipulated to the following language
governing the expiration of the Interim Interconnection Agreement:

MFS and GTE agree to interconnect with each other pursuant to the terms
defined in this [intefim] Agreement until it is superseded by a [permanent]
interconnection agreement negotiated between the Parties pursuant to Section 251
of the Telecommunications Act of 1996. Notwithstanding the foregoing, this
[interim] Agreement shall, if not superseded by an [permanent] interconnection
agreement, expire two years after the effective date of the [interim] Agreement. In
the event that the [interim] Agreement expires after two years, the interconnection
arrangements in this [interim] Agreement shall remain in place until the Parties
are able to negotiate and implement a new interconnection agreement.
Negotiations on such a new agreement shall commence no later that 45 days prior
to the expiration of this [interim] Agreement.

Exhibit F, Section VIII, page 19 (Emphasis added). The above provision contemplates
expressly that WorldCom had to initiate negotiations for a permanent interconnection
agreement in accordance with the Act at least 45 days before the expiration of the Interim
Interconnection Agreement. Once negotiations were initiated by WorldCom, WorldCom was
then bound by the temporal limitations set forth in the Act to complete those negotiations or to
arbitrate. See 47 U.S.C. § 252(c)(1). Under no rational interpretation of this provision can it
be said that GTE agreed to pay indefinitely reciprocal compensation to WorldCom at the rates

contemplated in the Interim Interconnection Agreement. Nor can it be said that GTE agreed to

leave in place the interconnection arrangements contemplated by the Interim Interconnection
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Agreement beyond the deadlines contemplated by the Act.

In its subsequent correspondence pertaining to the permanent interconnection
agreement, WorldCom acknowledged and — in fact — invoked the temporal limitations set forth
in the Act. On November 4, 1997, Ruth Durbin wrote to GTE to say the following:

[P]ursuant to Section 251(c)(1) of the Telecommunications Act, WorldCom

Technologies, Inc., on behalf of itself and affiliated operating companies

providing telecommunications services in Washington (WorldCom), requests that

GTE Northwest Incorporated (GTE) commence good faith negotiations to reach

agreement for the following terms . . . . (terms omitted) In light of the need to

engage in meaningful negotiations before the expiration of the 135 days provided

in the Act [§252] for voluntary negotiations, WorldCom requests a response by

Friday, November 14th. See Exhibit A.

By requesting that good faith negotiations begin in accordance with the Act and by
referencing the 135-day deadline set forth in Section 252(b)(1) of the Act, WorldCom started
the statutory clock for the Parties to complete their negotiations. If the Parties do not reach an
agreement regarding the terms of interconnection after 135 days of negotiations, the Act
permits a “requesting carrier,” like WorldCom, to file for arbitration between the 135th and
160th days. See 47 U.S.C. 252(b)(1). Accordingly, WorldCom had to no later than the end of
April, 1998 to petition this Commission for arbitration in order to secure a permanent
interconnection agreement. The deadlines set forth in the Act are jurisdictional and therefore
cannot be waived by either agreement of the parties or by order of a state commission. The Act
requires WorldCom to begin negotiations all over again. See e.g., In the Matter of Local
Exchange and Exchange Access Telecommunications Competition, State of North Carolina
Utilities Commission, Docket No. P-100, Sub 133, Order Regarding Timing of Arbitrations
dated November 4, 1998 (Attached hereto as Exhibit G).

WorldCom, however, failed to initiate negotiations again before the expiration of the
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Interim Interconnection Agreement, which called for negotiations under the Act to begin no
later than 45 days before the expiration of the Interim Interconnection Agreement. GTE even
went so far as to remind WorldCom of the impending July 15, 1998 deadline by letter dated
May 29, 1998. See Exhibit B. WorldCom did not attempt to respond to the May 29th letter
from GTE until July 21, 1998 — six days after the Interim Connection Agreement lapsed and 51
days after GTE had sent the reminder. In fact, GTE sent another reminder on August 13, 1998
because it never received the July 21, 1998 letter. See Exhibit D. Finally, on August 17, 1998,
Ruth Durbin faxed her July 21 letter to Steve Pitterle of GTE with a transmittal note stating
“Steve: apparently the attached response to Steve M’s 5/29 letter was not received by GTE.
Sorry for the inconvenience. Responsibility for negotiations is now with Scott Lowry. He can
be reached at 918 590 5042. Ruth Durbin.” See Exhibit E.!

It is these preliminary negotiations that WorldCom admittedly aborted that WorldCom
now claims magically extended the life of the Interim Interconnection Agreement. This
interpretation by WorldCom of Section VIII of the Interim Interconnection Agreement fails for
three reasons.

First, it is evident by the reference to the Act that GTE was agreeing to no more time
than the Act would otherwise allow, provided that good faith negotiations towards a permanent
interconnection agreement began no more than 45 days before the expiration of the interim

interconnection agreement. Put another way, the Parties could predict with certainty when a

'In her July 21 correspondence, Ms. Durbin further acknowledged that she, on behalf of
WorldCom, “previously began negotiations with GTE concerning this agreement but were unable
to make satisfactory progress. WorldCom is evaluating its positions given recent and proposed
mergers and I will get in touch with you shortly with respect to the negotiations of this
agreement.” See Exhibit C.
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permanent interconnection agreement would be in place once negotiations were commenced
because the Act permits 135 days of negotiations, 25 days more to petition a state commission
for arbitration and then the state commissions must reach a decision within nine months. 47
U.S.C.§ 252 et seq. Notwithstanding these unambiguous jurisdictional deadlines, WorldCom
appears to argue in the testimony of Ruth Durbin and Gary Ball that it merely had to initiate
negotiations at any time before the 45-day deadline in the Interim Interconnection Agreement
and do nothing more. That is to say, WorldCom believes that it could ignore the deadlines set
forth in the Act, and avoid negotiations of a permanent interconnection agreement indefinitely
but GTE would still be obligated to pay reciprocal compensation to WorldCom under the terms
of the Interim Interconnection Agreement well into the next millennium.

Second, Section VIII does not bind GTE to pay any of the rates set forth in the Interim
Interconnection Agreement after the agreement expires. Indeed, it expressly contemplates that
“[iln the event that the [interim] Agreement expires after two years, the interconnection
arrangements in this [interim] Agreement shall remain in place until the Parties are able to
negotiate and implement a new interconnection agreement.” (Emphasis added). Notably, this
sentence contemplates that the Interim Interconnection Agreement would expire and that only
the interconnection arrangements set forth in the Interim Interconnection Agreement would
remain in place — not the Interim Interconnection Agreement itself. It is GTE’s position that it
merely agreed in this provision to continue transporting traffic once the Interim Interconnection
Agreement expired — subject to whatever compensation the parties agreed to pay, or were
required to pay as a result of an arbitration, in the permanent interconnection agreement.

Third, the 1996 Act requires all parties to negotiate in good faith. See, e.g., 47 U.S.C. §

251(c)(1) (“The requesting telecommunications carrier also has the duty to negotiate in good

C005<0



faith the terms and conditions of such agreements.”) WorldCom has failed to negotiate at all —
much less in good faith. In her testimony, Ms. Durbin admitted that she agreed to provide

GTE with drafts of proposed language for contemplated permanent interconnection agreement

O 00 3 N W

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

29

30

by March 1998. Durbin Testimony at pp. 5-6. She then admits the following:

Q Did you provided these draft in March 19982

A No. During the period after these meetings but prior to the March due

dates, there were extensive reorganization activities ongoing at WorldCom, and I

realized that I would be unable to meet the March dates. I communicated this fact

to Mr. Monti.

Q What was WorldCom’s assessment of these negotiations with GTE?

A WorldCom concluded that a large amount of additional personal resources

and an inordinate amount of time would have to be devoted to preparing

additional materials to respond to GTE in order to make any progress in

negotiations that would ultimately result in interconnection agreements with GTE.

Ms. Durbin thereby admitted that WorldCom dropped the proverbial ball in the
negotiations. She also admitted receipt of GTE’s reminder of May 29, 1998. Durbin
Testimony at p. 6.  Nonetheless, she admitted in her July 21, 1998 response to GTE’s
May 29 letter that WorldCom was still not in a position to negotiate a permanent
interconnection agreement with GTE. Therefore, WorldCom has no one but itself to
blame for the fact that the parties have neither negotiated or arbitrated a permanent
interconnection agreement. Instead of doing what the Act requires — negotiation for 135
days then arbitration — WorldCom has merely rebuffed all attempts by GTE to
renegotiate. This kind of behavior is exactly what the jurisdictional deadlines set forth in
the Act were meant to prevent. GTE should prevail on its Counterclaim as a result —

regardless of what this Commission decides with respect to WorldCom’s claim for

compensation prior to July 16, 1998.
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IL. WorldCom is not Entitled to the Windfall that is Seeks Under the Interim
Interconnection Agreement Prior to July 16, 1998.

A. The Structure of the Internet

The Internet is an interconnected international network of trunking, routers, servers and
data bases. Using the Internet, a subscriber can access information from points throughout the
globe. The exact manner by which a subscriber access data from the Internet is complex, but it
invariably relies upon the services of an Internet Service Provider (ISP).

To access the Internet, a subscriber typically dials an ISP with a seven or ten digit number
in order to connect the subscriber’s modem to the aggregation modem belonging to the ISP.
Jones Testimony at pp. 3-4. The ISP modem then passes that call on to Internet Protocal routers.
Jones Testimony at p. 4. A subscriber who has reached the ISP aggregation modem has not yet
completed a transmission path to a place where information can be obtained. Jones Testimony at
p. 5. The ISP aggregation modem can be — and often is — located hundreds, and possibly
thousands of miles away from the subscriber. Jones Testimony at pp. 5-6. By contrast, a
subscriber obtains information from a local call which actually terminates within his local or
extended calling area. For this and other reasons, a call to an ISP is therefore much more like a
long distance call as Exhibit 1 to Howard Jones’s testimony indicates. Jones Testimony at p. 5.2

To say that the end user’s call is local in nature because it travels to the ISP effectively
ignores that the call reaches the Internet. Aside from defying logic, this view contradicts the

FCC’s description of Internet services:

* It is noteworthy that WorldCom made no attempt whatsoever to respond to the specific
technical testimony offered by GTE. It relied solely on the opinion of its management. Mr.
Jones expert opinions stand unrebutted in this arbitration.
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The Internet is an interconnected global network of thousands of interoperable

packet-switched networks that use a standard protocol ... to enable information

exchange. An end user may obtain access to the Internet from an Internet service
provider, by using dial-up or dedicated access to connect to the Internet service
provider’s processor. The Internet service provider, in turn, comnects the end

user to an Internet backbone provider that carries traffic to and from other

Internet host sites.

Implementation of the Non-Accounting Safeguards of Sections 271 and 272 of the Comm. Act of
1934, as Amended, First Report and Order and Further Notice of Proposed Rulemaking, CC
Dkt. No. 96-149 (Dec. 24, 1996), note 291 (emphasis added).

This language confirms the plain fact that the end user’s call only transits through the
ISP’s local point of presence. It does not terminate there. The call to the ISP from the end user
is not disconnected after the ISP modem answers, but stays “up” for the duration of the call. The
ISP is thus properly viewed as one link in the chain of uninterrupted transmission of signals
between the end user and the host computer.

This point is critical from a legal standpoint because a communication must be analyzed,
for jurisdictional purposes, “from its inception to its completion.” See Teleconnect Co. v. Bell
Tel. Co. of Penn. et al., 10 FCC Red 1626, 1629-30 (1995), aff’d Southwestern Bell Tel. Co. v.
FCC, No. 95-119 (D.C. Dir. June 27, 1997). Just as “an interstate communication does not end
at an intermediate switch,” id., an interstate communication does not end at an ISP’s node. When
the ISP forwards an end user’s call to the websites on the Internet, it does not do so through a
“second call.” Instead, the ISP routes the end user’s initial call to a destination typically outside
the local exchange area of the end user and the ISP’s modem banks much like an interexhange

company’s switch routes an end user’s call. Even AT&T has admitted that

ISP traffic is overwhelmingly and inseparably interstate in nature and is unlike
local business traffic because, for the vast majority of traffic, it is switched by the
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ISP at its local POP to distant data centers or internet sites located in other states
(or other countries).

Requests by ALTS for Clarification of the Commission’s Rules Regarding Reciprocal
Compensation for Information Service Provider Traffic, CCB/BPD 97-30, Comments of AT&T
at 1.

B. This Commission Does Not Have Jurisdiction To Deem ISP Traffic Local For
Reciprocal Compensation Purposes.

This long-standing interpretation by the FCC has been reaffirmed — and the kind of “two-
call theory” that WorldCom is now pfomoting was expressly rejected — by the FCC in its most
recent decision regarding traffic between subscribers and ISPs. GTE ADSL Order. In its opinion
to approve GTE’s ADSL tariff, the FCC noted that “the commission traditionally has determined
the jurisdictional nature of communications by the end point of the communication and
consistently has rejected attempts to divide the communications at any intermediate points of
switching or exchanges between carriers.” GTE ADSL Order at 1 17. The FCC expressly
rejected the “two call” theory:

We disagree with those commenters who argue, for jurisidictional
purposes, and end-to-end-to-end ADSL communication must be separated into its

two components: an intrastate telecommunication service, provided in this

instance by GTE, and an interstate information service, provided by the ISP. As

discussed above, the commission analyzes the totality of the communication when
determining the jurisdictional nature of a communication . . . We, therefore,
analyze ISP traffic as a continuous transmission from the end user to a distant
internet site.

Id, 1 20.
That this FCC decision was based on a dedicated, ADSL, connection as opposed to

a non-dedicated, “dial-up” ISP traffic makes no difference in the analysis. Examination of

the precedent that served as the basis for the GTE ADSL Order demonstrates an unbroken
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chain of FCC authority which leads to the inevitable conclusion that traffic to ISPs is
interstate in nature, whether- it is “dial-up” or dedicated. The GTE ADSL Order explicitly
rests upon Teleconnect Co. V. Bell Te. Co. Of Penn., et al., 10 Red 1626, 1629-30 (1995),
aff'd Southwestern Bell Tel. Co. V. FCC, No. 95-119 (D.C. Dr. June 27, 1997). See GTE
ADSL Order, T 18. The Teleconnect case dealt with a dial-up switched service. Id.
Relying upon Teleconnect, the Commission reiterated its conclusion that “an interstate
communication does not end at an intermediate switch. . . the interstate communication
itself extends from the inception of a call to its completion, regardless of any intermediate
facilities.” Id. Simply put, the FCC’s analysis is inescapable: whether dedicated or dial-
up, a call from an end user to the Internet is not a local call to an ISP and some separate
transaction between the ISP and widely scattered websites. It is one call, be it intrastate,
interstate or international.

"The fact that a call may at once be intrastate, interstate, and international renders it
inseverable for jurisdictional purposes. In the case of such “mixed-use” facilitigs, jurisdiction
lies exclusively with the FCC under the criteria set forth in Louisiana Pub. Serv. Comm’n v.
FCC, 476 U.S. 355 (1986). Indeed, the FCC has uniformly rejected attempts to divide interstate
calls into jurisdictionally intrastate segments. In the Memory Call case, for instance, the FCC
applied its end-to-end analysis to BellSouth’s voicemail service to conclude that it is
jurisdictionally interstate. Even though the service allowed out-of-state callers to retrieve
messages using an intratstate call forwarding service, the FCC focused on the existence of a
“continuous two-way transmission path from the [out-of-state] caller to the voice mail service” to
find the entife call to be “an interstate communication.” Petition for Emergency Relief and

Declaratory Ruling Filed by BellSouth Corp., 7 FCC Red 1619 (1992), aff’d Georgia Pub. Serv.

13 €C60525
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Comm’nv. FCC, 5 F. 3d 1499 (11" Cir. 1993). Of particular importance to the instant case, the
agency explained:

Our jurisdiction does not end at the local switch, but continues to the ultimate

termination of the call. The key to jurisdiction is the nature of the

communications itself rather than the physical location of the technology.

Jurisdiction over interstate communications does not end at the local switchboard,

it continues to the transmission’s ultimate destination .... This Commission has

jurisdiction over, and regulates charges for, the local network when it is used in

conjunction with the origination and termination of interstate calls.
Id. at 1620-21.

The FCC again affirmed its jurisdiction over local calls used to provide interstate service
in New York Telephone Co. — Exchange System Access Line Termination Charge for FX and
CCSA Service, Memorandum Opinion and Order, 76 FCC 2d 349 (1980). The petitioners there
challenged a New York Telephone state tariff imposing a charge on local exchange service used
by out-of-state customers of foreign exchange (FX) and common control switching arrangement
(CCSA) services. Those services permitted an end-user in New York to call an out-of-state
customer by dialing a local number and paying local rates. Even though the originating caller
reached the service through a local telephone number and paid local rates, and even though the
FX customer had to purchase local exchange service from New York Telephone, the FCC found
the service as a whole to be interstate, thus subject to its jurisdiction. It noted further that the
Communications Act did not “reserve to the state jurisdiction over the local exchange portion of
the interstate services.” Id. at 352.

These cases bear directly on the dispute before this Commission. In those cases, as in the
situation before the Commission, an interstate call is complete, in part, through use of intrastate

local exchange services. In each instance, the originating end user makes the call by dialing a

local number and paying local service charges. In such situations, the FCC has specifically
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declined to treat the call as the sum of jurisdictionally severable parts, and instead ruled that the
service as a whole was interstate.

Further evidence that ISP traffic is interstate for jurisdictional purposes is the fact that it
would be subject to interstate access charges but for a specific exemption granted by the FCC.
When the FCC adopted a mechanism for recovery of intrastate costs in 1983, it determined that
all providers of interstate services that rely on local telephone company plant should contribute to
this mechanism. Contributors, the FCC concluded, should include not only typical long-distance
carriers such as AT&T, but also smaller resellers and ISPs.* Nevertheless, the FCC recognized
that resellers and ISPs previously had “been paying the generally much lower business service
rates,” and that “[they] would experience severe rate impacts were [the FCC] immediately to
assess carrier access charges upon them.” Access Charge Reconsideration Order at §83. To
“avoid this rate shock,” ibid, the FCC decided to impose a transitional scheme under which ISPs
would pay only local business rates and subscriber line charges for their switched access
connections to local exchange company central offices. This “graduated transition” to a uniform
access charge regime was upheld by the District of Columbia Circuit Court. Nat’l Ass’n of Reg.

Util. Comm’rs v. FCC et al., 737 F.2d at 1095, 1136 (D.C. Cir. 1984).

3 MTS and WATS Market Structure, Third Report and Order, 93 FCC 2d 241 (1983) (“Access
Charge Order™).

“See MTS and WATS Market Structure, Memorandum Opinion and Order (“Access Charge
Reconsideration Order”), 97 FCC 682, 715 at § 83 (1982)(original intent was to apply these
charges to all “users who employ exchange service for jurisdictionally interstate
communications™).
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The FCC removed the access charge exemption from resellers in 1986,> and the following
year proposed to eliminate the temporary exemption for ISPs.’ Ultimately, however, the
Commission decided, again as a transitional matter, not to eliminate the ISP access charge
exemption, based largely on concerns about the stability of the information services industry.’
The FCC again emphasized, however, that this exemption was not intended to be permanent, and
that it could be justified only because the enhanced services industry “is in a uniquely complex
period of transition.”® The FCC continued to rely upon this rationale in its 1997 Access Charge
Order, concluding that allowing ISPs to avoid paying access charges would “avoid disrupting the
still-evolving information service industry” and promote the continued rapid development of the
Internet. Access Charge Reform, Price Cap Performance Review for Local Exchange Carriers,
Transport Rate Structure and Pricing, End User Common Line Charge, First Report and Order,
CC Dkt. Nos. 96-262, 96-241, 91-213, 96-263, at § 344 (1997).

