
EXHIBIT 3: 

BACKGROUND REGARDING OPERATIONS 



Grasshopper Background 

As explained below, several technological and regulatory developments over the last year, 
culminating in a recent legal opinion that a certain sub-set of Grasshopper Group, LLC's 
("Grasshopper" or the "Company") services could be considered to be "telecommunications 
services,'" led Grasshopper to seek the approval requested in this application. Until now, 
Grasshopper considered all of its services to be non-regulated enhanced' or information 
services. 3 Moreover, until recently Grasshopper lacked the ability to jurisdictionalize traffic on 
its system, i.e., it could not segregate purely intrastate transmissions from interstate or 
international. Grasshopper's innovative Internet-based services have been and remain 
predominantly non-regulated enhanced services and, in any event, are operationally and 
functionally different from traditional, switched telecommunications services. Nonetheless, for 
reasons elaborated herein Grasshopper now seeks authority to provide intrastate 
telecommunications services out of an abundance of caution in the event any of its services 
could be considered to be subject to regulation by the Commission. 

Grasshopper started operating on or about December 4, 2002 as GotVMail Communications, 
LLC, providing voicemail processing applications, such as voicemail access via the Internet and 
email delivery of voicemails, as well as other non-regulated enhanced or information services to 
business end-users. Because it took six months to design the Company's initial service 
platform, Grasshopper did not have active subscribers until June 2003. Grasshopper's service 
enables callers to call into a Grasshopper toll-free or local direct inward dialing ("DID") number 
and then perform specific functions based upon how Grasshopper's customers have configured 
their account. For example, callers may leave a voicemail for the Grasshopper subscriber, send 
a fax (which is converted to PDF and emailed to the Grasshopper subscriber) or search and dial 
a list of a customer's employees by first or last name. None of Grasshopper's services provide 

, The Communications Act of 1934, as amended (the" Act"), defines the "telecommunications 
service" as "the offering of telecommunications for a fee to the public, or to such classes of users 
as to be effectively available directly to the public, regardless of the facilities used." 47 U.S.C § 
153(46). The term "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 U.S.C §153(43). 
2 The FCC defines enhanced services as services "offered over common carrier transmission 
facilities which [1] employ computer processing applications that act on the format, content, 
code, protocol or similar aspects of the subscriber's transmitted information; [2] provide the 
subscriber additional, different, or restructured information; or [3] involve subscriber 
interaction with stored information." 47 C.F.R. § 64.702(a); see also Implementation of the Non
Accounting Safeguards of Sections 271 and 272 of the Communications Act of 1934, as Amended, 11 FCC Rcd 
21905 ('j['j[ 102-107) (1996) ("Non-Accounting Safeguards Order")). 
3 The Act defines "information service as "the offering of a capability for generating, acquiring, 
storing, transforming, processing, retrieving, utilizing or making available information via 
telecommunications .... " 47 U.S.C § 153(20). 



dial tone, i.e., the numbers can only receive incoming calls. In all cases, the customer must first 
access a separate service, such as their own cell phone or local wireline service provider, to 
access Grasshopper's network and services. 

For several years, the Company performed billing through an internally-designed billing 
system that generated invoices for each customer. This system was limited to calculating only 
the following revenue items: 

One-time Setup fee 
Monthly Subscription fee 
Usage Overage Fee (a "per minute" fee for usage above monthly minutes included in 
subscription) 
Non-core related service charges (e.g., professional services fees for recording greetings 
in a voice studio, or providing voicemail via email delivery or via online web delivery, 
etc.) 

Throughout the following year, the Company added the ability to bridge inbound and 
outbound call legs into a service it termed "call forwarding." This service enables a 
Grasshopper customer to have calls to its Grasshopper-assigned telephone number forwarded 
to one or more other numbers, such as a cell phone or home telephone. At the same time, 
Grasshopper added Conference Calling and the ability for a customer to call into its 
Grasshopper-assigned telephone number and then place an outgoing call billed to their account. 
Due to the way this service was developed off of Grasshopper's voicemail processing 
infrastructure, Grasshopper had no technical ability to rate calls based on origination and 
termination points of the end-to-end call. Grasshopper continued to make contributions to the 
federal universal service fund and paid all federal and state regulatory fees and taxes applicable 
to the telecommunications services it purchased from its underlying telecommunications 
transmission providers through its payment of pass-through charges on its carrier invoices. 

In 2007, Grasshopper determined that there were significant advantages to being able to rate 
calls on its own without relying on its underlying carriers. Grasshopper initiated internal 
projects to completely redesign and re-implement its entire infrastructure. The Company 
selected a billing system (HighDeal) and a regulatory and taxation calculation engine (BillSoft's 
EZTax) to completely replace its homegrown billing system. In January 2008, Grasshopper 
hired an entire team of developers to build the new system. This team worked full-time over 
the next eighteen months to design the system and complete the build-out. 

