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Decision 98-10-057 October 22,1998

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE SJ'AT Emﬂt
Satine R : 131 “

Order Instituting Rulemaking on the
Commission’s Own Motion into Competition for Rulemaking 95-04-043

Local Exchange Service. (Filed April 26, 1995)

Order Instituting Investigation on the Investigation 95-04-044
Commission’s Own Motion into Competition for (Filed April 26, 1995)
Local Exchange Service.

OPINION

By this order, we affirm our jurisdiction over telephone traffic between end

users and Internet Service Providers (ISPs), and determine that such calls are
subject to the bill-and-keep or reciprocal contpensation provisions of applicable
interconnection agreements.'

Background

On March 18, 1998, the California Telecommunications Coalition

(Coalition)’ filed a motion in the Local Competition Docket secking a ruling

' Under standard reciprocal compensation provisions of interconnection contracts, the
cost of providing access for a customer’s local call that eriginates from one local
exchange carrier’s network and terminates on another local exchange ¢arrier’s network
is attributed to the carrier from which the call originated. (47 CFR Sec. 51.701(e), 51.703
(1997).) Such “local” calls are distinct from “long distance” calls which merely pass
through interexchange switches and involve access charges rather than reciprocal
compensation fees.

* For purposes of the Motion, the Coalition consists of the following parties: 1ICG
Telecom Group, Inc., Teleport Communications Group, Inc., MCl Telecommunications

Foolnole continued on next page
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regarding the jurisdictional status and billing treatment of telephone calls

utilizing a local exchange number to access ISPs. Disputes have arisen in

int:’icﬁi}néction agreements over which carrier should pay for the cost of

.‘s "ir.r"‘»' 3 - i-‘Q ) . .
terminating calls originated by customers of the incumbent local exchange carrier

(ILEC) to access ISPs which, in turn, are telephone customers of a competitive
local carrier (CLC). Typically, an ISP purchases telephone lines located within
the local calling area of its customers to provide Internet access by having the
customer dial a local number over an ordinary telephone line. Such calls are
rated as local, thus allowing the caller to utilize the ISP’s service without
incurring toll charges. The ISP then converts the analog messages from its
customers into data “packets” that are sent through its modem to the Intemmet
and its host computers and servers worldwide.

The Coalition seeks a Commission order affirming that such calls to ISPs
should be treated as local calls, under Commission jurisdiction, and subject to the
bilt-and-keep or reciprocal compensation provisions of applicable
interconnection agreements. The Coalition seeks generic resolution of this issue
within R.95-04-043, the Local Competition Docket in light of the position
advanced by Pacific Bell (Pacific) claiming that calls to an ISP constitute interstate
calls. Pacifi¢ believes such calls are not subject to this Commission’s jurisdiction,
and do not qualify for the reciprocal compensation arrangements which are
applicable only to local calls. The Coalition claims that, as a result of Pacific's
~ position, CLCs are being unfairly deprived of compensation for terminating 1P
traffic. Two complaintcases currently pending before the Commission raise this

same issue in the context of specific interconnection agreements in dispute. The

Corporation, Sprint Communications Co., L.P., Time Wamer AxS of California, L.P,,
Teligent, Inc., California Cable Television Association.
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Coalition expresses concern that the two complaint cases are likely only the first
of many more disputes to come if the Commission does not resolve this issue
generically in this proceeding. ‘
Responses to the Coalition’s mation were filed on April 2, 1998. Responses
in support of the motion were filed by various parties representing CLCs.
Responses in opposition to the motion were filed by the two large incumbent
local exchange carriers (ILECs), Pacific and GTE California (GTEC), and by two
separate groups of small ILECs.” Comments were also filed by Iios‘eville
Telephone Company. On April 16, 1998, the Coalition filed a reply to the
responses of Pacific and GTEC. On May 8, 1998, Pacific and GTEC each filed a

further response to the reply of the Coalition.. We have taken parties’ comments

into account in resolving this dispute.

Position of Parties i ,
The Coalition argues that ISP traffic meets the definition of a local call, and

is subject to this Commission’s jurisdiction as intrastate traffic, subject to
reciprocal compensation requiremients. The Coalition measures call
“termination” at the point where the call is delivered to the telephone exchange
service bearing the called number. The Coalition claims that where an ISP uses a

phone line located within the local calling area of its customers, the calis to the

* One group of the small ILECs filing ¢omments was comprised of Evans Telephone
Company, Happy Valley Telephone Company, Homitos Telephone Company, Kerman
Telephone Co., Pinnacles Telephone Company, The Siskiyou Telephone Company, The
Volcano Telephone Company, and Winterhaven Telephone Company. A second group
of small ILECs was composed of Calaveras Telephone Company, California-Oregon
Telephone Co., Ducor Telephone Company, Foresthill Telephone Co., The Ponderosa
Telephone Company, and Siefra Telephone Company.
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ISP terminate when the ISP’s modem answers the customers' incoming calls over
local phone lines.

The Coalition thus views ISP service as constituting two separate
segments, the first of which is a basic local telecommunication service, with the
end user’s call terminatinfg at the ISP modem. The Coalition views the second
segment as a separate data transmission which does not involve
telecommunications service, but whic_h is an enhanced information service
utilizing worldwide computer networks. If the call did not terminate at the ISP
modem, reasons the Coalition, then the ISP would have tobe a
telecommunications carrier, providing long distance service. Yet, the ISP is
treated as a customer by the underlying telecommunications carriers providing
the ISP service. In further support of its view that ISP traffic is intrastate in

nature, the Coalition cites the FCC'’s Access Charge Order which prescribes that

Information Service Providers may purchase services from ILECs under the same

intrastate tariffs available to end users.

Other parties representing CLCs support the Coalition’s motion, arguing
that they have developed business plans based in part on the current industry
practice of reciprocal compensation for local calls to ISPs. The CLCs state that the
dispute over this issue creates an unacceptable level of uncertainty, warranting
expedited Commission action affirming that current industry practice is correct.

The ILECs oppose the Coalition’s motion, arguing that ISP tra ffic is not
local, but is interstate in nature, and thus, not subject to this Commission’s
jurisdiction. As such, the ILECs argue that the Commission has no authority to
require reciprocal compensation for termination of ISP traffic, which they claim is
subject exclusively to FCC jurisdiction.

Pacific acknowledges that the FCC has permitted ISPs to purchase ILEC

services under intrastate tariffs and has exempted ISPs from access charges, but
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characterizes such actions merely as indicators that the FCC has jurisdiction over
these services, but has chosen for policy reasons to forbear from treating the catls
as interstate with respect to access charges. The ILECs claim that the very fact
that the FCC has exempted Information Service Providers from federal access
charges demonstrates that it has jurisdiction over such calls, otherwise the FCC
would have had no authority in the first place to grant an exemption for such

calls.

The ILECs deny that calls to ISPs “terminate” at the ISP’s modem, but

argue that such calls remain in transit through the modem for further relay across
state and national boundaries via the Internet. As such, the ILECs define ISP
traffic as interstate based on the fact that the ISP sends and receives data
transmitted to its local customers which may involve access to computer
networks located outside of California or even outside of national boundaries.
GTEC argues that a communication must be analyzed, for jurisdictional
purposes, from its inception to its completion. GTEC seeks to draw an analogy
betveen the intermediate switching of interstate calls of long. distance carriers
and the transmission performed by tile ISP modem, ¢onnecting to worldwide
web sites.

GTEC argues that ISP calls involve both intrastate and interstate elements,
and as such, are inseverable for jurisdictional purposes. GTEC cites the Mentory
Call case, arguing that in it, the FCC applied an end-to-end analysis to BellSouth’s
voicemail service to conclude that it was jurisdictionally interstate, even though it
utilized an intrastate call fonwarding service to allow out-of-state callers to
retrieve messages. GTEC argues that a similar analysis should apply to ISP
traffic, thereby rendering it jurisdictionally interstate. (Petition for Emergency
Relief and Declaratory Ruling Filed by BeliSouth Corp, 7 FCC Red 1619 (1992).)
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The small ILECs raise concern over the impact on their operations if the
Commission ruled that ISP traffic be assigned to the intrastate jurisdiction. The
rates and revenues of the small ILECs' depend in large measure on calculations
based on intra-and-interstate calling traffic ratios. The small ILECs claim that the
potential revenue shifts caused by the changes in jurisdictional assignments of
the sort addressed in the Motion are so significant that Congress requires such
matters to be referred to the Federal-State Joint Board. The small ILECs question
the jurisdiction of the Commiission to unilaterally decide the jurisdictional
assignment of any traffic.

