


TAB 4

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 /ocal 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 SBC customer and terminated to a CLEC’s customer,
SBC compensates the CLEC for the use of the CLEC's network to terminate the
local call and visa versa.

Dallas Local (Exchange) Calling Area

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 SBC 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, SBC 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




point of presence (“POP”)—SBC 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 Intemet, like the
IXC's call is an access call. SBC and the CLEC should not charge each other for
use of each others network but instead, both SBC 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 Intemet call to the ISP's
POP.
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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.






TAB 5

IXCs ARE USING THE EXEMPTION AS A LOOPHOLE TO
AVOID ACCESS PAYMENTS

The attached advertisements and articles are indicative of the Internet toll calling

plans being created by IXCs as a resuit 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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— ATeT

News Release —

FOR RELEASE TUESDAY, NOVEMBER 11, 1997

More users get local, toll-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 of its AT&T WorldNet Service, the country’s largest direct Internet
service, with the addition of 75 points of presence (POPs) by the end of the year. The additional access
points will give AT&T WorldNet Service a total of 330 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 call
that carries no toil charge. B )

"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
of the 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 Money (5/97) magazine and
PCWorld (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 of the time as measured over a 24-hour
period. Measurements were made by Inverse Network Technology. AT&T WorldNet Service software
for Windows* 95, Windows 3.1, Windows 3.11 for Workgroups and Macintosh* is available by
download free of charge from the public AT&T WorldNet Website (http://www att.net/) and from the
AT&T Corporate Website (http.//www att.com/ or by calling 1-800-WORLDNET.

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

* Telephone access and other charges may apply.
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Advanced Teleconmunications for Fadav's Business

Your Full Service Telephone Company
Throughout California!

31000 §

X

+ Local Dial-Up Services for Internet Service Providers
Click Here to find out why you should be with Pac-West

aewn , S6Kbps Modems: Questions and Answers 4

~vewr , Bargain Priced High Quality Long Distance ,
Fiber Optic Quality and 5 Star Service from 4.9¢ per minute
Click Here for details.

»Constant Touch® VoiceMail has arrived!
Click Here for details on this exciting new service.

© Copyright 1997, Pac-West Telecomm, Inc. All Rights Reserved.
ConstantTouch is a registered trademark of GlenAyre
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Global Internetwork in the News

To Learn More About World Wide Press Release

Global Internetwork*"

Global Internetwork.,
An Introduction

USA Global Link’s Global Internetworksm is an advanced global Internet
telephony system that does not require either the caller or the recipient to have
a computer, modem, 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 Intemnet telephony. Global
nternetworkswm is projected tc 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 830-90% less than conventional international
calling, and 20-40% less than callback. "Callers can expect rates of from
$US0.25-$0.45, anywhere to anywhere," says Christopher Hartnett, USA
Global Link chairman. "By using Global Internetworkswm, everyone with a
phone will be able to make low-cost international telephone calls.”

Global Internetworksw 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
destination, the data 1s transformed 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 Global Internetworksw technology
developed by USA Global Link allows customers to enjoy the tremendous cost

benetits 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 Providersy

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 of Internet 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

4/3/98
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Internet only after extensive development in network provisioning 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
calis 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 InternetworkSM, USA Global Link becomes the
world’s first truly International Internet Service Providersuy (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

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

By utilizing our advanced technological and global network advantages, USA
Global Link’s Global Internetworkswm 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 Iinternetwork
sm 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 sxpand rapidly throughout the world in the
following months, creating a revolutionary global Internet telephony network.

Technology Behind - —~
internetwork Contact Us World Press

Articles and stories are repninted with the permission of their authors or other owners of the copynght in them.

Copvneht © 1998, USA Global Link, inc. All Rights Reserved. The names, logos, taglines, slogans and icons
dentitying USA Global Link's produc's and services are the propnetary marks of USA Global Link, inc.

webmasier@usagl com

http://www.usaglobal.convinternetwork/index.htm 4/3 9N



USA Global Link Partners with 3Com On Its $1.... Page | of 2

USA Global Link Partners with 3Com On Its $1.2 Billion internet
Telephony Deployment

FAIRFIELD, lIowa, February 10, 1998—USA Global Link, Inc., the world's
GLOBAL largest provider of discount international telecommunications services, signed a
y -4 letter of intent with 3Com Corporation (Nasdag: COMS), to supply network
infrastructure for its $1.2 billion worldwide Internet telephony system called
Global InterNetworksuy, a multi-pathway/multi-protocol global
\EECHERYSME LN telecommunications network. 3Com is the premier manufacturer of carrier-class
o multi-service access platforms and VOIP-access solutions.
Qur Company
The proposed agreement encompasses a complete arrangement for 3Com to
engineer, furnish and install facilities on a global basis. Installation of 3Com’s
Total Controlrm 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.