In short, the FCC’s continued exemption of ISP traffic from access charges for policy
reasons — an exemption it could chose to remove at any time — demonstrates the agency’s
recognition that such traffic is interstate. Because federal access charges apply only to interstate

access traffic, the need for an exemption at all is conclusive proof that the FCC considers Internet

*WATS-Related and Other Amendments of Part 69 of the Commission’s Rules, Report and Order,
59 Rad. Reg. 2d (P&F) 1418 (99 26-27) (released Mar. 21, 1986).

S Amendments of Part 69 of the Communication’s Rules relating to Enhanced Service Providers,
Notice of Proposed Rulemaking, 2 FCC Red 4305 (1987) (“ESP Exemption NPRM”).

7 Amendments of Part 69 of the Commission’s Rules Relating to Enhanced Service Providers,
Order, 3 FCC Red 2631, at 11 (1988)(exemption reasonable given “the current state of change
and uncertainty” in the industry)(“ESP Exemption Order”).

8 1d. at 2631,9 2 and 2632,9 13.
CGO0528
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traffic to be interstate in nature. This Commission should therefore reject any invitation to
exercise jurisdiction over ISP traffic, in contravention of decades of FCC precedent.

Indeed, even CLECs have acknowledged that the FCC is the proper forum for resolution
of the reciprocal compensation issue. ALTS, the CLEC’s federal trade association, has asked the
FCC to address whether calls to an ISP should be handled differently than local traffic under
current reciprocal compensation agreements. ALTS’s assertion that the requested clarification
was “plainly within the [FCC’s] exclusive jurisdiction™ is consistent with GTE’s position here.
C. The WorldCom’s Reliance on Other States’ Decisions Is Misplaced.

In an effort to persuade the Commission that ISP traffic is jurisdictionally local,
WorldCom in its Complaint urges this Commission to join other states which have purportedly
held that “local calls terminating at ISPs are local traffic for purposes of the reciprocal
compensation provisions of the interconnection agreement.” (Complaint at § 33) Again,
however, WorldCom draws conclusion broader than the precedent can support. All of the state
decisions relied upon by WorldCom in its Complaint predate the FCC’s decision regarding
GTE’s federal tariff for ADSL traffic. Indeed, many of the decisions contain no policy rationale
at all, let alone any legal or factual analysis.

With regard to final decisions that do exist, they do not deserve the weight WorldCom
claims. While a few states have made generic policy decisions about whether ISP traffic is local

and thus subject to reciprocal compensation, most have not. The cited decisions were typically

® ALTS’s June 27, 1997 Letter to the FCC. In response to the letter, the FCC initiated Docket
number CCB/CPD 97-30, Request by ALTS for Clarification of the Commission’s Rules
Regarding Reciprocal Compensation for Information Service Provider Traffic. The FCC has
also undertaken a separate proceeding to resolve issues relating to the impact of Internet traffic
on the public switched network. Usage of the Public Switched Network by Information Service
and Internet Access Providers, Notice of Inquiry, CC Dkt. No. 96-263 (Dec. 24, 1996).
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rendered in the context of interconnection complaints under specific agreements or arbitration
proceedings which barely touched upon the ISP traffic issue. It is not surprising, then, that the
conclusions reached were patently erroneous under FCC precedent. |

For instance, in four of the states where MFS WorldCom has prevailed, MFS apparently
convinced the Commissions in arbitrations with US WEST that the FCC'’s decision to treat ISPs
as end users for purposes of access charges was tantamount to classifying ISP traffic as local. In
fact, as the above-discussed history of the access charge exemption demonstrates, just the
opposite is true. The FCC’s access charge exemption is necessarily rooted in the recognition that
ISP traffic is interstate in nature. Otherwise, the FCC could not have lawfully imposed the
exemption. But none of the US WEST decisions address the fundamental issue of the
jurisdictional nature of ISP traffic; indeed, none of them engage in any factual or legal analysis.

In Arizona, the ISP traffic issue was apparently not even raised during the evidentiary
portion of the arbitration. The entire resolution of the issue is as follows: “This item of dispute
was not discussed at arbitration or in closing briefs. The Commission also must decide this issue
solely based upon the positions taken in the Agreement. The Commission will adopt the
exemption permitted by the FCC. However, the Agreement should indicate that if and when the
FCC modifies the access charge exemption, the Agreement will also be modified.” Petition of
MFES Comm. Co., Inc. for Arbitration of Interconnection Rates, Terms, and Conditions with U.S.
West Comm., Inc. Pursuant to 47 U.S.C. sec. 252(b) of the Telecomm. Act of 1996, Decision No.
59872 (Oct. 29, 1996). In the absence of any evidence (or even any citation to specific FCC
authority), the Commission, not surprisingly, misapprehended the nature of the FCC’s access

charge exemption.

C00530
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The matter of reciprocal compensation for ISP traffic apparently arose at a similarly late
point in the Minnesota arbitration involving MFS and US West, and received just as little
attention. This issue was not covered in the Arbitrator’s report, but rather resolved by the
Commission in response to MFS’ exceptions listing additional, unresolved issues. Consolidated
Petitions of AT&T Comm. of the Midwest, Inc., MClmetro Access Transmission Services, Inc.,
and MFS Comm. Co. for Arbitration with US WEST Comm., Inc. Pursuant to Section 252(b) of
the Fed. Telecomm. Act of 1996, Order Resolving Arbitration Issues, Dkts. P-442, 421/M-96-
855, etc., at 3, 75 (Dec. 2, 1996). The Commission decided the matter in just 4 sentences of a
79-page decision, concluding that US WEST had “failed to meet its burden of demonstrating a
need to discriminate regarding the handling of ESP traffic.” Id. at 75-76. Once again, without
any meaningful focus on this issue during the proceeding, the Commission blithely adopted
MFS’ mistaken notion of the significance of the FCC’s access charge exemption.

The same is true of the Oregon and Washington arbitration decisions between US WEST
and MFS. The Oregon arbitrator summarily concluded: “I adopt the MFS proposed language in
Joint Position Statement, at 12. There is no reason to depart from existing law or speculating
what the FCC might ultimately conclude in a future proceeding.” Re MFS Comm. Co., Inc., Slip
Op., ARB 1 Order No. 96-324, at 16 (Dec. 9, 1996). The Washington Commission’s entire
discussion of its decision was even more terse: “It is premature to change the treatment of ISPs at

this time.” Petition for Arbitration of an Interconnection Agreement Between MFS Comm. Co..

Inc. and US WEST Comm., Inc. Pursuant to 47 USC sec. 252, 175 P.U.R. 4th 362, 1997 Wash.

UTC Lexis 1, 44 (Jan. 8, 1997). If the Commissions had properly understood the FCC’s actions,
of course, they would have known that the FCC’s has never held that ISP traffic is local traffic

for the purposes of reciprocal compensation.

C00531.
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Other decisions outside the arbitration context are also narrower than WorldCom
suggests. For instance, the Maryland Commission did not deem ISP traffic to be local. In the
context of an MFS complaint against Bell Atlantic, the Commission merely recognized, but did
not settle, the “question as to whether these communications are ‘jurisdictionally interstate
communications’” under FCC precedent. (Letter from D.P. Gahagan, Exec. Secretary, Maryland
Pub. Serv. Comm’n, to D. Hall et al., Sept. 11, 1997.) Although the Commission found MFS
should receive compensation under the specific terms of its interconnection agreement with Bell
Atlantic, it emphasized that eventual FCC action in its proceeding on ISP traffic might réquire
revision to the Commission’s directives under the MFS-Bell Atlantic agreement. Id.

The West Virginia Commission has likewise recognized that the courts have ruled that
enhanced services are “within the FCC’s exclusive jurisdiction” and agreed that a final
determination on the matter of ISP traffic classification for reciprocal compensation “rests with
the FCC.” MCI Telecomm. Corp. petition for Arbitration of Unresolved Issues for the
Interconnection Negotiations Between MCI and Bell Atlantic-West Virginia, Inc., Commission
Order, Case No. 97-1210-T-PC, at 29 (Jan. 13, 1998). Although the Commission accepted, in
the meantime, MCI’s ill-founded arguments that ISP traffic should be considered local for
purposes of paying reciprocal compensation, it recognized that this determination would likely
have little practical effect. Because MCI had not yet received a certificate to provide local
service, the Commission remarked that: “A change in the FCC’s policy regarding Internet traffic
therefore may occur before the issue of compensating LECs for transport and termination of
Internet-bound traffic becomes pertinent.” Id. at 30.

These cases demonstrate that, if ever there was a time to reject the follow-the-leader

approach WorldCom advocates, this is it. Other states’ tentative and/or ill-reasoned conclusions
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based on misapprehension of FCC precedent are no basis for a reasoned ruling by this
Commission. GTE urges the Commission here to follow the path it always has and to do its own
analysis of the relevant law and the parties’ positions. This process will compel the conclusion
that interconnecting companies are not entitled to reciprocal compensation for ISP traffic, which
is jurisdictionally interstate.

Besides the fact that the decisions by state commissions upon which WorldCom relies in
its Complaint were decided before the FCC’s decision on GTE’s ADSL traffic, those state
commission decisions have often contemplated the pending FCC decision and that an FCC

decision consistent with the GTE ADSL Order would alter the outcome of those state decisions:

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

North Carolina;

"The FCC has not squarely addressed this issue, although it may do so in the
future. While both parties presented extensive exegesis on the obscurities of
the FCC rulings bearing on ISPs, there is nothing dispositive in the FCC
rulings thus far." In re Intercomnection Agreement Between BellSouth
Telecommunications, Inc. And US LEC of North Carolina, LLC, Dkt. No. P-
55, SUB 1027 at 7 (N.C. PUC Feb. 26, 1998) (emphasis added).

Missouri:

"The Commission has been advised by the parties and takes official notice
that, as to the crucial issue in this case, i.e. reciprocal compensation under this
type of scenario, the FCC has requested comments and taken the matter under
advisement in Docket No. 97-30. The record presented by the parties is not
sufficiently persuasive to move this Commission to make a final decision on
the reciprocal compensation issue in light of the FCC's pending proceeding
on the same issue."

"Prior to a decision from the Federal Communications Commission on the
issue of reciprocal compensation for traffic to ISPs within a local calling
scope, the parties shall compensate one another for such traffic in the same
manner that local calls to non-ISP end users are compensated, subject to a
true-up following the Federal Communication Commission's determination on

¢60533
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the issue." In re Birch Telecom of Missouri, Inc., 1998 WL 324141 *3, *5
(Mo. PSC April 24, 1998) (emphasis added).

Arizona:

e "The Commission will adopt the exemption permitted by the FCC. However,
the Agreement should indicated that if and when the FCC modifies the access
charge exemption, the Agreement will also be modified." MFS
Communications Comp., Inc., 1996 WL 787940 *5 (Ariz. Corp. Com'n Oct.
29, 1996) (emphasis added).

Illinois:

o "After reviewing relevant FCC precedent, this Court finds that the FCC has
not reached a coherent decision on this issue of the compensation of LECs
providing Internet access. This result is due, in part, to the fact that Internet,
as a recently new development to the telecommunications world, presents
questions that have not previously been addressed by FCC decisions and
policy . . . Thus, the precise issue under review in the instant case is currently
being decided by the FCC. As of the date of this Memorandum Opinion and
Order, the issue has not been resolved. Any ruling by the FCC on that issue
will no doubt affect future dealings between the parties on the instant case.”
Hlinois Bell Tel. Comp. v. WorldCom Technologies, Inc., No. 98C 1925,
Mem. Op. And Order at 17-18 (N.D. IIl. July 21, 1998) (citations and
footnotes omitted) (emphasis added).

Massachusetts:

o "We agree with Bell Atlantic that the FCC has jurisdiction over Internet
traffic. Pursuant to that authority, the FCC may make a determination in
proceedings pending before it that could require us to modify our findings in
this Order." Complaint of WorldCom Technologies, Inc., D.T.E. 97-116 at 5,
n. 11 (Mass. Dept. Of Telecom. And Energy, Oct. 21, 1998) (emphasis
added).

Ohio:

e "We also recognize that the FCC is in the process of considering arguments
addressing these broader implications. The FCC's deliberations could,
therefore, have an impact on this Commission's view of the issues presented
by the parties in this complaint. We specifically reserve our rights to consider
these policy implications in a future proceeding." Complaint of ICG Telecom
Group, Inc., Case No. 97-1557-TP-CSS, at 8 (Pub. Util. Com'n Ohio, Aug.
27, 1998) (emphasis added).
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Pitterle Reply Testimony at pp. 8-10.

At a minimum, the Commission should issue an order that permits a “true-up” between
the parties or an opportunity for GTE to petition this Commission for modification of an adverse
ruling in this docket -- in the event the FCC subsequently issues a ruling favorable to GTE.

C. Treating ISP Traffic As Local For Reciprocal Compensation Purposes Is
Anti-Competitive. :

As discussed above, because ISP traffic is interstate in nature, this Commission has no
jurisdiction to deem it local for reciprocal compensation purposes. Even if it did have the
authority to order the payment of reciprocal compensation for ISP traffic, such a directive would
contravene sound public policy — contrary to the assertions of Glenn Blackmon."® Applying the
existing reciprocal compensation scheme to ISP traffic would severely compromise the
development of local competition.

Reciprocal compensation agreements are grounded in the understanding that traffic
between two networks will be roughly balanced, as the average user receives about as many calls
as he makes. In the case of a CLEC serving an ISP, however, this expectation is widely skewed;
while ISPs do not generally make calls, they generate an enormous amount of inbound calls. See
Pitterle Direct Testimony at p. 10. For example, telephony engineers have long documented that
the “typical” voice telephone call lasts four minutes or less. In contrast, a “typical” Internet call

lasts more than 20 minutes. See Pitterle Direct Testimony at pp. 4,9, 12-13. WorldCom

' Although the Commission has already ruled on GTE’s motion to strike and motion for a
declaratory ruling concerning the role of staff in this proceeding, GTE hereby incorporates those
pleadings by reference in the event of an appeal in this case. In any event, Mr. Blackmon’s
testimony should be disregarded because it was not based on matters within his personal
knowledge or within his expertise to opine. Indeed, much of what he asserts is contradicted by -
FCC precedent and the opinions of the investment community as noted herein.
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admitted in the Stipulation and Order Resolving Discovery Disputes And Revising Schedule
(“Stipulation”) previously filed in this docket that “[a] substantial majority of the reciprocal
compensation sought by WorldCom in the Complaint represents traffic transported to ISPs.”
Stipulation at § 4. Applying reciprocal compensation to this largely one-way traffic will
produce results that are unambiguously anti-competitive, and thus anti-consumer.

As Merrill Lynch noted in the attached “In-depth Report” (“Merrill Lynch Report™) on
“the arcane world of local telephone arbitrage called ISP-related reciprocal compensation”
CLECs like WorldCom are reaping an enormous windfall of profits as a result of reciprocal
compensation provisions for ISP traffic. Exhibit H at p. 1." fhese profits have the potential, as
GTE and other ILECs have argued, to result “in four unintended consequences that are
detrimental to the public interest and intent of The 1996 Act: 1. Wealth Transfers . . . 2.
Development of Competition delayed . . . 3. Disincentive to compete for end-user customers . . .
4. Disincentive to invest in local infrastructure . . . .” Exhibit H at p. 15. Based on its review of
the industry, Merrill Lynch predicted that the excessive profits presently enjoyed by the CLECs
because of reciprocal compensation for ISP traffic will “diminish materially over the next 12-24
months as existing local network interconnection agreements with ILECs (incumbent local
exchange carriers) expire and per minute compensation rates are renegotiated at significantly
lower levels.” Id. at p. 4. Furthermore, “if the FCC rules that internet-destined traffic is

interstate, the arbitrage game on reciprocal comp would be over — meaning ILECs/RBOCs would

" Exact figures for WorldCom were not disclosed, but Merrill Lynch made the following
observations about WorldCom: “It’s a mysterious world where getting straight answers is tough.
AT&T, MCI and WorldCom gave us puzzlingly small numbers . . . . [w]e believe [] that the large
LD companies, AT&T (pre-Teleport) along with MCI WorldCom and Sprint, are recipients of
large amounts of reciprocal compensation.” Exhibit H at pp. 1, 9.

€C0053¢
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no longer pay the CLECs for ISP-destined traffic.” Id. at 4. Notwithstanding this decline in
profits, the CLECs are expected to survive. Id. at pp. 20-23.

The extreme effects of WorldCom’s approach are easily illustrated through concrete
examples. If an end user were to stay connected to an ISP for one hour each day during the
month, the carrier serving the ISP would be entitled to $26.10 per month of reciprocal
compensation (using a per minute rate of $0.145) from the connecting carrier. Pitterlee Direct
Testimony at p. 10. “With an average residential flat rate of $13.37 per month it would be
impossible to develop a business case that would make it attractive to enter the residential
market.” Id. With this type of incentive, the focus of carriers and, in turn, equipment vendors
will be on maximizing and protecting these regulatory gaming arrangements dependent on
today’s network, rather than developing the advanced data network of tomorrow.

As the ILECs whom Merrill Lynch consulted argued, such a policy would eliminate
competition among local exchange companies to serve the large and ever-expanding class of
local customers who are heavy Internet users via an ISP. No CLEC would voluntarily serve such
a subscriber if it stands to pay more in reciprocal compensation fees to the LEC that services a
subscriber’s ISP than it receives from providing local telephone service to that subscriber. This
consequence is doubly troublesome to the extent that the ILEC retains a universal service
obligation and cannot — like its CLEC competitor — refuse to serve customers with a high usage
profile.

Another aberrant effect of applying reciprocal compensation to ISP traffic would be the
severe distortion of competition among LECs to provide local service to ISPs. Instead of
competing on the basis of service quality, technological improvements, and other market skills,

CLECs would be motivated to actually pay ISPs to be their customers. Their ability to offer
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customers reduced prices, cpmmissions on reciprocal compensation and the like would derive
not from greater efficiency, but rather from exploitation of a windfall opportunity made possible
through regulatory fiat.

Moreover, if carriers are deemed entitled to reciprocal compensation for termination of
ISP traffic, they will have little incentive to undertake the kind of facilities-based competition
Congress envisioned as the ultimate outcome of opening the local exchange. A CLEC will be
reluctant to provide facilities-based services to residential and business customers if it must pay
the same reciprocal compensation payments for ISP traffic that it demands of ILECs.

These results are plainly contrary to this Commission’s goal of fostering rational and
efficient local competition, as well as with Congress’s intent in mandating reciprocal
compensation. By ensuring that a LEC is able to recover its actual costs of terminating local
traffic originating on another LEC’s network, (47 U.S.C. § 252(d)(2)(A)(i)), Congress sought to
remove a barrier to the development of local competition. This is a far cry from creating a
system of direct wealth transfer from ILECs to CLECs. By deciding that ISP traffic is not subject
to reciprocal compensation, the Commission will place all LECS — both incumbents and new
entrants — on an equal playing field. All companies will be expected to relay traffic to ISPs

without receiving compensation.