The Coalition also presents a summary of rulings which have been issued

by other state commissions concerning whether reciprocal compensation should

apply to local calls terminating with ISP end users. The Coalition claims that

every state commission that has issued a final decision on this issue has ruled
that reciprocal compensation should apply t6 such calls. While acknowledging
that such actions are not binding on this Commission, the Coalition views such
decisions as useful information, illustrating how other jurisdictions faced with
this same issue have resolved it. In addition, the National Association of
Regulatory Utility Commissioners (NARUC) passed a resolution at its November
1997 nieeting concluding ISP traffic should remain subject to state jurisdiction.
GTEC discounts the significance of the orders from other jurisdictions cited
by the Coalition, arguing that most of the cited orders merely involved
interconnection complaints under specific contracts or arbitration proceedings
which barely touched upon the ISP traffic issue. To the extent that the cited
orders do rule that reciprocal compensation applies to ISP traffic, GTEC claims

that the reasoning underlying the orders is faulty.
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Discussion
The first issue to be resolved is whether calls to an ISP constitute interstate

or intrastate local traffic. The question of whether ISP traffic is defined as local or
as interstate has a bearing on whether such calls come within the jurisdiction of
this Commission and also whether such calls are subject to reciprocal
compensation arrangements. Reciprocal compensation provisions of
interconnection agreements only apply to local communications, that is, traffic
originating and terminating within a local calling area. .

There is no question that the Internet services offered by an ISP involves
the transmission of information beyond the boundaries of a local calling area,
and which may, in fact, span the globe. The Internet itself is an interstate
network of computer systems. The question, however, is whether this network
of computer systems comprising the Internet can properly be characterized as a
telecommunications network for purposes of measuring the termination point of
a telephone call to access the Internet through an ISP, Parties dispute whether
such Internet communications can properly be disaggregated into separate
components, one involving the telecommunications network, and one that does
not. We must consider whether the transmission of data which occurs beyond
the ISP’s modem constitutes an indivisible part of a total telecommunications
service. This question, in turn, depends on how we define a telecommunications
service and how such service is terminated.

GTEC argues that the Coalition’s attempt to sever the ISP communication
into separate intrastate and interstate segnients is contrary to legal precedent, but

that a communication must be analyzed, for jurisdictional purposes, “from its

inception to its completion.” (See Teleconnect Co. v. Bell Te. Co. of Penn. et al., 10
FCC Red 1626, 1629-30 (1995), aff‘d Southwestern Bell Tel. Co. v. FCC, No. 95-119
(D.C. Dir. June 27, 1997). GTEC cites a case in which the FCC found that a
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telephone service was interstate and thus subject to FCC jurisdiction even though
the originating caller reached a local telephone number from out of state using
forcign exchange and common contro! switching arrangement services. The
service permitted an end user in New York to call an out-of-state customer by
dialing a local number and paying local rates. GTEC claims this case is

analogous to the dispute over ISP traffic, arguing that both instances involve the

use of intrastate local services, in part, to complete an interstate call.

GTEC also cites the Memory Call case where the FCC concluded that voice
mail service is subject to interstate jurisdiction even though out-of-state callers
could retrieve messages using an intrastate call forwarding service. GTEC cites

the FCC findings that:

“The key to jurisdiction is the nature of the communication itself

rather than the physical location of the technology. Jurisdiction over

interstate communications does not end at the local switchboard, it

continues to the transmission’s ultimate destination...This

Commission has jurisdiction over, and regulates charges for, the

local network when it is used in conjunction with the origination and

termination of interstate calls.” (Petition for Emergency Relief and

Declaratory Ruling Filed by BellSouth Corp., 7 FCC Red 1620-21

(1992).)

We disagree with GTEC’s claim that the FCC’s assertion of jurisdiction
over voicemail service as cited in the Memory Call case has applicability to the ISP
issue before us here. Even in instances where interstate services are
jurisdictionally “mixed” with intrastate services and facilities otherwise regulated
by the states, the FCC ruled that * ‘state regulation of the intrastate service that
affects interstate service will not be preempted unless it thwarts or impedes a
valid federal policy.” (Id., at 1620 (para. 6).) Thus, even if ISP traffic did involve
the jurisdictional mmnb » of interstate and intrastate services, state regulation of

the intrastate portion of the service would not be preempted since no federal
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policy is being thwarted or impeded by requiring that such ISP traffic be
considered local. The FCC has not issued any regulation on this matter.
Moreover, conlrary to its teeatment of voice mail and telephone services,
the FCC has not categorized Internet use via local phone connections as a single
end-to end telecommunications service. The FCC has instead defined Internet
connections as being distinctly different from interstate long-distance calls. For
exaniple, in its decision not to apply interstate access charges to ISPs, the FCC
noted that, “given the evolution in ISP technologies and markets since access
charges were first established in the early 1980s, it is not clear that ISPs use the

public switched network in a manner analogous to IXCs [long-distance

interexchange carriers).” First Report and Order In Re Access Charge Reform.

(12 FCC Red 15982 at q 345 (Released May 16, 1997).)

Likewise, in the FCC'’s Report and Order In Re Federal-State Joint Board on
Universal Service, 12 EC.C.R. 8776 (Released May 8, 1997) ("Report and Order"),
the FCC ¢concluded that "Internet access consists of more than one component."
(Id. at §83.) The FCC reasoned that "Internet access includes a network
transmission component, which is the connection over a [local exchange)
network from a subscriter to an Internet Service Provider, in addition to the
underlying information service.” (Id.)

The FCC has found that “Internet access services are appropriately
classified as information, rather than telecommunications, services.” Report to
Congress in re Federal-State Joint Bd. On Universal Service, FCC 98-67 at § 73
(Released April 10, 1998). The FCC has affirmed that the categories of
“telecommunications service” and “information service” are mutually exclusive.
The FCC further concluded that: “Internet access providers do not offer a pure
transmission path; they combine computer processing, information provision,

and other computer-mediated offerings with data transport.” (Id.) In contrast to
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a telecommunications service, the FCC found that: “[t}he Internet is a distributed
packet-switched network. . . [where the] information is split up into small

chunks or ‘packets’ that are individually routed through the most efficient path

to their destination.” (/d. at § 64.12.)
The FCC further explained how the service offered by an ISP differs from a

telecommunications service:

“Internet access providers typically provide their subscribers with
the ability to run a variety of applications ....When subscribers store
files on Internet service provider computers to establish ‘home
pages’ on the World Wide Web, they are, without question, utilizing
the provider's capability for . . . storing . .. or making available
information” to others. The service cannot accurately be
characterized from this perspective as ‘transmission, between or
among peints specified by the user’; the proprictor of a Web page
does not specify the points to which its files will be transmitted,
because it does not know who will seck to download its files. Nor is
it ‘without change in the form or content,” since the appearance of
the files on a recipient’s screen depends in part on the software that
the recipient chooses to employ. When subscribers utilize their
Internct service provider's facilities to retrieve files from the World
Wide Web, they are similarly interacting with stored data, typically
maintained on the facilities of either their own Internet service
provider (via a Web page ‘cache’) or on those of another.
Subscribers can retrieve files from the World Wide Web, and browse
their contents, because their service provider offers the ‘capability
for. .. acquiring, ... retrieving [and] utilizing. . . information.” (Id. at
1 76 (citations omitted); Report and Order, 12 F.C.C.R. 8776 at § 83.)

The FCC’s description of Internet service makes it clear that the
transmission beyond the ISP modem is an information service, nota
telecommunications service. The ISP does not operate switches as does a
teleccommunications carrier, and does not switch calls to other end users. Rather,
the ISP answers the call, signifying that the telecommunications service is
terminated at the ISP modem. Once the ISP connection with the local caller is

established, the ISP uses its computer network capabilities to send and receive

-10-
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data transmiissions over the Internet. These information transmissions are
performed utilizing technologies which are independent of the public switched
telecommunications network. Moreover, the ISP is not cettificated as a
telecommunications carrier, and its own manipulations of data transmissions
through the Internet computer network cannot properly be defined as a
telecommunications service for purposes of measuring where ISP teaffic is
terminated. Likewise, the transmission of data through the Internct cannot
reasonably be construed as an interstate telecommunications service simply

because the Internet can route information from worldwide sources.

GTEC argues that the FCC'’s granting of an exemption from federal access

charges to Information Service Providers constitutes a valid inference that the .
FCC exclusively regulates traffic. We disagree. The FCC’s Access Charge Order
was limited to interstate ISP traffic. The FCC did not assert exclusive jurisdiction
over intrastate ISP issues. The FCC has historically exercised its jurisdiction over
telephone carriers providing interstate enhanced services pursuant to its ancillary
jurisdiction under Title I, 47 USC, Sec. 151-155. In 1990, however, the Ninth
Circuit Court considered the jurisdictional issute of whether the FCC could
preempt the state from the regulation of the intrastate enhanced services offered
by carriers. The Ninth Circuit ruled that the state’s jurisdiction over carrier-
provided intrastate service does not intrude upon the FCC’s jurisdiction over
interstate enhanced services. The Ninth Circuit explained:

“{Tlhe broad language of Sec. 2(b)(1) [of the Communications Act}

makes clear that the sphere of state authority which statute ‘fences

off from FCC reach or regulation, Lonisiana PSC, 476 US at 370,

includes, at a minimum, services that are delivered by a telephone

carrier ‘in connection with’ its intrastate common carrier telephone

services. When telecommunications services are delivered on an

intrastate basis by telephone carriers over telephone lines, they at the

very least qualify as services ‘in connection with intrastate
commttnication service by wire ....of any carrier.” (47 USC Sec.

