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ATTACHMENT D




W. Scott Randoiph - . GTE Service Corporation
Director - Regulatory Matters _ E T E ° por

1850 M Street, NW

Suite 1200

Washington, DC 20036

202 463-5293

202 463-5239 fax
srandolph@dcoffice.gte.com

March 28, 2000

Ms. Magatie R. Salas

Secretary

Federal Communications Commission
445 Twelith Street, S.W.

Washington, DC 20554

Ex Parte: Intercarrier Compensation for ISP-Bound Traffic — CC Docket No. 99-68
Dear Ms. Salas,

On March 28, 2000, Lee Jones, Greg Windmiller, Alan Ciamporcero, and myself met

with Larry Strickling, Jane Jackson, Tamara Preiss, Deena Shetler, and Rodney

McDonald of the Common Carrier Bureau to discuss GTE's proposed national rules for

igtea—parrier_ cornpensation for ISP-bound traffic. The attached documents were used in
e discussions.

Pursuant to Section 1.1208(a)(1) of the Commission's rules, and original and one copy
of this letter are being submitted to the Office of the Secretary. Piease associate this
notification with the record in the proceeding indicated above.

If you have any questions regarding this matter, please call me at (202) 463-5293.

Sincerely,

W, Scott Randolph
Director - Regulatory Matters

cc:  Larry Strickling
Jane Jackson
Tamara Preiss
Deena Shetler
Rodney McDonald




GTE

National Rules for Inter-Carrler Compensation for ISP-Bound Traffic

Carriers should rely on negotiations and private dispute resolution mechanisms (e.g.,
commercial arbitration) to establish the appropriate compensation for Internet traffic.

The following national rules should govern these negotiations or commercial
arbitrations: '

Compensation arrangements between carriers should reflect the appropriate costs
of the technology and network configuration used to switch Internet traffic to ISPs.

In most cases, CLEC switching of ISP traffic is technically trunk-to-trunk and is not
consistent with the functions used to switch loca! calls.

Carriers should be free to negotiate any rate structures and prices they choose,
presumably reflecting the underlying costs of the technology and functions
employed. Absent such cost data, rates that are consistent with the LEC's tandem

switching rates should be used, because such rates more closely reflect the costs of
switching ISP traffic. :

ILEC tandem rates themselves, however, have been derived based on much lower
call holding times than would typically be experienced with calls associated with

intemet sessions. Thus, tandem rates may need to be adjusted to reflect these
longer holding times. '

An ILEC’s inability to distinguish ISP from local traffic should not preciude the
application of a more cost-based rate to Internet traffic. There is no evidence that
CLECs themselves cannot measure this traffic - alternatively, reasonable methods to
estimate that traffic can be developed and have already been used to negotiate
compensation rates.

CLEC and ISP serving arrangements that utilize non-switched technologies, such as
S§7 gateways are not entitled to any compensation. :




GTE

National Rules for Inter-Carrier Compensation’ for ISP-Bound Traffic

Carriers should rely on negotiations and private dispute resolution mechanisms such as
commercial arbitration to determine the appropriate compensation that should apply to
CLEC handled ISP-bound traffic. However, the FCC must define the rules applicable to
negotiations and arbitrations. _ :

GTE agrees with AT&T that national rules are necessary (AT&T Ex Parte, February
7,2000 at pg. 2). Defined rules should effectively reduce costs of litigation, facilitate
national entry strategies, and simplify dispute-resolution process. However, if properly
tailored, they will encourage entry only where it is efficient and economical to do so and
not on the basis of an artificial subsidy. These objectives can only be met, however, if
real cost-based rates are put in place. : .

The following national rules should govern negotiated compensation rates for Internet
traffic and should also be established as clear standards to be used in arbitration -
proceedings if negotiations fail: ' :

» Compensation arrangements between carriers should reflect the appropriate
costs of the technology and network configuration used to switch Internet
traffic to ISPs;

Rates charged by a carrier should be based on the carrier's costs. The Act
‘recognizes this fact in many sections, including Section 252(d)(2), which sets forth a
cost-based pricing structure for loca! Interconnection: :

(A) In Géneral.-for the purposes of compliance by an incumbent loeal exchange
- carrier with section 251(b)(5) a state commission shall not consider the terms
and conditions for reciprocal compensation to be just and reasonable unless:

() such terms and conditions provide for the mutual and reciprocal
recovery by each carrier of costs associated with the fransport and
termination on each carrier's network facilities of calls that originate on the
network facilities of the other carrier; and

(i) such terms and conditions determine such costs on the basis of a
reasonable approximation of the additional costs of terminating such calls.

Indeed, the Commission’s own rules echo the principle that a carrier’s rates must
be based on the carrier's costs. Rule 51.709 specifies that:




(a) In state proceedings, a state commission shall establish rates for the
transport and termination of local telecommunications traffic that are
structured consistently with the manner that carriers incur those costs, and
consistently with the principles in 51.507 and 51.509 of this part.

