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ISPs USE OF THE LOCAL EXCHANGE NETWORK FOR
INTERNET ACCESS IS SIMILAR TO IXCs USE OF THAT

NETWORK FOR TOLL ACCESS

The establishment of an environment where multiple local exchange providers can
compete for customers within a specific geographical area requires that all
customers within that competitive geographical area be able to place calls to and
from each other regardless of which local exchange company they chose to be
their local service provider. Such an environment requires the interconnection of
competing local exchange company ("CLEC") networks so local calls originated by
a customer on one company's network can be completed to a local exchange
customer served by a different local exchange company in a manner which is
transparent to the customers involved. Local exchange customers are not charged
separately for receiving local calls from other local customers--the network cost of
terminating local calls are factored into the monthly local exchange service rate. In
recognition of this situation reciprocal compensation was established as a
method whereby a local exchange company would be compensated for the use of
its network to terminate a local call originated on the network of a different local
service provider. This local compensation for network interconnection is the same
process that has been used by LECs to interconnect and compensate each other
for use of their respective networks. As depicted in the following diagram, where a
local call is originated by a SSC customer and terminated to a CLEC's customer,
SSC compensates the CLEC for the use of the CLEC's network to terminate the
local call and visa versa.
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However, reciprocal compensation was not intended to require local exchange
companies to compensate each other for handling calls which were not associated
with the mutual provision of local exchange service. For example, the following
diagram illustrates a situation where a SSC customer originates a call that is to be
carried to a different exchange (or different state) by an interexchange carrier
("IXC") that is connected to a CLEC. In these situations, SSC and the CLEC
charge (meet point bill) access service rates to the IXC for the respective portions
of their interconnected network that is used to deliver the call to the IXC's

1



point of presence ("pOP")-SSC and the CLEC do not charge each other for any
portion of the call even though the call was exchanged between their networks
within the local exchange. The customer that originated the call is charged by the
IXC for the interexchange service provided to the customer by the IXC. Again, this
is the same process that has been used by LECs to jointly provide access service
to IXCs.
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As depicted by the following diagram, an Information Service Provider ("ISP")
operates in exactly the same manner as an IXC in that the ISP charges the local
exchange customer for any call the customer places to the ISP's network. And,
just as with an IXC, the call to the Internet via the ISP rarely, if ever, actually
terminates at the ISP's premises but is carried for completion to an interexchange,
interstate, or international location. Consequently, the call to the Internet, like the
IXC's call is an access call. SSC and the CLEC should not charge each other for
use of each others network but instead, both SSC and the CLEC should charge the
ISP (meet point bill) access rates for their respective portion of the interconnected
local exchange network access that is used to deliver the Internet call to the ISP's
POP.

Local (Exchange) Callng Area

Interconnection
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CUstomer Information
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However, because of the FCC's exemption, usage based access charges are not
levied on Internet ISP network usage as they are on IXC network usage.
Consequently, in order to avoid these legitimate interstate charges (which provide
for (a) recovery of access costs and (b) support of universally available local
exchange service at just, reasonable and affordable rates) existing and new IXCs
have devised methods to arbitrage and inappropriately game the system (take
advantage of the exemption loophole) and route their traffic, not via normal IXC
networks, but on the Internet.

3



5



TAB 5

IXCs ARE USING THE EXEMPTION AS A LOOPHOLE TO
AVOID ACCESS PA YMENTS

The attached advertisements and articles are indicative of the Internet toll calling
plans being created by IXCs as a result of the FCC's ESP exemption to avoid
access payments.

• The local exchange network of ILECs and CLECs is being used by IXCs
to gain interstate access to the Internet.

• The Internet backbone is being used to transport the toll call.
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News Release
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FOR RELEASE TUESDAY, NOVEMBER 11, 1997

More users get local, toU-free access to AT&T WorldNet Service

Country's largest direct internet service adding 75 points of presence

BASKING RIDGE, N.J. -- AT&T announced today that another 8.3 million people will be able to reach
the Internet through AT&T WorldNet* Service with a local toll-free call by year-end.

The company will increase the reach ofits AT&TWorldNet Service; the country's largest direct Internet
service, with the addition of75 points of presence (POPs) by the end ofthe year. The additional access
points will give AT&T WorldNet Service a total of330 POPs. Each POP represents.one..or more local
telephone numbers that AT&T WorldNet Service subscribers can use to reach the service with a local C?.1l

that carries no toUc_barge. -- -

"Customers want local access to reach AT&T WorldNet Service," explained Dan Schulman, AT&T vice
president for AT&T WorldNet Service. "This action expands our local footprint to more than 70 percent
ofthe country."

AT&T WorldNet Service currently operates 255 POPs in the United States. It is the largest direct
Internet service in the U.S, with nearly one million subscribers.

Individuals should check with their local telephone company to determine whether they can reach the
nearest AT&T WorldNet Service POP without paying a toll charge.

AT&T WorldNet Service is a unique service that enables customers to get to and use material from
leading content providers in ways best suited to each individual's needs. It offers unlimited access for
$19.95* a month, hourly pricing plans, free software for multiple platforms, and no start-up cost. AT&T
WorldNet Service was selected as the top Internet service provider by Smart Monev (5/97) magazine and
PCWorJd (7/97), with both publications citing its outstanding reliability.

AT&T WorldNet Service ranked first among 13 major Internet service providers during September in its
ability to connect customers on the first try -- 96.2 percent ofthe time as measured over a 24-hour
period. Measurements were made by Inverse Network Technology. AT&T WorldNet Service software
for Windows* 95, Wmdows 3.1, Windows 3_11 for Workgroups and Macintosh* is available by
download free of charge from the public AT&T WorldNet Website (bttp://www.att.netl) and from the
AT&T Corporate Website (bttp//wwwatt.comll or by calling 1-800-WORLDNET.