-11 -
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152(b)(1).) That these enhanced services are not themselves
provided on a common carrier basis is beside the point. As long as
enhanced services are provided by communications carriers over the
intrastate telephone network, the broad ‘in connection with’
language of Sec. 2(b)(1) places them squarely within the regulatory
domain of the states.” (Emphasis added.)

Based on the analysis above, we find that ISP service does constitute two

separate compbnents, one of which is a telecommunications service, and the
other which is not. Under the 1996 Telecommunications Act, Congress
separately defined “telecommunications” as the “transmission, between or
among points specified by the user, of information of the user’s choosing,
without change in the form or content of the information as sent and received.”
(47 USC 153(43).) On the other hand, Congress defined “information services” as
“the offering of a capability for generating, acquiring, storing, transforming,
processing, retrieving, utilizing, or making available information via
telecommunications, and includes electronic publishing, but does notinclude any
use of any such capability for the management, control or operation of a
telecommunications system or the nianagement of a telecommunications
service.” (47 USC 153(20).) As an information service provider, the ISP is an end
user with respect to the termination point of a telecommunications service.

Consistent with the FCC’s characterization of Internet service , we
conclude that the relevant determinant as to whether ISP traffic is intrastate is the
distance from the end user originating the cat! to the ISP modem. If this distance
is within a single local ¢calling area, then we conclude that such call is a local call,
and subject to this Commission’s jurisdiction. In contrast, long distance voice
calls terminate at a remote location outside of the local calling area.

Pacific argues that the telephone numbers for the ISP modem may be
located in a différent LATA from the CLC switch through which the call passes.

In such instances, Pacific argues, the call would not be local, but would be a toll

<12 -
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call. While we agree that such calls would be toll calls, we find such an argument
to be a red herring. Our finding remains unchanged that the rating of calls
should be treated in a consistent manner whether they happen to involve an ISP
or any other end user. If the call originates and terminates within the same local
calling area, it should be treated as local.

Our finding that calls to the modem of an ISP constitute local telephone
traffic does not contradict case law finding that Internet transaclions may involve
interstate comnierce or that the “nature” of a communication, not the physical
location of telecommunications facilities, is the proper determinant of FCC
jurisdiction. The exercise of jurisdiction by the FCC and Congress includes
authority over the Internet’s information service component which involves
transmissions across computer networks beyond the ISP modem and the
transactions which occur over those networks. The jurisdiction of this
Commnission covers the intrastate telephone line connection between the ILEC’s
end user and the ISP modem.

The treatment of an ILEC customer call to an ISP modem as a local call is

consistent with our Consumer Protection rules adopted in this proceeding where

we defined a “completed call or telephonic communication to be a “¢all or other

telephonic communication, originated by a person or mechanical device from a
number to another number which is answered by a person or
mechanical/electrical device.” (D.95-07-054, App.B, Sec. 2.5.) Based on this
definition, the ISP call is propertly viewed as terminating at the ISP modem, at
which point the originating call is answered, and the ISP connection established.
Accordingly, the determination of whether the call is local is based upon whether
the rate centers associated with the telephone numbers of the end user and the

ISP provider are both within the same local calling area.
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Thus, we conclude that we have jurisdiction over the intrastate

telecommunications service component of ISP traffic, and thus have authority to
deem these calls local.
Payment of Reciprocal Compensation Fees

Parties’ Positlons

The Coalition claims that CLCs are being unfairly deprived of
reciprocal compensation fees for terminating the ISP traffic originated by ILEC
customers. The Coalition claims Pacific has violated PU Code Sec. 453 by
refusing to treat calls to ISPs as local calls eligible for reciprocal compensation.
Sec. 453 prohibits public utilities from granting “any preference or advantage to
any corporation or person” or subjecting “any corporation or person to any
prejudice or disadvantage” as to “rates, charges, service, facilities or in any other
respect ...as between classes of service.” The Coalition claims that while Pacific
collects local measured usage or Zone Usage Measuremient (ZUM) Zone 3
charges on the party originating calls to Pacific’s own Internet access service,
Pacific discriminates against CLCs by refusing to share this revenue for calls
from ILEC customiers to ISPs served by CLCs. Pacific also receives revenues on
flat rate service ($11.25 per month) over the rate for measured rate service ($6.00
per month). The Coalition cites this $5.25 per month differential as compensation
for Pacific’s costs for usage associated with flat rate service for which there is no
extra charge. Likewise, GTEC receives usage revenue on ISP calls, ZUM Zone 3
revenues, and a $7.25 increment over measured rate service in its flat rate charge.

Because Pacific does not share any compensation received from such
callers with the CLC that incurs the cost to terminate the call to the ISP, the
Coalition claims such differential treatment produces an unfair competitive edge
for Pacific and violates Sec. 453(a) and (c). The Coalition argues that CL.Cs are

entitled to receive compensation for terminating inbound calls in the same

-14 -
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manner as Pacific and its own Internet operations do. As the volume of ISP
traffic continues to grow at explosive rates, the Coalition argues, the CLCs'
burden of terminating ISP calls correspondingly grows greater.

Pacific denies the charge that it has violated Sec. 453, arguing that
most of its customers pay no additional charge for each individual local call, but
are subject generally to local flat rate service. Likewise, Pacific’s customers do
not pay ZUM Zone 3 charges for ISP calls since CLCs specifically assign
telephone numbers to ISPs from NXX codes that permit customers to avoid such
charges. Pacific claims that its prices of $11.25 for flat rate service and $6 for
measured rate service do not even cover its costs of providing local service to its
own customers, much less the costs associated with calls froni its customers to

ISPs serviced by a CLC. Pacific argues that these prices were not designed to

cover the costs associated with ISP usage where customers maintain their

connection to the ISP for extended periods of time. Thus, Pacific denies that it
collects any surplus revenues for ISP calls which can be shared with CLCs.

Pacific claims that it would be confiscatory to ILﬁCs to require them
to pay CLCs for the termination of ISP traffic. Since virtually all of the ISP traffic
is one-way, Pacific argues, the compensating per-minute termination charges
would likewise flow asymmetrically to the CLCs that have the customer
relationship with the ISPs. The ILEC would thus pay both the costs of
originating and terminating ISP traffic.

The ILECs argue that, even if the Commission concludes that it has
jurisdiction over such calls, reciprocal compensation for ISP traffic should not be
authorized as a matter of policy. Because ISPs receive calls, but almost never
originate calls, the CLC would receive payment for terminating ISP traffic, but
would seldom, if ever, pay for termination of outgoing calls originating from the

ISP. At the same time, the ILEC would have to bear the call origination costs plus
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the per-minute charges paid to the CLC for terminating the call. The ILECs claim
such an arrangement would place an unfair and extraordinary burden on the
carrier which originates the call. On the other hand, the CLCs argue that itis
they who are disadvantaged by the obligation to terminate calls originated by the

ILECs’ customers to ISPs.
The ILECs warn that, if ISP traffic is deemed local, and the

Commission requires that reciprocal compensation fees apply to ISP traffic, CLCs

stand to gain millions of dollars in one-way reciprocal compensation payments
under interconnection agreements with the ILECs, thereby subsidizing CLCs'
businesses and undermining local competition. GTEC argues that no local
carrier would voluntarily serve a subscriber if it stands to pay more in reciprocal
compensation fees than it receives for providing local telephone service to' the
subscriber. Pacific argues that the payment of termination fees to the CLCs for
ISP traffic will create an incentive for CLCs to “game” the systemin a
competitively abusive manner. Pacific claims that instead of charging ISPs to
connect to the CLC network, the CLC can remit some of their reciprocal
compensation fees to pay the ISPs for connecting the CLCs in the first place.
Pacific believes the payment of reciprocal compensation fees for ISP traffic

creates the wrong incentives encouraging such marketing practices.

Discusslon
We conclude that provisions applicable to interconnection agreements

- should apply to the termination of ISP calls as they do to any other local calls.
We are unpersuaded by the argument that the payment of termination fees to
CLCs for ISP calls is inherently unfair. Parties to the interconnection agreements
which are subject to reciprocal compensation for local calls voluntarily agreed to
such a provision. In the initial phase of the Local Co'h*ipetition proceeding, both

Pacific and GTEC advocated the adoption of reciprocal compensation for call

-16-
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termination. The contractual obligation to pay such charges does not disappear
merely because the balance between incoming and outgoing calls is asymmetrical
or not to the liking of one party or the other.

The telecommunications network functions that are required to terminate
ISP traffic are no different from the functions required to terminate local calls of
any other end user. The CLCs incur costs to terminate calls to ISPs just as they
do for other calls. Likewise, the ILEC is relieved of the burden of terminating
such traffic. We find no legal basis for treating ISP traffic differently from the
teaffic of any other similarly situated énd users.

