
Before the
FEDERAL COMMUNICATIONS CO~ltiECOpy Oh'(;;!NAl

Washington, DC 20554

RECEIVED

In the Matter of

Inter-Carrier Compensation for
ISP-Bound Traffic

Implementation of the Local
Competition Provisions in the
Telecommunications Act of 1996

AUG 4 ZOOO

CC Docket No. 96-98

CC Docket No. 99-68

)
)
)
)
)
)
)
)
)

-------------- )

REPLY COMMENTS OF SPRINT CORPORATION

In its initial comments, Sprint argued that, regardless of whether the Commission

ultimately determines that calls to ISPs are jurisdictionally interstate or intrastate, it

should treat these calls, for compensation purposes, exactly the same way that local calls

are treated: with reciprocal compensation paid by the local carrier originating the call to

the carrier to whom the call is delivered. Sprint recommended only one change in the

existing regime for such compensation: the rate for local switching, which is generally

now a single, minute-of-use (MOD) charge, should be bifurcated into a two-part rate

consisting ofa set-up charge per call and a per-minute charge. This two-part structure for

local switching is necessary to properly reflect the fact that there are fixed costs involved

in the use ofa switch for call termination. Under the current, MOU-only charge, these

costs are under-recovered for shorter than average calls, but over-recovered on longer

than average calls. None of the comments ofother parties warrants any change in the



course Sprint believes the Commission should pursue.' In this reply, Sprint will

comment briefly on the RBOCs' assertions that no compensation should flow between

local carriers on ISP-bound calls and that there are cost savings associated with such calls

above and beyond the amount that would be reflected in the two-part local switching

structure Sprint has proposed.

I. THE RBOCs' ARGUMENTS AGAINST RECIPROCAL
COMPENSATION ARE WITHOUT MERIT

The RBOCs - carriers that uniformly opposed a bill-and-keep mechanism to

satisfy the reciprocal compensation obligations under the Act four years ag02
- now

uniformly favor bill-and-keep arrangements as the preferred means of compensating for

ISP-bound calls.3 This reversal in position is perhaps most dramatically illustrated by

comparing the RBOCs' current rhetoric with the arguments made against bill-and-keep by

a Verizon predecessor in 1996:4

The most blatant example ofa plea for a government handout
comes from those parties who urge the Commission to adopt a reciprocal
compensation price ofzero, which they euphemistically refer to as "bill
and keep." A more appropriate name, however, would be "bilk and keep,"
since it will bilk the LECs' customers out of their money in order to
subsidize entry by the likes ofAT&T, MCI and TCG. As we
demonstrated in our opening comments, a regulatorily mandated price of

I Even though AT&T (at 19) disputed an ILEC claim that CLECs' costs of terminating
ISP traffic are lower because of the longer duration ofsuch calls relative to the average
placed call, AT&T presented this contention in the context ofan argument (at 17-22) that
the Commission should not attempt to distinguish calls to ISPs from other local calls and
apply different compensation rates to each type ofcall. That is perfectly consistent with
Sprint's position, since Sprint would apply this two-part rate structure to all reciprocal
compensation, not just calls to ISPs. Moreover, it may be noted that AT&T's economic
consu1tants do not quarrel with a two-part rate structure ofthe sort recommended by
Sprint. See Selwyn/Kravtin Declaration, appended to AT&T's Comments, at 129.
2 See First Report and Order in CC Docket No. 96-98, 11 FCC Rcd 15499, 16047 (11100)
(1996).
3 See BellSouth at 3-4; Qwest at 17; SBC at 49; and Verizon at 22-23.
4 Reply Comments ofBell Atlantic, filed May 30, 1996 in CC Docket No. 96-98, at 20
21 (emphasis in original).
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zero - by any name - would violate the Act, the Constitution, and sound
economic principles....

* * *

Moreover, the notion that bill-and-keep is necessary to prevent
LECs from demanding too high a rate [for reciprocal compensation]
reflects a fundamental misunderstanding of the market. If these rates are
set too high, the result will be that new entrants, who are in a much better
position to selectively market their services, will sign up customers whose
calls are predominantly inbound, such as credit card authorization centers
and Internet access providers. ...

