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record. we conclude that the average cust savings for line charges is about :::.5 to 3.0 ccnls per call. lll

j). Collection and Maintenance Savint.';s. The panies concur that coin collection costs
are related to coin calls. that coin telephones have higher maintenance custs than cuinless telephones and
that mailllenance costs increase as the number of coin c:1Ils increases. I j' It i" ditlicult to sep:lrate

maintenance ti'om coin collection costs. however. bec~lusc SlllllC cllin collection and mutine maintenance
may occur at the same time. 143 Not allmainten3nce IS related 10 coin calls. I14 For example. key p<lds and
handsets are used for both coin and non-coin calls and \andalism may be directed against the phone or
the enclosure as well as targeted against the coin box. Bascd l)n the record. \\e conclude that the average
savings from coin collection and maintenance is ~ I to 3.() cents per call. ll

'
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;1 See Coalition Comments at 4 ($002); CCllomments atl) ($002j: Peoples Comlllents at II ($0.04). We
note. however. that six of the eight Coalition members reported n0 measured service lines. and further. that the line
savings per call was $0.07 and $0.08 for the other t\\o. 111 a deregulated environment. LECs will have incentives
to select measured service lines for payphones when such lines would be the low cost alternative. Accordingly. the
LEC data is not representative of costs for the PSPs. fhe Peoples estimate contains some avoided toll costs in
addition to avoided coin collection costs. Peoples did not provide sufficient information to separate this pal1 of the
costs. Accordingly, that amount is too high to serv..: as a high range for estimates. .c.,'ee tI!so AT&T Comments at
4 ($0.029) (deriving this figure as total billing cost. S15.0] local usage for a slllart phone divided by 511 coin calls
as represented in the APCC study. Attachment 4 at 2). Tdaleasing data was e\:cluded because its estimates are
radically different from the estimates filed by any other party and because its data could not be verified by parent
company 10K filing, See Telaleasing Comments at 7: Davel 101( at Il). \Iso. all of Sprint's payphones apreared
to be in non-measured service areas. which is not represeillative of the Industry average. so we did not use Sprint's
line cost data when determining line savings. Sprint Reph'. L\lllhil I at 2, Line costs are dependent on local
exchange carrier rates which v<lrY by community. \\.: do not bdieve that the industry average would be much higher
than the figure derived from AT&T data. Accordingly. vve seleer ,U cenlS percall for the high call estimate(slightly
higher figure than that derived from A r&T data). Vv'<: sele'er ~.' ll.'lll, jlcr call as the low estlnlate. based on <in
average of the AT&T and CC I data.

I·I~ See, e.g.. AT&T Comments. Robinson at 7.

14.1 This would more likely be the case at a low tfatlic location than a high traffic location, since more coin
pickups are scheduled for high traffic locations.

144 Peoples Comments at 13.

14< Coalition Comments at 4 ($0.02 attributed to collection alll! mailltenance)~CCI Comments at l) ($O.O! based
on comparing the collection and maintenance cost of a coin call of $0.06 and maintenance cost of an access code
call of $0.05) This probably considers most. if not all. maintenanCt: costs asjoint and common Sec' tl/.\o Peoples
Comments at II ($0.03 attributed to collection and some aVOided maimenance); AT&T Comments at 7 (maintenance:
$.018 = $7 difference in coin vs. coin less monthly maintenance divided by the 395. the number of coin calls at a
low traffic location). Note that the coinless phones Robinson studied might have had lower maintenance expense
than the coin phones in his study not because of coin induced wear. but rather because the coin less phones were in
sheltered locations. Comments at 9 (collection: $0.046 based on $13.50 collection costs per $100 of coins times 35
cents per call). Robinson's collection costs represent the cost of collections if performed on a stand alone basis.
PSPs often perform maintenance and collections at the same time and much of the combined cost should be
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" AT&T Reply. Robinson at 11-12.

i'lf CWI Keply at 11; CompTel Reply at II.
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I' CompTel Reply at 13.

I"' ('WI Reply at 11.

considered joint and common to all calls. rather than solely attributable to coin calls. Accordingly, we selected 2.1
cents as the low estimate (the Coalition estimate allowing for slightly higher cost per call at a low traffic location)
and 30 cents as the high estimate (the Peoples estimate with no adjustment).