Products &
Services

Representative
Program

World Press

Career "Last spring USA Global Link opened the floodgates on Internet telephony with
(SEREAEUICE I 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 powertul svnergy for success."

Contact Us

Home Page

As the world's premier provider of altemative telecommunications services, USA
Global Link has been deploying the Global [nterNetwork system, an advanced
network platform for the delivery of voice, data, fax, video and broadband
multi-media services. Integral to the Global InterNetwork desxgn and deployment
has been the integration of [P pathways for voice and data services. Having
researched the technology packages 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,” said 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 of telecom services worldwide. Also cnitical to
the choice 1s 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.

"We are extremely pleased to be partnering with USA Global Link, a company

with the vision, resources and tenacity to pull off a scheme as impressive as
Global InterNerwork,” said Mr. Ross Manire, Senior Vice President of 3Com

http://www.usaglobal.com/ourcompany/anncuncements/020998 3Com_deployment.htm 4/3,98
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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 expanding market conditions."

USA Global Link is the undisputed leader in altemnative, innovative
telecommunications strategies, such as: discount international long-distance,
international callback, Global 8005 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 cited as one of the world’s 50 largest
international carriers and one ot 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 (ITU) in Geneva, Switzerland, and the
U.S. Department of State’s International Telecommunication Advisory Council
(ITAC). The company is headquartered in Fairfield, lowa, U.S.A.

Note: Global InterNerwork 1s a registered ser 1ce mark of USA Global Link, Inc.

http://www.usaglobal.com/ourcompany/announcements/020998 3Com_deployment.htm 4/3/98
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A Need help?

Try our fast,
friendly support!
three steps Step One
rate center
order service The internet Phone Company (IPC) is dedicated to providing the highest

quality International Long Distance Telephone Service at the lowest possible
RSICULIEL LSS  orices to the Internet User Community. Once you have reviewed our rates,
fibra we think you will agree that we have met our objective. Depending on where
search your call originates and terminates, you can save up to 70% over local
contact us telephone rates.

user guide Our state of the art Intelligent Services Platform (ISP) combines the

faq quide economy of Callback Service and the features of a Debit Card. As an IPC
home 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 baiance 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 pernods (after the initial 60 second period) to save
you even mare money.

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

Lets go to Step Two for my rates.

| Home | Contact Us { FAQ | Library | Order | Rates | Search | Support | Three Steps | User Guide |

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

http://www.inetphone.comy/steps/ 4/3.9%
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DIGEX Showcase

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

Finding an Intemet Senvice Provider in Your Area

Examine the {SP's Network

Support: What Are You Reallvy Buving?

Getting Connected. How Much Will Thev Help You?

Price
Conclusion

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

[. 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 sell,
the closer the ISP's point of presence is to your site. the less expensive-your
mouthly-reeurring telecommunications charges will be. Jty to avoid the additirmal
sharge~ of ordering and pavine for a long distance circuit into the point o presence.
Unfortunately, this may not be an option tor those in smaller cities.

Prices for point-to-point dedicated circuits are based on the exact mileage from

your site to the ISP’s point of presence. Other services such as Frame Relay are
not distance sensitive, but may not be offered in all areas and do not offer full

3/10
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internet could
revolutionize
phone service

New piong — BySieweRosenbusn
tectrioogy NEW YORK — Almost o
COJ‘G t)e year sgn, ATET research

chief Dcvid Nagle demon-

! ‘ strated an Internet tele-
UnStODpable phone call during a two-day
meeting with stock analysts.
He placed the call from a
computer. not a teteshone. The sound guality was terrible.

"The deiays were anroving.

The story was (ar different last month when ATET exec-
utives met once again with Wall Street analysts. President
John Zegiis showed off a new kinid of higher quatity, phone-
to-phone internet call. And the demonstration was accom-
panied by a stunning announcement that AT&T would be
the first major US. long-distance carrier (¢ jump into the
emerging market now known as internet Protocoi (IP) tele-
phony. 1t is hasicailv a cheaper, more efficient technotogy
that could aliow millions of AT&T phone calls to travet via
the Intermet instead of the reguiar phone network.

‘The shilt at AT&T is powerful evidence of a remarkatile
change that has occcurred in telecommumnications during the
past year. Telephone cails over the Internel, dismissed not
long ago a< a high-tech version of ham radio, are suddenly
taken very seriousiy by the communications estaoiishment.