To find the POP serving your location, contact AT&T at wwwatt.net/ or 1-800-WORLDNET.

* Telephone access and other charges may apply.
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Your Full Service Telephone Company
Throughout California!

J Local Dial-Up Services for Internet Service Providers ,J

Click Here to find out why you should be with Pac-West

~J 56Kbps Modems: Questions and Answers <I

~ ..,J Bargain Priced High Quality Long Distance ..~
Fiber Optic Quality and 5 Star Service from 4.9¢ per minute

Click Here for details.

JConstant Touch® VoiceMail has arrived! J

Click Here for details on this exciting new service.

© Copyright 1997, Pac-West Telecomm. Inc. AU Rights Reserved.
COD!ltantTouch is a registered trademark of GlenAyre
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e ep one- 0- e ep one nternet
Telephony!

To Learn il10re About
Global InlerllelJvork S.\f

Global InternetworksM

An Introduction
USA Global Link's GloballnternetworksM is an advanced global Internet
telephony system that does not require either the caller or the recipient to have
a computer, modern, or any peripheral equipment. The system is capable of
transmitting voice, fax, video, and data via the worldwide Internet backbone
and a distributed network of private lines and proprietary nodes, without the
delays or lack of quality commonly associated with Internet telephony. Global
nternetworkSM is projected to have no delays.

The low costs associated with Internet transmission will greatly reduce prices
for telephone calls to USA Global Link customers using Global
InternetworksM. Exact calling rates are yet to be determined, but it is
anticipated that rates will be 80-90% less than conventional international
calling, and 20-40% less than callback. "Callers can expect rates of from
$USO.25-$0.45, anywhere to anywhere," says Christopher Hartnett, USA
Global Link chairman. "By using Global InternetworksM. everyone with a

hone will be able to make low-cost international telephone calls."

Global InternetworksM is simple, seamless and transparent to callers. USA
Global Link customers will simply dial their phone and be able to call anyone,
anywhere in the world, for a fraction of conventional long distance rates. Voice
calls will be instantly transformed from analog to digital signal and transmitted
via the Internet to any telephone in the world. Once the call reaches its I

destination, the data is transfonned back into analog voice format and
forwarded to the recipient via the local telephone system. Digitized data travels
on the Internet unhindered by the regulations which artificially inflate the cost
of traditional voice traffic. The advanced Giobalinternetworks'l technology
developed by USA Global Link allows customers to enjoy the tremendous cost
benefits of the Internet without a computer or other equipment, and with no
sacrifice of quality.

USA Global Link-The World's First Truly International
Internet Service Providers"1
As the world's largest provider of discount international telecommunications
services, USA Global Link. brings a unique combination of telecom advantages
to Internet telephony. Unlike other providers ofInternet services, USA Global
Link is a major facilities based international communications company, with
its own global fiber optic network and advanced telecommunications
technology.

In implementing Global InternetworksM, USA Global Link is dedicated to
service quality that cannot be adapted by companies supplying Internet
services only. USA Global Link is rolling out this voice product over the

http://www.usaglobal.comiinternetworkJindex.htm 4/3/98
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Internet only after extensIve deve opment m network provisIOnmg for the
highest quality standards. Quality standards will include 24-hour customer
service, network management, engineered traffic analysis for non-blocking
networks, and redundant facilities with emergency restoration for the
maximum availability.

Because USA Global Link routes conventional international voice and data
calls through a flexible multi-layer network, utilizing advanced least-cost
routing technologies, the company is able to carry conventional international
telephone calls to more than 200 countries and territories at greatly reduced
costs while maintaining the highest level of quality. This scope of activity
allows USA Global Link to offer truly international Internet service. With the
implementation of Global InternetworfcSM, USA Global Link becomes the
world's first truly International Internet Service ProvidersM (IISP).

At Last-True Telephone-To-Telephone Internet Telephony!
Imagine the cost savings of making a long distance telephone call through the
Internet, without needing a computer, modem, or any peripheral equipment.
USA Global Link Global InternetworksM users will be able to make long
distance and international calls just as they would any other call. Callers
simply pick up the phone, dial the number, and connect with the called party III

anywhere in the world-at rates 80-90% less than conventional long distance
pnces.

By utilizing our advanced technological and global network advantages, USA
Global Link's GloballnternetworksM enables callers to connect worldwide
through standard telephones, using the Internet, without any special equipment
or dialing procedures by caller or receiver. Our special Global Internetwork
8M technology allows you to talk with or fax to business associates, friends.
and family-anywhere in the world. with the high quality you demand.

USA Global Link will make the service available in a host of major business
centers, including the USA Germany, Japan, Brazil, Hong Kong, England,
France, South Africa, Australia, Indonesia, Korea, Chile, and the Benelux
countries. The system will,~xpand rapidly throughout the world in the
following months, creating a revolutionary global Internet telephony network.

-' ecnnology tsenlnd
Internetwork I Contact Us I vVorld Press

Articles and stories are repnnted with t he permission of their authors or other owners of the copynght In them

CCll'vnl!ht (0 1998. USA Global Link. inc. All Rights Reserved. The names. logos. taglines. slogans and icons
Idenllfylng USA Global Link's produc.s and servIces are the propnetary marks of USA Global Lmk. Inc
\\·chmas,lcT'{i u:o.Jl!1 ,Ulm

http://www.usaglobal.com/internetworkJindex.htm 4/3 4~
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USA Global Link Partners with 3eom On Its $1.2 Billion Internet
Telephony Deployment

FAIRFIELD, Iowa, February 10, 1998-USA Global Link, Inc., the world's
largest provider of discount international telecommunications services, signed a
letter of intent with 3eom Corporation (Nasdaq: COMS), to supply network
infrastructure for its SI.2 billion worldwide Internet telephony system called

- :--- Global InterNetworksM, a multi-pathway/multi-protocol global
telecommunications network. 3Com is the premier manufacturer of carrier-class
multi-service access platforms and VOIP-access solutions.