57. ANI ii. The Commission's rules require that LEes provide certain automatic

number identification information (ANI ii) to the IXC with each call. These digits provide IXCs with

automated intormation that enables them to bill. block. and track calls. On the record, the parties disagree

about the costs associated with the provision of ANI ii digits. and further. who should bear those costS.1 51

r I' Peoples' 1996 Form 10K indicates that Peoples financial books for 1995 included approximately one million
dollars in additional bad debt reserves related to both the inmate and payphone operations. Peoples 1996 10K at 29
(tiled ",ith the Securities and Exch,lI1ge Commission Mar. 31, 1(97). This translates te' about $2 per payphone per
month. Since there was no change in the FCCs payphone compensation plan in 1995, this increase is not
attributable to access code and subscriber 800 calls Thus. some, if not most. of the $4.50 per payphone per month
cited by Peoples should not be viewed as an increased cost attributable solely to access code and subscriber 800 calls.
Peoples Comments at 13.

'i See. e.g.. Coalition Comments at 19 (stating. that the implementation of the Commission's ANI requirements
for the provision of payphone specific coding digits might ultimatel) add SO.05 to $0.08 to the cost of a access code
and subscriber 800 call); AT&T Reply at 27-28 (arguing that less expensive alternatives exist to the plan promoted
by USTA): Excel Reply at 5: RCN Reply at 6. The Coalition based its figure on USTA estimates that LEC
investments would increase by about $1.035 billion dollars to Implement ANI. that all of the cost would be borne
by PSPs. and that such costs should be attributed entirely to access code and 800 subscriber calls. See Coalition
Comments at 17. Sprint points out that most of the cost cited by USTA would arise from modifying all switches
in non equal access areas. However. Sprint points out that many switches would not need to be modified because
there are only 10.000 payphones in non-equal access areas compared with 3400 exchanges that lack equal access.

56. Bad Deht / ('oll~ction Charges. P~oples identifies some collection and bad debt

expenses that it attributes solely to compensation for access code and subscriber 800 calls. Under the

int<:rilll cumpensation plan. Peoples was unable to collect Irol11 IXCs approximately $4.50 per payphone
per month, which translates to $0.03 per access code and subscriber 800 call. 141, Conversely. CompTel

:iIleges tilat Peoples' bad debt expenses arose primarily li'om operator service operations. l
.J7 ('WI opposes

including any allowance t()r increased collection costs ()f access calls, arguing this is not a cost of access

and that the [Xl's also hear such costs. I IX Furthermore. AT&T notes that collection costs should decrease

steadily with the implementation of ANI and other Commission requirements. 11
'! CWI and CompTel

contend that per-call compensation should not Include billing or bad debt costS.1 50 Neither the Coalition

nor the other PSPs included specific estimates I)f increased collection and bad debts. As such. we do not

have sutticient information to attribute an amount to bad debt and/or collection charges.



USTA estimated the cost of providing ANI ii digits through hardcoding and through FLEX ANI. Th\:
estimated total capital cost for hard coding the digits was about $1 .()3S bi Ilion of which $S 59 mill ion was
for upgrading all non-equal access switches and $476 million was for hard coding switches. I', Sprint
notes that the USTA figure assumes equipment upgrades Illi' every non-equal access switch, vvhile many
of these switches do not support any payphoncs. 15

' (iivell that not all non-equal access svvitchcs v\lluld
be upgraded, and that the upgrade would bClidit all uscr~ 01 the switches. it secms unlikely that all thc
upgrade expense would be attributed to paypholle scnicc. hll' the purpose l)f translating the USTA cost
estimates into additional pay LclepllOnc costs. \\C assumc that '>;()()() million of additional LEe investlllt:1lt
would be recovered from increased payphone Iinc ratt's. 'l.,6()() III iII ion in increased investment recuvcred
over 10 years would require increased monthly line chargc~ or $5.50. 1

'4 Divided by thc km tranic
location I1lI111bcr ()f calls. 542. would equal appruximatcl:- I cClit per call.
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58. AT&T notes that less expensivc alternatives to the plan advanced by l :STA
exist. I" The Coalition indicates that if LECs an: allowed to use a combination of FLEX ANI or original
line screening technology, payphone digit identification costs may be as low as $0.0 I per call. I", As
discussed above. we have evaluated the data supplied by the 1ISTA. the Coalition. AT& r. and Sprint. and
we estimate a cost of $0.01 per call.

59. Interest. Several payphone providers nute that they have the use of coin receipts
almost immediately while they Illust wait to collect compensation on access calls. 1'7 Peoples. for example.
collected payphone compensation for access calls c0mpleted between Ocwber ~ and December 31, 1996
in April 1997. 1

)X Accordingly, we conclude that the de/a:- in receipt of compensation t()r access calls
represents an additional cost of providing access code and subscriber ~oo service calls that would not be
included in the market rate for local coin calb.

60. AT&T uses 11.25% as the interest r;lte and the return requirement for payphone

See Sprint Reply at S.