12 No adverse impact on the consumer is even alleged, much less proven in this docket. To the
contrary, FCC Chairman Kennard issued a statement on November 6, 1998, stating that the
reciprocal compensation issue for ISP traffic “has nothing to do with consumer Internet charges.”
Pitterle Reply at p. 11.
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II. The Commission Cannot Legally Impos¢ Penalties on GTE

Staff urges the Commission to impose penalties on GTE for GTE’s purported failure to
“abide by the terms of its interconnection agreement and state law.” This request is patently
frivolous and must be rejected for at least three independent reasons.

First, Staff seems to confuse the Commission’s decision in the MFS/US West arbitration
as an expression of state law — much like a rule or regulation. Clearly it is not. If the
Commission wished to promulgate a regulation regarding the jurisdictional nature of ISP traffic,
it certainly could do so, but only affer providing appropriate notice of its proposed action and
review of comments by interested parties. See RCWA § 34.05.010 et seq. That interested parties
be given notice and an opportunity to be heard is a requirement mandated by due process. Yet
Staff seems oblivious of these concerns, asking that penalties be imposed based on a single
decision in an arbitration to which GTE was neither a party nor had the opportunity to be heard.

Second, even if the MFS/US West decision was deemed a regulation, rule or order —
something it clearly is not — then it should have been served on GTE pursuant to RCWA
§ 80.04.160. If this procedure had been utilized, GTE would have been given the opportunity to
object to the purported conclusive decision on ISP traffic. Moreover, GTE would have been
given the opportunity to present evidence on the issue énd to participate in the full hearing
required by law. Id.

Lastly, penalties under RCWA § 80.04.380, as requested by Staff, cannot simply be
imposed by the Commission in this proceeding. Specifically, RCWA § 80.04.400 provides in
pertinent part that:

[a]ctions to recover penalties under this title shall be brought in the name of the

state of Washington in the superior court of Thurston county, or in the superior
court of any county in or through which such public service company may do
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business. In all such actions the procedure and rules of evidence shall be the same
as in ordinary civil actions, except as otherwise herein provide.

Obviously, that procedure has not been invoked here. Consequently, any imposition of
damages by the Commission in this proceeding would be unlawful.
Conclusion

For all of the foregoing reasons, GTE should prevail on both its Counterclaim and on
WorldCom’s Complaint. No compensation is due to WorldCom under the Interim
interconnection Agreement  because 1) WorldCom failed to negotiate a permanent
interconnection agreement within the deadlines required by the Act and the Interim
Interconnection Agreement; 2) the Interim Interconnection Agreement expressly indicates that it
would expire within two years and only the interconnection arrangements would remain in place
until a permanent interconnection agreement pursuant to the Act was in effect; and 3) WorldCom
failed to negotiate a permanent interconnection agreement in good faith as the Act expressly
requires. Nor is WorldCom entitled to any reciprocal compensation under the Interim
Interconnection Agreement for ISP traffic prior to July 16, 1998, in the wake of the GTE ADSL
Order — which reaffirmed an unbroken chain of FCC precedent indicating that traffic to ISPs is
interstate. At a minimum, this Commission should afford GTE the opportunity to modify any
adverse ruling in this proceeding once the FCC issues in its promised decision regarding “dial-
up” traffic to ISPs. Finally, the Staff’s pursuit of penalties ignores FCC precedent, Constitutional

guarantees of due process and is based on inadmissible testimony.

C00540
28



O 0 3 N

10

12
13
14
15
16
17
18
19
20

Submitted this 11th day of February, 1999.

GTE NORTHWEST INCORPORATED

K/f"’é'c/'/’) /L/bv/keux
Kimberly A. Newnrdn 4) Q/{M /ﬂ/le»//uj/_,
HUNTON & WILLIAMS
1900 K Street, N.W., Suite 1200
Washington, D.C. 20006
(202) 955-1500

and

Robert R. Merhige, IV
HUNTON & WILLIAMS
951 E. Byrd Street
Richmond, VA 23219
(804) 788-8772

Its Attorneys
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CERTIFICATE OF SERVICE

I hereby certify that I have served the foregoing document upon Richard M. Rindler, Esq.,
Michael L. Shor, Esq., SWIDLER & BERLIN, CHARTERED, 3000 K Street, N.W., Suite 300,
Washington D.C. 20007, counsel for WorldCom, Inc., f/k/a MFS Intelenet of Washington, Inc.
and Gregory J. Trautman, Assistant Attorney General, 1400 S. Evergreen Park Drive SW, P.O.
Box 40128, Olympia, Washington 98504-0128, counsel for the Staff of the Washington Utilities
and Transportation Commission, via telecopy and by depositing a copy in the United States

mail, first-class, postage pre-paid on February 11, 1999.
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November 4, 1997

Mark Slosson

National Sales Manager
GTE Telephane Operations
P.O. Box 1352092

Irving, TX 75015-1092

via facsimile and USPS: 972 718 3511

RE: Bona Fide Request far Negoliations pursuant 1o Section 251(c)(1) of the
Telecommunications Act - Washingion

Mr. Slosson:

[ am wnung to inform you that, pursuant to Section 251{c)(1) of the Telecommunicatpas
Act, WorldCom Technologies, Inc., on behalf of itself and its affiliated operanng
companics providing telecommunications services in Washington (WorjdCom), requests
that GTE Northwest Incorporated (GTE) commence good faith negotiations 1o reach an
agreement for the following items:

* resale ap wholesale rates, as defined in Secrion 252(d)(3), of any telecommunications
services that GTE provides at retail to subscribers who are not relecommunicanons
carriers,
nondiseniminatary access to netwark elements on an unbungled basis;

e Secrion 231(c)(5): notice of changes in the informarion necessary for the wansmission
and routing of services ysing the incumbent local exchange carier’s nerwork; _

o Section 251(¢)(6): collocarion for the purposes pf ~ lerconnection or access o
unbundled neswork clements;

s Seciion 25](b)(2): number ponability,

s Secrion 251(b)(3): dialing panry; and

¢ Secrion 231(b)(4): access 1o rights-of-way.

In light of the need 10 engage in meaningful neganationy before the expiration of the 138§
days previded in the Act for voluniary negotiations. WorldCom requests a response by

Friday, November 14”. Upon receiving your response, [ wil] schedule 3 preliminary
meeting 1o discuss these issues in detail.
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From-HUNTON & WILLIAMS

Mark Slosson
November 4, 1997

page 2
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! logk forward 10 discussing this matter with you. Should you have any questions, my

telephone number is 630 203 70358.

Sincerely,

Dot

Ruth Durhin
- Local Network Development

cc

Jodi Carug, Esg.

John Scarana

Jerry McKenzie

T.D. Huynh

Eric Anman

Steve MclLellan, WUTC
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GTE GTE Network Serviceg &
800 Hidden Ridge £ 6
: P.0. Bax 152082 5(1' -
GTEVE MACIEJEWSII living, TX 75015-20082
STAFF MANAGER
GTE WHOLESALE MARKETS
W= 1 1ses
Reply 10
May 29, 1998 HQE04D31
AGREEMENT
il - < .
MFS Communications Company /b ] L / Y /{
Alex J. Harris

Vice President, Regulatory Affairs
33 Whitehall St., 15th Floor
New York, NY 10004

Subject; STATE OF WASHINGTON, INTERIM INTERCONNECTION AGREEMENT -
JULY 15, 1996

Dear Alex:

The present Interim Interconnection Agreement between MFS Intelenet of Washington, Inc. and GTE
Northwest Incorporated which was signed on July 15th, 1996, will expire in 45 days.

This present agreement does not contain a renewal clause; however, there is a continuatipn of service
agreement during negotiations of a new interconnection agreement. As stated in the present agreement,
notifications are being sent out to the all individuals by FAX and U.S, Mail. -

GTE would like to start negotiations on & new agreement as soon as possible. Please indicate the direction
that MFS would like to pursue with GTE.

1f you have any questions or concerns on this matter, please feel free to contact me.
Sincerely,

e

Steve Maciejewski
Staff Manager
GTE Wholesale Markets

>

SM;b

¢: Steve Pitterle
Gayle Everhart
Sam Jones
David Small
Ruth Durbin, WorldCom
Eric A. Artman, MFS Communications
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A‘UG ! 7 Innn 1 Tower Lane, Stiite
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(630) 209-7200
(630) 2030668 Mx

_C

ALL-STATE LEGAL®

WIg5R,

July 21, 1998

Steve Maciejewski
GTE Network Services
600 Hidden Ridge

P.O. Box 152092
Irving, TX 75015-2092

via facsimile and USPS: 972 718 3517

RE:  MFS - GTE Interim Interconnection Agreement for Washington

Steve:

This letrer is to acknowledge receipt of your letter dated May 29, 1998 and to respond to
your request for the direction that WorldCom Technologies, Inc. (the successor entity to
MEFS Intelenet of Washington, Inc.) would like to pursue with GTE regarding re-
negotiation of the agreement.

As described in Section VI of the interim agreement (“Term'), the interconnection
arrangement shall remain in place until the Parties are able to negotiate and implement a
new agreement. As you know, we previously began negotiations with GTE concerning
this agreement but were unable to make satisfactory progress. WorldCom is evaluating
its position given recent and proposed mergers and I will get in touch with you shortly
with respect to the negotiations of this agreement.

This letter in no way should be considered a request for interconnection negotiations
pursuant to Sections 251/252 of the Telecommunications Act of 1996,

Please contact me at 630 203 7058 if you have any questions.

Ruth Durbin
Local Planning

ce: Enc Artman ¥y
Ed Cadieux . ¢ 00546



# Nov-03-88 12:28pm  From-HUNTON & WILLJAMS 20177322801

EXHIBIT

Sleven J. Pieedu E!
Whalssale Markata Rirectar- GTE E
Negotadona E D
=]
R <
&G0 Miacen Ridge
P.O. Bex 152083
CERTIFIEQ MAIL inng. TX 7907152002
972/718-1333

August 13, 1808 FAK: 972/71§-1379

Ms. Ruth Durbin

Lacal and Access Planning
WortdCom, inc.

1 Tower Lana, Suite 1800
Oakbrook Tefrace, |L 60181

Mr. Eric A. Aftman

industry Relatigns
WaridCom, Inc.

225 Buah Streat, Sune 1800
San Frangisco, CA 84104

RE: State of Washingtan, Interim Intersannaction Agreamant
Daar Ms. Durbin and Mr. Artman:

GTE is very cancefned that we have nat receivad a reply to Steve Maciejewski's May 29.
1998 latter to Alex Harris. This lener was copisd to bath of yau. Since that ietter was
written, tha Interim Interconnactian Agreement between MFS Inteienet of Washjngtan, Inc.
and GTE has expired. Saction Vi| of the Interim Agreement specifically provides that ihe
interim Agreemeant expired an July 15, 1888, and statas that negotiations of a new Section
251 agreement shall commanca re later than 4S days priar (o the axpiration of the |nterim
Agreemant. Mr. Macisjewski's May 26, 1988 ienter was intended to bring this raquirement
In your aitentian and provide natice of GTE's intent ta negotiate @ new agreament, in
campliance with the terma of the interim Agregment.

GTE requests that MFS intalenst of Washingtan (or WaridCom, inc. if WardCom is the
appropriate successar) canfirm via respansa o this (efier your desire to hagin negotiations
under Sactians 251/252 of the Talecommunicatian Act of 1888 for 3 new interconnectian
agreement. GTE is confident that a new agreement can be finaiizad, and services hetween
MFS and GTE can cantinueé uninterrupted under a new interconnection agresment.

C0054%7
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Nov-03-98 12:28pm  From-HUNTON & WILLIAMS 2027732201 T-374 P 28/37  Fed1d
3 “41%

Ms. Ruth Dumin
Mr. Eric A. Aftman
August 13, 1888
Page 2

Please pravide your responsa by August 24, 1888 and include the name and address of the
apprapnate person that GTE shauid contact far hegatiations.

Sincaraly.

Steve Pmerie |

Pirectar Negatiations

c. Steve Maciejewski

Sam Jonas
Dalena Florez

CG0548
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INTERIM INTERCONNECTION AGREEMENT
- Tuly 15, 1996

Pursuant 1o this Interim Interconnection Agreement ("Agreement"), MFS Intelenet of
Washington, Inc. ("MFS") and GTE Northwest Incorporated ("GTE") (collectively the "Parties")
agree to interconnect with each other within each LATA in which they both operate within the
State of Washington, as described and according to the terms, conditions and pricing specified
hereunder.

. RECITALS & PRINCIPLES

WIHEREAS, the Parties seek to accomplish interconnection in a technically and
economically efficient manner; and

WHEREAS, the public will benefit if the local exchange networks of the Parties are
interconnected so that customers of each carrier can seamlessly receive calls that originate on the
other carrier’s network and place calls that terminate on the other carrier’s network;

WHEREAS the Parties intend to negotiate a permanent interconnecticn agreement
pursuant to Section 251 of the Telecommunications Act of 1996, but desire to enter into an
intenim interconnection agreement pending completion of the permanent agreement under federal
law;

WHEREAS this Agreement 1s not intended by either Party to constitute compliance with
the interconnection requirements of Section 251 of the Telecommunications Act of 1996;

WHEREAS, the Washingron Utilities and Transportation Commission has encouraged
CLC-LEC interconnection; and

WHEREAS, MFS and GTE have agreed on interim interconnection terms and conditions;

NOW, THEREFORE, in consideration of the mutual provisions contained herein and
other good and valuable consideration, the receipt and sufficiency of which are hereby
acknowledged, MFS and GTE hereby covenant and agree as follows:

II. DEFINITIONS

A. "Bill and keep" means a form of compensation for the termination of local traffic,
under which each party terminates local traffic on its network originated on the
network of the other party, without express compensation but in consideration of

€C60550
Page | C//A.l
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the other party's agreement to likewise terminate traffic without express
compensation.

“Calling Party Number" or "CPN" is a Common Channel Signaling parameter
which refers to the number transmitted through the network identifying the calling

party.

"Charge Number" is a CCS signaling parameter which refers to the number
transmitted through the network identifying the billing number of the calling

party.

"CLASS Features" mean certain CCS-based features available to end users.
CLASS features include, but are not necessarily limited 10: Automatic Call Back;
Call Trace; Caller ID and Related Blocking Features; Distinctive Ringing/Call

~ Wheiting; Selective Call Forward; Selective Call Rejection.

“Centralized Message Distribution System" ("CMDS") is the transport system that
the RBOCs and other incumbent LECs use to exchange outcollect and Carrier
Access Billing System ("CABS") access messages among each other and other
parties connected to CMDS.

"Commission" means the Washington Utilities and Transportation Commission.

"Common Channel Signaling" or "CCS" means a method of digitally transmitting
call set-up and network control data aver a special network fully separate from the
public switched network elements that carry the actual call.

"Competitive Local Carrier" or "CLC" means a carrier registered by the
Commission to provide Local Exchange Service, but does not include those
entities classified as Local Exchange Carriers.

"Control Office" 1s an exchange carrier center or office designated as its
company’s single point of contact for the provisioning and maintenance of its

portion of interconnection arrangements.

"Cross-connection" means an intra-wire center channel connecting the Parties’

_separate pieces of telecommunications equipment.

"DS-1" is a digital signal rate of 1.544 Megabits Per Second ("Mbps").

"DS-3" is digital signal rate of 44.736 Mbps.

C60S51
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"End Office Switches" are Class 5 switches from which end user Exchange
Services are directly connected and offared.

"Exchange Service" means a service offered to end users which provides the end
user with a telephonic connection to, and a unique local telephone number address
on, the public switched telecommunications network, and which enables such end
user to generally place calls 1o, or receive calls from, other stations on the public
switched telecommunications network. Exchange Service includes basic
residence and business line service, PBX trunk line service, pay phone line
service, Centrex/CentraNet™ line service and ISDN line services. Exchange
Service does not include Private Line, Switched and Special Access services,

"Expanded Interconnection Service" or "EIS" is the collocation arrangement
which GTE provides in its designated GTE wire centers, and shall have the same
meaning as set forth in GTE's applicable tariff.

"Interexchange Carrier” or "IXC" means a provider of stand-alone interexchange
telecommunications services.

"ISDN" means Integrated Services Digital Network, which is a switched network
service providing end-to-end digital connectivity for the simultaneous
transmission of voice and data. ISDN is provisioned end-10-end pursuant to TR-
444,

"Local Calling Area" means the calling area designated as "local" or "Extended
Area Service" in the applicable tariffs of the LEC which historically served the
area prior to the introduction of local exchange competition.

"Local Exchange Carrier" or "LEC" means "Incumbent Local Exchanpe Carrier"
as that term is defined in §251(h) of the Communications Act of 1934, as
amended by the Telecommunications Act of 1996.

"Local Exchange Routing Guide" or "LERG" is a Bellcore reference typically
used by LECs, IXCs and CLCs to identify NPA-NXX routing and homing
information as well as network element and equipment designations.

"Local Exchange Traffic" means calls made within a Local Calling Area.

“Local Interconnection Trunks/Trunk Groups" are trunks and trunk groups as
identified in Section V.A.l of this Agreement.

"Meet-Point Billing" refers to an arrangement whereby two local carriers
(including a LEC and a CLC) jointly provide Switched Access Service to one of

C50552
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the carrier’s end office switches, with each carrier receiving, by mutual
agreement, an appropriate share of their tariffed transport element revenues.

"MECAB" refers to the Multiple Exchange Carrier Access Billing document

prepared by the Billing Committee of the Ordering and Billing Forum (“OBF"),
which functions under the auspices of the Carrier Liaison Commitiee of the
Alliance for Telecommunications Industry Solutions ("ATIS"). The MECAB
document, published by Bellcore as Special Report SR-BDS-000983, contains the
recommended guidelines for the billing of an access service provided by two or
more local carriers (including a LEC and a CLC), or by one LEC in two or more
states within a single LATA.

"MECOD" refers to the M.ulnnls_ExnhangL_anlﬁ_ld:nnundLﬂgn

ices - Indus , 2 document
developed by the Ordering/Provisioning Commu'tee under the auspices of the
OBF, which functions under the auspices of the Carrier Liaison Committee of the
ATIS. The MECOD document, published by Bellcore as Special Report SR STS-
002643, establishes methods for processing orders for access service which is to
be provided by two or more local carriers (including a LEC and a CLC).

"Mid-Span Fiber Meet" is an interconnection architecture whereby MFS and GTE
murtually agree to jointly plan and engineer their facility meet-point at a
designated manhole or junction location. The meet point is the demarcation
between ownership of the transmission facility.

“NANP" means the "North American Numbering Plan", the system of telephone
numbering employed in the United States, Canada, and certain Caribbean
countries.

"Numbering Plan Area" or "NPA" is also sometimes referred to as an area code.
This is the three digit indicator which is defined by the "A", "B" and “C" digits of
each 10-digit telephone number within the NANP. Each NPA contains 800
possible NXX Codes. There are two general categories of NPA. "Geographic
NPA" is associated with a delined geographic area, and all telephone numbers
bearing such NPA are associated with services provided within that Geographic
area. A "Non-Geographic NPA", also known as a "Service Access Code" ("SAC
Code") is typically associated with a specialized telecommunications service
which may be provided across multiple geopraphic NPA areas; 500, Toll Free
Service NPAs, 900, and 700 are examples of Non-Geographic NPAs.

"NXX", "NXX Code", "Central Office Code" or "CO Code" is the three digit
switch entity indicator which is defined by the "D", "E" and "F" digits of a 10-

C560553
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digit telephone number within the NANP. Each NXX Code contzains 10,000
station numbers.

"Percent Local Usage” or "PLU" is a calculation which represents the ratio of the
local minutes to the sum of local and intral ATA toll minutes between exchange -
carriers sent over Local Interconnection Trunks. Transiting calls from other LECs
or CLCs or wireless carriers are not included in the calculation of PLU.