That raises the prospect of lower prices and new services
for consumers and mayr changes 1 the structure of the
industry row dominiated in the USA by AT&T. MCI, Sprint,
GTE end the reginnal Beil phone companies. AT&T'S triai
begins during the second quarter. Qwest Communications
and a few other carriers already allow peopie to make calls
over the Internet [or 5 cents to 7.5 cents a minute.

By 2002. the Internet could account for 1174 of U.S, and
international iong-listance voice traffic, up {rom just 0.2%
iast year. predicts anaiyst Mark Winther of International
Data Coip “Internet telephony is a reality, and teicos have

Please see COVER STORY next page
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Quallty of Net calls improving fast

Contimued tromk 1B

arpnsngly swakened o that
mther early; David
Goodiree of Forresier Re-
sesrch says. “1 will be the cata-
Iyst that forces the ol re-
sTucluring . . of the profis of
all Leicos woridwide ™

© e calles

Tne calier dials a lob-lies
numper and an Il numbe:
nat connects him of "er 1o a
gateway compuier. & bndge

all }
mld elmhm the pmnu
5. longdistance cayriers by
luung Just 6% of US. teie
phone wefiic. the internanonal
Telecommunications Union
Warned in & report last year

Evidence of e hastening
convergence of the phone net-
work and the Internet 1s over-
whelming.

The same day that ATLT an-
nounced is lixernet ielephone
plans. MO revealed a pact
with Netspeak, a company that
makes computers thal connect

Bell Auantic spnounced a dsy
Iter that it wanzs to build high-
speed interuet transmission
ines acyoms its local phone ter-
ritory. US West announced the
fols day that it was form-
ing an Internet-deveiopment
aliance with equipment mak-
er Cisco Systems.

Amenca Online. the coun-
uy's largest onrline service, is
m; 1P telephone service
with 3,000 users. Teie-Commu-
micadons Inc. the
isrgest catie TV opersior. said
in December that it would be-
gin offering internet phone ser-
vice m late 999 Las month
startup Level 3 said n would
build the astions frst tele
phone network based entirely
on Internet Kandards.

1P telepbony in mine Western
cities. .
Humble beginnings
Internet telephony barely
existed until Fedruary 1983,
when an bsraeli

the seguiar phone
network and the intemal. The
calier then d:ats tha number
of the party n Rome The call
ravels the phone network
until ¢ gets 10 the gateway

© e gateway

The galeway digmzes ihe
Caller s vouce umng it nic
the ones anc zeros Of
computer language

© Digitization
The gateway breaks the
GQiZed vOKCe IO PECes
knawn as packets. A typcal
packet nciudes 10 10 30
mulkiseconds worth ol
convarsanon. Each packet s
coded with tha second pany’s
number. just as 8 m
15 put in an envelops wilh an
address

14] Compression
ThL teway compissses
packets.

9 Transmission

The gateway twusts the
comprassed packets i the
inemet. where they share
wires with other data
ransrmissions

O Routers

The packets uavel (he intemet. passing Urougn
routers. computers 1Nt read the addresses on
them fansmession ines

How phone calls are made over the Internet |

New
York

T

© Otrar catte

© Back o analog

The packets lnaly arve at 3 @ y Thege the call 10 ihe
that gec them and bcalpnommwn which delvers
the BgAa) SIgNaI bacx 10 anakog, 410 the wnsended parnty.

Soncn Maprrwmn Nommcmun

program that aliowed people 10
speak (0 each other using their
PCsand a me

“It was lixe ham radio” re-
calls anahst Francois de Re-
peniigny of Frost & Sullivan, an
early user. People could only
talk ‘o other personal comput-
€r users who ran the same soft-
ware and happened (o be
logged onto the internet al the
ame time.

The medium tock a huge
step forward in 1996. when Vo
calTec unveiled 8 “gateway™

that e In-

Yo-
calTec, introguced 8 software

ternet (0 the phone network

That allowed people 10 speak
0 e8Ch owber over the Net us
g&m phones insiesd of

The advance was 8 maor
bresk with yudinon The basic
design of the phone nerwork
hasnt changed since ATET in
venied il more than 100 vears
8go. IU's a vast roadway where
every call has its own lane. or
circuit. A telephone call oes up
ar epure cucuil eved when
people pause berween words
of put the phone down w0 an-
swer the doorbelt. The luternet
s much more efcient Calls

travel 83 short dislance gver
copper phone fines 10 the DEAT-
est phone company effice.
where 2 ghiewsy computer
converts ine sound of 1he voice
uito the ones and 2eros of com-
puter ianguage and breaks i
into litile pieces Inown as