Clearly, the RBOCs are the ones who "misunderstand[] ... the market." Perhaps because

the RBOCs initially set rates for transport and termination too high, some CLECs

responded precisely as Bell Atlantic predicted, and began targeting ISPs as customers.

Having witnessed the outflow of reciprocal compensation payments that should have

been (and, in Bell Atlantic's case, was) foreseen, they are now negotiating sharply lower

reciprocal compensation rates. See WorldCom Comments at 35.

The RBOCs offer a number ofspecious arguments as to why there should be no

intercarrier compensation for ISP-destined calls. First, SBC (at 40) and Verizon (at 11-

14) argue that having to pay reciprocal compensation to the LEC serving the ISP

discourages entry by CLECs into the residential market. Verizon focuses on the alleged

typical charge for a second residential line and compares that charge with the pay-outs

that would be made to the ISP's LEC using different assumptions as to the amount of

Internet use on the second line. Aside from Verizon's possible misrepresentation of

typical revenues from second lines,5 Verizon's example assumes a business plan that no

5 Verizon represents (at 13) that the "typical basic monthly charge for a second line is
$15" without indicating the basis for this estimate. If, as Sprint believes, this represents
only the intrastate charge for the line, it omits the very substantial revenue stream - as
much as $7.00 per month - that ILECs assess as an end-user common line charge for
non-primary residential lines. .
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CLEC of which Sprint is aware is pursuing: going after second dial-up residential lines

that are used for Internet access. In Sprint's experience, CLECs that market to residential

customers attempt to meet all of the customer's residential needs, including primary as

well as secondary lines, long-distance services, and perhaps non-communications

services, such as Internet access, as well. Ifthere is a dearth ofmeaningful competition

in the local residential market today - and Sprint will concede that this is the case - it

is due to a host ofreasons other than the threat ofhaving to make reciprocal

compensation payments to the LEC serving an ISP, reasons that can be summed up

simply as dependence on one's primary competitor for essential facilities.

SBC (at 40-42) and Verizon (at 14-15) also argue that ISP reciprocal

compensation dampens the incentives ofCLECs and ISPs to deploy advanced services,

because reciprocal compensation is available only on dial-up traffic. Again, their

arguments are long on rhetoric, but short on reality. Prominent CLECs, such as Covad,

NorthPoint, and Rhythms, have built their entire strategy around providing xDSL

services to connect consumers with ISPs. Sprint and WorldCom have each invested $1

billion to purchase MMDS licensees so as to provide broadband wireless access to

consumers. In addition, Sprint is aggressively pursuing collocation in ILEC central

offices to deploy its broadband Sprint ION service, and expects to be collocated in nearly

1,000 offices by the end of this year. Perhaps the most succinct delineation of the rapid

deployment ofbroadband advanced services by CLECs is found in 1307 of the

Commission's UNE Remand Order:6

6 CC Docket No. 96-98, Third Report and Order, 15 FCC Rcd 3696, 3835-36 (1999)
(footnotes omitted). .
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307. Both the record in this proceeding, and our findings in the
706 Report, establish that advanced services providers are actively
deploying facilities to offer advanced services such as xDSL across the
country. Competitive LECs and cable companies appear to be leading the
incumbent LECs in their deployment ofadvanced services. For example,
in 1999, Rhythms expects to roll out xDSL services in 1,000 end offices
nation wide. Covad's planned network deployment is expected to reach 51
MSAs by the end of 1999. In the past year, NorthPoint deployed facilities
capable oftransmitting xDSL signals in 17 metropolitan markets.
NorthPoint plans to expand the DSL-based local networks from 25 major
markets, representing 37 metropolitan statistical areas (MSAs), to 28
markets, or 61 MSAs, by the end of 1999. Qwestannounced in August
1999, that it is now providing DSL service in 13 U.S. markets and plans to
expand to more than 30 major markets by the end of 1999. In addition,
EarthLink has partnered with Sprint to offer nationwide xDSL service.
KMC Telecom Inc. announced aggressive rollout ofDSL services with
plans to introduce additional broadband applications by year-end....