": Letter to Michael Carowitz. Common Carrier Bureau. from Keith 100vnsl.'nd. USTA. CC Dockl.'t l)h-12X. <It

5 (July 28, 1997); USTA Petition for Waiver. CC Docket '\l) ')6·128, bhibit I. ) (Sept. ,(). 1')97).

:\; Sprint Reply at 8.

1<4 $5,50 is the levelized monthly amount that would Jeprec iate S600 million over 10 years and earn an I 12~ll II

return on net investment. allowing for income taxes at the statutory rate of 34"'o.

15\ See AT&T Reply at 27-28. See ul.w Excel Reply at ~, RCN Reply at 6.

1'1, Coalition Ex purte. Sept. 26. 1997.

i57 APCC Comments at 15; CeJ Comments at 9-) 0; TEl Reply at :"

1'8 Peoples Comments at 13.
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I"J AT&T Comments. Robinson at 5.

I"', APCC Reply at 14.
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11'. Sprint Reply at 4

I", Representing (he Authorized Rate of Rewrn for Interstate Services of Local Exchange Carriers,S FCC Red
7507 ( 1990).

,01 Peoples Comments at 10.

61. Opportunity Costs. Teleport contends that the Commission should recognize the
opportunity costs associated with use of a payphone for non-coin calls. '63 This cost theoretically arises
because the payphone provider does not have the opportunity to realize coin or 0+ commission revenue
whenever its payphone is being utilized for an access code or subscriber 800 call. Sprint however, notes
that the payphone will be available for 0+ and coin calls 98.2% of the time based on average amounts of
access code and subscriber 800 calling. Sprint also states that when a given phone is not available,
another phone from the same company may be avai lab Ie. so the call is not necessari Iy lost. 11>4 Therefore.
\\ie make no adjustments to the local coin rate based on opportunity costs.

II,: Tdeport Reply at 6. Teleport Comments at 3. 6 (arguing that whatever cost differences may exist are
eliminated by the opportunity costs associated with noncoin calls because coin paying customers cannot use a
payphone if it is being used by a noncoin customer).

62. Commissions. Several IXCs argue that commissions paid to location owners on
0+ and 1+ calls should not be attributed to per-call compensation rate. 165 CompTel argues that these
commissions have been paid on 0+. 1+. ane! local calls. and recovered through these revenues. CompTel

investment. 1o'; APCC claims that the appropriate interest rate for many payphone providers would exceed
that rate significantly. il,ll Peoples used a 10% interest rate in its calculations. 161 Most payphones, however,
are owned by large local exchange carriers. whose authorized interstate rate of return has been 11.25%
representing a weighted average of debt and equity costs. :1,2 Accordingly, we conclude that 11.25% is the
appropriate cost of capital tor payphone providers in this context. Thus, the delayed receipt of
com pcnsation tl)r access coJe anJ subscriber SOO calls justifies an upward adjustment of .8 cents ( 11.25%
for 3 months times the market rate adjusted for other costs).

II,' See. e.g.. (WI Comments at 9. n.7: CWI Replv at 9: CompTe I Comments at 14: CompTel Reply at II: Excel
Reply at 4: LCI Comments at 8. See ITA Reply at ~. 4 (requesting that the Commission adopt an incremental cost
approach. and that such a rate should not include premise owner commissions); Sprint Reply at 7 (stating that pre
existing commission payments are recovered from local coin and 0+ calls); Frontier Comments at 3 (arguing that
commissions cannot be included in computing the per-call compensation amount because compensation based on
commissions paid on 0+ calls would allow monopoly rents for locational monopolies).



169 Coalition Comments, Hausman at 4-5.

b. Adjustmellfs 10 the Local <- '(Jill Markct-Ratc Hascd (1/7 Del!lolld Diflcrellccs

168 CompTel Reply at 12; RCN Reply at 5 (arguing that without safeguards. PSPs have no incentive to ket:p rates
low).
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and RCN argue that there is no assurance that these commissions an: just and rcasonahle. II
'(' Wmldl"um

argues that 0+ commissions should nol be included as a cost in computing per-call compensation hecaust.'
these commissions retlect the value or being selected as the default 0+ provider and as such are unrdated
to the cosls of providing subscriber SOO and access cllde calls. rhe l"'lalitilln and the independent PSPs
propose that per-call compensation default be sd lln the basis uf thl' average cOl11miSSIOn received by
independent payphone prLJ\idcrs on (H- calls tu set the rate tl)r access code and subscriber 800 calls. I

"7

CompTel and RCN argue that there is no ils:-.lIlanCe that rllest-' comm iss ions are .iust and n:ason:lblc. I
'"

Accordingly. we do not need tll make ~l11Y adjustments tll rdlel! C\ lI11mlssion costs.