- By Dove turest LISA TODAY
through the heartof the . .. ex-
costs iated with

1eChoogy Would SULl DE MOTe Tl Ul MEChuG - o dugs
eficient than a regular long  Speed network that that will be
distance call svailabie in several yoars,
mw:»mmmhw— Meanwhile. be says the qual-
1emet service providers enter- ity and securily of 1P telepbony
mg the 380 bubon long-dt e on the g Internet 18 Nt

businest are sure 10 benefit By ing Tne unphcauons of ths!
2002, the fmernet will dran  are jusi reachung consumers.
$ibilbon i snoual revenue
from US longdisance carri-  vice president for telecom-
ers. Forrester Research esti-  municauons, says TCI's 12 mil-
mates. Thar's about 4% of their  Lion customers won'i be able 1o
revenue base. About $2 bilion  tell the difference berween &
of that will go w new long<dis  regular phone call and an iP
tance providers, and about call “The technoiogy inside
$1 bilhon will go directly 10 (he network will be IP. but the
teiephone users in the form of  expenence for the cusiomer is
pNee Cuts that they wili make a ‘tofl’ qual-

ity phone call. st ike they do
Profitabie niches

today with conventional lefe
phone networks
Owers. too, will benefit as [F John Roth. CEO of equip
phone service takes hold ment maker Norinern Tele
» Up 10 104 of ine world’s
fax markei. which generates

com. poes even further He
sees ihe dav when voice calls
$43 bilhon 1n telecom revenue
e vear. will move to Uie inter

will o¢ viruallv tree and video
net 1D (WO OF (hree vears. savs

and gaw transmussion will be
tnhe real monevmaker

CEO David Fnend of FaxNe:

8 longdistance carner just for - Who will dominate?

» “The $18 bilion marxei Newcomers mught hawve an
o7 calis from the Umnited States  edge in the markel 10 provide
1o foreign oesunstions will be LS new Dreed of phone ser
the first and biggest target ol vice “Give me one sxampie of
intermet telephony,” Forresier  anv compeny in any industry
says. Key reason: Thelmemei that has managed (0 deal with
dypasses inter | tele-  an change of this
phone networks, which ere of-  magnitude and be dorupam in
ten outrageously expensive. the nexl era’’ says jJames
USA Global Link announced Crowe, CEO of Level 3. “There

in early 1997 to build an  lsnt one”

P-based petwork just for loter- Even ald-line phone carriers
pational calls. thal develop 8 good strategy
» A company can easily for IP telepbomy might run o

slash Its phone budget 35& by troubie. because they will need
maving its voice gufiic 10 the 1o take huge charges 10 write
same network that handies iis  off their old networks. says
dats gansmissions. says Ernc Francis Mcinerney, partner
Benhamou, CEC of imtemet with North River Ventures, an
equipment maker 3Com A invesiment and consulung
Forrester survey of 32 Fortune  group
1000 companies tinds that But Napie savs big phone
more than 40% of telecom companies areadv have paid
managers plan to move some  ofl manv of their herwork in
voice or fax yraffic (0 the Inter-  vesuments. And niew dats net-
net by 1958 works will lower costs for radi-
One major force driving the  tional carriers, so profit
rapid growth of the Iniernel  margins won'l be gutied by fall-
phone business is that the basic  ing pnces. Fnally. be notes,
lopy behind the Imernet  hisiory shows that traffic on

tradiional voice comMmunNics-
tions,” says Jim Courter. presi-
dent of 1DT. which charges 3

packels (ompressed p
are thrust into the Internet of
daia network. where they
share Lines wih other wrany
fussions, such as &-mall

The resull s 1hal lnternet
calis are cheaper than regular
calls “Thus 15 going \o be the
wmake hat fnally anves a hole

is svallable 10 the public for communications neiworks
free. Bul loday's Internet has  nses as pnces Jall.

drawbacks. t00. It is dogged by Nagle says the {act that
afhc jams thal can occwr dur-  AT&T has been able to create
ing peak usage. Even users an Imernet phone ofienng be

~The caost of calts 18 going 1o be  with high-speed access can pet  fween 1897 and 1998 is proet
tcally " Dogged down when the net-  that it can compete.