Further, Section 51.507 states:

(a) Rate elements shall be structured consistently with the manner in
which the costs of providing the elements are incurred. -

Even CLECs acknowledge this principle. In an ex parte filed on February 2, 2000,
Level 3 admits that if different functions and costs for terminating Internet traffic can
identified, those cost differences should be reflected in rates established by state
commissions (Level 3 Ex Parte at 5). GTE agrees, but GTE believes this
Commission should prescribe cost-based compensation rules now and not rely on
state commissions. Consistent with the Commission's earlier determination that
Internet traffic is predominately interstate, the Commission, and not the states,
shouid dictate which costs should be reflected in compensation rates for Internet
traffic.

In most cases, CLEC switching of ISP traffic Is technically trunk-to-trunk and
is not consistent with the functions used to switch local calls.

CLEC switching of ISP traffic originating in an ILEC’s exchange is essentially a
trunk-to-trunk arrangement. AT&T’s comments that the costs of switching this traffic
“should be” substantially identical to the termination of local voice/data traffic are
ciearly wrong and are contradicted by its own consultant. AT&T Ex Parte at4. The
atfached diagrams, based on direct testimony of a consultant on behalf of AT&T and
several CLECs, clearly differentiate the trunk-to-trunk cost functions from basic local
switching functions in a CLEC circuit switched environment used to route Internet
traffic to ISPs.

Further, AT&T provides no support for its “substantially identical” cost argument. As
the attached chart (labeled “Local Switching vs. Trunk-to-Trunk Switching”) shows,
the costs of terminating {SP-bound traffic are substantially different than for the
termination of local calls. A switch primarily engineered to perform local switching
functions will have a significantly higher per MOU cost than a switch primarily
engineered to perform tandem or trunk-to-trunk switching functions. Compensation
should therefore reflect those cost characteristics of switching functions performed,
and should be applied reciprocally and symmetrically.

The Commission has previously characterized the link from an end user to an ESP
as interstate access service, although ESPs are currently exempt from paying
access charges (see Declaratory Ruling, at para, 16). In a typical “meet-point”
situation where two LECs are involved in delivering interstate access traffic to an




IXC, one typically performs a “line to trunk” switching function while the other
delivers the call to the IXC via an access tandem. In the case of the swifching of ISP
traffic, the CLEC often performs a function similar to that of an access tandem. In
both the access charge and UNE regimes, the Commission has recognized the
fundamental difference in these switching arrangements and has prescribed
separate pricing structures for local and tandem switching. If compensation is to be
paid on ISP-bound calls handled by CLECs, the same tandem switching rate
structure should be applied to these calls as well.

Carriers should be free to negotiate any rate structures and prices they
choose, presumably reflecting the underlying costs of the technology and
functions employed. Absent such cost data, rates that are consistent with the
LEC’s tandem switching rates should be used, because these rates more
closely reflect the costs of switching ISP traffic.

Again, carriers should rely on negotiations and commercial arbitration to determine
the appropriate compensation that should apply to Internet traffic. However, in
cases where parties cannot agree, the ILEC's tandem rate should become the
“default” for circuit switched ISP bound traffic.

AT&T’s proposal (AT&T Ex Parte at 3) to apply the same rate as local switching, as
well as Level 3's suggestion (Level 3 Ex Parte at 4-5) that if negotiations fail, the
“status quo” must be maintained, will simply perpetuate the current system of ILEC
subsidization of CLEC’s ISP offerings.

ILEC tandem rates themselves, however, have been derived based on much
lower cail holding times than would typically be experienced with calls
associated with Intornet sessions. Thus, tandem rates need to be adjusted to
reflect these longer holding times.

Parties can rely on general industry studies of typical Internet call holding times or
rely on data that the CLEC may obtain from its ISP customer(s).

An ILEC’s inability to distinguish ISP from local traffic should not preciude the
application of a more cost-based rate to Internet traffic. There is no evidence
that CLECs themselves cannot measure this traffic - alternatively, reasonable
methods to estimate that traffic can be developed and used.

In GTE's experience, call record detail identifying the amount of Internet and local
usage for purposes of applying compensation rates can be provided by CLECs.
However, If direct measurement is not possible, or the parties otherwise agree,
parties should be encouraged to employ alternative approaches, such as the use of
a negotiated percentage based on studied average holding times and assumed




holding times for Internet bound calls. Carriers have been successful in establishing
these different approaches in negotiated agreements, including the use of “blended”
rates, which reflect rélative proportions of local, and Internet usage.

Thus, AT&T's claim that the local switching rate must be applied because it is not
possible fo distinguish local from ISP traffic is baseless. AT&T Ex Parte at 5. In
fact, as stated above, the Act, and the Commission's own rules compel the use of a
rate other than the local switching rate since the costs of switching ISP-bound traffic
can be readily identified and methods do exist to separately identify or estimate
Internet-bound traffic, '

CLEC and ISP serving arrangements that utilize non-switched technologies,
such as SS7 gateways are not ontitled to any compensation,

Precisely because these arrangements utilize no switching functions, per minute
compensation rates should not apply.
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