The proposed agreement encompasses a complete arrangement for 3Com to
engineer, furnish and install facilities on a global basis. Installation of 3Com' s
Total ControhM multi-service platforms will begin this spring and continue with
the planned installation of 500 switches over the next 3 years. Initial installation
will begin in Brazil, Germany, The Netherlands, Japan, the U.S., Switzerland and
Hong Kong, with other countries in Europe, South America and the Asia-Pacific
region to follow. Investment for this phase of the Global InterNetwork
deployment will exceed $500 million.

"Last spring USA Global Link opened the floodgates on Internet telephony with
the announcement of our Global InterNetwork system," said Mr. Christopher W.
Hartnett, Founder and Chairman of the company. "Partnering with 3Com is a
cornerstone to the successful deployment of the most sophisticated and
ubiqUItous telecommunications network in the world. Our vision and 3Com's
expertise form a powerful synergy for success."

As the world's premier provider of alternative telecommunications services, USA
Global Link has been deploying the Global InterNetwork system, an advanced
network platfonn for the delivery of voice, data, fax, video and broadband
multi-media services. Integral to the Global InterNetwork design and deployment
has been the integration of IF athwa s for voice and data services. Having
researc e t e tee 0 ogy pac ages of all the leading developers of IP access and
routing products, the company has adopted 3Com's Total Control VOIP system as
the most flexible and advanced of the few carrier-class products available.

"It is critical to the company's Global InterNetwork strategy that any solutions
adopted be carrier-class," ~aid Mr. Gary Hamm, Vice President of Global
InterNetwork and Chief Technology Officer. "Early developments in VOIP
products lacked the integration of features into an existing carrier environment.
3Com's products meet our requirements in a completely integrated technology
package, making a new range of quality services possible, and allowing us to
dramatically expand the envelope oftelecom services worldwide. Also critical to
the choice is 3Com's global expertise and support presence."

The Global InterNetwork system is a complete global telecommunications
network, which will ultimately encompass over 1000 points-of-presence (POPs)
in all major metropolitan centers of the world, with a projected total capital
investment of $1.2 billion. The company is actively searching for co-location and
marketing partnership opportunities.

C;Jfcer

OpportunltlCS

Reprcsent;1ttve
Proqram

Products &

Ser"Vlccs

Th" World ,~ Our Llmlly

USA
GLOBAL

,sa:

"We are extremely pleased to be partnering with USA Global Link, a company
with the vision, resource" and tenacity to pull off a scheme as impressive as
Global InterNetwork," said Mr. Ross Manire, Senior Vice President of3Com

http://www.usaglobal.com/ourcompany/annc.uncements/020998_3Com_deployment.htm
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Carrier Systems. "Our Total Control platform is a perfect fit with its picture of
the global telecommunications network of the next century--flexible, powerful
and adaptable to changing and e1(panding market conditions."

USA Global Link is the undisputed leader in alternative. innovative
telecommunications strategies, such as: discount international long-distance,
international callback. Global 800SM numbers, phone-to-phone Internet telephony
and wholesale carrier least-cost routing services. USA Global Link also offers
one of the world's largest corporate travel and prepaid calling card programs.

USA Global Link was recently ,::ited as one of the world's 50 largest
international carriers and one of the world's fastest growing telecom companies
by Communications Week International and the Yankee Group in a joint survey
published last December. USA Global Link provides service to more than 200
countries and territories around the world and is an active member of the
International Telecommunication Union (ITIJ) in Geneva, Switzerland, and the
U.S. Department of State's International Telecommunication Advisory Council
(ITAC). The company is headquartered in Fairfield, Iowa, U.S.A.

Note: Global InterNerwork IS a reglstered seT"' lce mark of USA Global Link. Inc

http://www.usaglobal.com/ourcompany/announcements/020998_3Com_deployment.htm 4/3;9X
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Need help?
Try our fast,

friendly supportl

three ste s ...

order service

contact us
user gUIde
fa uide

•

Step One

The Internet Phone Company (IPC) is dedicated to providing the highest
quality International Long Distance Telephone Service at the lowest possible
prices to the Internet User Community. Once you have reviewed our rates,
we think you will agree that we have met our objective. Depending on where
your call originates and terminates, you can save up to 70% over local
telephone rates.

Our slate of the art Intelligent Services Platform (ISP) combines the
economy of Callback Service and the features of a Debit Card. As an IPC
customer, you will be assigned a personal telephone number on our US
based sWitching platform. When you wish to place a call, simply dial your
personal number, hang up and wait for a Callback. When you pick up your
phone, you will be prompted to enter your Debit Card number, hear your
remaining balance and receive dial tone to place your call.

Unlike many other callback companies. we bill our calls based on actual
connection time - you only pay for the time you are talking. Many of our
competitors bill their calls from the time you receive your callback or use
some complicated formula that can add up to 25% to the cost of a call. IPC's
billing is straight forward and always allows you to verify our charges by
announcing your credit balance each time you use the service. We also bill
your calls in six second periods (after the initial 60 second period) to save
you even more money.

If you would like more details about our service, please visit our FAQ page.

Lets go to SfelL.-Two for my rates.
I Home I Contact Us I FAQ I library I Order I Bates I Search I Support I Three Sleps I User Guide I

Copyright 1996-97 Internet Prone Company. All rights reserved.

http://www.inetphone.comlsteps/ 4/). 9X
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DIGEX Showcase

Choosing an
Internet Service' "
Provider

Selecting the right ISP is
the most important decision
you can make.