"Point of Interconnection” or "POI" denotes the physical equipment interface that
establishes the technical interface, the test point and the point of operational
responsibility hand-off between MFS and GTE for the local interconnection of
their networks. The splice point at a Mid-Span Fiber Meet is not a POL.

"Point of Responsibility” is the point at which each Party accepts terminating
traffic over local interconnection trunks for purposes of routing and applying
compensation.

"Rating Point" is the V&H.coordinates associated with a particular telephone
number for rating purposes.

"Routing Point" means a location which a LEC or CLC has designated on its own
network as the homing (routing) point for traffic inbound 1 Exchange Services
provided by the LEC or CLC which bear a certain NPA-NXX designation. The
Routing Point is employed to calculate mileage measurements for the distance-
sensitive transport element charpes of Switched Access Services. The Routing
Point need not be the same as the Rating Point, nor must it be located within the
rate center area, but must be in the same LATA as the NPA-NXX.

"Switched Access Service” means an offering of facilities for the purpose of the
origination or termination of traffic from or to Exchange Service customers in a
given area pursuant to a Swiiched Access tariff. Switched Access Services
include: Feature Group A, Feature Group B, Feature Group D, Toll Free Service,
and 900 access. Switched Access does not include traffic exchanged between
LECs and CLCs for purpose of local exchange interconnection.

"Tandem Office Switches” or "Access Tandems" are Class 4 switches which are
used to connect and switch trunk circuits between and among network switching
entities.

"Toll Free Service" means service provided with any dialing sequence that

invokes toll-free (i.e. 800-like) service processing. Toll Free Service includes
calls to the Toll Free Service 800/888 NPA SAC codes.

C00554
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"Transit Rate" is the rate that applies to Transit Traffic.

"Transit Traffic” is traffic originated by one Party over a local interconnection
trunk group and ultimately terminated to a third-party LEC, CLC, or wireless
service provider, where the other Party performs the tandem switching function.

"Wire Center" denotes a building or space within a building which serves as an
aggregation point on a given carrier’s network, where transmission facilities and
circuits are connected or switched. Wire center can also denote a building in
which one or more network switching entities, used for the provision of Exchange
Services and access services, are located. However, for purposes of EIS, Wire
Center shall mean those points eligible for such connections as specified in the
FCC Docket No. 91-141, and rules adopted pursuant thereto.

1II. TECHNICAL PROVISIONS

A.

B.

This Agreement covers the initial local interconnection between the Parties.

Connection At All GTE Tandems Within Each LATA: MFS will establish Local
Interconnection Trunk groups 1o each and every GTE tandem for which MFS has
local exchange customers within the Local Calling Area of the GTE customers
served by that tandem. For all other GTE tandems within any LATA in which
MFS originates traffic, MFS will establish or use existing feature group trunks to
each such tandem. ‘

MFS and GTE agree to interconnect their networks through facilities between the
MFS switch location(s) and GTE tandem switch location(s) shown below.
Logical trunk groups will be established referencing the appropriate MFS Point of
Responsibility (“POR™) and GTE POR. For local interconnection trunk groups,
each party agrees to accept inbound traffic from the other panty on the
interconnecting facility at its own POR and to complete that traffic to the
terminating end user (or, in the case of transit traffic, 1o the destination carrier) for
the compensation specified in section V.B. below.

MFS Switch
(Location)

MFS
POR

POl

GTE
POR

GTE Switch
(Location)

KRLDWADWDSO

KRLDWADWDS)

KRLDWAXX"

EVRTWAXAQ3T

EVRTWAXAU3T

For cach additional GTE access tandem where MFS and GTE interconnect for the
exchange of local and intraLATA toll and meet point Switched Access traffic,
MFS and GTE agree that there will be a single POI at a mutually agreed point. If

P.O1S
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the parties fail to agree, MFS may designate any MFS collocation at any GTE
office housing a switch which subtends the access tandem as the POIL. For each
such additionsal interconnection, the GTE POR shall be at the access tandem
location and the MFS POR shall be at the initial MFS switch (or, if the MFS
switch is not in the same LATA, then at the MFS node within the LATA which
MFS designates as its POR.)

GTE will initially provide the facility between the Everett access tandem and the
MEFS collocation at the GTE Kirkland office. MFS will initially provide the
facility between the MFS Kirkland switch and the MFS collocation at the GTE
Kirkland office. For any additional POIs agreed to or designated under this
section, each party will initially provide facilities from its own Point of
Responsibility (“POR™) to the POI, unless otherwise agreed. All interconnecting
facilities between Points of Responsibility (“PORs™) will be compensated
pursuant to Section V.C.1, below.

Sizing and Strueture of Interconnection Facilities. The Parties will mutually agree

on the appropriate sizing for facilities based on the standards set forth in Section
XI1I, below. The interconnection facilities provided by each Party shall be
superframe with Alternate Mark Inversion Line Code and Superframe Format
Framing ("AMI") at either the DS-1 or DS-3 level, according to mutual forecasts
and sound engineering practice, as murually agreed to by the Parties during
planning - forecasting meetings.

The parties agree to attempt initial connection of facilities at the DS-3 level (i.e,
28 DS-1 trunk groups), with all trunk groups connected. The parties recognize
that facility constraints may require initial connection of fewer than 28 (but at
least 14) DS-1 trunk groups, and each will work toward connection of the full DS-
3. To the extent possible, the facility between the MFS POR and the GTE POR
will be initially constructed as a full DS-3, even if some DS-1s are not
immediately connected. Unless otherwise agreed, separate trunks will be
established at the DS-1 level, and initially installed as follows:

CG0556
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Meet Point Trunks (CCS signaling) 2DS-1s
Meet Point Trunks (MF signaling) 1 DS-1
Local Interconnection Upto 5 DS-1s
(Direct connect to specified GTE end office) (Parties to agree on end
offices)
Local Interconnection All remaining DS-1s
(Tandem switched to any subtending office)
TOTAL 28 DS-1s
E. T'wo-Way Trunks. Interconnection will be provided via two-way trunks.

Separate two-way trunks will be established to exchange 1) local and intraLATA
toll and 2) meet point Switched Access traffic.

F. Sigpnaling Protacol. The Parties will interconnect their networks using SS7
signaling as defined in GR-317 and GR-394, including ISDN User Part ("ISUP")
for trunk signaling and Transaction Capabilities Application Part ("TCAP") for
CCS-based features.

G. Interconnection Facilities. Unless expressly agreed to otherwise, the Parties will
use fiber transmission facilities to physically interconnect their networks.

IV, - EMENTS

A. Two-way trunks may be established to enable MFS and GTE to jointly provide
Feature Group B and D ("FGB" and "FGD") Switched Access Services viaa GTE

access tandem switch.

B. MFS may use meet point trunks to send and receive FGB and FGD calls from
Switched Access customers connected 1o GTE’s access 1andem.

C. MFS will interconnect two-way trunk groups at each and every GTE access
tandem under which MFS’s NXXs home using DS-1 or DS-3 facilities separate
from the facilities used for Local Interconnection Trunk Groups.

D. In the case of Switched Access Services provided through GTE’s access tandem,
GTE will not offer blocking capability for interexchange carrier traffic delivered
to GTE’s tandem for completion on MFS’s network. GTE and MFS understand
and apree that meet point trunking arrangements are available and functional only
to/from Switched Access customers who directly connect with the randem(s) that

CH0557
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MFS sub-tends in each LATA. In no event will GTE be required to route such
traffic through more than one tandem for connection to/from Switched Access
customers. GTE shall have no responsibility to ensure that any Switched Access
customer will accept traffic MFS directs to the Switched Access customer.
However, GTE will provide reasonable assistance to MFS in order to allow MFS
to establish contact with providers of tol] services switched through GTE’s access
tandems.

E. Common channel signaling shall be utilized in conjunction with meet point
trunks, unless otherwise agreed to by the Parties.

F. The Parties will provide CCS to one another in conjunction with all two-way
trunk groups subject to the rates, terms and conditions specified in the Parties’
respective access tariffs (if applicable). MFS may establish CCS interconnections
either directly or through a third-party, provided such third-party is interconnected
with GTE, The Parties will cooperate in the exchange of TCAP messapes 10
facilitate full inter-operability of CCS-based features between their respective
networks, including all CLASS features and functions, to the extent each carrier
offers such features and functions to its own end uysers.! MFS will provide all
CCS signaling including Charge Number, originating line information ("OLI"),
etc. For terminating FGD, GTE will pass CPN if it receives CPN from FGD
carriers. All privacy indicators will be honored. Where available, network
signaling information such as Transit Network Selection (“TNS") parameter (CCS
platform) and CIC/OZZ information (non-CCS environment) will be provided by
MFS wherever such information is needed for call routing or billing, The Parties
will follow all OBF adopted standards pertaining to TNS and CIC/OZZ codes.

G. All originating Toll Free Service calls for which GTE performs the Service
Switching Point ("SSP") function (e.g. performs the database query) shall be
delivered by MFS using GR-394 format over the meet point trunk group. Carrier
Code "0110" and Circuit Code of "08" shall be used for all such calls.

H. All originating Toll Free Service calls for which MFS performs the SSP function,
if delivered to GTE, shall be delivered by MFS using GR-394 format over the
meet point trunk group for calls destined to IXCs, or shall be delivered by MFS
using GR-317 format over the Local Interconnection Trunk Group for calls
destined to end offices that directly subtend GTE access tandems.

! This Agreement does not relate to the purchase and sale of any such end user features or
functions.

C60558
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I Originating Feature Group B calls delivered to GTE’s tandem shall use GR-317
signaling format unless the associated FGB carrier employs GR-394 signaling for
its FGB traffic at the serving GTE access tandem.

1. MFS and GTE shall use their best efforts to negotiate the terms and conditions for
meet point billing, including, but not limited to, the meet point billing options, bill
period, and exchange of usage and billing data, and to sign such an apreement
within 30 days of the effective date of this agreement. For any meet point billing
traffic exchanged by the Parties prior to execution and approval of the meet point
billing agreement ("prior traffic"), the Parties agree that the terms of the meet
point billing agreement shall apply to such prior traffic. The Parties will
compensate each other for such prior traffic in accordance with the terms of the
meet point billing agreement.

V. LOCAL INTERCONNECTION TRUNK ARRANGEMENT

A, scTiption.

The Parties shall reciprocally terminate local exchange traffic and intraL ATA toll calls
between each other’s networks, as follows:

1. The Parties shall make available to each other two-way trunks for the
reciprocal exchange of local exchange traffic and intraLATA 1ol traffic.
("Local Interconnection Trunks/Trunk Groups"). ‘

2. The Parties will provide CCS to one another in conjunction with all two-
way trunk groups subject to the rates, terms and conditions specified in the
Parties’ respective access tariffs (if applicable), MFS may establish CCS
interconnections either directly or through a third party, provided such
third party is interconnected with GTE. The Parties will cooperate in the
exchange of TCAP messages to facilitate full interoperability of CCS-
based features between their respective networks, including all CLASS
features and functions, to the extent each carrier offers such features and
functions to its own end users.* All CCS signaling parameters will be
provided including CPN. All privacy indicators will be honored.

3. MFS may opt at any time to terminate 10 GTE some or all local exchange
traffic and intralATA toll traffic originating on its network, together with
Switched Access traffic, via Feature Group D or Feature Group B

* This Agreement does not relate to the purchase and sale of any such end user features or
functions.

Co0559
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Switched Access Services, subject to the rates, terms and conditions
specified in GTE’s standard intrastate access tariffs.

Neither Party shall terminate Switched Access traffic over Local
Interconnection Trunks.

MFS shall only deliver traffic over the Local Interconnection Trunk
Group(s) to a GTE access tandem for those publicly-dialable NPA NXX
codes served by end offices that subtend the access tandem or to those
wireless service providers connected 1o the access tandem. MFS may not
route traffic to a GTE access tandem destined for an NXX which subtends
another tandem.

a) GTE shall route all traffic destined for MFS NXXs subtending a
GTE access tandem in accordance with the Local Exchange
Routing Guide. GTE may continue to deliver all other traffic to be
terminated to MFS at any of the POIs set forth in Section II1.C.

b) Once the Local Interconnection Trunk Groups contemplated by
this Agreement have been installed, neither Party shall deliver calls
destined to terminate ar the other Party’s end office via another
LEC’s or CLC’s end office or tandem, except in the case of GTE
end offices that subtend the tandem of another LEC.

Where MF'S delivers over the Local Interconnection Trunk group
miscellaneous non-local calls (i.e. time, weather, Mass Calling Codes)
destined for GTE, it shall deliver such traffic in accordance with the
serving arrangements defined in the LERG.

N11 codes (i.e. 411, 611, 911) shall not be sent between MFS's and GTE’s
network over the Local Interconnection Trunk Groups.

There are certain types of calls that require exchange of billing records
between the Parties. These types of calls include: Toll Free Service calls,
900 calls, and intrastare alternate billed calls (e.g. calling card, bill-to-
third, and collect). The exchange of billing records for calls of this type
that are interLATA will be handled through the existing CMDS processes.
The payments of revenues for these types of calls will be handled through
Calling Card and Third Number Settlement ("CATS").

For calls of this type that are intralLATA, the Parties shall determine if a
separate agreement 18 necessary for either Party to bill or collect these
calls. If such agreement is required, the Parties shall use their best efforts

C60560
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10 negotiate and execute a separate agreement, within 30 days from the
effective date of this Agreement, for the exchange of billing records
between the Parties, the settlement of revenues between the Parties and the
payment of applicable charges.

Unless otherwise agreed, the parties will use the Washington Exchange
Carrier Association (WECA) Data Distribution Center (DDC) for the
identification and billing of terminating toll minutes of use. The parties
agree to use the DDC standards manual for record exchange and agree that
although current procedures call for the party providing the record (the
party who originates the call) to pay the per message DDC operation
charge, both parties will work to change this arrangement to one where the
party which terminates the call and receives the record pays the per
message DDC operation charge.

For the purpose of providing end-to-end ISDN capabilities between the
customers of MFS and GTE, MFS will provide GTE an initial forecast of
64 Kbps Clear Channel Capability (64K CCC") trunk quantities,
consistent with the forecasting agreements between the Parties. Upon
receipt of this forecast, the Parries will begin joint planning for the
gngineering, procurement, and installation of the seprepated 64K CCC
Local Interconnection Trunk Groups, and the associated B8ZS ESF
facilities, for the sole purpose of ransmitting 64K CCC data calls between
MFS and GTE. Where additional equipment is required, such equipment
would be obtained, engineered, and installed on the same basis and with
the same intervals as any similar growth job for IXC, CLC, or GTE
internal customer demand for 64K CCC trunks.

In addition, the Parties agree to mutually negotiate the exchange of
traffic of other CLCs between MFS and GTE over Local
Interconnection Trunk Groups. These negotiations will include,
but are not limited to, the issues of network capacity, forecasting,
and compensation terms (including calculation and verification of
PLU). Such negotiations shall be conducted by the Parties in good
faith and consent 1o the termination of such traffic shall not be
unreasonably withheld. However, either Party may exchange with
the other Party traffic of CLCs who resell the first Party’s local
exchange service (whether or not such CLCs utilize NXX codes
assigned to the first Party or to the CLC itself) over the Local
Interconnection Trunk Groups without the need for any further
agreement. Inthe event such CLC traffic is exchanged, both
Parties will be responsible for compensation 10 each other pursuant
10 Section V.B, below.

Page 12 W
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. ion for Call Terminatio

Notwithstanding the following, the Parties agree to amend this Agreement with

regard to compensation for the termination of local calls (as described in this section) in
accordance with any further Commission decision(s) regarding compensation for local
and/or toll call termination between LECs and CLCs.

The following compensation rates shall apply for traffic carried from MFS
to GTE via local interconnection trunks:

Local Rate: $0.0145 per minute. Applicable to all local and
Extended Area Service traffic.

Toll Rate: Applicable to intralLATA toll calls based on intrastate
Switched Access rates in GTE's tariff WN U-16.

Transit Rate: When MFS uses a GTE access tandem to originate a
call to a third party LEC, another CLC, a wireless service provider
or another MFS end office, MFS shall compensate GTE at the rate
of $.003 per minute. If GTE enters into an interconnection
agreement with another CLC that provides for a transit rate lower -
than the rate set forth in GTE's tariff, that transit rate will be
substituted for the rate set in this paragraph upon the effective date
of that agreement. If MFS receives a call through GTE’s access
tandem that originates from another CLC, LEC, or wireless
provider, MFS will not charge GTE any rate elements for this call,
regardless of whether the call is local or toll, MFS will establish
appropriate billing relationships directly with the other CLC, LEC,
or wireless provider. MFS will nol route calls over local
interconnection trunks through GTE's access 1andems to any other
CLC, LEC or wireless provider with which GTE has not entered
into an interconnection agreement (including, but not limited to,
Type 1, Type 2A and Type 2B interconnection agreements). If
such calls are nonetheless so routed, GTE will not complete such
calls.

The following compensation rates shall apply for traffic carried from GTE
to MFS via lacal interconnection trunks:

a. Local Rate: $0.0145 per minute. Applicable to all local
and Extended Area Service traffic.

C 560562
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b. Toll Rate: Applicable to intraL ATA toll calls, based on
MFS’s intrastate Switched Access rates to be filed with the
WUTC.

c. Transit Rate: GTE shall pay a transit rate equal to the rate
set in Paragraph V.B.1.c when GTE uses a MFS switch to
originate a call to a third party LEC, another CLC, a
wireless service provider or another GTE access tandem.

The compensation rates described above in paragraphs 1 & 2 of this
section are also applicable for calls from one Party to the other Party
where a third party access tandem is used.

For intralL ATA Toll Free Service calls (e.g., 800/888 calls) where such
service is provided by one of the Parties, the compensation set forth in
Sections V.B.1.b and V.B.2.b, above, shall be charged by the Party
originating the call rather than the Party terminating the call. In addition.
the Parties shall negotiate and agree upon charges to compensate the
originating Party for performing the Automatic Message Accounting
("AMA") function and transferring AMA records to the other Party. The
Party which performs the database dip shall charge the provider of the toll
free service,

Measurement of minutes of use over Local Interconnection Trunk groups
shall be in actual conversation seconds. The total conversation seconds
over each individual Local Interconnection Trunk Group will be totaled
for the entire monthly bill-round and then rounded to the next whole
minute.

Each Party will provide to the other, within 20 calendar days after the end
of each quarter (commencing with the first full quarter after the effective
date of this Apreement), a usage report with the following information
regarding traffic delivered over the Local Interconnection Trunk
arrangements: '

a. Total traffic volume described in terms of minutes and messagcé
and by call type (local, toll and other) delivered to each other over
the Local Interconnection Trunk Groups, and

b. PLU.

€C00563
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c. The parties will bill each other on a monthly basis and will agree
upon the appropriate PLU to apply during the initial three month
period.

Late payment charges for interconnection charges will be assessed
as described in each party's applicable tariffs.

C. Compensation for Use of Facilities for Loeal Interconnection

1.