The fact that such calls flow predominantly in one direction does not
negate the costs involved in terminating traffic, nor justify denying carriers
compensation for the termination of local calls to which they are otherwise
entitled. The U.S. District Court for the Northern District of California has
recently upiwld the principle that reciprocal compensation obligations are not
invalidated merely because the directional flow of terminating traffic is not
symmetrical. In upholding the reciprocal compensation provisions of an
interconnection agreement involving a one-way paging carrier, the Court stated:

“The Court agrees with Cook and the CPUC that nothing in the Act

precludes one-way carriers such as Cook from entering into

reciprocal compensation agreements with LECs. The Act requires

only that the agreements be ‘reciprocal’ in that each carrier agrees to

pay the other for the benefits it receives from the other carrier when

the other carrier terminates a call that originates with the first carrier.

The compensation agreement between Cook and Pacific Bell does so.

Nothing in the statute’s language indicates that such compensation

agreements are not required if a disproportionate number of calls

will originate with the facilities of one carrier or if no calls will

originate with those of the other carrier.” (Pacific Bell v. Telecom,
Inc., U.S. D. C.; Judgment No. C97-03990 Civ.; September 3, 1998)

The imbalance in ISP traffic flow merely reflects the fact that vast majority

of telephone customers still are served by an ILEC and thus, most calls will
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originate with ILEC customers. The ILECs benefit front the huge share of the
market they still possess, and generate at least some revenue from the calls to
ISPs which are originated by ILEC ¢ustomers and which terminate on the
network of the CLC. For example, the differential rate for flat rate service in
excess of measured rate service represents such a source of revenues. Also, the
presence of the ISPs enhances the incentive for ILEC customers to purchase
second phone lines from which further revenue is geherafed. It_ié not
confiscatory merely to require the ILEC to compensate the CLC for terminating
such calls in conformance with the freely. negotiated reciprocal compensation
provisions of épplicable interconnection agreements. The CLC perfornis a
necessary function in terminating ISP traffic, thus enabling the communication to

be completed. Moreover, as the volume of such traffic-increases, the burden on

CLCs to provide for the termination of such traffic correspondingly in¢reases.

Absent a compensation agreement, the CLC terminating the ILEC customer’s call
receives no compensation for its termination. It is therefore equitable that the
CLC be compensated through termination fees applicable to local calls.

There is nothing discriminatory in requiring that reciprocal compensation
apply to ISP traffic since the obligation for reciprocal compensation applies to all
carriers, not just to the ILECs. Thus, where calls are originated by_CLC
customers and terminated by an ILEC to its own ISP customer, the CLC must pay
termination fees to the ILEC on whose network the ¢all was terminated. Ina
competitive local exchange market, ILECs are free to compete for the business of
an ISP. If the termination charge is not set at a level which corresponds to the
costs incurred in terminating a call, the proper remedy is not to void the
requirements of the interconnéction agreement prescribing recovery of a
termination charge. Rather, the proper remedy would be for the termination

charge to be negoliated between the parties to recognize the appropriate costs of
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call termination and in view of the corresponding revenues reccived by the

carrier on whose network the call is originated. ILEC can renegotiate the

interconnection agreements when they terminate to achieve this outcome.

Impacts on Interstate/intrastate Calling Ratlos
We are unpersuaded by the arguments of the small ILECs that we should

refrain from deciding the jurisdictional status of ISP traffic because it could
adversely affect the revenues of the small ILECs which is based on intrastate-
interstate calling traffi¢ ratios. Our ruling that ISP traffic is intrastate is consistent
- ywith the manner in which such traffic has been treated in interconnection
agreements hislo;ically prior to the recent change initiated by Pacific in
questioning the validity of such treatment. In any event, to the extent that a small
ILEC believes it will experience a material revenue impact as a result of a change
in jurisdictional calling traffic ratios, it mé‘y seek recourse through its general rate
case process.! Therefore, the issues resolved in this order concerning our
jurisdiction over ISP traffic should not have any adverse impact on the traditional
mannet in which the small ILECs have determined traffic ratios for rate and
revenue purposes.
Findings of Fact

1. Disputes have arisen in interconnection agreements over which carrier
should pay for the cost of terminating calls originated by customers of one local
carrier to access Internet Service Providers (ISPs) which, in turn, are telephone

customers of another local carrier.

' The dominant large ILECs may seck any remedy they deem necessary to recover from
their own end users whatever additional ¢osts are allegedly caused by their end user’s
calls to ISPs. For example, the ILECs ¢ould request modification of the Commission’s
definition of basi¢ service adopted in D.96-10-066 to possibly add a usage element above
a certain threshold of minutes to flat rate service. ’
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2. The question of whether ISP traffic is subject to call termination charges
depends, in part, on whether such traffic is defined as local or as interstate, and
consequently, on whether such calls come within the jurisdiction of this
Commission.

3. Provision for reciprocal compensation for call termination in
interconnection agreements only applies to local traffic originating and
terminating within a local calling area. _

4. ISP service is composed of o discrete elements, one being a
telecommunications service by which the end user connects to the ISP modem
through a local call, the second being an information service by which the ISP
converts the customer’s analog messages into data packets which are
individually routed through its modem to host computer networks located
throughout the world.

5. Under the 1996 Telecommunications Act (Act), “telecommunications” is
defined as the “transmission, between or among points specified by the user, of
information of the user’s choosing, without change in the form or content of the
information as sent and received.” (47 USC 153(43).)

6. The Act separately defines “information” services” as “the offering of a
capability for generating, acquiring, storing, transforming, processing, retrieving,
utilizing, or making available information via telecommunications, and includes
electronic publishing, but does not include any use of any such capability for the
managentent, control or operation of a telecommunications system or the
management of a telecommunications service.” (47 USC 153(20).)

7. Bven where interstate services are jurisdictionally mixed with intrastate
services and facilities otherwise regulated by the states, the FCC has ruled that
state regulation of the intrastate service will not be preempted unless it thwarts

or impedes a valid federal policy.

-20-
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8. No valid federal policy is thwarted or impeded by a state regulation ruling
that reciprocal compensation provisions of interconnection agreements apply to
the termination of ISP traffic on another carrier’s network.

9. The U.S. Court of Appeals for the Ninth Circuit has ruled that state
jurisdiction over carrier-provided intrastate enhanced services such as ISP calls
does not intrude upon FCC’s jurisdiction over interstate enhanced services
offered by carriers. -

10. The relevant determinant of whether ISP traffic is intrastate is the whether
between the rate centers associated with the telephone number of an end user
originating the call and the telephone number at the ISP modem where the call is
terminated are both intrastate.

11. If the rate centers associated with the telephone number of the end user
originating the calt and the telephone number used to access the ISP modem lies
within a single local calling area, then such callis a local call.

12. The issues resolved in this order concerning our jurisdiction over intrastate
calls to ISPs should not have any adverse impact on the traditional manner in
which the small ILECs have determined traffic ratios for rate and revenue
purposes.

13. The telecommunications network functions that are required to terminate
ISP traffic are no different from the functions required to terminate local calls of
any other end user.

14. The fact that ISP traffic flows predominantly in one direction does not

negate the costs involved in terminating traffic.

Conclusions of Law
1. This Commission has jurisdiction over transmissions originating from an

end user and terminating at an ISP modem where both the end user and modem
kY

are intrastate.
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2. This Commission has jurisdiction to issue an order ruling on whether a
transmission terminating at an ISP is to be subject to the reciprocal compensation
provisions of interconnection agreements.

3. The reciprocal compensation provisions applicable to interconnection
agrecments should apply to the termination of calls to ISPs as they do to any

other local calls.
4. There is nothing discriminatory in requiring that reciprocal compensation

apply to the ISP termination of calls to by CLCs since the obligation for reciprocal

compensation applies to all carriers; not just to the ILECs.
5. Itis not confiscatory merely to require the ILEC to compensate the CLC for
terminating such calls in conformance with the reciprocal compensation

srovisions of applicable interconnection agreements.
5

ORDER

IT IS ORDERED that:

1. The compensation provisions of interconnection agreements shatl apply to
the terminating traffic sent by competitive local carriers (CLCs) to Internet
Service Providers (ISPs).

2. All carriers subject to interconnection agreements containing reciprocal
compensation provisions are directed to make the appropriate reciprocal
payment called for in such agreements for the termination of ISP traffic which

would otherwise qualify as a local call based on the rating of the call measured
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by the distance between the rate centers of the telephone number of the calling
patty and the telephone number used to access the ISP modem until such
agreements are ended. At that time, both the CLCs and incumbent local

exchange carriers (ILECs) are free to negotiate whatever new revisions they can

agree to for termination.

This order is effective today. _
Dated October 22, 1998, at San Francisco, California.

RICHARD A.BILAS
President
. GREGORY CONLON
JESSIE . KNIGHT, JR.
Commiissioners

I will file a dissent.

/s/ HENRY M. DUQUE
Commissioner

I will file a dissent.

/s/ JOSIAH L. NEEPER
Commissioner

I will file a concurrence.

/s/ JESSIE ). KNIGHT, JR.
Commissioner
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Henry M. Duque, Commissioner, dissenting:

I respectfully dissent from the decision of the majority.,

My reasoning, like that of the majority voting for DPecision 98- IO~057: leads to the
conclusion that this Commission has jurisdiction to resolve issues concering intemet
traffic and to interprel interconnection agreements. Nonetheless, failures of reasoning,
law, due process, and policy prectude me from supporting Decision 98-10-057.