10f6

Findimr an Internet S~l\'lCe Provider in Your Area

Examine the [SP'~ \Jetwmk

Gettinll Connected! imv Much Will Thev Help You':

Conclusion

This white paper is written for corporations or organizations interested in
high-speed access (56 Kbps or higher) to the Intemet. Different selection criteria
are necessary for dial-up capabilities orfor reselling bandwidth from an Internet
Service Provider (ISP).

1. Finding an Internet Service Provider in Your Area

Begin your search by finding a provider who has a point of presence (POP) local to
the corporate site where the circuit will be installed. This does not mean that the
ISP needs to be headquartered in your city, but that the ISP has an access point to
their network within your service area. For many of the access services ISPs seU.
the closer the ISP's point of presence is to your site. the Ip.s~ expeasive yoor
mo~ telecommunications chames will be. j'ry to avoid the additiilnal
'GharW'~ of orderin~ and paying for a long dIstance circuit mto tl'ie'" puint (J'L presence.
Unfortunatefy. thiS may not be an optIOn for those in smaller cities.

Prices for point-to-pomt dedicated circuits are based on the exact mileagefrom
your site to the ISP's point ofpresence. Other services such as Frame Relay are
not distance sensitive, but may not be offered in all areas and do not offerfull

3/10



Intern,et .could
reVOll!ltionize
phone service

I

By Steve Rreenbl.1sh
USA TOr'AY

--
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the lIrst mn~)r US. long-distance ClImer 10 jump into the
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that could allow millions of AT&T phone calls 10 lravel via
the Inlernel 1051eac[ of the regular phl;me network,

The shill at AT&T is powerful evidt'nce of a remlU"k8tlle
changt' Ihal has llCcurred In telecommumcl1!ions during lhe
pa'Sl year, relellhone cnlls over the (nt"mt'!. dismissed not
long ago a< a hIgh-tech yer.lIon of ham mdio. nre !lUddeuly
taken \erv ~enous"y by Ihe cnmmunicallons l."rtntllisbment
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begin.' dllnnll Ihl" !;t'COnd quarter. (~~ Communlcatlom
and II lew other ('arner.! already allow people to make calls
over the Internet lor 5 cenl!l 10 7,5 cenls a minute

By 2002, the Internet could account lor IIrf 01 U.S. Rnd
lnternalionnl 10nF.-<Iistance vOIce traffic. up from just O.2~(

last year preGlct! anal~ Mark Winther of International
Data COl p "Internet telephony is a realtlv. and telcos have

--
ww~usatD1iDY~Dm-

TUESDAY, FE:BRUARY 10, 1998----------------_.._---
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tMMUNICATIONS

ICG Joins Telephony Price Wars, Plans
5.9 Cents a Minute for Long Distance

By STEPHA.'llE N. MEHTA
Staff Reporter of THE WALL STREET J OtlRNAL

ICG Communications Inc.. jumping
into the Internet telephony price wars.
plans to offer long-distance calling for 5.9
cents a minute.

The rate undermines the dime-a-min
ute pricing widely available to consumers.
It also undercuts Qwest Communications
International Inc.'s 7.5 cent-a-minute price
for calls using Internet technology. lOT
Corp.• a small carrier in Hackensack. N.J..
is offering a five-cent rate in a limited
number of markets.

These new carriers are able to offer
lower prices in part because their calls
bypass the tolls that traditional long-dis'
tance carriers must pay to local phone
companies. which carry the calls into
homes and offices. SUch fees. known as
access charges. can total more than four
cents a minute. "I can offer calls at this
[5.9 cents I rate and still make money,"
said J. Shelby Bryan. president and chief
executive of ICG. in Englewood. Colo.
AcqutsttiOD Is Cited.

ICG. which offers local service in Cali
fornia. the Southeast and parts of the
Midwest. is able to offer long-distance
service nationwide because of its recent
acquisition of Internet service provider
Netcom On-Line Communication Services
Inc.. with network facilities in 238 markets.
Netcom's local offices will serve as gate
ways tor the long-distance calls. which
must be broken into digital "packets"
before transrmssion over the Internet. ICG
said Lucent Technologies Inc. will supply
equipment for the service.

Mr. Bryan said the service will be

available to business and residential cus·
tomers in 166 markets by year end.

The 5.9-cents-a-minute rate applies to
calls originating and terminating in those
markets. which represent about 900/0 of
domestic long-distance traffic. ICG said.
Calls terminating outside the cities will
cost 7.2 cents a minute.

The leap into the long-distance busi
ness is a significant move for tiny IGC.
which had revenue of 5273 million last
year. Mr. Bryan said the company has had
to invest in customer-service centers and
software to sign up and bill new long·dis
tance customers.
Regulators to Decide

There are risks. too. Consumers may
not tolerate the inferior quality of "voice
over-Internet" calls. The big savings such
carriers gamer from bypassing the tradi
tional telephone architecture couid evapo
rate if regulators decide to subject Internet
telephone calls to the same access charges
as regular phone calls.

Separately, ICG is expected to an
nounce plans to offer high·speed Internet
access to small businesses and some con
sumers in the local markets it serves. The
company plans to use digital subscriber
line. or ·'DSL." technology to allow cus
tomers to download data quickly over
traditional copper telephone lines.

To deliver the service. ICG said it will
install equipment in the Baby Bells' cen'
tral offices and lease access to local tele
phone lines from the Bells. Mr. Bryan said
rCG is the first of the competitive local
exchange carriers to announce a DSL
offering. something that many Baby Bells
and GTE Corp. plan to deploy.--------
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Bells begin tolling for Net calls
companies simply start charg
ing access fees, "The industry
would probably not pay it,"
says Joe Garrity of Qwest Com
munications, an Internet long
distance provider. The Bell
might then flle a complaint,
forcing the FCC to rule

The agency is caught be
tween the White House on one
side, and traditional phone
companies and rural-based
senators on the other. Imposing
access fefS could double the
price of Internet calls, which
now cost as little as 5 cents a
minute, officials say.

characteristics of telecom
munications services."