I"" CompTel Reply at 12~ RCN Reply at 5 (arguillg that Iv itl1l1uI sdt~glldrds.I'SPs have 110 illcelltive to ~eer ratcs
low).

63. Total Adjustments to :vlarket-Based R'lte. The preceding analysis suggests th:"!t
costs associated with coin equipment. IlI1e. coin collectioll and maintenance arc nllt directly attributabk
to provision of access code or subscriber ROO call. We estilll:I!t.' tliat in total. betneen 7.7 cents and 9.'
cents per call me directly attrihutable \l) local cl)in calk ,tnL! thus should he.subtracted fr,)m the market
rate. There are uncertainties with the estimates but Ill' found IlU ,:vllknce to sugg.:st a prep')llderance of
either high or low biases. On the other h:lIlcl, we adjust the Incal coin market rate upward by I cellt 10

account for add itional costs to PS Ps resulting ti'om AN Iii im plementatiun to identi fy paypholle ,)rigillalcd
calls tor the benetit of IXCs. and 0.8 cents for interest attributable to the delay in compensation tt)r access
code and subscriher 800 calls. Thes<: additiuns and subtractiolls prmluce an adjust<:d market-based range
of $0.277 to $0.291. The midpoint of that range is $0.284. lhls. I\e conclude that the surrogate or

adjusted market default price is SO.284 per access code and subscriber 800 call.

..,
64. The Coalition tiled a study by Dr. Hausman that adjusts the lucal c,)in market rate

tt,r differences in demand. Dr. Hausman explains that in ;11l inelustry with a signiticant ;1ll1uunt l)fj,)!nt
and common costs, competitive tinns take into account demand conditions and competitive conditions as
well as costs when setting price. II," A competitil'e tirm r'ecovers joint and common costs thluugh markups
over marginal costs. Dr. Hausman states that the markups arc set so that the tinns recover total costs.
Dr. Hausman then asserts that s<:rvlces. I\here the demand is relativelv pric<: elastic. comp:"!r<:d to other

1(,7 APCC Comments at 13 (stating that comm issions are un Ii"c:l~ 10 lal'Y e'\cept in relation to the pricc \>1 L~d Is
and that location owners demand and receive commissions 011 cven funl1 or rnelllle deri\ed from a pa~ phone
including subscriber 800 and access code calls): eel Comments at l) (stating that commissions must bt: paid to

location owners so that payphones can be placed for public use) Cl'j treated the costs as equal for coin calls ,1Ild
subscriber 800 and access code calls wlii Ie noting that somt: marginal Ji Ifc.'I·ences c:.\ ist ill tile COllllJllssion In els paid
to coin as c'Jmpared with noncoin calls. SeC! alsf) Peoples Reph ~lt ! 1 (S!~ltin!,' that wmm issiulh IVill !1O! reslIlt in
increased costs for the consumer)
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17 Sec !TA Comments 3t 8

,"; Coal1t:on Comrr.ents. Hausman at 28.
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• .: !Yl,Yl' '"e methods generally wOlild produce market rates

federal Communications Commission

l7' Mer Comments at .~.

174 AT&T Reply. V/C!.rrer-Boulton <It 4.

sen ICCS provided llVe" tile .ioint LlcdilY. would receive lower markups. 17<1 Dr. Hausman uses several
lI1elhod~ to translate relative dasticities into relative prices kll' coin calls versus access code and subscriber
soo C;(I!~. ~". Dr. Hauslllall uses derived elasticities to slim, that access code and subscriber 800 services
;In': less elastic than local coin eallin:,! 'c His analysis concludes that the Commission should set the
del":Iuli C()!1lpelh:ltioll rate at [he local cuin rate nlus cll1nro.\lmately $0.07 to $0.08 per ca!l.~-·

(J). I\l8:. repi ies with a stlldy bv Dr. Warren-Boulton. who contends that the derived
dastlcnics presented bv Dr'. f lausl11an significantly (Inc!en:stimate true elasticities. Dr. Warren-Bol/lten
nOte\ that L:ustomers (lced wIth ;] $0.35 incre<lse in l,lll rates at payphones likely would substitute . i~

services that die! not it1cn:.as'.~ in pnce, rather than simply deciding not 10 make lile ·:ai!\.17\ 1 :l1S view ;s

\upportcd by 'ViC'!'s comment that many XOO ,'ustomers are interested in blocking subscriber 600 calts
I'rom payphoncs to avoid paying the compensation cllan:\';:.'" MCI. however. suggests that the dCIll,t!1i'

tor coin calls is signitlcantl.: less clastic than Dr Hausman suggests. 17t
• These customers may antiCipate

I!J il ': at leilst SOllie ill}knt;:d callers subsequently \vou;d make a subscriber 800 call from another It)cali')Jl.