The monthly cost of the facilities used for interconnection between the
Points of Responsibility (“PORs™) for each company shall be determined
and allocated as {ollows: The lowest applicable tariffed rate for special
transport and transport termination (at the DS-1, DS-3, any “OC” [optical
carrier] or transmission rate, whichever is lowest) for each providing
carrier shall be used for the facilities provided by that carrier. Neither
carrier shall charge for any cross-connection for interconnection trunks at
the POI or at either POR, nor shall either carrier charge install or non-
recurring charges for interconnection facilities. The charges due each
party shall be allocated between the parties as follows, based upon trunk
groups in use (i.e. unused trunk groups on the facility are treated as local
interconnection trunks for the allocation process):

a, The fraction of total cost for each underlying facility represented
by the fraction of in-use trunks used as meet point trunks (as
described in Section IV) shall be the responsibility of the Party
providing these trunks, and the parties agree that the meet point
billing agreement contemplated in Section IV.J. will provide for
each Party to bill and receive its appropriate share of the local
transport element and for each Party to bill one half of the total
applicable local transport termination charges.

b. The fraction of total cost represented by the fraction of in-use
trunks used as local interconnection trunks and unused trunks (as
described in this Section V) shall be divided between the parties
pro-rata based upon the 1otal traffic volume (minutes) of local and
toll calls delivered by each Party, as described in Section V.B.6.a.

c. EXAMPLE: 28 DS-1 trunk groups in the interconnection facility.
14 used for local/toll interconnection; 7 used for meer point
trunking; 7 unused. Billing would be at the lowest applicable DS-3
rate for each party. One fourth of the charges would be assigned to
each Party directly (mcet point) and three fourths of the charges
would be allocated based on interconnection traffic flows.

C60564
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The parties will work together o reduce the cost of the underlying
facilities to the degree reasonably possible.

The parties agree to explore the possibility of adding diversity to their
interconnection arrangements, including installation of SONET facilities,
and may mutually agree to such improvements (along with any
appropriate cost allocations) without further modification of this
agreement.

D. Maintenance of Service

A maintenance of service charge applies whenever either Party requests the dispatch of
the other Party’s personnel for the purpose of performing maintenance activity on the
interconnection trunks, and any of the following conditions exist:

1.

2.

No trouble is found in the interconnection trunks; or

The trouble condition results from equipment, facilities or systems not
provided by the Party whose personnel were dispatched; or

Trouble clearance did not otherwise require a dispatch, and upon dispatch
requested for repair verification, the interconnection trunk does not exceed
Maintenance Limits.

If'a Maintenance of Service initial charge has been applied and trouble is subsequently
found in the facilities of the Party whose personnel were dispatched, the charge will be

canceled.

Billing for Maintenance of Service shall be cateporized and billed pursuant to the terms
of GTE's tariff WN U-16 and MFS’s tariff.

E. ~nd User Repair C efe

1.

In answering repair calls, neither Party shall make disparaging remarks
about each other, nor shall they use these repair calls as the basis for
internal referrals or to solicit customers to market services. Either Party
may respond with factual information in answering customer questions.

MFS and GTE will provide their respective repair numbers to one another.

€ 60565
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a. Each Party shall establish procedures whereby its operator bureau
will coordinate with the operator bureau of the other Party in order
to provide Busy Line Verification ("BLV") and Busy Line
Verification and Interrupt ("BLVI") services on calls between their
respective end users. MFS will use its best efforts 10 implement
this service in 1996. Until MFS implements this service, GTE's
operators will inform GTE’s customers that the number requested
cannot be verified.

b. BLV and BLVI inquiries between operator bureaus shall be routed
over separate trunks,

2. Compe io

Each Party shall charge the other Party for BLV and BLVI at the rates
contained in their respective tarniffs,

VI. CONFIDENTIALITY OF DIRECTORY ASSISTANCE AND WHITE PAGES
LISTINGS

GTE will accord MFS’s directory listings information the same level of confidentiality
which GTE accords its own directory listing information, and GTE shall ensure that
access to MFS’s customer proprietary confidential directory information will be limited
solely to those employees who immediately supervise or are directly involved in the
processing and publishing of listings and directory delivery. GTE will not use MFS
directory listings for the marketing of telecommunications services.

VIL S SO > =S

A. MFS and GTE agree to exchange such reports and/or data as provided in this
Agreement in Sections V.B.6 1o facilitate the proper billing of traffic. Either
Party may request an audit of such usage reports on no fewer than 10 business
days’ writien notice and any audit shall be accomplished during normal business
hours at the office of the Party being audited (Parsippany, NJ: Cedar Knolls, NJ;
San Ramon, CA; Dallas, TX; or Suburban Chicago, IL for MFS; Durham, North
Carolina, Tampa, Florida, Fort Wayne, Indiana, or Irving, TX for GTE). Such
audit must be performed by a mutually agreed-to independent auditor paid for by
the Party requesting the audit and may include review of the data described in
Sections V.B.4 and V.B.5, above. Such audits shall be requested within six
months of having received the PLU factor and usage reports from the other Party.

B. MFS and GTE will review engineering requirements on a quarterly basis and
establish forecasts for trunk and facilities utilization (in accordance with Section
C30566

Page |7 W



EB. -10" 99 (WED) 20:01 GTE-LEGAL REG DEPT TEL:214 718 1250 P. 027

X1 of this Agreement). GTE and MFS will work together to begin providing
these forecasts by the effective date of this Agreement. New trunk groups will be
implemented as dictated by engincering requirements for either GTE or MFS.

MFS and GTE shall share tesponsibility for all Contro] Office functions for Local
Interconnection Trunks and Trunk Groups, and all meet point trunks and trunk
proups and both Parties shall share the overall coordination, installation, and
maintenance responsibilities for these trunks and trunk groups.

MFS and GTE shall:

1. Provide trained personne] with adequate and compatible test
equipment to work with each other’s technicians.

2. Notify each other when there is any change affecting the service
requested, including the due date.

3. Coordinate and schedule testing activities of their own personnel, and
others as applicable, to ensure its interconnection trunks/trunk groups
are installed per the interconnection order, meet agreed-upon
acceptance test requirements, and are placed in service by the due date.

4. " Perform sectionalization to determine if a trouble is located in its
facility or its portion of the interconnéction trunks prior to referring the
trouble to each other.

5. Adbvise each other’s Control Office if there is an equipment failure
which may affect the interconnection trunks.

6. Provide each other with a trouble reporting number that is readily
accessible and available 24 hours/7 days a week.

7. Provide 1o each other Lest-line numbers and access to test lines.
Bilateral Procedure

The Parties shall joimly review and implement a bilateral procedure regarding
technical and operational interfaces. The Parties will use their best good-faith
efforts to finalize such procedure within 90 days of the effective date of this

Agreement.

MFS8 and GTE will provide their respective billing contact numbers 1o one
another.

C 50567
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VIIIL.

X

TERM

MFS and GTE apree to interconnect with each other pursuant to the terms defined in this
Agreement until it is superseded by a interconnection agreement negotiated between the
Parties pursuant to Section 251 of the Telecommunications Act of 1996.
Notwithstanding the foregoing, this Agreement shall, if not superseded by an
interconnection agreement, expire two years after the effective date of the Agreement. In
the event that the Agreement expires after two years, the interconnection arrangements in
this Agreement shall remain in place until the Parties are able to negotiate and implement
a new interconnection agreement. Negotiations on such a new agreement shall
commence no later than 45 days prior to the expiration of this Agreement,

This agreement shall become effective on the date it is signed by authorized
representatives of both Parties.

{CASTING

A, The Parties shall work towards the development of joint forecasting
responsibilities for traffic utilization over trunk groups. Orders for trunks that
exceed forecasted quantities for forecasted locations will be accommodated as
facilities and or equipment are available, Intercompany forecast information must
be provided by the Parties to each other twice a year. The semi-annual forecasts
shall include:

1. Yearly forecasted trunk quantities (which include measurements that
reflect actual tandem Local Interconnection Trunks and meet point trunks)
for a minimum of three (current and plus-1 and plus-2) years;

2. The use of Common Language Location Identifier (CLLI) and Common
Language Circuit Identifiers (CLLI-MSG), which are described in
Bellcore documents BR 795-100-100 and BR 795-400-100;
3. A description of major network projects anticipated for the following six-
months. :
B. If differences in semi-annual forecasts of the Parties vary by more than

twenty-four (24) trunks, the companies shall meet to attempt to reconcile the
forecast to within twenty-four (24) trunks. If the Parties, after escalation 1o an
executive level, are unable to reach such reconciliation, either Party may invoke
the default option of one-way trunking.

P. 028
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If a trunk group is under 75 percent of CCS capacity on a monthly average basis
for each month of any six month period, either Party may issue an order to resize
the trunk group, which shall be left with not less than 25 percent excess capacity.
In all cases, grade of service objectives identified in Section XII following shall
be maintained. :

Each Party shall provide a specified point of contact for planning, forecasting and
trunk servicing purposes.

L OF S c

A blocking standard of one half of one percent (.005) during the average busy hour for
final trunk groups between a MFS end office and a GTE access tandem carrying meet
point traffic shall be maintained. All other final trunk groups are to be engineered with a
blocking standard of one percent (,01),

X1l TRUNK SERVICING

A.

Orders between the Parties to establish, add, change or disconnect trunks shall be
processed by use of an Interconnection Service Request ("ISR").

As discussed in this Agreement, both Parties will jointly manage the capacity of
Local Interconnection Trunk Groups to the Parties’ Tandem and End Offices.
The Parties recognize their joint responsibility for efficient local interconnection
trunk routing to tandem and end offices, and agree to use the following criteria to
determine when direct end office lacal interconnection trunks should be
established:

1. Primary high usage trunk groups will be established berween end offices
when the trunk group load exceeds 500 Centum Call Seconds. Parties
may agree to establish high usage trunks at a lower threshold level.

(L]

Primary high usage trunk groups will be engineered using an Economic
Centum Call Seconds of 10 with rounding occurring at +12 trunks.

3. Modular trunking will be used with the module size of 24 trunks.

Orders that comprise a major project shall be submitted at the same time, and their
implementarion shall be jointly planned and coordinated.

MFS will be responsible for engineering its network on its side of the POL. GTE
will be responsible for engineering the POI and its network on its side of the PO,

P. 029
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XIV. TROUBLE REPORTS

MFS and GTE will cooperatively plan and implement coordinated repair procedures for
the meet point and Local Interconnection Trunks and facilities to ensure trouble reports
are resolved in a timely and appropriate manner.

NETWORK MANAGEMENT
A. Protective Controls

Either Party may use protective network traffic management controls such as 7-digit and
10-digit code gaps on traffic toward each other’s network, when required to protect the
public switched network from congestion due to facility failures, switch congestion or
failure or focused overload. MFS and GTE will immediately notify each other of any
protective control action planned or executad.

B. Expansive Controls

Where the capability exists originating or terminating traffic reroutes may be
implemented by either Party to temporarly relieve network congestion due to facility
failures or abnormal calling patterns. Reroutes will not be used to circumvent normal
trunk servicing. Expansive controls will only be used when mutually agreed to by the
Parties.

C. Mass Calling

MFS and GTE shall cooperate and share pre-planning information regarding cross-
network call-ins expected to generate large or focused temporary increases in call
volumes, to prevent or mitigate the impact of these events on the public switched
network.

D. Separate Trunk Groups for High Usage Customers

MFS and GTE shall cooperate to establish separate trunk groups for the completion of
calls 1o telephone numbers assigned to high usage customers such as Internet service
providers.

QORCE =1

Neither Party shall be responsible for delays or failures in performance resulting from
acts or occurrences beyond the reasonable control of such Parnty, regardless of whether
such delays or failures in performance were foreseen or foreseeable as of the date of this
Apreement, including, without limitation: fire, explosion, acts of God, war, revolution,

P. 030
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XVIIL

civil commotion, or acts of public enemies; any law, order, regulation, or ordinance of
any government or legal body; or delays caused by the other Party or any other
circumstances beyond the Party’s reasonable control. In such event, the Party affected
shall, upon giving prompt notice to the other Party, be excused {rom such performance on
a day-to-day basis to the extent of such interference (and the other Party shall likewise be
excused from performance of its obligations on a day-for-day basis to the extent such
Party’s obligations relate to the performance so interfered with). The affected Party shall
use its best efforts to avoid or remove the cause of non-performance and both Parties
shall proceed to perform with dispatch once the causes are removed or cease.

cO SSIO CISIO

This Agreement shall at all times be subject to such changes or modifications by the
Commission as said Commission may, from time to time, direct in the exercise of its
jurisdiction. If any such modification renders the Agreement inoperable or creates any
ambignity or requirement for further amendment to the Agreement, the Parties will
negotiate in good faith to agree upon any necessary amendmenis 1o the Agreement.

LIMITATION OF LIABILITY

Except as otherwise provided herein, neither Party shall be liable to the other in
connection with the provision or use of services offered under this Agreement for
indirect, incidental, consequential, special damages, including (without limitation)
damages for lost profits, regardless of the form of acrion, whether in contract, indemnity,
warranty, strict liability, or tort. In connection with this limitation of liability, the Parties
recopnize that the either Party may, from time to time, provide advice, make
recommendations or supply other analysis related to the equipment or services described
in this Agreement and while the providing Party shall use diligent efforts in this regard,
receiving Party acknowledges and aprees that this limitation of liability shall apply to
provision of such advice, recommendation and analysis.

INDEMNITY

Each Party shall indemnify and hold the other harmless from any liabilities, claims or
demands (including the costs, expenses and reasonable attorney’s fees on account
thereof) that may be made by third parties for:

a) personal injuries, including death, or

b) damage to tangible property

resulting from the sole negligence and/or sole wilful misconduct of that Party, its
employees or agents in the performance of this Agreement. Each Party shall defand the
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other at the other’s request against any such liability, claim or demand. Each Party shall
notify the other promptly of written claims or demands against such Party of which the
other Party is solely rcsponsible hereunder.

XX. ASSIGNMENT

This Agreement may be assigned by either Party upon sixty (60) days advance written
notice to the other Party and upon obtaining the written consent of the other Party, which
consent will not be unreasonably withheld. Consent shall not be required in the event
that the assignment is to an entity that purchases or otherwise acquires a controlling
interest in or purchases the customer base or the assets of the assigning Party.

XXI. DEFAULT

If either Party believes the other is in breach of the agreement or otherwise in violation of
law, it shall first give thirty (30) days’ notice of such breach or violation and an
opportunity for the allepedly defaulting Party to cure. Thereafter, or immediately if the
default effectively prevents or substantially impairs the interconnection of the parties’
networks, the Parties shall employ the dispute resolution process outlined below..

XXII. NONDISCLOSURE

A. All information, including but not limited to specifications, microfilm,
photocopies, magnetic disks, mapnetic 1apes, drawings, sketches, models,
samples, 10ols, technical information, data, employee records, maps, financial
reports, and market data, (I) furnished by one Party to the other Party dealing with
customer specific, facility specific, or usage specific information, other than
customer information communicated for the purpose of publication of directory
database inclusion, or (ii) in written, graphic, electromagnetic, or other tangible
form and marked at the time of delivery as "Confidential" or "Proprietary”, or (iii)
communicated orally and declared to the receiving Party, at the time of delivery
and by written notice given to the receiving Party within ten (10) days after
delivery, to be "Confidential” or "Proprietary" (collectively referred to as
"Proprietary Information"), shall remain the property of the disclosing Party.

B. Upon request by the disclosing Party, the receiving Party shall return all tangible
copies of Proprietary Information, whether written, graphic or otherwise, except
that the receiving Party may retain one copy for archival purposes.

C. Each Party shall keep all of the other Party’s Proprietary Information confidential

and shall use the other Party’s Proprietary Information only for performing the
covenants contained in the Agreement. Neither Party shall use the other Party’s

C60572
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Proprietary Information for any other purpase except upon such terms and
conditions as may be agreed upon between the Parties in writing.

D. Unless otherwise apreed, the obligations of confidentiality and non-use set forth
in this Agreement do not apply to such Proprietary Information as:

M

(i)

(iii)

(iv)

)

(vi)

(vit)

was at the time of receipt already known to the receiving Party free of
any obligation to keep it confidential evidenced by written records
prepared prior to delivery by the disclosing Party; or

is or becomes publicly known through no wrongful act of the receiving

Party; or

is rightfully received from a third person having no direct or indirect
secrecy or confidentiality obligation to the disclosing Party with respect
to such information; or

is independently developed by an employee, agent, or contractor of the
receiving Party which individual is not involved in any manner with the
provision of services pursuant to the Agreement and does not have any
direct or indirect access to the Proprietary Information; or

is disclosed to a third person by the disclosing Party without similar
restrictions on such third person’s rights; or

is approved for release by written authorization of the disclosing Party;
or

is required to be made public by the receiving Party pursuant to
applicable law or regulation provided that the receiving Party shall give
sufficient notice of the requirement to the disclosing Party 1o cnable the
disclosing Party to seek protective orders.

E. Effective Date Of This Section. Notwithstanding any other provision of this
Agreement, the Proprietary Information provisions of this Agreement shall apply
to all information furnished by either Party to the other in furtherance of the
purpose of this Agreement, even if furnished before the date of this Agreement.

F. The nondisclosure obligations of this Agreement shall survive the expiration of
this Agreement for a period of two years.

XXII1. DISPU SSOLLUTIO
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The Parties agree that in the event of a default or violation hereunder, or for any dispute
arising under this Agreement or related apreements the Parties may have in connection
with this Agreement, the Parties shall first confer to discuss the dispute and seek
resolution prior to taking any action before any court or regulator, or before authorizing
any public statement about or authorizing disclosure of the nature of the dispute to any
third party. Such conference shall occur at least at the Vice President level for each
Party. In the case of GTE, its Vice President, or equivalent officer, shall participate in the
meet and confer meeting, and MFS’s Vice President, Regulatory Affairs, or equivalent
officer, shall participate, Thereafier, either party may seek regulatory or legal relief as it
deems appropriate.

UUE CIRCUMS CES

MFS and GTE acknowledge that the terms of this Agreement are appropriate for initial
tandem-level interconnections between the Parties, given the particular networks
deployed by each and the need for swift deployment of interconnection trunks. This
Agreement shall not, therefore, be considered precedential with regard to interconnection
between any other parties.

This Agreement may be executed in duplicate copies, and, upon said execution, shall be
treated as an executed document.

- NOTICES

Any notices required by or concerning this Agreement shall be sent 1o the Parties at the
addresses shown below, by both facsimile and by U.S. Mail:

GTE

Wayne [rwin

Director, Carrier Markets
One GTE Place, CASO0CM
Thousand Oaks, CA 91362
(805) 372-8845 (Phone)
(805) 373-6248 (FAX)

GTE

Richard Potter

Lepal Department

P.O. Box 1003

Everert, WA 98206-1003

P. O
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MFS Intelenet, Inc,

Enc A, Artman

Director of Regulatory Affairs
185 Berry St., Suite 5100

San Francisco, CA 94107
(415) 882-2311 (Phone)

(415) 957-3758 (Fax)

MFS Communications Company
AdexdHarris o< oLl
Vice President, Regulatory Affairs
33 Whitehal] St., 15th Floor

New York, NY 10004

(212) 843-3051

(212) 843-3060

Each Party shall inform the other of any changes in the above addresses or telephone
numbers. :

Any such notice shall be effective at the end of the first business day followmg
transmission of the facsimile notice.

Co057s5
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IN WITNESS WHEREQOF, the Parties hereto have caused this Agreement to be executed by their
respective duly authorized representatives.