The FCC backed off a plan to
automatically treat the compa
nies like long-distance carriers
after the White House said the
move would smother Internet
rommerce. Instead, the FCC
says it will consIder complaints
from the Bells individually.
Generally, companies that car
ry voice calls between phones
- as opposed to personal com
puters - would be SUbject to
the charges, says FCC Chair
man William Kennard.

If Bel.ISouth or other phone

Long-distance
companies must
pay fees to Bell
companies to begin
and end calls, and
to subsidize phone
service in poor and
rural areas.

ISPs, such as
America Online,
are exempt from
such fees because
they provide an "in

formation service." But in a re
port submitted to Congress Fri
day, the FCC says some Inter
net phone, carriers "bear the

Internet companies
to pay the fees, FCC
offlciaJs say.

The Internet
could account for
II ':'Ie of long-dis
tance voicp 'raffie
by 2002, up from
0.2':( last year.

The controversy
turns on whether H D." Be..... USA TOOAV

companies that car- Kennard
ry voice calls over
the Internet, or similar data
networks, are more like Inter
net service providers (lSPs) or
long-distance companies.

By Paul Davidson
USA TODAY

Making long-distance calls
over the Internet could soon
'0Sf' its price advantage after
the Federal Communications
Commission said some Internet
phone providers should be reg·
ulated like phone companies.

BellSouth will immediately
begin charging access fees to
Internet phone services, says
company spokesman John
Schneidawind. Several other
Bell carriers plan to flle com
plaints a<;king the FCC to force
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InternetPhone Calls, No Computer Necessary
------------------------------------------

When Calls Go Through Cyberspace, the Cost Can Drop Considerably, and It Still Sounds Like Mom
--L.-.-._' _

By SETH SCHlESEl

M AKING a phone call over the Internet use<! to be
a chal1eng~. For one thing, there was no phone
Involved.

In 1995. for Instance. Steve R Frampton waS helping
to link a school system In KIngston. Ontario, to the
Internet. Sometimes he tned to use the computer In his
laboratory to call his girlfriend on her computer In
Japan

"How the old way workea Wd:S Wlil purties would
have sound cards, and then the sound cards would be
hooked up with a microphone and a speaker, and you
would choose from a cllent software package," he
recalled. "The configurations were very easy. The Inter·
faces were really nice, but the quality was really bad.
Basically It was either completely unintelligible or It
sounded like you were talking In a toilet or something."

Last lall, after trylng three generations 01 modems,
Mr Fr amplon gave up and went back to paying about
$i.so a minute to talll over a conventional phone line

Today anyone can make an Internet phone call, with a
telephone

Nora S Spohr has no need for a computer when she
makes long-dIstance calls. But her conversations stU!
travel through cyberspace.

"My phone bills used to be up to $500, $700," sald Ms.
Spohr, a leather merchant In Englewood, N.J., who often
calls Florida, Europe and South America But she
recently started using prepaid phone cards from a New
Jersey rorporation called lOT. which routes many of Its
calls over the Internet rather than over traditional
communications networks.

With each call, people like Ms Spohr and the cnmpa
nil'S that serve them are shaking up the telecommunica
tions Industry. They are beginning to usher In a time
when computers will have to share cyberspace with
other technologies, just as cars share the highway with
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motorcycles and trucks.
On Friday, the Federal Communications Commission

look the tlrst step toward regulating Internet calls when
It re-commen<fed that some cyberspace phone carriers
pay the same fees paid by traditional phone companies,
But for now, people like Ms. Spohr are relishing their low
~~. .~

"I used to pay ltke 89 cents a minute to Argentina
because I had this urge to pick up the phone at any tim.~

and the phone companies have many different rates,"
she said. adding that lOT let her call Argentina for abouS
48 cents a minute at any time. ~

"WIth the card. I just get to call whenever I feel like
it," she said on a r"cent weekday. "i <: ailed Buenos Aires
.vJoi] because' I"'got mv uncle's birthday, and I don:i
have to worry. I don't want to be restflcleu '" Hun ....;

walt for Sunday or Saturday to get a good rate
". find no problem with the qul!1lty. and a's ,,{j[

Continued on Page 8
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Shortcuts-Around Lon -Distance Charges--
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EVOUmOIl Steft R Fr.I,mptOn of Ontllrio used V) m<IJr.e carino Japan onhia a
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mDaIte for calla anywtlere In the i,]n;,ted ablel to 1md.eX"CUt'tIle esublllllld Cl
S~ at any lime of day; the trat/llt/illal beer/lUSt Intern8carrieJ'lll m. do II(

pbaDe compaales' st8Jlflal'l1 flat ratll II 10 to pay th!! tE:eSmandated bY aatIcm
c--. '\: ~ .. InUlI1IallOnal reguiation. .""*'_·"'1aVIIIP OIllnten~I.attonal call!. (:RID be ',iV1lerl AT&T. fot Instane:8. carrtell
e.- areater. U.s.A. Global UnIt, a prIvate flTlm Albuy to CIl!cago. the CllJlllPllDl
<DDPIDY that uae In//:emet ~llolilY to pa', a I.Olal (If aboot • eenUl a tIIIIlute
deIlftr IntematlalUll culls primarily OIllalde Allanuc. the local. phOlltl c:ampIIlY ,
th&United States...,. tblIt Its nUll!1 t)'ptl:a1· Y'I>B, 8I1ld Amerttecl1. the IDeal pboIi
Iy.-rcut tbme of tll1lditJoaal cal:'rtl!~'J'III by P/,my In 1l1lnols, fot":connec:dDI me cal
anJlIDcI30 pen:eIIt. 'Ibn company ISpllliJll1lJlg p!YJng those lees. AT&T stUl bas .to
to begin selliq semoll SOClIl til Un1I,ed States tis Internal costs" ~alstng me pnl:\!
ClIDIWDers. "." (~:all . ,;.~

lJUemet calls are cheaper than ~ltO:rleover tn the Telecommunicatlcal Act '
staDdard nenrorks f,or two basil!. rl!asons. congrE:ss exempted Intemet co~

