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STATE: ‘Washington

DOCKET; UT-003013, Phase B
Verizon Responses to First Data Requests of Joint Intervenors

DATA REQUEST JIi-22.:

Please provide all documents, including but not limited to traffic studies, network infrastructure
investment documentation, engineering documentation, and case studies, on which Mr. Trimble
relied for the recommendation on page 39, lines 14-16 of the Part B Direct Testimony of Dennis
B. Trimble that the Commission "opt to employ ‘tandem switching’ costs as the appropriate
surrogate costs a CLEC will incur while terminating [SP-bound traffic.”

RESPONSE:
See Attachment D for correspondence of March 28, 2000, to Ms. Magalie R. Salas, Secretary,

Federal Communications Commission, Subject: Ex Parte: Intercarrier Compensation for ISP-
Bound Traffic — CC Docket No. 99-68.

Prepared by: Greg Windmiller
Group Marketing Manager
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VERIZON RESPONSE TO DATA REQUEST Ji-22

ATTACHMENT D



W. Scott Randolph - ' ,
Director - Regulatory Matters | GTE GTE Service Corporation

1850 M Stregt, NW
Buite 1200
Washington, D¢ 20636
202 463-5203
202 483.5239 fax '
. srandeiph@dcofiice.gte.com
March 28, 2000 - ' Exhibit No. (HLJ-3)
Docket No. UT-003013, Phase B
' Page 3 of 19

Ms. Magalie R. Salas

Secret

Federal Communications Commission
445 Twelfth Street, S.W.

Washington, DC 20554

Ex Parte: Intercarrier Compensation for ISP-Bound Tratfic — CC Docket No. 99-58
Dear Ms. Salas,

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

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

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

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

Pursuant to Section 1.1206(%){1) of the Commission's rules, and original and one copy
of this lefter are being submitted to the Office of the Secretary, Please associate this
notification with the record in the proceeding indicated abova.

tif you have any questions regarding this matter, please call me at (202) 463-5283,

Sincerely,

W, Scott Randolph

Director « Regulatory Matters
cc.  Larry Strickling
Jane Jackson
Tamara Prolss
Deena Shetler

Rodney. McDonald
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LGTE

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

Carriers should rely on negotiations and private dispute resolution mechanisims (eg.,
commercial arbitration) to estabiish the appropriate compensation for Internet traffic.

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

« Compensation arrangements between cartiers should reflect the appropriate costs
of the technology and network configuration used to switch Internet traffic o ISPs,

* In most cases, CLEC switching of ISP trafiic is technically trunk-to-trunk and is not
conslstent with the functions used to switch local calls. , .

» Carriers shoukd be free to negotiate any rate structures and prices they choose,
presumably reflecting the underying 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 derlved based on much lower
call holding times than would typically be experienced with calis 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 preclude the
application of a more cost-based rate to Internet traffic. Thera 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 setving arangements that utilize non-switched technologies, such as
S§7 gateways are not entitied to any compensation, :
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GTE

National Rules for Inter-Carrier Com pensation for ISP-Bound Traffic

Carriers should rely on negotiations and privats 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 deflne the rules applicable o

* negotiations and arbitrations.

GTE agress with AT&T that natlonal rules are necessary (AT&T Ex Farte, February
7,2000 at pg. 2). Defined rules should effectively raduce costs of litigation, facilitate
national entry strategies, and simplify disputo-resolution process. However, if properly
tailored, they will encourage entry onfy where it is efficient -and economical to do g0 and
not on the basis of an artificial subsidy. These abjectives 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 alse be estabiished as clear standards to be used In arbitration -

proceedings if negotiations fail:

* Compensation arrangements betwaon carrlers should reflact the appropriate
costs of the technology and hetwork configuration used fo switch Internet
traffic to ISPs: .

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

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

() such terms and conditions provide for the mutual and reciprocal
fecovery by each carrer of costs associated with the transpert and
tarmination on each cartler's network facilities of calls that originate on the
network facilities of the other carrler; 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 carmier's rates must
be based on the carrier's costs. Rule 51.709 speclfies that;
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(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 §1.509 of this part.

Further, Section 51.507 statas;

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

Even CLECs acknowdedge this principle. In an ox parte flied 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

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

CLEC switching of ISP traffic originating in an ILEC’s axchange is essentlally a
trunk-to-trunk arrangement. AT&T's comments that the casts of switching this traffic
“should be” substantfally identical to the termination of local voice/data trafic are
ciearly wrong and are contradicted by its own consultant. AT&T Ex Parfe at 4, The
attached diagrams, based on direct testimony of a consultant on behalf of ATAT and
several CLECs, clearly differentiate the trunk-to-trunk cost functions from basic local
switching functions in a2 GLEC cireuit switched environment used 1o route Internet
traffic ta ISPs.

Further, AT&T provides no support for its "substantially identical” cost argument, Ag
the attached chart (labeled "Local Switching vs. Trunk-to-Trunk Switching™ shows,
the cosis of terminating tSP-bound traffic are substantially different than for the
temmination of local calls. A switch primarily engineered to petform local switching

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 Declarafory Ruling, at para. 18), in a typical “meet-point”
situation where two LECs are involved in delivering interstate access traffic to an
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IXC, one typically performs a "le to trunk” switching function while the other
dellvers the call to the IXC via an aceess tandem. In the case of the switching of ISP
traffic, the CLEC often performs a funetion similar to that of an access tandem. In
both the access charge and UNE regimes, the Commission has recognized the
fundamental difference i 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,

Carrlers should be free to negotlate 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 shouid 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 ths
“default” for cireit switched ISP bound traffic.

AT&T’s proposal (AT&T Ex Parto at 3) to apply the same rate as logal switching, as
well as Level 3's suggestion (Level 3 Ex Parte at 4-6) that if negotiations fall, 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 call holding times than would typically be experionced with calls
assoclated with Internet sessions, Thus, tandem rates need io he adjusted to
reflect these longer holding times.

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

An ILEC’s inabllity to distingulsh ISP from local traffic should not preclude the
application of a more cost-based rate to Internet traffic. There is no evidence
that CLECs themselves cannot measure this tratfic - alternatively, reasenable
methods {0 estimate that traffle can be developed and used.

In GTE's experlence, 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
2 negotiated percentage based on studied average holding times and assumed
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Thus, AT&T's claim that the local switching rate must be applied because it is not
passible fo distinguish local from ISP traffic is baseless. AT&T Ex Parte at 5. In
fact, as stated above, the Act, and the Gommission's own rulgs compe] the use of a
rate other than the local switching rate since the costs of switching 1SP-bound traffic
can be readily identified and methods do exist to separatoly identify or estimate
Intemet-hound fraffic,

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

Precisely because these arrangements ufilize no switching functions, per minute
compensation rates should not apply,
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March 27, 2000

RECIPROCAL COMPENSATION

ISP SERVING ARRANGEMENTS AND
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INTERCONNECTION TRUNKS
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