Timothy cgellion Christopher Ungsﬂn

Vice President, Regulatory and Assistant Vice President
Governmental Affairs -- West Local Services Development

on behalf of on behalf of

GTE _ MFS Communications Company
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AL s jg08 STATE OF NORTH CAROLINA B MENARD
- , UTILITIES COMMISSION R. VOGELZANG
XTERNAL AFHAIRS . RALEIGH Y Rzeonk
56 o . Lo ety
CKET NO. P-100, SUB 133 4 St
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION TIben
0
in the Matter of | 9 f
Local Exchange and Exchange Access ) ORDER REGARDING
Telecommunications Competition ) TIMING OF

) ARBITRATIONS

BY THE COMMISSION: On September 2, 1898, Intarmedia Communications, Inc.
(Intermedia) filed a Notice of Potential Arbitration wherein Intermedia stated that “[bly
memorandum agreement dated August 5, 18398, BellSouth and Intermedia agreed to
extend the arbitration window for their current negotiations to September 18 thraugh
October 13, 1998."

On October 12, 1888, the Chair issued an Order asking the parties ta clarify by what
authority they were extending the arbitration window, since the Telecommunications Act
of 1996 (TAS6) |s silent on the authority to exiend the time.

On Octaber 19, 1888, Intermedia and BeliSouth filed a Joint Response, The panies
stated that "numerous parties have agreed 1o modify commencement dates for
negatiations.” Thus. instead of varying the ime periads set oul in TASE, “the parties by
agreement cnange the date on which those periads start.” The purpose, they said, is to
allow good faith negotiations to continue. The parties went on to state that they have now
modified the commencement date 1o June 13, 1998, creating a new arbitration window
from October 26, 1998 through November 20, 1998, |eaving the Commission potentially
until March 15. 1999, to resolve any issuss that might be brought for arbitration. This was
apparently intended to supplant the "existing” but now expired September 18th through
Oclober 13th arbitration window, which itself was an agreed-upon extension. :

WHEREUPON, the Commission reaches the following
CONCLUSIONS

While the Commission appiauds any legitimate efforts the parties might undertake
to reach satisfactory agreements between themselves and avoid the burden and expense
of arbitration praceedings, the Commission beliaves that the method that the parties have
chosen is nat consistent with TASE or Commission requirements. The Commission
advises Intermedia thal since its first negotiation cycle has expired and no timely request
for arbitration has been made, it may reinitiate the process by making another

C605'77
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intercannection request and filing notice of same with the Commissian, the arbitration
window for which would be 135 1o 160 days from the date of the request.

Saction 252(b)(1) of TASS states in relevant pant:

During the period from the 135th to the 160th day (inclusive) after the gate on
which the incumbent receives a request for nagoliatian under this section, the
carrier or any other party to the negotiation may petition a Stale commission to
arbitrate any open issues.

On April 15, 1896, in Docket No. P-100, Sub 133, the Commission issued an Order
Requiring Notificatian of Interconnection Requests and Setting Out Procsdure Regarding
Prefiled Testimony Prior to Arbitration. Ordering Paragraph No. 1 of that Orger requires
thal the party requesting negatiation for the purposes of intereannection must make slch
request of the ather panty in writing and provide & capy of this request to the Commission

within five days of having made the request showing clearly the date on which the request

was made." (Emphasis added).

The plain language of Section 252(b)(1) is that the “window of opportunity” for
requesting arbitration is to foliow from the occurrence of a certain act—i.e., the incumbent
having received a requsst for negotiation. This 5tans the clock running for the first cycle.
The parties canno! simply decide that this cartain act did nat oceur and say that the
request -was submitted at another time. This is especially true inasmuch as the
Commission has required that those requesting interconnection negotiations must inform
the Commission of when the original request was made Although it does nol appear that
Intermedia has done so in this case, ths requirement stlll stands. Thus, having set the
aroitration window for September 18th thraugh Qctober 13th (itself of dubious propriety),
the parties cannot later shift the arbitration window ta October 26th through November
201N through the device of shifting the request-for-negatiation date.

Parties are, of course, to be encouraged to setlle their differences through
negotialion. For example, if they are unable to rgach agresment within the time frame set
out in TAS6 but wish o continue negotiations, they can reinitiate negotiations afier the first
Cycle has expired and so stan the clock again Ifthey can reach an agreement within the
next cycle and before the *window of apponunity” for arbitration, then this |s well and good,
and nothing prohibits them from doing so. The only constraint goes 1o timing for
arbitration. if arbitration is needed for the second or any subsequent cycie, the requesting
pParly will have to wait until that “window of oppantunity” rolls around. This 1s not
necessarily bad, because it allows more time for negotiation.

i
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For the reasons set oul above, the Comuj,nission therefore concludes that Intermedia
and B_el.ISou!h cannot by mutual agreamemi change the date an which a request for
negatiation has been previously made, thereby Ritering the arbitration time window.

IT 1S, THEREFORE, SO ORDERED.

ISSUED BY ORDER OF THE COMMISSION.

This the ‘/ﬁ’ date of November, 19918.

NQRTH CAROLINA UTILITIES COMMISSION

Geiﬂeva S. Thigpen, Chief Clerk

ms110398.05 :
r
!
I
i 0

Commissioner Judy Hunt did not participate m tl'ilis decision.

1
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Telecom Services — Loca

The Mysterious World of ISP-Related Reciprocal Compensatlon

Reason for Report: Review und quantification of ah pverhupging and
controvarsial regulatory issuc. S

Industry

Memill Lynch & Ca.

Fundamaental Highilghts:

¢ This & part report explores the arcane world of local telepbone arbitruge called
ISP.related reciprocal compansation. 1t attempty to quantify its financlal impacts on
CLECS, RROCs and ILECs and predicts its phase out by *01. It also describes
reciprocal comp. and presents (he views of its heneficiaries (CLECs, LD co's and
18Px) and }{s opponents (RROCs and other ILECa).

s 1t's o mysterlous world where gatting straight answera Is tough. AT&T, MCl aud
WarldCom gave us puzalingly small puthbers, Most CLECa sald "'It's no blg deal
t4 us but chack out XY2Z CLEC.” RBOC: clalm they pay blg amaunts — $600M In
'98, aver $1H {n '99 and, at current 100% y/y growth, could reach $2B in ‘00,

o W expect tha FCC to rule by October 31 on GTE's ADSL tari{T filing wheteln
GTE aska for Inter<LATA, intsrstata olaasification far iLs special nccess ADSL
gervice. 1P the FCC leans tawdrd GTE's view, trafMic destined to ISPs aad, from
there, to the internet lkely would betome Ineligible for reciprocal comp.

Though a workeln-progreas, our early conclusions are:

e Half af ISP-related raciproeal comp revenues will disappear in 100, the other half in
'01. As RBOC/CLEC Interim Intercannection contracts are re-negotiated over the
nest 12-24 mow., we expect sigalficantly lower per minute comp. rates and/or the
FCC rules this tralfic Is not local and {hus not subject to reciprocal comp.

s Toreflect this phase qut, we have lowsred aur revenus and EBITDA forecaits Jor the
CLEC? we follow, translating to 2-3% reductions u our DCF-hased price objectives
for ICG, Intermedta, e-apire and Electric Lightwave. There is no change for
Teligent und USN aa our forscasts lncluded 2ero 1SP.related reciprocal comp.

¢  How much are the CLECs benefiting? No Independent sgurces of datd on reciprocal
comp exist. Thus, we had to rely upou CLEC aupplied duta which Indicated (hut
CLECs will receive 1SP-related reciprocal comp, revenues of $146M In '98
represeating 9% of tatal revenucs and, assuthing a 70% ERITDA margin, 27% of
198 BRITDA. Ifcurrent 100% growth rates hald up and ILECs' legsl protests are
_ umanawered, reciprocsl camp recelpis will translata to 20% of CLEC EBITDA in
- 199 and 23% lo '00. The good news ls our CLEC forecasts have assumed oaly 15%
. sbous) growth from ‘98 and Lhus, I8 dur modeld, CLEC revenus from 1SP.related
. reciprocal comp rises to only $168M In '99 or 5% of lrecasted CLEC revenues yet
it comprises a large 17% of EBITDA.

o How much pain are ihe ILECs feeling? Uslng their eata,, RBOCs are Incurring costs
equivalent to 2% and 3% of est, EPS for '94 and '99, respectively. But, if left
unabated, the ILECs would forego a significant 5% of EPS by 2000,

s Why such different estimates of the tize of reviprocal comp.? ILECs say it's S600M in
‘98 and CLEC infarmation adds to only $146M. We suspect the large dlicrepancy of
$450M can be explained hy the abssuce of data from AT&T, MCI WorldCom and
Sprint — same or all of which eould be reclplents of substantial amotints of
recipracal comp. payments,

Global Secwites Research & Ecopomics Group
Olabal Fuadamenial Equity Research Departmeit
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Overview

The issuea surrolnding reciptocdl compenaation havs received a great deal of
investar attention s of lale — both definitional as well a3 questions dealing with
the cantribution of this revenue siream to CLBCs' (competltivs local exchange
curriers) financial performance. This repont will avtempt to provide an explanstion
of reciprocal compensation and to quantify its financtal impacts.

We expect inlernet-related reciprocal compensation to diminish materially over
the next 12-24 months ax exisling local hetwork interconneclion agreements with
ILECs (incumbent local exchagge carrien) explre and per minute compensalion
rates iiee renegotiated a1 aigniflcaolly lower levela,

The posalbllity also exisis that the FCC will rule that waffic relaled to internet-
gceess Is inter-LATA (i.e., nat local) in nature and thus hot subject ia reciprocal
compensation. If the FCC does indeed [mplement & change In the Jurisdictional
classification of intetnet-related traffic and a4 CLEC inlerconnection ogreements
come up for renegoliation, the nel impact would be ta virtuaily eliminue the
benefit of resiprocal compenastion currently enjayed by CLECs and long
digtance compaaies.

Two cases currently pending with regulators could be very important in this
respect. One la GTE's ADSL tarifY filing, for which an FCC ruling on whether
ADSL service i1 an Inizreachange acceas acrvice or a local actvice could como es
enrly ae October 31, The other caac rélstes to a dispuic cuirently before the North
Carolina Utilltics Commission that concerns Bell South's refusel lo pay reclprocal
compensation to 8 CLEC (US LEC). Bell South conlends that US LEC and an
ISP with xome common dwnership have structured a business relationship solely
for the purposc of playing s recipracal compenaaton arhitrage game.

The BCC in in an intareating bind. 1f they rule that traffle deatined to the intemet
{8 local traffic (and thus subject to reciprocal compensation rules), then its ruling
from many years ago thal ESPy (enhanoced service providets) carrylng Interet
wraffic dte exempt from inlerstate oceess charges becames mool and such traffic
would begin Incurring reciprocel compensstion costa. Ot Uhe other hand, if Lhe
FCC rules tha! intemet-destined traffic {a Interswsle, the arbitrage game on
reciprocal comp would be over ~ meaning ILEC/RBOCs would oo longer pay the
CLEC: for ISP-destined Lraffic.
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Part 1:

Qur Base Case Reciprocnl
Campenyation Foreeast
Assumes 15% Growth In 1599
OIf A 1998 Estimate Supplied
By Indivitlual CLECs

We Have Revised Our CLLC
Forocases Th Réflect A 2 Year
Phase Out Of Reciprocal
Compansation

Quantitying The Financial Impact Of
Reclprocal Compensation:

Impact on CLECa in 1998 and 1999: Our Base Case Reclprocal
Compensation Forecast Assumes 15% Growlh In 1999 OIT Of A 1998
Estimate Of $146 Milllon Derived Directly Fram Estimates Supplied By The
CLECs: We have aliempled to quanlify the contribulion of reciprocal
compenaation Lo the revenues and operoting cash flows (earnings before interest,
taxss, depreciation and amorjzalion ot EBITDA) of the CLECa with the resuits
dewriled in Tables | and 2 below. Fot 1998, these estimatea are based on
Information gdthered ditectly from CLECa. For 1999, our foracasts nasume |5%
growth in reclprocal compeneatioh reacived by CLECs.

Theae cstimetes indicste that although not all CLECs benefit from reciprocal
sampansation, many do, with the averuga impict on the CLEC group at 9% of
estimated revenues and 27% of estimated BRITDA for 1998 and 5% of revenuss
and |79 of EBITDA for 1999. Based on CLEC-supplied data, the largest
beneficiaries of reciprocal compenadtion n gbsnlute dollars for 1998 will be US
LBC at ap estimated $S! millian, 100 at $28 millinn and Intermedin at $21
million, We praject that in 1999 US LEC will be the largest banafeiary (In
ahinlute dallare) of reciprocal compensation at $59 million, followed by ICG at
$32 million and Intermedla at $24 million,

Impacts on CLEC) in 2000 (and Beyand) and on DCF-Based Price
Objectives, Our CLEC Forecasts Have Beon Revised Ta Incarporate A 2
Year “Phase Qut" Of Reciprocal Compensation Beginning In 2000: We now
expeci the eatly Impact from the renegotiation of CLEC/TLEC interconinectlon
ogreements And/ar as FCC or Coun detérmdinadon thal such trefflc Is |nemcace
will lower per minule reciprocel compensation rates by S50% beginning in 2000.
We have {ncorparated the negalive impacia from the renegauation procesa inlo our
2000 forecasts for the CLECa we fallow, with an averuge decrease in revenue and
EBITDA of 2% and 7%, respectively. Our forecasts now assume by 2001, CLECs
receive very little reciprocal compensation revenue from ISP (intemet service
provider)-related traffic,

AR a result, we have reduced our revenus and BBITDA forecasts in our 10 year
DCPF models and thus lowesred our private markei value based price objectives for
ICQ end Intermedia by §! 10 $36 arid $48, reapectively. We have not changed our
price objectives for the other CLECa we follow. For e.plre and Blectric
Lightwave, the reductlon in reciprocal compenselion did nat have a material
impack (i.e., leas than $1 per share) on our privale magket valus hased price
ohjectives. In the case of Teligent and USN, our forecast modelx included zzro
benefit from ISP-related recipracal compensation revenues and thuy we make no
change in private morket valus eatimates,
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Tahis 1: Reciprocal Compansation Revanues Raceived By CLECS (As reflacisd In our currant and prior {orecasts)

1808E° 16%8E4 2000E4
Pyl mt Fow
Raciprocs| Conip. Recipreeal Comg, Retiprocal Comp., Recipracal Comp,
Yulsi Total Talsl Tot :
(nmillons) Com. Rev. Amount % Tolal Qorp. Rsv. Amowuni % Total Comp. Rev. Amourt % Tolal Caryp. nlv Amowit % Youl
e.aplre §150.4 8105 G6% 31503 M) 15% 18050 §13 23%  §5%80 $1.0 1.2%
Eleclrc Light. 844 ns 12.5% 17116 114 1.8% 105.0 18.8 5.1% 20910 78 2.6%
GST 160.7 . 0.0% 2169 . 0.0% 2100 0.0% 2100 . 0.0%
Hyperian 0.0 4.2 14.0% 60.0 «8 8% 100.0 5 § 5.5% 91.0 24 20%
£G §64.1 m 9% 18132 19 1% {1124 %7 1% 1,099.0 18.3 1.7%
Intermedia 1405 210 2.8% 10754 U2 23% 1,480.0 218 1.9% 1.466.0 138 0.9%
McLeod 2240 NA NA 024 NA NA 150.0 NA NA 160.0 NA NA
NEXTLINK 1100 . 0.0% 94,5 . 0.0% 500.0 . 0.0% 5000 . 0.0%
RCN 2111 1.3 0.5% 818 1.5 04% B61.0 1) 0.1% £60.0 09 0.1%
Yelaporl 828 16.8 1% 1,185.3 19.3 1.6% 1.510.0 222 1.6% 1,498.0 11 0.7%
Teligant 20 . 0.0% 231 . 0.0% 91.0 . 0.0% 910 - 0.0%
USLEC 75.0 §1.2 §8.1% 1304 50.9 45.3% 190.0 7.7 15.6% 1360 139 $1.1%
USN 203.2 ) 0.0% 350.2 0.0% 543.0 . 0.0% 543.0 . 0.0%
Winstar 2204 I La% 1158 K] Q5% kI W] 22 0.4% §140 11 0.2%
Geand Tolal 28038 4w ET% 51404 1A % L4 Wm2 4.9% 11700 K] 25%
YrY Growwh 15% 18% (41%)
. 11::;:1!:& basad on information suppliod by CLEG company represenislver. We have mada &1 CHanges La Iy
.
) :m joracas! ansumes 15% arnual growdh [d lociprcs! sompansatian. We have made r SNnges Lo o 1994
orecasy.
: Mz,?_‘-ntl esﬂ.'r:n“u: ga8me 4 50% hodkiction in pet mira reciprocal compenaatien telos In 2000 and alminatioh in 2001,
mg

Sourte: Meril Liﬂth evimales
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Tahla 2: EBITDA"® Derivad From Raciprocal Campensation Revenuas Recalved By CLECs (As reflecied |n our currem
and prior (seecasts)
1988E4 19064 2000E"
Prior Forecest Curreni Foeaces!

Reeipeaest Comp. Reclnroest Comp. Reclproes! Comp. Raciproeal Comp.
Talsl  Conmid, Toul cohlﬁi. Tats!  Contrld, Tola!  Contrib,

C(#E. To c?m. To C%I_B. To Corg. To
{inmiillons) EMSTDA EBMTDA %W Tolsl ERMDA ESMTDA % Tale ERITDA  EBMDA % Yaul EBITDA  FANOA % Toll

e.spire $31.4) $1.4 NM {814 8.5 NM {600 [TE] 9, $45.0 10.9%
Electric Light,  (50.0) a.2 NM {13.5) 95 NM {11.4) 104 NM {13.0) 58 NM

GST {o.0) . 0.0% {20.0) . 0.0% 10 . 0.05 10 . 0.0%
Hyperlon (120 28 NM {12.0) 34 NM BD LK 40.8% 80 20 11.1%
IEG {81.4) 194 NM 9.1 222 1.0% 1760 287 14.6% 162.0 12.8 1 9%
|ntermedia 56.6 W7 206 1742 16.0 0.7% 66.0 194 1.1% 256.0 97 18%
Mcleod 100 NA NA 50.0 NA NA {00 NA NA 40.0 NA NA

NEXTLINK  {100.0) . 0.0% {36.3) . 80% {100) . 0.0% 10.0) . 0.0%
RCN (42.8) 0 NM (50.4) 1 NM 210 1.2 5.6% 21D 0.6 2.9%

Teleport 121 18 85% 2652 115 S3% 1090 155 50% 010 18 26%

Taligent (160.0) 0% (128.0) ) 0.o% {134.0) 0.0% (134.0) . 0.0%
USLEC 240 158 150.0% 40.0 412 1091% 800 414 £0.3% 560 21.1 Q%
LUSN (134.5) . 0.0% (108.1) - 0.0% (34.0) . 0.0% {34.0) . 00%

WinSlar 0.9 12 NM 199 14 1).5% 80.0 1§ 2.0% 15.0 0B 10%
Grarid Total  (S$4047) #1024  205% 887 #1127 12.0% 40920 s1MM8 138% 87070 7. 0.1%
y/Y Growth 14.9% 15.1% (€2.4%)

* 70% EBITDA margs eblid o dala reseomd in Tade 1 otwve.