1'., MC! ex parle! ilt l'i (Oct. 2. 1997\

. Hausman ""rill1ale:i (hill the local coin rate ...'bsticr' i" .1b!c· -.663. (Coalition Comments. Hausmal, at II
Hausman estimates a derived elasticity for dial around c;jlls by multiplying an elasticity for illterstate calls i·72~!

times the: percentage that a $0.35 access cost would add ,..J a dial around toll calL reponed to have an dver;l\,e PIIC·.'

lit S2. [(), Hausman makes a similar calculation using an elasticity of -.77 and an average call price of $0.50 lUi

"ubscriher gOO c:Jl1s He ca!culates that the weighte,1'ven""!(, ~)f rh'se in'o deri\';'C! eliJs'icitie> is -.398. significantly
[~s:-) eLl.::: i~,: tL,1C hi:; c:stim,s.t:::ri !:r~cal coin cal! elasr :

61, Dr. Hausman' s denved elastici 1Ie::; are senSitIve to several of his underlying
assumptions. He based the average price of an access code call on historic AT&T data. These data
probably overstate the current average price j()/' an access code call because many firms exclusively
operate hy rroviding prepaid calling cards. which do not lIlclude a surcharge,I" and because there have
b~en signi1lcant decreases in SUIllC interstate and intcl'I1ailOl1ai toll rates. Furthermore. Dr. Hausman lIses
1!:.' ()\ ,',">1' tu!.! ?; tiL' eiasricit'" flY di· 1 ;"i' ""'",; '·al15. Customers placing access code calls,
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as oppos~d to 0+. 0-. and 00- calls. have alrcad) Illude choices based Oil perceived price ditlerences. lex

These custom~rs theretore may be much more price sensitive than average toll cllstomers. and may be far
more willing to forego or delay calls than indkatcd by Hausman's derived dasticity. We conclude that
the demund for access code and subscriber 800 calls an: signiticantly more responsive to price than Dr.
Hausman suggests.

67. We conclude that while difterenct:s in demand elasticities fl)r access may prove
useful to some tirms in setting prices. the infonnati\)n presented in the current record evidences wide
variations in assumed elasticities and the results are inadequate to determine whether access code and
subscriber 800 service or local coin service is the more price ehlstic service. Bt:cause we do not have
contidenl:t: in the elasticity analyses in the rCl:prd gi\t.'n the \ariation in results. we decline to adjust the
market-based default per-call compensation rat\: tt)r diftcrellce~ ill demand.

C. Alternatives to a Market-Based Compensation Ratt'

68. As noted above. some l:\Hlll11enters request that we establish the default per-call
compensation rate based on cost information ti I.:d by the patties in this proceed ing. We decline tn adopt
this approach, but we have assessed the record evidence on this matter and have calculated a cost-based
default rate below to \ al idate that uur market-based adjusted per-call rate is reasonable. I'·,

I. COll//lle11I.1

a. '- 'osting J1ethodolvgilf.1

69. Several of the coml11,'nters argue that the Commission shnlold tkri\¢ ::
compensation rate based on the costs that are incurred tu originate coinless calis. IX.. Several of the lXCs

" For example. 0+ calls.incorporate cOI::ni,.,i"n of Stl6: per cail and toll calls that customers pay f,H- by
depositing coins incorporate commissions of clDOUt S I AO per call. .-\ pec Comments at 8-10.

."" Sl!e supra paras. 30·40 for specific.: l:O~t components dhl:lI~sed in the commtnts. These I:osts wcre l!lscth~i:d

previously in determining for what costs the market-basel! rate ,hould be adjusted. ;tnd are int:orporatcd hercin.

IX" See. e.g., ACTA Reply at 6 (arguing that any compensation scheme should focus the recovery on the PSPs
forward looking direct costs associated with the origination of coin less calls). A r&T Comments at 2: :\T&T Rcply
at': (including the following costs: maintaining ;he payphone instrument, excluding coin-related funt:tions and coin
collection costs; basic line costs. excluding coin raing functionalitit:s bUl including tht: monthly subscriber line cbargt:
and tariffed screening and blocking service from the LEC: and other reasonablt: expenses such as touch tone and l) I I
charges). AT&T and MCI argue that the Commission should adopt a cost-based compensation scheme based on a
PSP's actual efficient costs to originate access code and subscriber 800 calls. See AT&T Comments at 2: !\'leI
Comments at i.
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:," Excel Comments at 3-4.

1X7 Sprint Comments at 8-11: AT&T Comments at 15 n.12.