P calls are especialiv cheap  work is overioaded. Newer “The industry is maving
now. because they are exempl  versions of the Net will be abie  more quickly. And more umr
from fees Jongdisiance Carr- %0 ESSign lugher Prionty to ces-  porant for us, we're mwu:%’:
ors must pay local earrlers for  18in kinds of transmissions.  Jot more guickiy” he says.
sccess 10 the jocal networks.  such as phone have realized ihe porential and
where all calls AT&'!‘; Nagle serves on 2 imporiance of the Internet.
begin and end. Local adwisory and we are resolved 10 be iead-
want tha{ to change. but IP l:e that xsgutdmgthem ers in (hat ndustry”

|
|

Bruce Ravenel, TCl's senior '
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ICG Joins Telephony Price Wars, Plans
5.9 Cents a Minute for Long Distance

By STEPHANIE N. MEHTA
Staff Reporter of THE WALL STREET JOURNAL

ICG Communications I[nc.. jumping
into the Internet telephony price wars,
pians to offer long-distance calling for 5.9
cents a minute.

The rate undermines the dime-a-min-
ute pricing widely available to consumers.
1t also undercuts Qwest Communications
International Inc.’s 7.5 cent-a-minute price
for calis using Internet technology. IDT
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 cails
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} rate and still make money,”
said J. Shelby Bryan, president and chief
executive of ICG, in Englewood, Colo.

Acquisition 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 for the long-distance calls, which
must be broken into digital “‘packets”
betore transmission over the Internet. ICG
said Lucent Technologies [nc. 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 90% 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 $273 million iast
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 garner from bypassing the tradi-
tional telephone architecture could evapo-
rate if regulators decide to subject [nternet
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
ICG 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

By Paul Davidson
USA TODAY

Making long-distance calls
over the Internet could soon
lose ifs 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 file com-
plaints asking the FCC to force

5.

Internet companies
to pay the fees, FCC
officials say. )

The Internet
could account for
11% of long-dis-
iance voice fraffic
by 2002, up from
0.2¢% last year.

The controversy
turns on whether
companies that car-
ry voice calls over
the Internet, or similar data
networks, are more like Inter-
net service providers (ISPs) or
long-distance companies.

H Darr Beiser. USA TODAY
Kennard

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

- ~—

characteristics of telecom-
munications services.”

The FCC backed off a plan to
autornatically treat the compa-
nies like long-distance carriers
after the White House said the
move would smother Internet
commerce. [nstead, the FCC
says it will consider complaints
from the Bells individualily.
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 BeliSouth or other phone

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 file 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 fi could double the
price of Internet calls, which
now cost as little as 5 cents a
minute, officials say.

-
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By SETH SCHIESEL

AKING a phone call over the Internet used to be
M a challeng>. 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 tried to use the computer in his
iaboratory to call his glrlmend on her computer in
Tapan

“How the old way worked was uwuili paitizs wonld
have sound cards, and then the sound cards would be
hooked up with a microphone and a speaker, and you
would choose from a client 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.”

‘Ehe Newifork Bimes
~ Internet Phone Calls, No Computer Necessary

Last fall, after trying three generations of modems,
Mr. Frampton gave up and went back to paying about
$1.50 a minute to talk 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 iong-~distance calls. But her conversations stil
travel through cyberspace.

*‘My phone bills used to be up to $500, $700,” said Ms.
Spohr, a leather merchant in Engiewood, N.J., who often
calls Florida, Europe and South America. But she
recently started using prepaid phone cards from a New
Jersey corporation called 1DT, which routes many of its
calls over the Internet rather than over iraditional
communications networks.

With each call, people like Ms Spohr and the compa-
nies 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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The New York Times

When Calls Go Through Cyberspace, the Cost Can Drop Considerably, and It Still Sounds Like Mom

motorcycies and trucks.

On Friday, the Federal Communications Commission
took the first step toward regulating Internet calls when
ft recommended that some cyberspace phone carriers
pay the same fees paid by traditional phone compantes,
But for now, people like Ms. Spohr are relishing their low
rates. -

“I used to pay like 89 cents a minute to Argentina
because | had this urge to pick up the phone at any time
and the phone companies have many different rates,”
she said, adding that DT let her call Argentina for aboui

.48 cents a minute at any time.