Decision 98-10-057, after resolving the issue of jurisdiction, reaches a novel
definition of “local call.” Finding of Fact 11 states that “If the rate cente;s associated
with the telephone number used to access the ISP modem lies {sic) within a single local
calling area, then such call is a local call.” Unfortunately, this finding neither comports
with long-standing policies and practices embedded in tariffs filed to comply with prior
Commission decisions nor with the reasoning contained in Decision 98-10-057 itself.
Instead, it subily shifts from a definition of a “local” call determined by tocations, to a
definition of “local™ that derives from numbering conventions. There is no basis for this
change, no analysis of its policy consequences, and no argumeni in the decision itself that
supports this change.

For the longest time, the local service area has been defined in tariffs as:

“An area within which are located the stations which customers
may call at exchange rates, in ac¢ordance with the provisions of exchange
tariffs. The local servite area may include the whole or a part of an
exchange area, or all of two or more exchange areas.” (Pacific Bell Tariff,
Schedt:le Cal. P.U.C No. A2 5™ Revised Sheet 17, Filed January 29,
1996).

Thus, the prime determination of whether a call is local is the physical location of the
caller and the physical location of the party called — not the rate centers associated with
the caller’s number and the number of the party called.

Decision 98-10-057 itself follows the reasoning that it is location — not numbering

! Note that 1996 is the dateé of thé last modification to this tariff page. The section quoted did not change in
1996. From the current tariff page it is not possible (o determine when the quoted section was last
wodified.
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convention — that counts:

“Consistent with the FCC’s charactenzation of Intemet service,
we conclude that the relevant determinant as (0 whether ISP traffic is
intrastate is the distance from theé end user originating the call to the ISP
modem. If this distance is within a single local ¢alling area, then we
conclude that such call is a local call, and subject té this Commission®s
jurisdiction.” (Mimeo, p. 12, emphasis added).

This reasoning calls for a very different finding of fact than Finding of Fact 11. It would
suppont a finding of fact which states that a call is “local” when the distance from the rate
center that contains the exchange where the caller is located to the rate cénler that
contains the exchange in which the modem is located measures less than twelve miles. It
does not support Finding of Fact 11 as contained heve.

Finding of Fact 11’s new definition in which “local™ is determined by the
telephone numbers, not tocations, has significant policy consequences for all
Californians. In particular, Finding of Fact 11 deems “local” any call placed between two
numbers associated with a single “rate center,” even if the phone or modem answering
that call is hundreds of miles away. Consequently, if there is no link between the location
of an ISP modem and the number assigned, all calls within a state to a modem could
become “local” through the strategic purchase and assignment of telephone numbers by a
Competitive Local Carrier (CLC). If, on the other hand, CLCs strictly follow a practice
of assigning numbers to ISP modems based on the physical location of the modem
answering the call, then Finding of Fact 11, although not justified, produces no change in
the rating of calls.

Determining the facts of the situation — whether or not numbers are linked to the
location of specific modems — is thus particularly important. Indeed, facts determine
whether Finding of Fact 11 conslitutes a wholesale revision of telephone pricing policies
or is merely an infelicitous effort to restate traditional policy. This proceeding, however,
developed no record conceming the numbering policies of CLCs or other carriers. Thus,
it established no facts conceming number assignment practi¢es in Califomia.

This threat to current pricing policies is more than an abstract musing about a

failure to develop a record. There is a current investigation in the State of Maine, in

particular, to determine whether a carrier used multiple NXX codes “allowing customers
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to avoid toll charges, rather than for the purpose of providing local exchange service.

Maine appears (o view this practice, if documented, as one that undermines the traditional
rating of calls. In particular, this practice would end all distinctions between local and
toll calling.

If any Califomia company assigns telephone numbers independent of location,
Finding of Fact 11 creates mischief. Without any consideration of past pricing policy, it
facilitates the practice of bypassing toll charges through the purchase of phone numbers.
Indeed, unless some previous Commission ruling has set numbering policy, a fact not in
evidence, Finding of Fact 11 would appear to establish a new rating practice that can
readily eliminate all toll charges for many customers. This is reckless and unsound
policy. It has no basis in fact or in law. Morcover, the adoption of Finding of Fact 11
without facts or hearing constitutes legal error. At a minimum, this reversal of
Commiission pricing policy requices a héaring.

Next, Decision 98-10-057, relying on this unsupported change in policy that
permits numbers, rather than locations, to determine the rating of a call, ordess the
immediate payment of reciprocal compensation for calls placed to ISPs (Ordering
Paragraph 2). In this sweeping step, the decision resolves actual and potential disputes
concerning hundreds of interconnection contracts negotiated under the supervision of the
Commission. Clearly, this order, bascd on an unsupported change in policy taken without
a hearing, lacks a legal foundation. Issuing this order thus constitutes legal error.

In addition to its faully reasoning, D.98-10-057 denies basic rights of due process.
The decision orders the payment of compensation by incumbent carriers without
examining the wording of a single contract and the contract terms that govemn
compensation. In adopting D.98-10-057, the Commission rejected a legally defensible
alternative that would have the Commission examine the terms in a particular contract
before ordering payment. This reasonable approach would determine how a specific
contract addresses the pricing of calls to intemet service providers or whether a contract

cither uses or defines the term “local” cal). After a review of a disputed contract, the

! State of Maine, Public Utitities Commission, Docket No. 98-758, Notice of Investigalion, October 6,
1998.
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Commission could issue a de¢iston interpreting it, including compensation terms. This
approach, rejected in the cush to adopt Decision 98-10-057, should be ordered. Failure to
do so would constitute another legal error.

Finally, in addition to committing legal error, Decision 98-10-057 constitutes poor
regulation. Decision 98-10-057 neither asks nor answers any questions concerning the |
effects of its new call-rating policy 6n California’s information infrastructure, Thus, its
approach to decision making denies the very premise of good regulation, which is that
rational decisions based on facts and reason serve the public interest. Moreover, this
rational process is enshrined i the statutory guidance contained in Section 709 of the
Public Utilities C(_’)dc, which recommends thal telecommunications regulators consider

the consequences for the state’s telecommunications and information infrastructure of

regulatory decisions. Thus, Decision 98-10-057 fails to comport with Section 709 of the
Publi¢ Utilities Code.

In summary, failures of reasoning, legal errors, failures to provide due process,

and faulty cegulatory actions endemic to Decision 9_8-10—05’1.4:_0mpel my dissent.

/s HENRY M. DUQUE
Henry M. Duque
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Commissioner Josiah L. Neeper, Dissenting:

I dissent from the majority’s decision. The majoritys decision errs in its
analysis of Intemet traftic by segmenting one leg of Internet call and considering it
a local call while deeming the remaining segment of the call information service.
Internet call does not terminate at the local switch of the Intemet Service Provider;
nor does it terminate at the compeltitive local exchange carrier’s (CLECs) switch.
Rather, it terminates at the ultimate destination the caller targets, siz;ﬁlar to long
distance sén’ice, and can be local, intrastate, interstate or international.

There is one overriding question in this case. That is: where does Internet
traffic terminate? Does it terminate at the competitive local exchange carrier’s
switch or the modem of an Intemet Service Provider? Or does it terminale at its
ultimate destination the caller wishes to access?

The Coalition’s Motion raises two intertwined and inseparable issues. We
are to determine, first, whether Intemnelt traflic is interstate or intrastate. That starts
with the federal-state jurisdictional question, but the answer to this question
inescapably leads to deciding the subsequent question: whether Internet traffic
starts with a separate, severable, telephone segment that is subject to reciprocal
compensation. Ifwe say the Internet call is intrastate because we want to exercise
a State’s right rationale to decide the reciprocal compensation issue now or later,
we will have essentially determined right now that Internet traffic is local.

Advocacy for States’ rights is not the only issue. The issue is whether when
someone in California sends an E-mail to Montana there is a separate severable
local segment that is subject to the CPUC regulation under the federal

telecommunications law and scheme. Is there another segment in Montana subject

to its jurisdiction? And is the middlc’l‘regulatcd by the FCC? In my view, there is
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no need for duplicity of regulation when a single, integrated regulation of the

interstate call can be done by a single regulator.

The Internet is an interstate network of comiputer systems interconnected
with the telecommunications délwork,’which enables the Internet to allow
communication to occur across State, federal and international boundaries. No one
disputes that the Internet allows people to communicate with one anqlher. Itisa
medium of communication with limitless potential for international commerce,
voice communication, and video communication. No one disputes that the Internet
is also a source of boundless information that resides in differeat locations
scattered around the entire globe. This is a medium far more important in its
capacity and potential to bring together all humans on the globe connected with
one another than any other communication medium we have experienced in this
civilization. Itis also undergoing dynamic evolution and transformation. Given
this, I think it will defy logic to reduce and relegate the Internet or any part of it as
just information service that is physically and inherently distingﬁishable from
telephony.

The question presented to us by the Coalition’s motion is whether this
medium of communication that is made up of the Internet network and in part the
telephone network can be broken into separate and distinct pieces, so that we can
carve out a State jurisdiction. The entire exercise of determining whether Intermet
traffic is intrastate or intrastate rests on where we believe the Internet traflic
terminates at the ISP’s modem or somewhere else where the caller desires. |
believe it terminates at the ultimate destination of the caller. Here is why.