1'2 AT&T Reply at 10. 17-18.
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I'"~ ITA Reply at 2.5.

IX, Coalition Reply at 2.

request that the Commission adopt a bottom-up methodology to calculate per-call compensation. lxl AT&T
argues that a rate computed in this manner will be sufticient to provide for the widespread deployment
of payphoncs. and would not require the Commission to engage in lengthy cost proceedings.lx~ AT&T
argues that its analysis is based on TELRIC, which, AT&T argues, is the most appropriate methodology
in the circumstances. Borden. Champion, and Sitel 'x> argue that the fair compensation rate must be based
on a PSP's actual costs tor handling 800 calling carel calls. SDN supports a national rate based on
verifiable long range incremental costs for all PSPs. Excel argues that the Commission should adopt a
rate that reflects the actual costs incurred by an efficient PSP for delivering subscriber 800 and access
code calls. lxl

70. CompTel and ITA argue that the Commission should base compensation for
subscriber 800 and access code calls on the PSPs' incremental cost of originating these calls. ISS ITA
contends that the Commission should use the cost of a payphone call as determined by Massachusetts
Department of Public Utilities (Massachusetts DPU) and adjust that number downward. IX" Sprint and
AT&T also argue that the Commission should use the coin rate filed by New England Telephone (NET)
with the Massachusetts DPU indicating a per-call local coin rate of $0.167 as the point at which we should
begin our analysis of a rate adjusted for costs related to coin calls. ,x7 The Coalition argues, however, that
this cost study is not an appropriate basis tor establishing per-call rate in this proceeding. '8x CWI. LCI,
CompTe!. and Sprint argue that the incremental costs to be included are the additional or marginal costs
created by access code and subscriber 800 calls--additional maintenance and wear and tear for increased
usage, and the per minute usage charges, if any, imposed by a LEC for originating access code or

Sitt:! Reply (stating that $0.35 cents per call is too high and that such a rate could adversely effect small
business Jue to increased telecommunications costs i.

IXI CPI Reply at 6. WorldCom Reply at 4. WorldCom cites the rates set forth in AT&T's comments ($0.11 per
call). MCI's comments ($0.083 cents per call). and Sprint's Comments ($0.057 cents per call). and states that the
Commission should adopt one of these approaches or a blended approach using several methods. See WorldCom
Reply at 4-5.

IX' CompTel Reply at 6-7 (stating that the rate should be based on the costs of an efficient provider to originate
subscriber 800 and access code calls and noting that other call types would be compensated by market pricing): ITA
Comments at:2 (stating that the rate should be based on economic costs including a reasonable profit for the PSPs).



subscriber 800 calls. IX')
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71. Alternatively, Sprint argues that if the Clllllmission takes a lully alillcatcd approach
to costs, then the rate should be based lln the most efticic11l "bellvvether" PSP's costs minus Cllsts related
to coin functionality, local call completion and pn:miscs uwner cllmmissions frolll a local coin call. "II '

Sprint rejccts Dr. Hausman"s view that costs ,d' the kast efficient (or marginal) provilkr should he used
as the dehlLllt rate to prevent the rell1nval \)1' payphones, arguing that this approach overlooks the
COlllmission's policy that inefficiency should nl1t be re\\ardcd in a multiprovider market and that rates
should be based on the costs of an efficient provider to promote competition. "" The Coalition and APCC
contend that Sprint's "bellwether" approach is tlawcd. hecause large, fixed joint and Cllmmon costs that
should be included as costs. were omitted:"I~ relying 11I1 incremental costs nnly is inappropriate because
the PSP cannot recover the total costs llr providing the service: :-,; and Cllst estimates ti)J' a single state are
not representativt.:.,')-j

72. TRA and WorldCom argue that the COlllmission should apply total service long
term incremental costs (1'S LRIC) princ iples to determ ine fllrward looking costs on dlicient prov ider
would incur to provide access to noncnin calls.'" COlllpTe!. CWL and LeI argue in the altt.:rnative that
if the COlllmission wants access cl)de and subscriber XOO calls til hear some 01 tht.: costs to ensure that
PSPs are fairly compensated, then the Clll11mission should set the compensation rate based 011 liJr\\ard

1''' CWI Comments at 5: LCI Comments at :' (statill~ that the <1nl: costs that are relevzlI1t alT ;lliditinllal
maintenance and wear and tear for usage attributed to access code and subscriber 800 calls): Sprint Reply at 3 11.5
(stating that although CWI, LCI, and CompTel raise the possibility that local usage charges should be incluued in
marginal costs, Sprint is not aware that any LEC imposes such usage related costs for subscriber 800 and access code
calls. Instead, Sprint states. the IXC carrying the call pays the LECs access charges for the use ()f the LECs
network for call origination.). Sprint and CompTel also state tl13t this method is appropriate because access code
and subscriber 800 calls are by-products of paypholle installation. not its primary purpose. Thus. the decision to
install a payphone, Sprint and CompTel argue. IS driven by the revenues the PSP anticipates from orher types of calls
such as aT and coin calls. Sprint Reply at 3: Comptel Comments at 10-13.