“Wlt.h the card, | just get to call whenever | feel llke
" she said on a recent weckday. *‘1 called Buenos Alres
wnalay Bocatse ' forgnt my uncie’s birthday, and 1 don-&
have to worry. | don't want to be restricies w aurc wi
walt for Sunday or Saturday to get a good rate. i
“1 find no problem with the quality, and i's st
Continued on Page 8
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Continued From Page {

complicated at all.,” she added. "'And by
buying the cards, I'm limiting myseif to
around $100 or a iittle more a mon

The Internet has ailowed people to taik to
one another through their computers since
the early 1890's, but the technology was
compiex and the sound quality dismal.
Around 1996, companies began offering

one service that allowed people to use

computers to talk to other people who

Dised telephones, but the sound quality was
il poor,
= Howard Jonas, chairman of IDT, which
Rarted one of the first computer-to-phone
services, said the first customers tended to
come from the digitally adept. “'In the be-
gianing,” he said, “it was like: 'Hey, Mom,
you can't believe it. I'm cailing you from
Bangladesh, and it's only a dime a minute.’
And Mom was like, 'Whaddya say?' "'

., But now companies are offering phone-to- -

phone long-distance service that routes cails
aver the Internet but keeps the sound quali-
3y close to that of a standard call.
% Standard calls sti} have the edge in quaii-
over Internet calls. That is because a
d telephone cail travels like a train
down an empty track: Each conversauon
has its own set path, which occumes a
certmin amount of network space, regard-
fess of whether the callers are acruaily
speaking or not. An Internet cail often trav-
els like a train that has had its cars spiit up
abd sent down all sorts of different paths:
sound is transiated into binary computer
&ode, and bits of code travei different routes.
those pieces of code are put back
er, they can remain a littie jumbled
the call is not as clear as it could be).
the oidest consumer electronics de-
vice, the phone has all the glamour of a long-
serving handyman -~ dutttully religble,
sometimes cranky, quietly indispensable.
— But that is changing. As Internet technol-
gy begins to transform the worid of plain
\old telephone service (or POTS, in telecom-
{munications jargon), the phone 13 taking the
{Internet out of the expensive computer box-
‘es in which it has traditionaily resided and
'making it useful for peopie who do not know
'a DOS prompt {rom a disk dnive.
In fact, the peopie who are using ordinary

‘;New phone service
providers cut costs by
;routlng calls over the Web.

Al

‘telephones 10 make caiis though cyberspace
1w~ & process called telephony (pronounced
,tel-EF-ownee) ~- may be the first peopie to
'use the internet without using a computer.
'Bu! they will not be the last

, "We're going to see 8 massive amount of
. internet use with apphiances which have
‘been Internet-enabled but whch we don't
.think of as PC units,” said Vintan G. Cert.
'who co-designed the Internet tn the late
<1960°s and is now a semor executive at MCI,
i the No. 2 long-distance telephone company.
,“Telephony is only one exampie of that.
| Videocassetie recorders. teievisions. wash-
' ing machines, water heaters wiil all show up
,on the network for all kinds of reasons.’

' In Mr. Cerf’'s vision, VCR's could sprout
| Internet connections 5o they couid be pro-
;grammed from home, or a water heater
1couid’ step out into cyberspace so a local
1 power company could turn 1t on when elec-
' tricity was cheapest.

{_ The mamn reason that telephones are
showing up on the network is cost. For
people who live \n major metropoiitan areas
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:mnml Steve R_ Frzrmpton of C ntmo used tn» m.ak»: c.alﬁ'to Japan on his

mm for cails anywh,ere in the ‘Jnited
Stetes at any time of day; the tracitiimal
puns companies’ stamard ﬂat rat: 3 10
€
‘l‘ho savings on lntznmnonal calls cza be
evem greater. U.S.A. Globat Link, a private
company that uses Inisrmet technuloiy to
deliver international ciills primarily outside
thaUnited States, says that its ratey typical-
ly undercut those of traditional caiTinrs by
around 30 percent. The: company 18 plinning
to begin seliing servmmm som 0 Unihed States
consumers. -
Internet cails are cmeaper than those over
standard networks fdr two basi: reasons.
By splitting up the train cars (the pieces of
information) that coastitute a corversaton,
a carrier can often use its network more
efficiently. On a scandard telephune net-
work, two people enjoying a moment of
silence generaily use as much of th2 system
as a screaming match does. But during that
moment of siience, a network using Internet
technology would be sending paits of an-
other conversatior involving two other peo-
ple. If the technology was working, properly,
the quiet of the first call would not be
interrupted. ’
More important, hawever cumpanies that
ransmit phone calls over the Internet are

Shortcuts Around Long-Distance Charges- B
§

Dozens of compantes seil some sort of
telephone service that uses rhe Internet.
1 Dozens more say they have the best
i technology for talking through cyberspace.
’ The five comparues below represent rmost
factions in the new wave of long-distance
‘ internet phone carriers. Locat calling has
| not yet emerged as a fertile market for
Internet entrepreneurs. As put by Sanjay
Mewada, an analyst for the Yankee Group
in Boston: “It is cheaper nn a per-mile
! basis for you to fly from New York to
! London than to take a cab from Manhattan

able to mdemt ‘the esubu:hed ¢l
becuuse [rternep carriers often do nc
to pay the fees mandated by nation
intermational reguiation. 7Y