First, the transformation of the Internet cail as it traverses from an end user
to its final destination has no decisional influence as to where the call terminates.

The physical transportation of the call from the end user to the ISP is accomplished
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by the CLEC which receives the call from the end user and sends it to the ISP on
its trunks, just as it does any ¢all to another custonter. However, when the call
reaches the ISP’s modem, unless the desired destination resides at the ISP, the ISP
generally routes the call to its ultimate destination which may be within the state,
in another state, or at an international site, using what is called “packet switched
data” protocol. The ISP then keeps the connection active for transmission and

reception of communication to occur. On its way, the message or data may be

"packeted" before it gets to its destination; but \whatever happens in between you

gel your message across or receive it the way it is intended.

In this manner the ISP plays an intermediary role between the end user and
the destination of the call, linking the communication path between caller in one
area and the ultimate termination point. The destination of the Intemet user are
“mixed.” They may terminate at the ISP’s server or end up in a “web site” located
in Moldavia or South Africa; or in Peoria, lllinois. And there is no way of telling
what portion of the destination is where. But ifit were possible to do that, then we
could have had ease in determining which Intemet call is interstate and which ones
are intrastate, just as we do for long distance telephone calls. Here we have a
medium where distance betweéen caller and calléd is nearly irrelevant, a condition
that is not hard to imagine for ordinary telephony in the near future.

When you consider the mixed nature of calls in the Intemnet and long
distance service, the fundamental jurisdictional similarity between the two is
inescapable. The only differences between them, I see it, are technology and the
type of communication used. Internet traffic is largely data and “packet switched”;
whereas interexchange is voice transmission and circuit switched. But I note that
this distinction may in fact be more limited than my description because today

with the right gadgeis you can make a voice call using the Internel.
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Afier a serious consideration of the issues, 1 have taken the view that our

analysis of this case must consider the whole integrated, inseparable picture just as

the FCC did in 2 number of cases before it concerning jurisdictional issues. The
FCC’s rulings in the past provide ample support to an end:to-end analysis in
determining the jurisdictional nature of Intemet traffic. Let me cite a few them.
First, the FCC's analysis in the Memory Call case is instructive in our
consideration here. In the Memt);y case, the FCC relied and explicitly stated its
rationale in its determination of jurisdiction that what mattered most was the
ultimate termination of the call regardless of the location of the call forwarding
service. It said that its jurisdiction does not end at the l‘ocal switch but continues to

the ultimate termination of the call.

Second, the FCC asserted jurisdiction over certain type of local calls used to

provide interstate service in New York saying that the service as a whole was
interstate and thus subject o its jurisdiction consistent with its analysis of call
origination and its ultimate termination.

Finally, the FCC has also applied its end-to-end analysis to Bellsouth's
voitgemail to conclude that voicemail is jurisdictionally interstate despite the fact
that the voicemail allowed out-of-state callers to retrieve their messages by using
an intrastate call forwarding service. The focus of the FCC in this case was on the
existence of "a continuous two-way transmission path from the caller, who is out
of state, to the voicemail service" to determine that the call is an interstate
communication.

Let me turn now to another extensively argued issue which the majority’s
decision misconstrues in reaching its conclusion. The FCC’s exemption of access
charges for Internet access traffic is an extension of a preferential treatment based

on publicrpolicy goals to protect budding technofogies from access charges just as




R.95-04-043/1.95-04-044
D.98-10-057

it did for other enhanced services. 1f the FCC put aside its protectionist policy
objectives towards the Intemet and futly considered the issue further, access
charge would apply to Intemet traffic.

This is perhaps made clear in its Access Charge Reform Order last year, in
which the FCC re-affirmed its preferential treatment of ISPs. In that order it

specifically said ISPs may use incumbent LEC facilities to originate and terminate

interstate calls, but that they should not be required to pay interstate access
charges. ISPs would pay business line rates, and other appropriate line charge,
rather than interstate access rates, even for calls that appear to traverse state

boundaries.

This exemption was granted not because of an FCC's determination that

ISPs were end users or had a different use of the locat exchan ge network but
because of a policy preference that Intemet traffic should be free of access
charges.

Consistent with this characterization of Internet service, my altemate order
resolves that the relevant determinant as to whether ISP traffi¢ is intrastate or
interstate is the nature of communication. Jurisdictional determination must
consider the ultimate termination of the call. ISP calls terminate at the ultimate
destination the caller intends to reach just as long distance telephone calls
terminate at a remote location outside of the local calling area.

A call to the modem of an ISP is not an end by itself. It is merely a
necessary stop as it continues to travel to its final destination. The ISP is a means
for the completion of Internet communication that has a beginning and a
termination.

The resolution of the call termination automatically leads to treating

Internet calls as interstate calls and thus not subject to reciprocal compensation.




R.95-04-043/1.95-04-044
D.98-10-057

The alternate decision proposes (0 treat Intemet traffic in the manner I described to
you. Tt will protect the integrity of the telecommunications network, prevents
gaming of the reciprocal compensation system that, in my view, was not |
established for the purposes of one way traffic, and protects local COmﬁelition by
encouraging CLEC's to compete in the local market by providing local telephone
service instead of seeking an additional revenue source. ]

The majority’s decision takes the contrary view that Internet traffic is
severable for state jurisdictional purposes and in so doing perverts the definition of

local calling. 1 disagree.

For all the above reasons I dissent from the majority decision.

@w(/ %m-.

Josiah L. Neeper
Commissioner

San Francisco, California
October 22, 1998
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Commissioner Jessie J. Knight, Jr., Concurring:

This is a very critical case that has enormous iniplication for the future
development of the business paradigms that will ensue around the Internet and a case
that [ have carefully reviewed. 1support this order because I agree with its technical
and legal analyses and the certainty that re ndermg this decision today provldes to the
competitive local carriers and internet service providers offering services in today’s
marketplace.

With regard to the technical and legal analyses, 1 endorse this order because it
does not erode the line drawn in detail almost a decade ago in the federal government's
computer inquiry cases that dealt specifically with computers and the inquiry to
separate telecommunications services from enhanced information and computer-related
services, such as those offered by internet service providers. As defined in the
Telecommunications Act, information services, are distinguished from
telecommunications services because among other things, they “generate, acquire,
store, transform, process and retrieve information via telecommunications.” As the
order describes, internet service providers allow their subscribers to access files on the
World Wide Web to acquire, retrieve, and utilize stored information. By upholding the
distinctions between telecommunications and information services, this order does not
blur these currently separately defined services into one generic category. If this line
were somehow erased, the effort could lead to intrusion of regulation into today’s
internet marketplace, which the last decade of regulatory and judicial history has been
careful to avoid.

Given the distinction between telecommunications and information services, 1
agree with the order’s finding that ternmiinating calls to an internet service provider is no
different than terminating a call to any other end user. Where the distinction does exist
is between the call to reach the internet provider and the enhanced or information
service provided by the internet provider.

Numerous technical argumients have been made on both sides to define why use
of the internet is or is not like any other phone call. But the heart of the matter, in my
mind, is that internet service providers are not certificated as telccommunications
carriers. Based on this fact, I see no reason to potentially expand jurisdiction over them
by now distinguishing them from other end users. No matter how sophisticated the
technical arguments, the Commission should not ac¢identally equate the internet
network with the phone network at this time, and otherwise erase the model that
parties relied on when they negotiated current interconnection contracts.
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Also, 1 support this order for the certainty it provides nascent facilities-based
carriers, who have invested millions of dollars in netwworks to terminate calls to their
customers, including internet service providers. These facilities-based carriers have
long counted on receiving payment for the terminations they have performed. By
adopling this order, the Comwmission will assure the marketplace, including the
investment community backing the competitive carriers, that the contractual
arrangenents that the Commission approved in negotiated interconnection agteements
can be relied upon. 1t is important to note that the order does altow future
renegotiation of these arrangements to suit the new realities of this market as it evolves
over time.

Sonte have characterized compensation to competitive local carriers for
terminating internet service provider traffic as a “lop-sided payment.” 1
wholeheartedly disagree. The competitive carriers are entitled to compensation for the
terminations they perforny, especially since they relieve the incunibent of performing
these terminations, such that the incumbent does ot incur the operating costs attendant
to this function. Furthermore, carriers are free to renegotiate the téerms of these
interconnection agreements as they expire, if the current terms are no longer acceptable
to either party.

By voting on this order today, the Commission is able to weigh in with its view
on the debate over treatment of calls to internet providers as it unfolds at the national
level before the Federal Communications Commission.

Dated October 22, 1998 at San Francisco, California.

[s/ Jessie }. Knight, Jr.
Jessie J. Knight, Jr.
Commissioner
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Commissioner Jessie J. Knight, Jr., Concurring:

This is a very critical case that has enormous implication for the fulure
development of the business paradigms that will ensue around the Internet and a case
that I have carefully reviewed. Isupport this order bocause 1 agree witluits technical
and legal analyses and the certainty that rendering this decision today provides to the
competitive local carriers and internet service providers offering services in today’s
markelplace.