1'1" Sprint Reply at 6.

I'll Sprint Reply at 5 (also arguing that the public is protected through the mandate for public interest payphones
in the Act).

1'!2 Peoples Comments at 6-7: APCC Reply at 9.

")1 Coalition Comments at 21-23 (citing Reconsieleru//()I/ Orela, II FCC Rcd at 21,268. para. 69).

,'14 Id.

195 TRA Comments at 19 (stating that a re<l:sonable protit for PSPs could be included): WoridCom Comments
at 4 (further stating that this rate should be based on the forward looking costs that an efficient PSP would incur).
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PageNet Reply at 27-28.

Frontier Reply at 2: RCN Comments at I.

PageMart Reply at 6; PageNet Comments at 12.
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, liCI Reply at 3.

looking direct costs tor access code and subscriber 800 calls. l
% Frontier and RCN argue that the

Comll1 iss ion should adopt a cost-hased rate based on the costs of completing subscriber 800 and access
code calls."); C;CI argucs that PSPs should he compensated solely tor the costs of subscriber 800 and
acccss code calls.I'ls

7J. PageMart and PageNet argue that the Commission should adopt a caJler- pays rate.
/\. Iternatively. PageMart argues that it should remove the avoided costs of a coinless call ti'om the
compensatiun rate. I')') Alternativcly. PageNct requests that the Commission adopt a cost-hased approach
that apportions only the additional costs that are incurred through the origination or subscriber SOO calls
on a per-call increment, not per-call basis. 20u

74. eCI argues that the Cllmmission should not adopt a cost-based methodology
because a marginal cost rate does not hlirly compensate all calls as required by Section 276 of the Act
and dues not address fair compensation tor other types of calls from payphones or whether additional costs
could be recovered through compensation available to PSPS. 201 eCl contends that if the Commission
adopts a marginal cost standard, then the rates would need to be sufficient such that revenues would
recover the total marginal costs of installing and operating payphones, which in the long run could
increase long distance rates and force some PSPs out of business. 202

75. Peoples and the Coalition argue that the Commission should not adopt a cost-based
ralt? because the costs for local coin calls and dial around calls are similar, and furtber that access code
and subscriber 800 calls may be more costly thali coin calls. Several of the PSPs and the Coalition further
argue that a cost-based rate would lead to the removal of payphones with low call volumes or above
average costs. 2

'" TEl argues that cost plus a hir rate of return is not appropriate. because the underlying

CWI Comments at 9; CompTel COll1ments at 13-14; LCl Comments at 7. CWI, CompTe!. and LCI argue
that costs to be included are the following: the amonized cost of installing a coin less payphone; costs of maintaining
the equipment: and the cost of a basic phone line plus usage charges, if any, for subscriber 800 and access code calls.
Costs fm coin equipment and coin collections, terminating local calls, bad debt, depreciation, interest, commissions,
and administrative or overhead charges not attributed to coinless calls should be excluded.

• CCI Comments at 15-16.

>2 Id at 17.

: ,; APCC Reply at II.
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21. TEl Comments at 10.

,II(, CWI Comments at 8.
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2U9 Teleport Comments at 4.

,Og PageNet Commems at 14.

21)< The comments on comm issions and billing/bad debt cost com ponents are discussed SlIp!'U at para. h2 and ~6.

respectively.

76. Equipment. ('WI cl)llknds that only forward-lllL)king direct costs should be
considered, including the amortized cost of installing a coinkss payphone and the (ust of maintaining the
equipment, excluding the l:Ost tor coin equipment. 2u

" Several of the IXes argue that coin cquipmt:nt costs
should be excluded when determining per-call cl)l11pensation. Y PageNet argues that coin rdated costs
such as maintenance. repair and replacement j\.ll· coin functions should nut oe in(luded iu determining per
call compensation. ~u~

77. The Coalition contends that equipment costs are attrioutable to both coin and
noncoin calls. Teleport contends that the tixed costs :lSs()(iated \\ith installing a coin llperated payphone.
such as the cost of the payphone. the enclosure. the cable plant. and supporting netwurk infrastructure.
are attributable to both coin and noncoin calls.'"" .\PCl states that most payphone costs. including
purchasing, installing, and maintaining equipment. art' tiwd and should be attributed to both coin and
noncoin calls.'I\I

b. ('os! ( ·O/ll!JOnell!.\·2U<

costs are similar and there is seldom agreement regarding costs or a fair rate of n:turn. 2111 ;\PCC ar~ues

that the Court did not require the Commission to adopt a cost-oased methodology.