These findings, which were consistent with the RBOCs' contentions (fd. at 3832), formed

the basis of the Commission's determination that, except in limited circumstances, packet

switching does not have to be made available as an unbundled element. One cannot

avoid observing that the RBOCs tout the existence ofwidespread local competition when

it suits their strategic purposes (such as restricting availability ofONEs, gaining §271

approvals, etc.), while arguing - sometimes in the very same docket, as is the case here

- that there are insufficient incentives for local competition when that argument suits

their purposes.

The RBOCs also claim that the availability ofcompensation for ISP-bound calls

encourages "bad" behavior.7 The only example of such behavior that is truly bad

concerns a single CLEC - US LEC - that was found to have engaged in fraudulent

schemes to generate reciprocal compensation from the ILEC - schemes that had nothing

7 See, e.g., BellSouth at 13-14; SBC at 42-46; and Verizon at 16-20.
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to do with completion ofcalls to ISPs. There will always be bad actors in any industry

that must be dealt with effectively and swiftly with proper law enforcement measures -

as was the case with US LEC. But the relationship between fraud and reciprocal

compensation for ISP-bound calls is a nexus that the RBOC have simply failed to

establish.

Their other examples of "bad" conduct are equally irrelevant. They point to the

fact that Brooks Fiber obtained 54 NNX codes in various local exchanges in Maine and

routed calls to these numbers in those exchanges to an ISP customer in Portland. Sprint

concedes that using 54 NNXs for this purpose might be a wasteful use of scarce

numbering resources, but the Commission's recent numbering conservation measures are

the appropriate solution to that problem. There is no reason why Brooks Fiber should

deploy a switch in every local exchange in which it interconnects with the ILEC nor any

reason why Brooks Fiber's ISP customer should have to establish locations in each of

these 54 communities in Maine, if it is more efficient to utilize a centralized location. As

long as the ISP's LEC interfaces with the end user's LEC within that local exchange area,

reciprocal compensation should be paid, and the originating LEC should be indifferent to

how the terminating LEC handles that call within its own network. 8 The Commission

should not second-guess CLEC network configuration decisions when they have no

harmful effect on the originating LEC.

The RBOCs further decry CLECs whose ISP customers collocate in the CLEC's

central office and CLECs that do not employ conventional switching technology. The

8 SBC argues (at 43) that the ILEC must bear the additional transport costs in such cases,
but offers no factual support for its assertion. Sprint believes that this is not the case and
that the CLEC would bear any extra transport costs associated with this type of network
configuration.
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RBGCs cannot have it both ways. They cannot argue, on the one hand, that reciprocal

compensation for ISP traffic discourages investment in new technologies and then argue

that it is unfair to pay reciprocal compensation to CLECs that serve ISPs through the use

of new technology. There is no reason why the RBGCs cannot compete on an equal

footing for ISP traffic using the same sort of innovative technology and network

configurations that some CLECs are deploying. Indeed, the very existence ofreciprocal

compensation that the RBOCs believe to be excessive should be ample incentive for them

- since it is their own costs on which the compensation level is based - to employ

more efficient technology themselves, thereby reducing the reciprocal compensation rates

on which both they and the CLECs are paid.

II. VERIZON'S COST ARGUMENTS, OTHER THAN SWITCHING
SET-UP, ARE SPECIOUS

Verizon, relying on a declaration of William Taylor attached to his comments,

argues (at 23-25) that even when CLEC's use the same equipment and serving

arrangements as an ILEC, the CLEC's costs to deliver calls to ISPs is far less than the

ILEC's costs to deliver a voice local call. One element of such cost difference is the

switching set-up costs (Taylor Declaration at 14-15), which would be fully addressed by

adoption of Sprint's proposal to require a two-part rate structure for local switching tasks

for purposes of reciprocal compensation. The other alleged cost differences are

unsupported and without merit.