By splltting up the u:am cars (thll! pl.eceS 01 from. bavmg to paYithose fees to~
Information) that constitute a COl WE: rsation. com1P~lIlIes In mOSt cases. __
a carrter can often. use its ne~iV01:lt more concerned thal lht! Internet might
efficiently. On a s'candard tele/'pltlme net- come a hit. !o;"
work, .two people enjoying a mClment of Now that the intnet seems flnnl
silellCe generally Illi:e as mucb of thl! system llsbed. the F.C.C.~ taIleD me ftI'IIII
as a screaming match does. But dlllnng that level the playing I Id whell entrell
moment 01 silence. a network Uliinlil: internet use L'Yberspace to uplleate me tn
tecbnology would be sending pans of an- network's mam ~CtioD: cODMCdI
other conversation Involving two 'i)ther peo- ThIJt couid make lr¢ernet calls mor
pie. If the tecbnol~,gywas work:.mg, properly, slve.
the quiet of the lIrst call wO\lld not be But the Internetls regulatory a<l
I1lterrupted. " remains strong f~lntematiaDal4

More Important, however. comlilattles that cause internet co antes are oftel
ransmtt phone calls over ttl:'! Irlterne~ are avoid or reduce e huge tees, It

Continued From~e J

t;Omplicated at all:' she added. "And by
buytng the caras. I'm linuting myself to
around $100 or a little more a month."

The Internet has allowed people to talk to
one another through their computers smce
the early 1990's, but the technology was
complex and the sound quality c1Ismal.
Around 1996. comparues began offering
phone servJce that allowed people to use
their computers to talk to other people who
~ telephones. but the sound quality was
fill poor,
I!' Howard Jonas, chairman of lOT, which
tarted one of the first computer-to-phone
~ces. 'IUd the first customers tended to
coine from the <Iig1tally adept. "In the be
glJIDlng," he said, "It was like: 'Hey, Mom.
you can't believe it. I'm calling you from
Bangladesh. and it's only a dime a mmute.'
And Mom was like. 'Whaddya say?' ..
.. ~ut DOW companies are offering phone-to- .
ebone long~tance servJce that routes calls
over the Internet but keeps the sound qUali
~ close to that ot a standard call
: Standard calls still have the edge in quail
t::~ Internet calls. That Is because a

d telephone call travels like a tram
dawn an empty traclt: Each conversation
haa Its own set path. which occupies a
ceruun amount of network space. regard
less of whether the callers are actually
spN¥.ing or not. An Internet call often trav
els like a tram that has had its cars spilt up
abd sent down all sorts of different paths:
~ IIOUDd is translated into binary computer
&Ode, ana bits of code travel different routes.
t/ben those pieces of code are put back
kether. they can remam a little jumbled
taJld the call is not as clear as It couia be).
'-..u the oldest consumer electrolUcs de
vI~!he phone has all the glamour of a long
serving hlLlll1ytnan - dutitully reliable.
somet11Des cranky, qUIetly Indispensable.
- But that Is ctwlguig. As Internet technol
:uIY begtDs to transform the world ot plam
:014 telephone servtce (or POTS, In telecom
:mllll1callons jargon), the phone III talting the
IInternet out of the expensive computer boll
:es In which It has traditionally resIded and
:making It useful for people who do nat know
'a DOS prompt from a fisk dnve.
, In fact, the people who are usmg ordmary

:New phone service,
;providers cut costs by
I

!routlngcalls over the Web.
,
:telepbones to make calls though cyberspace
1_ • process called telephony (pronounced
:tel.EF-own_) - may be the first people to
:use the Internet WIthout usmg a computer.
I But they WIll not be me last.
: "We're gotng to see a massIVe amount of
; lntemet use WIth appliances which have
'been internet-enabled but WhIch we don't
:tblnIt 01 as PC UlUts." saId Vlnton G. Cerf.
:wtlo co-deslgned the Internet to the late
'1960's and IS now a semor execUtlve at Mel.
: the NO.2 long-distance telephone company.
: "Telephony IS only one example of that.
, Vldeocassene recorders, televiSIOns. wash
: tng maclunes, water heaters WIll all show up
,on the network for all kinds of reasons."

In Mr. Cerf's viSion. VCR's could sprout
: Internet connections so they could be pro
:grammed Irom home. or a water heater
:Coukt step out mto cyberspace so a local
, power company could turn It on when elec
: trtctty was eneapest.
~ The mam reason that telephones are
showing up on the network 1S cost. For
~e.~ho ~v~~ In malor met.~llOiltanare~

Dozens of compallles sell some sort of
telephone servIce that uses Iihe Internet.
Dozens more say they have the best
technology irOr talking throl.l:git cyberspace.
The five companies DPlow r'epresent most
factions In tite new wavl! 01 long-distance
Internet phone carriers. Local calling itas
not yet emerged as a fertile market for
Internet entrepreneurs:. As put by San,ay
Mewada, ;11l anaJvst for tne Yanllee Group
In Boston: "It is cheaper on a per'mlle
basI-! for you to fly from New York to
London than to taJle a coil from Manhattan

APLIO
(888) 642·7546
Apl1o. a company &ased In France
recently released I small box thaI
between a normal telepbone and a
jack. The user mlllt have a ItaIUU
up Internet accoWlt and thea. can I

another Apllo useianVWhere In til
the company pro set, for no mOl
the pnce of a loc all llIe cost Il
Is $199, plUS mon y Internet acci

DELTA 3
(888) 335-8230
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T. Nan S. Spohr of Englewood. N.J.• URS a phone card for Iong-d.ia1am:e Internet c:alIa.