With regard to the technical and legal analyses, 1 endorse this order because it
does not erode the line drawn in detail almost a decade ago in the federal governntent’s
computer inquiry cases that dealt specifically with computers and the inquiry to
separate telecomnunications services from enhanced information and computer-related
services, such as those offered by internet service providers. As defined in the
Telecommunications Act, information services, are distinguished from
telecommunications services because among other things, they “generate, acquire,
store, transform, process and retrieve information via telecommunications.” As the
order describes, internet service providers allow their subscribers to access files on the
World Wide Web to acquire, retrieve, and utilize stored information. By upholding the
distinctions between telecommunications and information services, this order does not
blur these currently separately defined services into one generic category. If this line
were somehoiw erased, the effort could lead to intrusion of regulation into today’s
internet marketplace, which the last decade of regulatory and judicial history has been
careful to avoid.

Given the distinction between telecommunications and information services, |
agree with the order’s finding that terminating calls to an internet service provider is no
different than terminating a call to any other end user. Where the distinction does exist
is between the call to reach the internet provider and the enhanced or information
service provided by the iiiternet provider.

Numerous technical arguments have been made on both sides to define why use
of the internet is or is not like any other phone call. But the heart of the matter, in my
mind, is that internet service providers are not certificated as telecommunications
carriers. Based on this fact, [ see no reason to potentially expand jurisdiction over them
by now distinguishing them from other end users. No matter how sophisticated the
technical arguments, the Commission should not accidentally equate the internet
network with the phone network at this time, and otherwise erase the model that

‘parties relied on when they negotiated current interconnection contracts.
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Also, I support this order for the certainty it provides nascent facitities-tased
carriers, who have invested millions of dollars in networks to teniminate calls to their
customers, includinb internet service providers. These facilities-based carriers have
long counted on receiving payment for the terminations they have performed. By
adopting this order, the Conunission will assure the marketplace, including the
investment communily backing the competitive carriers, that the contractual
arrangements that the Commission approved in negotiated interconnection agreements
can be relied upon. Itis important to note that the order does allow future
renegotiation of these arrangements to suit the new realities of this market as it evolves
over time.

Some have characterized compensation to competitive local carriers for
terminating internet service provider traffic as a “lop-sided payment.” 1
wholeheartedly disagree. The competitive carriers are entitled to compensation for the
terminations they perform, especially since they relieve the incunibent of performing
these terminations, such that the incumbent does not incur the operating costs attendant
to this function. Furthermore, carricrs are free to renegotiate the ternis of these
interconnection agreements as they expire, if the current terms are no longer acceptable
to cither party.

By voting on this order today, the Commission is able to weigh in with its view
on the debate over treatment of calls to internet providers as it unfolds at the national
level before the Federal Communications Conmmission.

Dated October 22, 1998 at San Francisco, California.

i (v
Commissioner
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Henry M. Duque, Commiissioner, dissenting:

I respecifully dissent from the decision of the majority.

My reasoning, like that of the majority voling for Decision 98-10-057, leads 1o the
conclusion that this Commission has jurisdiction to resolve issues conceming intemet
traffic and to inte rpret interconnection agreemients. Nonctheless, failures of reasoning,
law, due process, and policy prectude me from supporting Decision 98-10-057.

Decision 98-10-057, after resolving the issue of jurisdiction, reaches a novel

definition of “local call.” Finding of Fact 11 states that “If the rate centers associated

with the telephone number used to access the ISP modem lies [sic] within a single local
calling area, ‘then such call is a local call.” Unfortilnatel);. this finding neither comports
with long-slandmg policies and pracllces embedded in tariffs filed to comply with prior
Commxssmn decas:ons nor with the reasoning contained in Decision 98- 10-057 itself.
_Instead, it subtl)' shifts from a definition of a “local” call determined by locations, to a
definition of “local” that derives from nuniberiﬂg conventions. Thers is no basis for this
change, no analysis of its policy consequences, and no argument in the decision itself that
suppotts this change.

For the longest time, the local service arca has been defined in tariffs as:

. “Anarca within which are located the stations which customers
“may call at exchange rates, in accordance with the provisions of exchange
tariffs. The local scrvice area may include the whole or a part of an
exchange area, or all of two or more exchange areas.” (Pacific Bell Tariff,
Schedutc Cal. P.U.C No. A2 5™ Revised Sheet 17, Filed January 29,
1996).!

Thus, the prime determination of whether a call is local is the physical location of the
caller and the physical location of the party called — not the rate centers associated with
the caller’s nuimber and the number of the party called.

Decision 98-10-057 itself follows the reasoning that it is location — not numbering

! Note that 1996 is the daté of the fast modification to this tariff page. The séction quoted did not change in
1996. Fromthe current tariff page it is not possitle to determine when the quoted saction was last
modified.
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convention — that counts:

“Consistent with the FCC’s characterization of Intemet service,
we conclude that the relevant determinant as to whether ISP teaffic is
intrastate is the distance from the end user eriginating the call to the ISP
modem. 1f this distance is within a single local calling area, then we
conclude that such call is a local call, and subject to this Commission’s
jusisdiction.” (Mimweo, p. 12, emphasis added).

This reasoning calls for a very different finding of fact than Finding of Fact 11. It would
support a finding of fact which states that a call is “local” when the distance from the rate
center that contains the exchange where the caller is located to the rate center that
contains the exchangg in which the modem is located measures less than twelve miles. It
does not support Finding of Fact 11 as containéd here.

Finding of Fact 11’s new definition in which “local” is detesmined by the
telephone numbers, not locations, has significant policy consequences for all
Californians. In particular, Finding of Fact 11 deems “local” any call placed between two
numbers associated with a single “rate center,” even if the phone or modem answering
that call is hundreds of miles away. Consequently, if there is no link between the location
of an ISP modem and the number assigned, all calls within a state to a modem could
beconie “local” through the strategic purchase and assignment of telephone numbers by a
Competitive Local Carrier (CLC). If, on the other hand, CLCs strictly foltow a practice
of assigning numbers to ISP modeins based on the physical location of the modem
answeting the call, then Finding of Fact 11, although not justified, produces no change in
the rating of calls.

Dv:termi»ning the facts of the situation — whether or not numbers are linked to the
location of specific modems - is thus particularly important. Indeed, facts determine
whether Finding of Fact tH constitutes a wholesale revision of telephone pricing policies
or is merely an infelicitous effort to restate traditional policy. This proceeding, however,
developed no record concerning the numbering policies of CLCs or other carriers. Thus,
it established no facts conceming number assignment practices in California.

This threat to current pricing policies is miore than an abstract musing about a
failure to develop arecord. There is a current investigation in the State of Maine, in

particular, to determine whether a carrier used multiple NXX codes “allowing customers
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to avoid toll charges, rather than for the purpose of providing local exchange service.”?
Maine appears to view this practice, if documented, as one that undesmines the traditional
rating of calls. In particular, this practice would end all distinctions between local and
toll calling.

If any California company assigns telephone numbers independent of location,
Finding of Fact 11 creates mischief. Without any consideration of past pricing policy, it
facilitates the practice of bypassing toll charges through the purchase of phone numbers.
Indesd, unless some previous Commission ruling has set numbering policy, a fact not in
evidence, Finding of Fact 1§ would appear to establish a new rating practice that can
readily eliminate all toll charges for many customers. This is reckless and uasound
policy. It has no basis in fact or in law. Morcover, the adoption of Finding of Fact 11
without facts or hearing constitutes legal error. At a minimum, this reversal of
Commission pricing policy requires a hearing.

Nexl, Decision 98-10-057, relying on this unsupported change in policy that
permils numbers, rather than locations, to determine the rating of a call, orders the
immediate payment of reciprocal compensation for calls placed to ISPs (Ordering
Paragraph 2). In this sweeping step, the decision resolves actual and potential dispulés
conceming hundreds of interconnéction contracts negotiated under the supervision of the
Commission. Clearly, this order, based on an unsupported change in policy taken without
a hearing, lacks a legal foundation. Issuing this order thus constitutes legal error.

In addition to its faully reasoning, D.98-10-057 denies basic rights of due process.
The decision orders the payment of compensation by incumbent carriers without
examining the wording of a single contract and the contract terms that govern
compensation. In adopting D.98-10-057, the Commission rejected a legally defensible
alternative that would have the Commission examine the terms in a particular contract
before ordering payment. This reasonable approach would determine how a specific

contract addresses the pricing of calls to internet seevice providers or whether a contract

cither uses or defines the term “local” call. After a review of a disputed contract, the -

2State of Maine, Public Utilities Commission, Docket No. 98-758, Notice of Investigation, Ocleber 6,
1998. .
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Commission could issue a decision interpreting it, including compensation terms. This
approach, rejected in the rush to adopt Decision 98-10-057, should be ordered. Failure to
do so would constitute another legal ertor,

Finally, in addition to committing legal error, Decision 98-10-057 constitutes poor
regulation. Decision 98-10-057 neither asks nor answers any questions conceming the
effects of its new call-fating policy on California’s information inf| rastructure. Thus, its
approach to decision making deniés the \'}ry premise of good te‘gulatibn, which is that

rational decisions based o facts and reason s¢rvé the public interest. Morcover, this

rational process is enshrined in the statutory guidance contained in Section 709 of the

Public Utilitiés Code, which recommeénds that telé¢ommunications tcgulalo'rs consider
the consequences for the state’s telecommunications and information infrastructure of
regulatory décisions. Thﬁs, Decision 98-10-057 fails to comport with Section 709 of the
Public Utitities Code

’ In:sumniéry, failures of reasoning, legal errors, failures to provide due process,

and faulty regulatory actions endemic to Decision 98-10-057 compel my dissent.