4 Wo have mads no changes 1o o EBITDA esymsies for 1998 of 1990,

* 2000 forazasis now esaume 8 % rodictian In par minuts tecigrocal pampensadon 1atas and otal elmingion &y 2001.
*NIC* - no crane

Sourea: Memll Lynch esimains

Chan 1: Reciprocd| Gompanaation Racalved By CLECs ~ Reviaed Farecast
(RS raflected in ol turrant and prior forecasts)

200
E 1501
= I
3 1004
E 1
S V]
Da
AN 1998E 1988 Current Prior
2000E 2000E
[OReverue mEBITDA |

Sourca: CLEC campeny repasermatveg and Memil Lynch esimiicy
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Impact On The RBOCs And GTE! Our eatimates of the rzciprocal
compeniation obligatians far the RBOCs (see Toble 3 below) werz higed on
Information gathered directly frotn RBOC company represeniatives. For GTE,
hawever, we telied on aur own estimales as we were unable o elicit 4 forecaxt
from the company. The dala indicate that Bell Atlanuc, of nll the REQCs and
QTE, haa the largest teciprocal compensation obligation at $250 million or 1% of
our EPS estimale for 1998. For 1999, his obligation for Bell Allnntic i expecied
jo rise to §350 milllon or just under 8 5% drag on 1999 estimated EPS. For lhe
group as @ whole, the impact ia somewhat less ot g 2% drag an 1998 EPS ahd a 3%
drag on 1999 EPS. Since we are assuming a 2-year phase-out of 1SP-related
reciprocal comp beginning in 2000, we eatimate that the drag on ILEC EPS will
drip to 1.8% in 2000.

Tahie 3: RBOC View O Racipracal Compansatian

Racip. Camp. Qbllgation

Nagative EPS Impact

(3 ' millions) 1999E° 1698E'7 DOODE® i0UDE~ 188AF % Tolal 199F % Tolal £O0OE@® % Tolsl ZOGRE“ % Tolal
Sall Auantc §250 3350 5490 Y200 4010 Q4% S0.44 4% §0.19  57%  s00R 2.8%
SHC 1un 280 580 160 $005 25% 3008 18% $019 67%  $005 2%
Amerliech % 130 300 g6 004 1.1% 3008 1% 007 58% 008 2.0%
Heitsaun 10 100 200 60 8003 08% 4008 1% D42 10K §0.04 %
GTE '} 80 140 50 $0.03 0% $0.08 1.8% $0.12 rd: . T k| 0.9%
U9 WEST 40 io 180 4 8006 1% $0.08 2%  $0.20 5% 8005 1A%
Toial $600 31,050 §1090 4600  Ave:  18% 1% 19% 18%
* Bated on Informalian aupplied by compbay mprecamdives nEESpt 108 GTE, wiixh we eaumated.

J Assumes 100% ennef growth eept i

| Alanik,

@ RBOC vipw. Assumes cundrumion ol yly grawld Cirids eetimated 2 1O,
* ML viow. Assumes 8 5% reduetian (n par mintda teciptecal oampansalian ralos.
Souesi Maml Lynth estimates and campary ropreseratves

We Found A Larpe Discrepancy
In Our Analysis

Why Such A Large Discrepancy In The Magnitude Of Reciprocal
Compensation Depending On Who Onas Consults? As shown ln Tahle 4 and
Chart 2 helow, there is a significun: difference between the amount of reciprocal
compenaation tha Incumbent local phona companles rlaim they are being Invaiced
for and the amount the CLEC4 say they are recelving.

Tablu 4: Oppoaing Views Of Rec(procal Compansation

{9 [n millions) 18ME
REUC/CTE Visw' 500
CLEG Viowd 145
Varlanca ' 454
Varlanca As A % Of Tha RBOC View 6%
* Son Tebie )

4 5ea Tab

Saircm Mumil Lyneh estmaun ard company epresomagves

P.012
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We Suspect That The Dig 3
Long Distance Companles Are
Larpe Beneficiaries Of
Reciprocal Compensation, Thus
Lxpiaining The Large
Discrepancy In Our Analysis

Chant 2: Raciprocal Compansation - Differing Views Of 1803E

Eat. Of Reciprocal)
Compensaticn (§8')

RAOC/GTE View® CLEC View*

* Sée Tahia
* See Tatle 1
Sourcer Gomaany represchilatves and Mardl Lynch eatimites;

We suapect several fuctars explain al Isast some of the discrepancies in our
reclpracal campensation analysis. Tha firet and mout likely sxplanation. we
belleve, is that Lhe large LD companies, AT&T (pre-Telepon) along with
MCI WorldCom and Sprint, ar recipiznts of lasge amounts of reciprocal
compensaiion. The RBOCs assert in letters and fillngs to the FCC that close
to 80% of their reciprocal compensation payments dre going to the Big 3 long
distance companies and affillaled CLECs,

Other, less probable explanstions for the dlscrepancles include:

1.

Some of the reciprocal compensalion bericfit received by CLECs and LD
compardes i3 accounted for as a reduction |n network eoats insted nf as
reéporied revende. In other words, some CLECS of long distonce
companies may be booking es a cost of goods sald the differstice
between its ISP-related recipracal comp réceipts (for dala, internet
traffic) and ita reciprocal compensatlon payments to other local phone
companies (for volcs trafflc).

Omdasion of recipients of significant reciprocal compensation revenues
from our bottoma-up analysis, Posible examplen include 1SPs that also
setve us CLECS for Intemnet-access services ag well as smaller and non-
public CLECa that receive recipracsl compshaation fess. In other wards,
{SPs such as AOL might be licensad as CLEC4 [n some lacations and
eaming reciprocal compensation as an intermediary between its ISP and
the end.user's local phone company.
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Part 2: An Alternative Scenarlo - What If
RBOC Reciprocal Compensation

Obligations Continue To Grow,

Unchecked, At Current Rates?

What If The Growth Of Reciprocal Campensation Remains Unchecked By
The Renegotiailon Pracess Or FCC Actlon? Altholgh our forecast models for
the CLEC group assume a 15% annual growth rate In reciprocel compenaation
revenues fromt [998, we laoked at the possible Impact on all parties of the
continued growth of 1SP-telaled reciprocal compensation using the following
assumpliohs with the results detalled In Table 5 below:

1. ISP-related reciproodl compenaaon Uaffic for 1999 and 2000 continues to
grow at the 100% onnual rete forecasled by mast of the RBOCs for 1999,

2. Per minuie compensadan rates ARE NOT reduced via the rencgolation
process; and,

3, Tha PCC DOES NOT uct o raclassify iriternet-related traffic from local to
iner-LATA.
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Tabla 5: Recipracal Campansation: Unrestrained Growth Scanannd
Riclpraca) Comp. Dhilgation Nagativa EPS Impect
{8’y In millions) 1904E 1999€ 20008 19088 % Talal 1900 % Tatsl 2000E % ToWw
Belf Atlantle® 3250 $360 §700 $0.10 3% 10.14 1% L (B} 8 0%
:[o 140 280 §50 $0.05 25% 30,09 19% $0.18 6.7%
" Amerltech* 15 150 10 0.4 1.7% $0.68 1.2% $0.17 §.8%
BellSauth® 50 100 200 $0.03 14 $0.06 1.1% $0.12 1.0%
QTE s % 180 $0.03 0% $0.08 1.5% $0.12 2.9%
UswesT 40 i 180 40.05 L% $0.10 28% $0.20 5.5%
Tolal ano 1,09 sAM00 Aver 19% 1.0% §.9%
Recigrocal Somy, Ravanue EBITOA lmpaot**

" ] - {nvpie : .

555 'fg }Eégi 19¢4E  vegeE  MOGF  10QRE % Toial 188§F % Total  2000F % Total
p.splm* $10 §20 $40 $ KM s NM 528 4d0.0%
Elettrie Lightwave* 12 24 {8 ] NM n NM k[ M
GST g ) e ] 00% 0 0.0% 0 0.0%
Hyperian* 4 8 16 3 NM 5 NM 1 7%
ICG* 28 E6 112 19 NM 13 J0.9% 78 12.6%
{narmapdia® 21 42 M 15 226% 23 14.9% 59 18.4%
Mcleod NA NA NA NA NA NA NA NA NA
NEXTLINK* 0 0 0 q 0% 0 0.0% 0 0.0%
RCN* 1 2 4 1 NM 1 NM 3 RW%
Telepert 1 3 68 12 95% 24 9,0% 48 14.0%
Talkgant* 0 0 bl 0 0o% g 00% 0 00%
UsLec* 5 102 bl B 1500% 101w 143 81I%
USNe . q 0 ] 0 0.0% a 0.0% a 0.0%
WinStar* 2 A _ i _hM 4 _24$% 5 .Rh1%
Talel 1301} s $38d o oM 10 20.9% s aaw
Yarlance Betwesrt RBOC & CLEC

Varlanta Amount 1 758 108

Percant Varlance Va. RBDC Estimate 7% 2% %

| mmf:zgnsumn 100% anruel grewih i rétiwocsl compamalan hom 18438 levels axcet where nated, In addiian, we assumied ng reductans in par mimde compensadon

11 B B

* Estmates for 1898 and 1898 tavad of lifarmiplsn supplind by Sompany represaniatves,

« 10082 hasod on Tale 1. Fdr 1839 and 2000, asauimey 100% annuial gromth tam g 1904 has,
"* Aysumes 8 70% EBITDA margin

Saurte: Campary represaniatives sng Maril Lynch oxlimales

As detailed above in Table S and Chan 3 below. if the growth of reciprocal
compenastion remains unchecked, the RBOC obllgation will grow tn $2.1 blllion
by 2000 or aver 5% of EPS for the average RBOC. For the CLEC In this
acahdrio, recipracal compensatlon revenues grow ta 3580 millioh by 2000 ond
cohtribute 23%, on dverage, of total corporate EBITDA based on our assumption
of . 70% EBITDA margln for this traffic.
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Chart §; Reelprocal Compansstion Ravenues - Diffaring Views
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* Unterwained growth scenara. Sea Tabio S shove.
“ML estimatn of recipmeal tompensatiin rovorus for e CLEC gt See Table 1 abova,
Saurce: Company represenvunives and Merdl Lyngh estimales:
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Part 3: What Is Reciprocal Compensation?

The 1996 Telecom Act Requirex Reciprocal compensatian | defined a5 a contractual arrangemant between twa
LECs To Negotiate Roclprocal LECs (loctl exchange carriers) sgreeing to compenaate each other for the
Conipensation Agreements Witls tsrminalion of local welecom tralRe on aach othar'sa networks, Tha obligdtion 1o
Each Dther esloblish theae payment crrangements was set fonh in Sections 251 (b)(S) and

252(d)(2)(n) of tha 1996 Telocam Act. In Seclion 251(h)(5), the Act “'charged”
bath CLECs and ILECs with “rhe dury tn esmblish reciprocal compensation
arrangemen!s far 1he rransport and termination of telecommunications ™. This
obligalion was further dascribed In seolion 252, which dealt with the procedures
for negotiating imerennnecund ngreetients hetween ILECK and CLECs. In
subsection (d){2a), the Act slated:

“[F)nr 1He purpnses of caompliance by an incumbent lncal
exchange carrier with secrion 251/(b)5). a Siarte
eommlizsion shall not ennstder the tarms and conditiant for
reciprncal compensaltinn to be just and reasnnable uniess

" i) such terms and conditions provide for the mutual and
reciprocal recovery by each carrier of casts associated
with the rransport and termination aof each carrier's
netwnrk facilitiey of cally that nriginate pn the nerwork
factlitles of the nther carrier; and (il} tuch terms and
ennditians determine such costs nn the basis of a
reatonable appmgzimatian of the odditinnal costs of
termingting such calls.

How are these compensation arrangements stroctisred? Compensation for the
termination of local wafflc is typically an Integral pan of the negotiated and
arbltrated Intarconnection ggreement belween an ILEC ond a CLEC. These
compensalion asrangements are typically siructured [n one of two ways:

Bill & Keep: Originating Blil nad Keep: Under this structure, each carrier agrees lo acecpt nnd. terminale all

Carrier Does Nuoi Pay For calls sent from the other carrier with no compensation to the terminating corriee.
Call Camp-lcdun This structure works opmally when the wrafflc between cirrers iz In balance
(e.g., each intateonnecied LEC sends nnd receives roughly an equal volume of

iochl raffic for terminadon). When balanced traffc caiala, the casts of generaling
billing records and compensating the other panty may exceed the level of net
compentauan recelved by each pafty - hence bill anid keep Is the moss efficient
approach for both parties. :

Raciprocal Cownpaonsasion: Reciprocnl Compensation: Reciprocal compensation (see Chart 4 belaw fora
Originating Carrier Pays graphical depiclion) agraemenis are thase In which the originating LEC
Terminating Carrler Far relmburses the arminating LEC (or ;LEC) far tl:l: costs associgted with the

call Cumplction' ranisport and Letmination on the terminaling carrier's nelwork. The
reimbursement level is negoliated on a contract by cortract basis based on the

) incremental per minlte cost lo transport and terminate the call,
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Chart 4: Schamatic of Reciprocel Compansation: Voite Vs. intarnat Related
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What |8 the controveray surrounding reciprocal
compaenaation?

Should Reciprocal Althouigh 8 number of existing Interconnecton agreemenis negatlated between
Compunsativn Payments CLECs and [LECs call for the payment of reciprocsl campensation, only a modest
Include Internet Relole hmount of the monles awed {0 CL|ECs by ILECs hive been pald 50 far. Atissuc is

ud 'hq%cg the [LEC assertion that to pey reciprocal compensation for traffic destined 1o 1SPs
would be inconsistent with The 1996 Telecom Act. This argument Is based on the
following two key polnts:

»  The vast mejority of CLEC reciptocal compensalion clalms — possibly ay
high as R0-90% of the cloims — are for the terminaton of traffic ralated 1o
dial-up intermnat access and rot for voice services. As graphically depicted in
Chan 3 above, these calls are originaled by ILEC customers Lo connect o
modem poold mainwined by ISPa. Other than the ISPs* modam pools, there
ate ho end usars or “called parties" served by the CLEC at the lerminating
and. It effect, CLECs are sefving as [rilermadidries, Intarconnecting the ISP
modem pools with Lhe public awilched telephane network (PSTN) and the
15P's madem pool is just a temporary.stopping off point for Lraffic destined (o
distant web-sites. As a nelwork intermediary for intermet-related traffic,
CLECs ineur the costs of ILEC central office co-locatian; o modest level of
billlng. network manitoring and maintenance gclivities: and, sometimes, some
local inter-office transport charges.
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* A number of CLECs have avalled themselves of the arbitrage opportunity
crealed by the teciprocal compensation obligations conuined within the 1896
Act. in fact, o number of CLECk huve aggressively sought aut ISP switched
local nocoss buriness relatanships in order to participate in # traffic sucam
(via reclprocal compensation) that ia heavily unbalanced in the in-bound
directlon = from the ILBC 1o the CLEC — for termination at ISP occess
modem pools. Thus, those CLECs with ISP relationships are then well
poziliored lo become net recipients of reciprocal compensation fees.

M , . A unigue arbilrage oppartunity.., with consequences? The ILECs have argued
HLECs Argﬂe That CLEC that the obligation 10 enter into reciprocal compensatioh arrangements with
‘ Pursnit Of Reclprocal 1 ECq imposed by The 1996 Telecom Act has creoted an unintended drbitrage
Compenvatiun Revenue Hus  gpportuniry. This arbitrnge opperiunity invelves the aggressive purduit by CLECk
Come At The Expense of Local  of unbalanced iniermet-reloted waffic. This unbalanced mix of wraffic allows the
Market Competiion & CLEC (o benafit fram o high marglned revanus atraam that doos not raquire much
Investment In Local Network investment or wotk In the way of hetwork f4cilities and suppont acuvities. CLECs
Infrastricture lypically Intersanneci ISP modern ponls ta the PSTN vip [LEC central office co-
location and inletoffice transport facilities, supponed by a modest level of billing,
newwork morltoring and mainlenance activitias.

18Ps are aiso beneficlaries of this arbitroge, albeft indirectly, g we suspect that '
CLECa pass same af the teciprocal campensation-derived prafiis onto ISPs in the
form of lower prices for local access facililies.

The "real" prablem, the ILECs argue, is that this arbitrage opportunily has tesulled
in faur unintended conscquences that are detrimental to the public interest and
intent of Tha 1586 Act:

{. Wealth irapsfers: A reciprocal compensation-derived wenlth transfer from
ILECs and ILEC cusiomers to the CLECs and [SPs;

2, Develapment of competition delayed: Slower development of compelition
in the local volee market ds o result of the focus by CLECs on reciptocal
compensdtion opponunities;

1. Disinventive to compaete [or end.usar customers: The exislence of
reciprocal compensation obllgatons crealés o disincentive for CLECs o
campete for end-user customers. The digincenuves for CLECs arise from the
risk of winning customer phone lines that are subsequenily used for dial-up
internet acceus services and thus potentially genarating sigrifcant reciprocal
compensation obligalions for the CLEC. Stated bluntly. if a diol-up £nd user
chocses a CLEC as itk local phane company, that CLEC (ncury big reciprocal
compansation obligations and forgees what could have been big reciprocal
compahsdtion receipi if the CLEC aervea only the ISP;

4. Disincentive to lnvest in local lnfrastructure: With a focus on generating
reciprocal compensation revenue instead of competing for end user
- customers, CLECs would Have little incentive ta invest in locol netwark
Infteatructure — espacidlly construction of last mile facliiles to cusiomers -
. other than the modesi netwotk investment for ILEC central office co-location
- and, |0 aome cases, interoffice trahdpon faclililea needed to suppart intemel-
BCCESS sEfvicksy.
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ILECs Also Argue That
Internet Traffic Iz Inter-1ATA
In Nature

Internet Traffle Is Composed
Of Five Purts

In addion, ILECs make the arguiment that internet-related wofflc is inter-LATA
of long distance |n nalure and thus not subject to reciprocal compensation payments
to CLECs. Ta better undemtarid this argument, [t may be helpful to fist cotisider a
aimplified schematic of Inlernet.relaled lraffic. As depicied in Chart S belaw, we
have auempied to disaggregaie an internet call” into flve compaonent parns:

Call initiatian by the end user;

Data request is sent vig lacal Lransport facililies to an ISP madem pool:

1. Dala requesl Lransmitted to a disant web sile vig the internel over long
haul network facilities;

4. Weh site reaponds 10 dala request. Dala id then tranamitted back to the
18P madem pool via the internet over lang haul network facilities: ond.

S, Lacal itanspon of daia back lo end user via local ransporn facililies.

Chart 5: Schamatic Of A Diel-Up intumat Seasion

Louvking Far A "“Ruversal Of

Fartuno": ILECs Also Want

LD Aecexs Payments Far -

Internet-Related Traffic

Ceil Butbaund
Qrginatian Tratfln
Looal Netwatk Trenspert via
ol ILBC andjor CLEC gnum
Temmninatian Trafflo
Awtum Tretlle From |
Wab s
Local Portian inter-LATA Partlon
—— = ‘?——Fd: Se—
Saurcs: Manil Lynoh
" Key 7o The ILEC Argument Is The key elément of the ILEC argument is that internat traffio Is similar to lonLi
Most Web Sitey Are A Long distance wathc as destindlion web sites con be localed viruglly anywhere in the
Distance Call Away world and. indeed, the vadt majorily of requests to web sites traverse LATA

boundariea. Additionally, the very nature of inlernet wrafflc involves the
disassemblirig of o data siream iftio Individudl “packeta”. These packets ore then,
In lurn, transmitted individually over the intemet via long heul facilitiea for
reassembly al the lerminating locatlon.