,e,
~mmlra~m.~me~m~re~

~c~ to or lrom omer nationS. Some
CIlIIIIIIIiea alIllW Internel tratf1c to Ct'llS!

lbIir borders Without special cIIarg~ be
.....mey are seeIdn& to Increase aceesa tos:~I~Y is ~~theHt-
,tlelDeDt procesa a1toptber:' said C. HoI
:taDd Taylor. chief executiVe of U.S.A. Global
'LIDk. "It aJIows you to treat VOIce. wb1ch has
\tnJd1UODa1ly been very regulated. as a se
.rieI of dlUa pacll.ets trllIlS1ting the globe as a
'IlIlIIrellUl&teeI mec11a."
(But the regulatory lorc~ thaI allow Inter
IJ18t pbDne compames 10 unc:lercut melr larg·

S
'older compeutors may not last for more

a lew more yean. Even belore last
'5 F.e.c. recommendauon. the domes

, accessI~ thaI traditlonalloll3-d1stance
Carriers must pay to local phOne compames
were decreaslllg, allowing the Iong~lstance

.gIuU 10 lower their prtcea.
t' lD, the inlernaUOllal arena. agreements
,radaecI under the auspices 01 the World
TradII OrgllllWl1llln are Intended 10 reduce
the Mtdement fees that Increase the Price ot
staDdanI cross-border calls. ThaI would put
more pressure on the Internet carners.
• EY\!D the propnetors 01 Internet telepho
llY - dlelr windoW closing. "My basIC
f -_ ...

(t·
A call 10 Hong Kong. tor instance. costs L9
cents a mmute lrom anywhere In the
UD1ted States at any time. tar less than
~T"T's standard resIdentIal daytIme rate
cit $1.93 a minute,,..
QWUT
~466-0116

QI"Sl. which Is buUding a nalionalllber
0!!.dC network ot its own. sells phone cards
• allow a user to call anywhere In the
Ualteel States tor 7.5 cents a mmute. at any
tUDe. Qwest's cards are avlUiable In ome
c:UIes. mostly In the West. Including Los
AIIIeles, San FrancISCO and Sail Lake City

I

thought Is, evenwally It's lOiDI to d1e," said
Mr. Jonas. chairman of lOT. .

It the marllet for baaIc pboae calla over
the Internet dJsappeara In the DeJll ,
yean. the Dext step 'or the tee\mOIaIIltI
and marketers may be to c:oavtnce peGIlIe
like Artella Le~ that there is IIIIJI'8 to a
phone call than ta1IUJII. c ,.,;,0" ,--"

ML Levy. who recenlky graduared !rom
, the Unlversity 0' Pennsylvania, beuQ aIllIUt

IDrs Internet phone cards 01\ the r8dllL Sbe
boU8bt one. which she uses to make iJIexpeD
slve long-distance calls to her 'nencIL

"It's lust the same as a pllor~" she laid.
,.Yau can 'llellthe d1tterence. ihe only thing
they can do to malte L phone call better 15
brtng the person mto the room:'

Mr. Jonas is looltlng 10 sell Internet pIJaDe
cails In ways that trad1uona1 phone compa-,
nles cannot malcb. He says video Unka may
eventually prove popular. but lie adJrtts mat
he Is stumped alter that. '

Reterrlng to a futuristic maclllne' In
Woody Allen's 1973 film "Sleeper" that en
veloped its user ..lid delivered seD&l pleu
ure. Mr, Jonu laid: "Frllllkly. IdClo't ImoW
what more people want trom dle pIlone. You
can laIIt to people. You..an see people. lbe
next step is either 'KIrk. beam me up' or It',
lump III the orgasmatroD:'

.' .~.. -
lOT

(800) 22S-~38 '
lOT sells phonecards that allow users to
call anywhere In the Unlled l:tates. at any
moe. tor 5 cents a minute. lOT's cards are
available In 50 markets. mcludtng New
York. Boston and Chicago.

I-UNK

(888) 23S-9465
Unllke most Intemetcallers.I-Llnk's
cuSlOmers use the company as their
detault 101l3-d1stanee carner. I-LInk sells
servtce In Silt markets. mostly In the West,
lfIcludlng Phoenllt. Dallas and Kor_

111e company otters domest,l,c C,allloRtor I
4,9 cents a mmule, 24 hours a clay.
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Net use
doubling
every
100 days
Bv Elizabeth WeisI!
U'SA TODAY

In Its 11m maJOl' studY 01 the
economIc etlect 01 the Inter·
nel the Commerce De1l&rt.
mem SllId Wednesday that Net
traflic IS doubting every hun
dred davs and electroruc com
merce SItould reach $300 bil·
bon by 2002-

More than 100 million pe0-

ple are now on tine. accoMlllg I' ,

to the wicle-ranglllg report. The
"dil\ltal economy" IS growmg at
double the rale 01 the (M!rall
economy and represenCl Illlln!
than 8,., 01 the gross domestic
produCl, it IIlIld..

"AutolJlObiles aren't the big
gest manulaetunng indUSlJ'Y in
the country. We are. and we
have been' lor the Ia5t~...
said Rhett Dawson 01 the Infor·
mation Technology Industry
Council in WasIunI!tlJa, D.c.

In 1996, the latest Ill!\lreS
lIV8ilable, the auto indllSll:Y
~ 3.1% 01 GOP; In
formation technology repre
!IenteO more than ",,_.