Henry M. Duque
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Commissioner Josiah L. Neeper, Dissenting:

1 dissent from the majority’s decision. The majbrity‘s decision eres in its
analysis of Internet traflic by scgmenting one leg of Intemet call and considering it
a local call while deeming the remaining segment of the call information service.
Internet call does not termiinate at the tocal switch of the Intemet Service Provider;
nor does it terminate at the competitive local exchange carrier’s (CLECs) switch.
Rather, it terminates at the ultimate destination the caller targets, similar to long
distance scrvice, and can be local, intrastate, interstale or intemational.

There is one overriding question in this case. That ist where does Internet
traflic terminate? Docs it terminate at the competitive local exchange carrier’s
switch or the modeni of an Internet Service Provider? Or does it terminate at its

ultimate destination the caller wishes to access?

The Coalition’s Motion raises (wo intertwined and inseparable issues. We

are to determine, fiest, whethér Internet traftic is interstate or intrastate. That starts
with the federat-state jurisdictional question, but the answer to this qilc.slion
inescapably leads to deciding the subsequent question: whether Internet traflic
starts with a separate, sevérable, telephone segment that is subject to reciprocal
compensation. I€we say the Internet call is intrastate because we want to excreise
a State’s right rationale to decide the reciprocal compensation issue now or.lnlcr,
we will have essentially determined right now that Interaet trafiic is local.
Advocacy for States’ rights is not the only issue. The issue is whether when
someone in California sends an E-mail to Montana there is a separale severable
local segment that is sﬁbjc‘cl to the CPUC regulation under the federal
telecommunications law and scheme. Is there another segment in Montata subject

to its jurisdiction? And is the middle regulated by the FCC? In my view, there is
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no nced for duplicity of regulation when a single, integrated regulation of the
interstate call can be done by a single regulator.

‘ The Internet is an interstate network of computer systenis interconnected
with the telecommunications network, which cnables the Internct to altow
communication te occur across State, federal and international boundarics. No one
disputes that the Intemet allows people to communicate with one another. Itisa
medium of communication with limitless potential for international commeree,
voice communication, and video communication. No one disputes that the Intenet
is also a source of boundless information that resides in different locations
scaltered around the entire globe. This is a medium far niore important in its
capacity and potential to bring together all humans on the globe connected with
one another than any other conimunication medium we have experienced in this
civiliﬁlion. It is also undergoing dynamic evolution and transformation. Given
this, I think it will defy logic to reduce and relegate the Intemet or any part of it as
just information service that is physically and inherently dislingﬁishablc from
telephony.

The question presented to us by the Coalition’s motion is whether this
medium of communication that is made up of the Internet netwerk and in part the
telephone network can be broken into separate and distinct picces, so that we can
carve oul a State jurisdiction. ‘The entire excrcise of determining whether Internet
traflic is intrastate or intrastate rests on where we believe the Internet traflic
terminates at the 1SP’s moden or somewhere else where the caller desires. 1
believe it terminates at the ultintate destination of the caller. Here is why.

First, the lmnsfornmlion of the Internet call as it traverses from an end user

to its final destination has no decisional influence as to where the call terminates.

The physical transportation of the call from the end user to the ISP is accomplished
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by the CLEC which receives the call from the end user and sends it to the ISP on
its trunks, just as it docs any call to another customer. However, when the call
reaches the ISP’s modem, unless the desired destination resides at the ISP, the ISP
generally routes the call to its ultimate destination which may be within the state,
in another state, or at an international site, using what is called “packet switched
data” protoco). The ISP then keeps the connection active for transmission and
reception of communication to occur. On its way, the message or data may be
"oacketed" before it gets to its destination; but whatever happens in between you
gel your message across or reecive it the way it is inteaded. |

In this manner the ISP plays an intermediary role between the end user and
the destination of the call, linking the communication path belween caller in onc
arca and the ultimate termination point. The destination of the Intemet user ate
“mixed.” They may terminate at the ISP’s server or end up in a “web site” located
in Moldavia or South Aftica; or in Peoria, Hlinois. And there is no way of telling
what portion of the destination is where. But if'it were possible to do that, then we
could have had case in determining which Internet call is interstate and which ones
are infrastate, just as we do for long distance telephone calls. Here wehavea
medium where distance between caller and calléd is nearly irrelevant, a condition
that is not hard to imagine for ordinary telephony in the near future.

When you considér the mixed nature of calls in the Interet and long

distance service, the fundamental jurisdictional similarity between the two is

inescapable. The only differences between them, 1 see it, are technology and the
type of communication used. Intemnet traflic is largely data and *packet switched”;
whereas interexchange is voice transmission and circuit switched. But I note that
this distinction may in fact bé more limited than my dcscripli’on-bccausc today

with the right gadgets you can make a voice call using the Intersiet.
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ANer a scrious consideration of the issucs, I have taken the view that our

analysis of this case must consider the whole integrated, inseparable picture just as

the FCC did in a number of cases before it concemning jurisdictional issues. The

FFCC’s rulings in the past provide ample support to an end-to-end analysis in
determining the jurisdictional nature of Internet traflic. Let me cite a few them.

First, the FCC’s analysis in the Memory Call case is instructive in our
consideration here. In the Memory case, the FCC relied and explicitly stated its
ralionale in its determination of jurisdiction that what mattered most was the
ultimate termination of the call regardless of the location of the call forwarding
service. It said that its jurisdiction does not end at the local switch but continues to
the ultimate termination of the call.

Sccond, the FCC asserted jurisdiction over certain type of local calls used to
provide interstate service in New York saying that the service as a whole was
interstate and thus subject to its jurisdiction consistent with its analysis of call
origination and its ultimate termination.

Finally, the FCC has also applied its end-to-end analysis to Bellsouth's
voicemail to concliudc that voicemail is jurisdictionally interstate despite the fact
that the voicemail allowed out-of-state callers to retricve their messages by using
an intrastate call forwarding service. The focus of the FCC in this casc was on the
existence of "a continuous two-way transmission path from the caller, who is out
of state, to the voiceniail service” to determine that the call is an interstate
communication.

Lel me tum now to another extensively argued issue which the majority’s
decision misconslmcé in reaching its conclusion. The FCC’s exemption of access
charges for Internet access tra fic is an extension of a .pr’cl’crcnlial trcatment based

on public policy goals to protect budding technologies from access charges just as
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it did for other enhanced services. ITthe FCC put aside its protectionist policy
objectives towards the Internet and fully considered the issue further, aceess
charge would apply to Internet traftic.

This is perhaps made clear in its Access Charge Reform Order last S'Qar, in

which the FCC re-aflirmied its preferential treatnient of ISPs. In that order it

specifically said ISPs may usc incunibent LEC facilities to originate and terminate
interstate calls, but that they should not be requiréd to pay interstate access
charges. ISPs woul_d pay business line rates, and other appropriate line charge,
rather than interstate access ratés, cven for calls that appear to traverse state

boundaries.

This exemplion was granted not because of an FCC's determination that

ISPs were end usess or had a differcat usc of the locat exclian ge network but
because of a policy preference that Internet traftic should be free of access
charges.

Consistent with this characterization of Interet service, my altemate order
resolves that the relevant determinant as to whether ISP téaflic is intrastate or
interstate is the nature of communication. Jurisdictional determination must
consider the ultimate termination of the call. ISP calls terminate at the ultiniate
destination the caller intends to reach just as long distance telephone calls
terminate at a reniote location outside of the local calling arca.

A call t6 the modem of an ISP is not an end by itself. It is merely a
necessary stop as it continues to travel to its final destination. The ISP is a means
for the completion of Intemet communication that has a beginning and a
termination.

The resolution of the call termination automatically leads to treating

Intermet calls as interstate calls and thus not subject to reciprocal compensation.
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The altemate decision proposes to (eeat Internet traftic in the manner I described to
you. Itwill protect the integrity of the telecommunications network, prevents
gaming of the reciprocat compensation system that, in my view, was not
established for the purposes of one way lmlTlc,‘ and pfotccis local competition by
encouraging CLEC's to compete in the local market b) pravldmg local tclcphone
service instead of scckmg an additional revenue source.

The majority’s decision fakes the contrary view that .Intcme'_l traflic is
severable for state jurisdictional purposes and in so doing perverts the definition of

local calling. 1 disagree.

For all the above reasons 1 dissent from the majority decision.

Qﬂ//(( %«M

Josiah L. Neepcr
Commissioner

San Francisco, California
October 22, 1998