Thus, the [LECs argue, the inter-LAT A riature of this traffic not anly relicves the
TLEC's reciprocal compehaalion obligalion (since raciprooal compenaatian is anly
pald on lacal trafflc passing from one LEC |o another) but alsg creaies a jong
distangc tccees obligalion for the CLEC, The financial jmpact would be material
as the cutrent $0.004-$0.006/minute reclpracal compensalion payment obligation
from D.EC4 to CLECs would be eliminaid and ingtead a reversn payment of
$0.025/minulz for long distance occeas would be mode from CLECs or I5Ps la
ILECs. If ddoptad, this change would result in e net awlng of +80.03/minuto in
favat of the ILECs. This reversal of fortune, if adopied by regujators, would be
capecially impoRant for the ILECy glvon that Internei-telated rraffic is the fastest
growing traffic strsam In the lelecommunicailons merket joday.

P. 020
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CLECH argue, however, that the pursull of recipracal campensntion [ees is
explicitly parmitied in The 1996 Act and thal many iterim interconnection
agreements slgned by ILECs legally bind the ILEC Jo pay taciprocal
compansation for {vcal treffic regardless of the purpose. To date ilree Federal
Courls (the last decirion was handed down on July 22), 19 state PUCs and the
HCC have all sided with the CLEC pasltion |n that the caurts see teir role a3
enforcing contractual obligations Inherent in the Interim reciprocal compensation
and Imerconnection dgresments, We point oul, however, that the FCC la currendy
raviewing the jurlsdictional nature of iniemet-related lraffic. The FCC may
indeed rule shortly whether this traffic is local or inter-LATA in natire and, il
inter-LATA, no longer subject to reclprocal compensation obligations once
curvent interim inlercannect agrecments eapire,

17
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Part 4: What Does The Future Hoid For
Reclprocal Compensation?

Lovk Fur Lower Compensalion Overnll, we anticipale that aver the nexi 12-24 months, the |evels of reciprocal
Rates & Possible FCC Action compenaation recelved by CLECs will dimtinish sharply due lo one or hoth af the
following faztars:

» Significadtly lower reciprocal compensation rates: As the majority of
interim local network interconnection ngreements between CLECs and ILECa
expire over the next 12-24 months, we snlicipale that renegotiations of Uese
coftiracts will result in either the épecific axclusion of intemet-access related
traffic from reciprocal compensation caloulations or elgnificant reductions in
per minute compensation rates fram the current average rate of $0.004-
$0.006/minute to levels of $0.002/minute or less. We think CLECs will be
willing to accept these lawer per minule compensation rates during the re-
negotiation process rather than run the risk thal in subsequent arbitration
hearings, state PUCS rule that intemnet-related traffic should be gacluded
entiraly from reciprocal compenaation.

«  The FCC may act: We think that there {s a high probability that the FCC
aliers its stance on intemel-related waffic and “junisdictionally” redefines this
traffic A3 Inter-LATA rather than local and thus no lenger dpprapriate for
payment under existing reciprocal compensation errahgetients, If the FCC
Were 10 rule that Intemet-related traffic ia inter-LATA in naturc, tie decision
would Have the following Implications for L.RCs, CLECs and I1SPs:

|. Exiating contracts remaln In force; Any Inierim Intercannection
. agreement tha} specifies a reciprocel campansation arrangement that
hasni‘t exglred will ramiain in force.

2. Esxpect delays in renegotinting new interconnectian agreaments: Acga
tasull of this potentlal material change in the regulatory environment, we
anticipate that Lhera mdy ba delays in renogotiating new interconnectlon
agréements 88 "old” agreamants expirs. Wa point aul, however, that in
the Interim period, the old dgreements would remain in place until zither:
a) a new agrecment L& negotiated, or b) the State FUC were to arbitrale an
agreement in the event of an impaesa in negotiatons.

3, ESP exemption still would prevent the collection of LD access
tharges by ILECa: Curently, LD acpess charges do not apply ta
{nternet-relaled traffic as a result of the BSP sxemptlon estoblished by the
FCC 10 encourage the development of what, ot the Lime, was o hascent
ssetor of the telecom industry, (An ESP or enhanced services provider i
defined as an ISP, data processing of value-arded computer aervices
- enlity.) As & result, even with 8 jurisdicdonal change by the FCC,
: intemnet-related Lraffic would shll Hot quallfy for LD access charges.
. Howaver, we Lhink It ls likely that the FCC will; a) within 2 years, rule
- that phone-to-phone Inter-LATA volce rafflc mansmiited via the {nterhel
(IP 1elephony) would no longer be exempt from LD nccess charges on tie
drgument that voice services even Dver the Intemet are nat Venhunced
ssrvices™ and B) within 4 years, rule that (ntemnet-related daia traffic
would also no longer be exemps from LD access charges on the argutrent
that the internet will be so well-developed that its development no lariger
needs (o be subsidized by long distance users.
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FCC Action May Be Prompted Pending GTE ADSL tarift may force the FCC's hand: On May 13, QTE
Ry GTE Tar{fy Filing filed o tariff application (ttansmitat | [48) for ¢ new service — GTE DSL
Solutlons-ADSL Service. Thid service is deacribed in the filing as:

“_..an [nterstate data special aceess ervice that provides d
high speed accest connection between an end wrer
subscriber and an Internet Service Pravider by utilizing a
combination of the subscriber's existing Incal exchange
physical plant (i.e., copper facility), a speclalizéd DSL-
equipped wire centér, and traniport o the ndrwork
interface. for ezample the frame relay switch, where the
ISP will cnnngct to GTE's neénwnrk.  The DSL service
affering witl anable the stmultariznus transmission of vaice
dialed calls and High speed data access over a xingle path,
thereby reducing the need for gubscribery tn obiain
addlilonal linas for their internet capablilities”.

In response to the key jurisdictional lssue ralsed by this proposed tariff - is
intdrhel-aceeas an intarsiale service (and thus NOT subject to recipracal
compensation obligations) — the FCC opened dacket 98-79 ta consider the issue.
Pleadings on this docket were compleled an Sepiember 21 with & final suling by
the commisgion expecied later thia year,
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Part 5: AddItional Company Specific Data:
How Important Is Reciprocal
Compensation To Individual CLECs?

CLEC Perspective On The following analysis of the impottatice of reciprocal compensation to CLEC
Recipracal Compensation; A financinl performance Iy bused on discussions with vanious CLEC maotagements 03
Botioms-Up View wel| g5 our own forecnating cfforts,

Tabls &: Cantribion Of Recipracal Compensatian To CLEC Finencisl Performanca
(A= reflected In our current forecsots)

[ 113 198%€
Retiprocal Campansaiion . Reciprocal Gumgensation
Full %Toll Conbib,To %O Yot  Total FullYesr % Tolal Contrib.To

Tanel  Talal
(Vainmiions) Reva EBITDA 20A  Vear  Revenus EBITDA  Tolal  Ravs EBITDA @ Revenua  EBITDA % O Tolal
e.splre 1534 (N4) 25 10.5 6.6% 14 NM 150} {14 121 1.3% B& NM
Elecuic Light, %4 (300) 28 14 12.5% 8.2 NM 1Me (428 13s 1.4% 0.5 NM
GST 1607 (40.0) . - 0.0% . 0.0% 2168  (20.0) . 0.0% . 0.0%
Hyperion 100 {1200 1.0 3 14.0% 29 NM g0.0  (120) 44 Ri% 14 NM
ICG 564.1  (53.4) 6.6 211 49% 194 NM 1812 931 314 4.1% 22.] 24.0%
inermedis 1406 666 E8 210 28 H1 /0% 107150 W43 242 2.3% 16.9 9.7%
MeLeod g 00 NA NA NA NA NA 1024 8.0 NA NA NA NA
NEXTLINK 1300 (100) - - 0.0% . oo 2445 (353) . 0.0% . 0.0%
RCN 2111 (428) 0.3 13 0.5% 09 NM 719 (504) 14 0.4% 1.0 NM
Tslapan 1628 1217 4.0 16.8 ¥, 3 1.8 55% 11883 2852 19.3 1.8% 13.5 51%
Teligam 20 {160.0) . - 0.0% . 0.0% 211 128.0) . 0.0% . 0 0%
USLEC 150 #0122 51.2 68.3% 399 1500%  130.0 40.0 s8.9 $#B1% 41.2 101.1%
LISN 032 (148 - . 0.0% . 0.0% 32 (10d)) . 0.0% . 00%
Winslar 00 (OO Q4 L2 0.8% 12 M 250 109 13 Q5% 14 13.49%
Toial 30035 (483.7) U8 148.2 1.7% 1924 a.8% LM14 g 168 54% 117,71 17.3%
@ Ascumes 15% growth vy, 1998
*Assumey EBITOA magin of 0%

Source: Cammady ipais ardd Mard Lynch exomatas

Recipracal Compensation Is A As detdiled In Table 6 above, racipmcal compensation comprises an impartant
Key Contributor of Revenue & source of hoth fevenua and BBITDA to a majority af publicly teaded CLECs. For
EBITDA For a Majority Of The the CLEC group (sze Table | for individual company estimates), we projecl that
CLEC Grou full your 1998 recipracs! compensaiian will represent 9% of revenues and 27% of
e P BRITDA. Howavet, the imporunee of recipracal compenaalion becomes evidant
when analyzing its conmribution to thase CLECs that directly benefit. Our analysis
. very consesrvativaly assumes that the level of reciprocal compergdtion reported by
the CLIECa for 2Q58 grows, on avarage, 23% for 2HI8 and 5% for full year
. 1999. According ta cut ertimates and company supplied infortnatlon, four
- " mombers of the CLEC graup — GST, NEXTLINK, Teligent and.USN - derive no
tevenues from teciprocal compensation and we were unable Lo ascertaln the level
of banafil for McLead. For the CLEC group, oa shown in Table 6 above, we
estimate Lhat the average benefit to full year revenue for 1998 and 1999 totals 9%
and 5%, respectively. More [mportantly; we estimate thol given the relatively low
lavel of ralated costs (i.e., billing ahd neiwark moniloring) assoclated with tis
revonus siesm, reciprocal compensation-related EBITDA madrging should be very
high — we estimate 70%. Aa a rasult, reciprocal catripenislion has and will
oontinua to play an imponant peafis role far CLECs, We esfimals that recipracal
compepsation will cantribule 27% of full year 1998 CLEC EBITDA and 17% of
full year 1998 CLEC EBITDA. We note, howsver, Lhat while many CLECS are
dccrulng reciprocal compensation revenuss, some ILECs have refused to make
paymenta to the CLECs.
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Ove tho Nekt few yems, we expect reolprocal compenaation to play 2 rapidly
diminishing role in CLEC financia! performance as interim Interconnection
agreements expire and new ones ore rensgoliated over the next 12-24 months, We
extimale thal these renegotintons cauld result in a S0% decline |n our current
forecast far 20008 reciprocel compensdllon. Offsetting thal, hawever, we expect
continued gain (n swilched voice (local and long dlatahce matkel share) os well a8
dnla services to rapidly outweigh the relative imponance of reciprocal
compensation over the nexl few yean. In addition, as more CLECs move to
positive EBITDA over the intermedlate 1erm, the relatlve contdbution of
reciprocal sompensntion ta profits will alup mpidly diminish. For cxample, although
reclproca! compensation relaied ERTTDA conatltutes 10% of Intermedia's 1539
estimaled EBITDA, we estimate that rapld year-over-year EBITDA growth n ather
lines of business eambined with an esumated 50% dfop in 2000E reciprocal
compensalion revenues will lower the [alier's contribution 1o EBITDA of recipmenl
compenaation in 2000 (o 4% (sze Tables 6 obave and 10 below),

Which CLLECs Have The Revenus exposure: As shawn in Table 6 above, based on company supplied
Largest Relative Exposure To infgmmfuun. we e;tlmuate Lhelmv;nuc conu-ll;utioln from teciprocal Z,omg‘ensalion
; - » a1 9% of astimated full year 1998 ravenue. For 1999, we estimale that the revenue
Raciprocal Compensation! contribution from reciprocal compenastion will drop o 5% of totl corporate
revenus, aasuming o 1 5% annual growth rate In wraffic. The one notable exception
is US LEC, a relatlvely "new" CLEC huaed in the Southeast, employing a strategy
of deplaying local awitches and relying almoat exclusively on ledssd ILEC T-1
cirouits fog last mile connectivity to customers. Wa estimate that reciprocal
compensadon will contribute two-thirds of totl corparate revenue for US LECin
1998 with the contribution drapplng 10 43% for full year 1999. Other CLECs with
relatively large exposire to reciprocal compansalion include Hyperion, Elecie
Lightwave, e.spire and {CQ aa dewalled in Tahle 7 below:

Tabls 7: CLEC Ravenus Depandancs On Raclpracal Compensation , Rank
Ordered {Based on our curvamt and prior forecasts)

% Of Yaial Corporetd Revenum

2000E 2000E

1864E 104E  Oid EsUmate New Eslimals

USLEC £3.1% 45.1% 16.0% 21.9%

Hyperion 0% 8.1% 6.0% 1%

Elecyle Lightwas 12.0% 18% 8.9% 2.1%

g.ap¥a 8.6% 15% 2% 1%

ICB 4.9% 4.1% 1.0% 1.5%

Imermadia 2.6% 2.1% 1,80% 0.9%

Telepont 1% 1.6% 1.5% 0.7%

Winsuar 0.5% D.5% DA% 0.2%

RCN 0.5% 0.4% 0.2% 0.1%

.. GST 0.0% 0.0% 0.0% 0.0%
NEXTLINK 08% 0.0% 0.0% 0O

. Teligam 0.0% 0.0% 0.0% 0.0%

- ’ 6N 0.0% 0.0% 0.0% 0.0%
) Mzl ead NA NA NA NA
CLEC Averspa 1LT% 1.4% 4L4% 1.5%

Sarca Company mpreseniatives for 1R28E and Mandl Lyrech animyes for 1993E and 2000€

EBITDA exposure: As detailed in Table 6 above and Tables 8 and § below,
many CLECS are expected to derive o slgnificant booat to eatimated full year 1999
EBITDA from reciprocal compedentian. Tha largest beneficiaries are, orice agoin,
US LEC and ICO In additlon o WinStar, Inlermedla and Teleport.

2]
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Yable &: CLEC EBITDA Depsndance On Reclpracal Compensation, Rank

Ordared® (Based on our currant and prior forscasis)

% Of Total Comortlg EBITDA

19008 10088 Old 20D0E  New ZU0OF
USLEC 160.0% 101.1% 80.0% 300%
Intermedia 26.0% 91% 1.2% 16%
Teleport 95% 5.1% 5.2% im
asT p.0% 0.0% 0.0% 0.0%
NEXTLINK 0.M% 0.0% 0.0% 0.0%
Teligom a0% 0.0% 0.0% 0.0%
UsN .0% 0.0% 0.0% 0.0%
esplre NM NM 19.2% 36%
Elocoe Lightwave NM NM NM NM
Hyperion NM NM 10.0% 25.0%
IcG NM 24.0% 118% 6%
Melead NA NA NA NA
RCN M NM 9.0% 5%
WinSlar NM 115% Lik L%
Avernge 20.5% 171% 110% 7.0%

“10% EBITDA mandn atsumet R feiprocal camvpensmion reversan
*NAE: o) meaningrd b 8 negirive EBITOA aatimaiad fr the periad
Saures; Mem Lyfich satimatze

Tabin 8: CLEC EBITDA limudmu On Aecipracal Companastion Basad

Upan 19989 Eximates, Rank Ordered In Dellars
aed on oLz cuirent and priot {orecasts)

{8's in mitilon's) EBITDA Caontitedion
USLEC 3d1.2
ies 223
Imermodia 16.9
Tolaport 133
Eloctrie Lighwave 9.4
a.spire 8.5
Hyperion 34
winStar 14
RCN 10
Toial i1

*Enchudins (e imasc) fom Telepon,
Sourem: Marl Lyrch estmates

As noted above, we have revised our 2000 Arancial forecasts for those CLECs

that we follow to reflact the niegative impact from the decline in reciprocal
- compengatan revenues. As shawn in Table 10 below, when we dadjust our

suisting madels for o 50% reducion in our basellac forecast for 2000 reciprocal
ecaal reductions of 27

. competaation revenues, we find revenue and EBITDA for

"= and 7%, respectively.
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Table 10: Yoar 2000 Forscasts As Ravised To Acctium For Reductian (n Recipractl Compansation Revanues

fRavenia EAITDA
Prioe Est Reduction  Raviasd % Varines Priny £st Anduction  Reviged % Varlance

Rovenug InRecip.Comp, Revenus  Fromprsy | EBITDA  in Aeclp. Comp.  EBITDA From Prior
{$ in mlllins) Fopecast  Revenus' Forecant Forecest | Forscem EBITOA Forecast forecant
e.gplre 1605 3] §508 1.2% $50 §5 ) 10.0%
Electric Lighwdve 105 ] 297 2.6% {12) & {19) . NM
GST 210 ' )| 0. 1 . 1 0.0%
Hyperian 100 3 7 -1.0% 8 2 5 -250%
(o] 1.11 18 1,09 -1.6% 116 11 163 4%
Intetmedia 1,480 14 1,468 -1.0% 256 10 258 - -18%
McLead 389 NA 180 NA 40 NA {0 NA
NEXTLINK 500 . kb 0.0% 10 . {19) 0.0%
RCN 661 1 560 -0.2% n 1 b -4.5%
Tolapan 1.510 1 1,493 D.1% 10 ] m -2.6%
Telgem 01 . ) 0.0% (134) . (134) 0.0%
USLEC 150 i 156 A11.9% ] u 56 .100%
UsN 543 . 501 0 0% (26) . (38) 0.0%
WinSlar 435 1 ¥ L1% 2} 1 1 1.3%
AL $9.247 [1}) 18,110 22 [ 8y] 170 $19 BB

*Ansymes § 500 cscisass va, 2000 estimatad meigracal campemation nevenuos Salaied in Tolies | and 2 dbiva
1710% EBITDA matgn assumed for recioraeal coumpa i on
Soures: Memd Lyach acimaa

Reduction To Private Market Value Based Price Objectives: Given the
likelihood of dimigtished beneflt from reciprocal compenaaiion due to re-
negotlalon of ILECYCLEC inlercodnection agreements, we have lawered both our
revenue and EBITDA forecaals for the CLECs we follow. We note, However, that
although the {mpdct 1o our 2000 BBITDA forecasl ia material far many of the
companles in our coverage, that negatlve impact is mitigated by the rapid grawth
of the oiher dervices over the balance af aur 10 year forecast model.

As g redult, as shown in Table || below, we have lowered our private market
value based price objectives for ICQO by $1 or 3% from $37 to $36 and Intermadia
by §1 or 2% [tor $49 to $48, We malntain our current prics objectives for ather
members of the CLEC group as tha diminjshed reciprocal compensation révenles
had no significant impac! to our private market value estimates,

Tabie 11: Extimated Impacts Ta Per Share Privets Markat Valus Due To 0% Reductian In Year 2000 Raclprocal

Compensstion Revamies
Currer Privete Markel Valus  Extlimatid impect To Par Shars  Rovisad Privete Markmt Valu % Changa Vs, Prioe Price

Compeny - Based Prics Objecive’ Priveta Market Vaius Basad Price Objective’ Objactive

8 spln* 1 ($0.50) $a1 (7%)

Elotwe Lightwave* $17- . (80.50) 7 {3%)

ICG 111 (31.30) 436 (3%)
Interthatia 2 T ($1.00) 54 (%)

RGN Cea 3 {¢0.00) 1] No change
Teligem 317 {$0.00) [k} No change

usN t12 {s0.00) 312 No change

*Privals markal valugs hdiad on o 10 yest discouniad cash fow mitidels
“No tharqe Lo rivels markel vikia based prize aljactve due in rundig
Source: Mem Lynen ssimaied
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