In fact. IeduIoIOgy - corn:1
plIlerll. consumer eJectrolIles,
telecommlllllC8lJons. 5OltWIIre.
satellites and the J.ntemet - is I
iJlcrelIlIingly driVlng the US. i
economy, Commerce secre-['
lllI'y William OBIey ald.

In the~ live years. Inlor·
tIl8liOn leCImoIogielI h8Ye been i
I1!!IpOlISible lor more than one- ,
quarler ot real economic I
gruwth. And Wlthoul the Ileep I
dedine In the pnces of technol
ogy, inIlaIion Ia5t~ would
IlaYe been 3,1 % - more thana '
tulI pen:tlII\llge point bJgller
than the 2% It WIIS.

Other IlJIIIiDp:
• While radio lOOk 30 years

to reaCh an audJenCe of 50 mil·
bon. and TV lOOk 13, the Inter·
net took just lour Y'JlID.

• len milllon people in the
USA and Canada had bought
sornetlung on tine bv the eDd of
1997. an increase tiom t 7 mil·
bon SIX monUls before.

The report recommends
thaI government nOI bUrden e
commerce with "eKleIlSIVl: reg
ulation, laXation or censor
sllip," OBIey also 5lreSI!l!d the
need lor bIIsmesles to adOPt
PriYacy !IlIlIIdIldlI lor consum
ers. ADd he Ilimed a salvo III re
SlI'ic:boDs on the expon of lIOn·
ware with IItI'ong encrypCion.

SuCh PI"ORI'Bms allow mes
saaes to be encoded to preyent
mten:eplion or 1lImpeJ'in8 as
they make thell' way aCJ'l]S!l the
lnU!nIeI.

The Qinton adminJSlrlllion.
dangsecunly and law enIort:e
ment needs. lias taken a bard
tine apinsl lenmg SUCh SCln·
ware leave the USA.

The c:urrent pobcy ultunllle
tv WIll result III forelllJl dOllWlll
lion 01 the market and a 10l!l5 of
jobs, Daley saicl. He called 101'
compronuse betWeen govern
meat and busIIIess as the only
hope IIgIIiIlSt forcmg compe·
mes~

The repon lS available 011

une al www.ecommet'Ce.~.
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TAS6

FACTS AND STATISTICS REGARDING INTERNET USE

A. WINDFALL REVENUES THAT MAY BE PAID TO CLECs DUE TO
INAPPROPRIATE APPLICATION OF LOCAL RECIPROCAL
COMPENSATION TO INTERSTATE INTERNET USAGE ARE HARMING
COMPETITION:

Est. 1998 Cum.
Est. 1998 Usage windfall Initial

Usage (MOU) payment Est.
(MOU) Originated Est. Est. to 1998

Number Originated by CLECs 1998 1998 % CLECs monthly Most
of Number of bySSC and CLEC Internet for growth recent

Operating CLECs with and transported to SSC of Internet in actual
CLECs agreements transported to SSC by term. Column (as of Internet monthly

(3-31-98) (3-31-98) to CLECs CLECs ratio (e) 3-31-98) usaoe orowth
(a) (b) (e) (d) (e) (f) (o) (h) en

Arkansas 5 12 847M 26M 33 to 1 60% $0.5M 17% 11%
California 16 29 33,374M 2,370M 14 to 1 89% $18.4M 27% 18%
Kansas 1 12 54M 2M 27 to 1 80% - 17% -
Missouri 5 14 274M 7M 39 to 1 63% $0.2M 17% 37%
Nevada 1 2 82M 8M 10 to 1 98% - 17% -
Oklahoma 5 13 2,969M 13M 228 to 1 92% $6.0M 17% 11%
Texas 31 41 4,364M 161M 27 to 1 93% $6.2M 17% 31%

Total 64 123 41,964M 2,587M 16 to 1 89% $31.3M

From this information it is clear that:

(1) Massive and inappropriate payments from SSC will flow to CLECs
for ISP's (not SSC's) use of CLEe facilities to obtain access to the
Internet.

• ISPs get a free ride or are paid to use access facilities that
IXCs and others must pay to use.

• CLECs receive a windfall payment which as Columns (h)
and (i) show is continuing to grow at an exponential rate.

• SSC receives no revenue to cover its costs for the
thousands of trunks it has added (approximately 45,000 in
1997 and estimated to be 95,000 in 1998) and instead has to
pay another access provider for the ISPs use of their
facilities.

These costs will grow at an exponential rate as Internet
usage grows (Columns h and i).

If this distorted process is allowed to continue, quality universal
service will suffer.

1



(2) The % Internet and SSC to CLEC originating ratio makes it clear
that CLECs are concentrating on serving ISPs to the exclusion (for
the reasons discussed in Tab 2) of residential and business
customers. This is not the type of true local exchange competition
that Congress intended when it passed the 1996
Telecommunications Act.

B. SBC INTERSTATE AND INTRASTATE ACCESS REVENUE AT RISK
OF LOSS DUE TO THE INTERNET EXEMPTION LOOPHOLE.

1997 Actual
(000)

Interstate
Intrastate

IC. OTHER RELEVANT STATISTICS:

$1,229·
$1,527

1. Holding Times: Non-Internet Internet

Arkansas 3.9 30
California 3.3 25
Kansas 4.3 32
Missouri 3.8 26
Nevada 3.9 26
Oklahoma 4.0 40
Texas 3.6 28
Average 3.5 26

Clearly there is a significant difference in the average non-Internet
minutes per call (including all access, local and toll calls) and the
average Internet minutes per call.

2. Customer usage per day:

In a study of one ISP connected to a SSC office in the St. Louis
area, the following customer usage patterns were found:

Average calls per customer per day
Average holding times per call
Average usage per customer per day

• Excluding Annualized PICC amount.

Internet

3.35
30MOU
100 Min.

Non-Internet

13.8
5MOU
70 Min.
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