One category of alleged cost differences (id. at 15-17) relates to busy hour line

CCS costs. According to Taylor, since a number of line circuits used for voice calls share

a single trunk circuit (and the circuit path through the switch), line CCS costs are traffic-

sensitive (and thus recoverable through the reciprocal compensation rate) because the
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peak hour use of the shared facility by one customer imposes congestion costs on other

customers sharing the facility. According to Taylor, line CCS costs for Internet-bound

traffic are not traffic-sensitive, because CLECs typically use ISDN Primary Rate

Interfaces to serve ISPs and build switches at a concentration ratio of 1:1. These costs,

according to Taylor, are thus fixed with respect to usage, since each line has dedicated

capacity through the switch and is unaffected by demand on other lines. This simplistic

view of line CCS costs ignores the fact that, as traffic increases, the ISP must order

additional trunks to maintain a given grade of service (or blocking probability). The

ISDN PRJ trunks are not purchased on a I: 1 basis - ISPs do not have dedicated capacity

to every end user customer that accesses them - and thus must be engineered in a

similar manner as voice trunks, the cost of which varies directly with usage for any given

quality of service. If peak traffic increases on voice trunks, the LEC will need to lower

its concentration ratio and add additional trunks to maintain a given quality of service.

Likewise, if Internet traffic volumes rise, additional trunks will be needed as well

Another cost difference claimed by Taylor (at 17) is that Internet-bound calls are

uni-directional and thus do not involve switching costs for features and functions on the

originating end of a call, while some TELRJC prices for reciprocal compensation (he

claims) are based on the costs of both originating and terminating local exchange traffic.

Although Taylor offers no substantiation that this is the case, to the extent that it is, it is

purely the fault of the ILEC for improperly including costs oforiginating switching

functions in the price for the termination of a call, and has nothing to do with the fact that

the call is destined for an ISP instead of an ordinary voice customer.
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Finally, Taylor posits (at 17-18) that the time-of-day distribution of ISP-bound

calls is different than for other types of calls and tends to flatten the load distribution

throughout the day, thereby requiring less switching investment to provide capacity to

meet peak demand than does ordinary voice traffic. The central assumption - that

Internet-bound traffic flattens peaks and therefore is less costly to carry - is wholly

unsupported. Peak periods can vary from one end office to the other, and it is by no

means clear that Taylor's assumption that Internet usage tends to flatten, rather than

exacerbate, peaks is correct. In many end offices, Internet usage has tended to shift peaks

to the late evening timeframe from earlier periods. Moreover, there is no reason to

differentiate between calls to ISPs and voice calls, and not differentiating among other

types of calls (e.g., business voice versus residential voice) that also may have different

peaking characteristics. In some offices and for some carriers, different types of traffic

may tend to flatten overall peaks, while in other offices or for other carriers, different

types of traffic might accentuate the peak load. It is simply impractical to devise a

reciprocal compensation rate that would vary with each end office's characteristics and

remain accurate for any period of time.

In short, other than call set-up costs that would be fully addressed through Sprint's

local switching proposal, none of the cost differences between ISP-bound calls and other

calls alleged by Verizon has any merit. The proponents of carving out ISP-bound calls

and treating them separately from voice calls for purposes ofcompensation for transport

and termination of such calls have simply not carried their burden ofproof.
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III. CONCLUSION

Sprint urges the Commission to resolve the issues before it as expeditiously as

possible and, whichever way it ultimately rules on the jurisdictional issue, to subject ISP-

bound calls dialed using a local number to the same reciprocal compensation system that

is in place for local calls today, modifying that system only to require (after a reasonable

period for implementation) the use ofa two-part rate structure for the recovery of local

switching costs. If some recipients of this compensation are over-compensated in

relation to their underlying costs, that is a reward for efficiency and an incentive to the

complaining RBOCs to compete more efficiently in the marketplace themselves.

Respectfully submitted,

SPRINT CORPORAnON
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