Finally, nearly two years and millions of dollars after starting the process, on May 5, 2009, 
Grasshopper launched the new infrastructure, along with new billing and taxation systems, and 
rebranded the company as Grasshopper. In the several months since then, the Company has 
been migrating customers' accounts off of the old infrastructure and onto the new systems. 
Simultaneously with this migration, Grasshopper sought the advice of legal counsel to help the 
Company determine the appropriate regulatory classification of its services. 



The new billing and taxation systems enables Grasshopper to rate each individual transaction 
and then sum up these transactions on monthly invoices to customers. This new approach 
allows the Company to capture origination and termination data for each transaction that can 
then be used to classify each end-to-end call as interstate, intrastate or international; previously, 
jurisdictionalization of traffic on an end-to-end basis was technologically infeasible. With this 
new ability to jurisdictionalize call traffic data, Grasshopper could determine how to allocate 
revenue derived from these calls and run reports on revenue, tax and regulatory fee liabilities 
for submission to the appropriate public utility commissions or taxing authority. 

About the same time Grasshopper began developing its new infrastructure, the Federal 
Communications Commission ("FCC") issued an order changing the jurisdictional status of 
audio-bridging services. Until that time, the jurisdictional status of audio-bridging services was 
unclear and, as such, much of the industry treated these services as unregulated enhanced or 
information services. The FCC's recent InterCall Order, in which the FCC found InterCall's 
audio-bridging services to be "telecommunications" and thus subject to universal service fund 
("USF") reporting and contribution, changed the regulatory classification of these services' ,and 
in a subsequent ruling, the FCC clarified that the change in regulatory classification would 
apply prospectively only.s In its Order, the FCC affirmed a decision by the Universal Service 
Administrative Corporation ("USAC") in a 2007 audit that InterCall's audio-bridging services 
were not exempt from contribution obligations, but instead should have been classified as "toll 
teleconferencing" services. According to its initial appeal, prior to USAC's audit, InterCall, like 
other audio-bridging service providers, considered its services exempt from USF reporting and 
contribution factors based on the fact that: (1) the services were "stand-alone," i.e. the services 
were not provided by local exchange carrier ("LECs") and thus Intercall was an "end user" that 
purchased the underlying telecommunications services; and (2) the audio-bridging services 
were significantly integrated with any underlying telecommunications services to convert the 
service into an information service. 

At the heart of the FCC's decision was the determination that because InterCall was using toll
free lines as a means to connect end users to its audio-bridge, this transmission element in the 
service gave rise to USF contribution obligations under 47 U.s.c. § 254. Specifically, the FCC's 
rationale for regulating audio-bridging is as follows: 

"[T]he heart of 'telecommunications' is transmission." InterCall's service allows 
end users to transmit a call (using telephone lines), to a point specified by the 
user (the conference bridge), without change in the form or content of the 
information as sent and received (voice transmission). The existence of a bridge 
that users dial into does not alter this classification. Rather, the purpose and 

, In the Matter of Request for Review by InterCall, Inc. of Decision of Universal Service Administrator, 
CC Docket No. 96-45,23 FCC Rcd. 10731 (2008) ("InterCall Order"). 
5 InterCall Order, 23 FCC Rcd. 10731, at '11'111, 8, 24. 



function of the bridge is simply to facilitate the routing of ordinary telephone 
calls. 

Based upon this logic, the FCC concluded that: 

... audio bridging services InterCali provides are equivalent to teleconferencing 
services and are 'telecommunications' under the Telecommunications Act of 
1996 .... If InterCali provides telecommunications on a common carrier basis, 
InterCali is providing a telecommunications service. 

The FCC also denied InterCall's request to classify its offerings as an "enhanced" service on the 
basis the audio-bridging features were significantly integrated with the telecommunications 
portions of its service. The FCC held that any ancillary features, such as validation features, 
billing options, and call modification, among other things, did not transform the underlying 
telecommunications service into an "information service," free from traditional regulation. 

Until the FCC's issuance of the InterCall Order, most, if not all, of Grasshopper's services would 
have been considered non-regulated enhanced services. As a result of the InterCall Order, 

however, Grasshopper's call conferencing and call forwarding (forwarding calls to a 
Grasshopper-assigned telephone number to one or more alternative numbers) could be 
considered to be sufficiently similar to the audio-bridging services found by the FCC to be 
telecommunications. Accordingly, out of an abundance of caution, Grasshopper has filed a 
Form 499 Registration and obtained Section 214 authority to provide international services. 
And, by virtue of its recent ability to jurisdictionalize call conferencing and call forwarding 
traffic and its determination that it may be providing intrastate telecommunications, 
Grasshopper now seeks approval to provide resold toll services in this state. 