When AT&T, fof instance, carries
{rom Albany to Chicago, the compan)
pay a total of about 4 cents & mimue
Atlantic, the local phone company !
York, and Ameriech, the focal phor
pagy in illinots, for'connecting the cal
paying those fees, ATET stili has o
its tnteimal coscs,,"ammg the pnu
call

In the Telwommumcnm Act '
ongress exempted Internet cor
from. having to pay those fees ta loct
companies in most cases. because
concerned that the Internet might
come a hit. mia

Now that the intdrnet seems firmi
lished, the F.C.C. taken the firs!
level the playing fleld when entrep
use cyberspace to fuplicate the tre
netwark’s main fuliction: conmecth
That could make Irternet calls mor
sive.

But the Internets regulatory ad
remains strong fof intersatonat ¢
cause {nternet conipanies are oftet
avoid or reduce tie huge fees, ki

APLIO

(888) 642-7546

Aplio, a company gased in France
recentiy released 8 smail box that
between a normaltelephone and 3
jack. The user must have a stand:
up Internet account and then can
another Aptio usejanywhere in th
the company prongses, for no mo!
the price of a locallall. The costo
1s $199, plus montigy Internet acc

DELYA 2
{888) 335-8230
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. Nora S. SpohrofEnglewood.N] uses a phamcaxdforlong-dunmlntanetum

sen.lzmem rates, that some countries levy
against calls to or from other nations. Some
countries allow Internet traffic to cross
their borders without special charges be-
_cause they are seeung to increase access to

e Internet zelephony ts byvmmg xho set-
tlament process aitogether.”” said C. Hol-
:Jand Tayior, chief executive of U.S.A. Global
‘Link. *“It ailows you to treat voice, which has
traditionally been very reguiated, as a se-
1ries of data packets transiting the globe as a
‘nonreguiated media "

. But the reguiatory forces that allow inter-
phone companies to undercut their larg-

. older compeutors may not last for more

a few more years. Even before iast

's F.C.C. recommendation, the domes-
tc access fees that traditional long-distance
carriers must pay to local phone companzes
were decreasing, ailowing the long-dxstance
gmm 10 lower their prices.

In>the international arena, agreements
remhod under the auspices of the World
Trade Organization are intended to reduce
the settiement fees that increase the price of
standard cross-border calis. That would put
more pressure on the Internet carriers.

. Even the propnetors of Internet tejepho-
see their window closing. "My basic

N

thought is, eventually it’s going to die,”” said
Mr. Jonas, chairman of IDT. . - -

1 the market for basic phone calls over
the Internet disappears in the next few
years, the next step for the technologists
and marketers may be to convince people
ltkeAnethevythanhentsmown
phone call than taiking. .

Ms Levy, who recently gndnl:ad from

. the University of Pennsylvania, heard about
IDT's (nternet phone cards on the radio. She
bought one, which she uses to maie inexpen-
sive jong-distance calis to her friends.

“It's just the same as a phor=,” she said.
“You can't tell the difference. (he only thing
they can do to make ¢ phohe cail better is
bring the person into the room.’”

Mr. Jonas is looking to sell Internet phone
calls in ways that traditional phone compa-,
nies cannot match. He says video links may
eventually prove popular, but be adn'm that
he is stumped after that

Referring to a futuristic mu:hlne in
Woody Allen's 1973 film '‘Sleeper’’ that en-
veloped its user .nd delivered sexual pieas-
ure, Mr. Jonas said: “‘Frankly, I-don‘'t know
what more peopie want from the phone. You
can taik to peopie. You Lan see people. The
next step is either ‘Kirk, beam me up’ or it's
jump tn the orgasmatron.”

B A

B

A call to Hong Kong, for instance, costs (9

cents a minute from anywhere in the

United States at any time, far less than
T&T's standard residential davtime rate
‘§1.93 a minute.

QWEST
(800) 466-0116 .
. Which is building a national fiber-
network of its own, seils phone cards

iat aliow a user to call anywhere in the
United States for 7.5 cents a minute, at any
time. Qwest's cards are available in rune
cities, mostly in the West, including Los
Angeles, San Francisco and Salt Lake City.

.y -

1oT

(800) 225-5438

IDT selis phone cards that allow users to
call anywhere in the United Ctates, at any
tume, for 5 cents a munute. IDT'S cards are
avaiiable in 50 markets, including New
York, Boston and Chicago.

1-LINK

(888) 238-8465

Unlike most internet callers, I-Link's
customers use the company as their
detault long-distance carner, i-Link sells
service in six markets, mostly in the West,
inciuding Phoenix. Datlas and Hosston.
The company offers domestic calling for
4.9 cents a minute, 24 hours a cay.




B 7y onors

| Faster
sarn Free Trave v
‘;cith Hilton HHoROES™:

=

INTHE USA.

THURSDAY. ArRIL 16. 1998

NEWSLINE

Net use
doubling
every
100 days

By Elizabeth Weise
USA TODAY

In its first major studv of the
economic effect of the Inter-
net. the Commerce Depart-
ment said Wednesday that Net
traffic 1s doubling every hun-
dred davs and electronic com-
merce should reach $300 bil-
lion by 2002.

More than 100 mililion peo- /|
ple are now on line. according i

{0 the wide-ranging report. The
“digital economy" 1S growing at
double the rate of the overall | :
economy and represents more |
than % of the gross domestic
product, it said. -

"Automobiies aren't the big
gest manufacturing industry in
the country. We are, and we
have been for the iast year”
said Rhett Dawson of the Infor-
mation Technoiogy Industry
Council in D.C

in. 1896, the latest figures
available, the suto industry
represented 3.1% of GDP; in-
formation technology repre-
sented more than 6%.....

In fact, technology — cor-
puters, consumner electronics,
telecommunications, software,
sateilites and the Internet — is
incressingly driving the US.
economny, Commerce Secre-
tary William Daley said.

In the past five years, infor-
mation technologies have peen |
responsibie for more than one- |
quarter of real economic |
growth. And without the steep |
decline in the prices of technol- -
ogy, infiation last year would
bave been 3.1% — more than s -
full percentage point higher
than the 2% it was.

Other findings:

» While radio took 30 years
1o reach an audience of 30 mil-
Lon, and TV took 13, the Inter-
net 1ok just four years.

> Ten million peopie in the
USA and Canada had bought
sometiung on line by the end of
1997, an increase from 4.7 mil-
hon six months before.

The report recommends
that government not burden e-
Commerce with “extensive reg-
ulation, taxation or censor-
<hip.” Daley also stressed the
need for businesses to adopt
privacy standards for consum-
ers. And he aimed a saivo at re-
strictions on the export of soft-
ware with strong encryption.

Such programs ailow mes-
sages 10 be encoded 0 prevent
interception or tampering as
they make their way acrpss the
Imernet.

The Clinton administration,
citing security and law enforce-
ment needs, has taken a hard
ine against letung such soft-
ware |eave the USA.

The current policy ulamate
tv will result in foreign domins-
tion of the market and a loas of
jobs, Daiey said. He called for

hope against forcing compe-
nies overseas,

The report is available on
lne 8t Www.ecommerce.gov.






TAB 6

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 by SBC and CLEC | Internet for growth recent
Operating | CLECs with and transported | to SBC of Internet in actual
CLECs agreements | transported | to SBC by term. Column (as of Internet | monthly
{3-31-98) {3-31-98) to CLECs CLECs ratio (c) 3-31-98) usage growth
(a) (b) (c) (d) (e) () a) (h) (i)
Arkansas 5 12 847M 26M | 33to1 60% $0.5M 17% 11%
California 16 29 33,374M 2,370M | 14to1 89% | $18.4M 27% 18%
Kansas 1 12 54M 2M | 27to1 80% — 17% —
Missouri 5 14 274M ™ 3910 1 63% $0.2M 17% 37%
Nevada 1 2 82M 8M | 10to1 98% -— 17% —
Oklahoma 5 13 2,969M 13M | 22810 1 92% $6.0M 17% 11%
Texas 3 41 4,364M 161M | 27to1 93% $6.2M 17% 1%
Total 64 123 41,964M 2,587M | 16101 89% | $31.3M

From this information it is clear that:

(1)

Massive and inappropriate payments from SBC will flow to CLECs
for ISP's (not SBC's) use of CLEC 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.

« SBC 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.




The % Internet and SBC 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.

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

1997 Actual
_ (000)
Interstate $1,229"
Intrastate $1,527

OTHER RELEVANT STATISTICS:

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.

Customer usage per day:

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

Internet Non-Internet
Average calls per customer per day 3.35 13.8
Average holding times per call 30 MOU 5 MOU
Average usage per customer perday 100 Min. 70 Min.

* Excluding Annualized PICC amount.