78. CCI contends that monthly direct costs such as the telephone bi II (() cents per call l.
locat ion owner commissions ($0.05 per call), maintenance and collection ($0.05 per call). parts ~Ind supply
are properly attributable to both coin and noncoin calls. cel. however. discounts the telephonc bill C(lSts
($0.02 per call) and maintenance and collecti()11 Cl)stS ($O.O! per call) to deduct local measured usagt:

~07 MCI Comments at 3: RCN Comments at...( (arguing that this cost is unique to the local coin rak and should
be subtracted from a true rate that PSPs would proVide as d deregulated local coin service on a natiollwide basis).
CompTel Comments at 13: CompTel Reply' at 8 ICompTel argues that data is 1101 available .'ip<.:cificalh for
maintenance costs, but the cost for maintenance les:' coin capabilil\ is about SO 029 per call. IhllS the ll1a,ill1l1ll1
incremental costs would be appro,imately between SO.O I tIl SO.O..:' per call): LCI Comments at :'i-c) (requesting that
the Commission adopt a default rate based on marginal co.,lS ;lIld stating that costs associatl..'d with installing ;Ind
maintaining a payphone should not be considered \\hen de te: 1'111 111 Illg per-call compensation)

210 APCC Comments at I I(further stating that.payphone equipment costs which include coin and coinless calling:
capabilities must be incurred by coin and noncoin calls): APCC Reply at 12.
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21 I CCI Comments at 9.

212 APCC Comments at 13.
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charge and the costs associated with dial around collection. 111

21X PageNet Reply at 20.

21. CompTel Reply at 1L 14.

211 AT&T Comments at 9: CompTe I Reply at II. l4 (stating that some PSPs' basic payphone line charges
include line cost categories such as network costs, which should not be included).

80. Several of the IXes contend that the costs associated with terminating local calls
should not be used to compute per-call compensation.cll

, CompTe! argues that p~r-minute usage charges,
if any, imposed by a LEC for originating access code or subscriber 800 calls are appropriate. 2J7 PageNet
argues that line charges should not be included because non-PSP carriers already pay the LEC for the use
of the payphone line through originating access charges. m

79. Payphone Lines. APCC states that local exchange line charges represent a small
ditferential between coin and noncoin calls--on average, about 3 cents per calJ.212 AT&T argues that
tariffed screening and blocking service from the LECs as well as other reasonable expenses such as touch
tone and <) I I charges should be included in the cost of a call when computing the appropriate amount of
per-call compensation. 113 CompTel argues that the line charge should be no more than $0.046 per call. 114

CWI contends that basic phone line plus usage charges. if any, for subscriber 800 and access code calls
should be included in computing per-call compensation. cls

224 Peoples Comments at 11-12 (arguing that at a minimum 50% of the line charge is fixed and that the variable
portion that would be related to coin calls only is less than $0.04 per call).

21S CWI Comments at 8 (arguing that these costs should be considered proportionately based on relative usage
for access code and subscriber 800 calls).

81. Peoples argues that line charges are attributable to coin and noncoin calls. Peoples
argues that there is a minimum fixed line charge, and that in some states, there is an additional usage
charge. 124 Peoples further argues. however, that as more states require fixed charges, there will be no

21" 5'ee. e.g.. CWI Comments at 9; LCI Comments at 7; MCI Comments at 3; Sprint Reply at 6; Excel Comments
at 3 (also arguing that originating access should not be included in the per-call compensation amount). See AT&T
Comments at 9 (stating that local usage charges should not be included in the cost of a noncoin call).

2\7 CompTel Comments at 13; CompTel Reply at 8 (stating that it does not object toapplying the average per
call usage charge in areas where usage is employed. about $0.02-$0.03 per call, citing APCC Comments at 13 and
Coalition Comments at 16).
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difference between line charges tor coin and noncoin calls '"
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lQ. The Coalition contends that the Commission should not impose an unset lil(' thc
local usage charge because in many cases payphone lincs are tlat-rated and PSPs do not rccover
termination or local usage charges. The Coalition contends. however. that if there is an otfset. it should
not be greater than $0.02 per call. which rellects the average local termination cost across all Coalition
members.c'I' CCI does not include local usage charges in calculating per call compensation amount."7

83. Coin/Noncoin Collections. The Coalition contends that the cost of coin collection.
counting. and related equipment accounts t()r approximately $0.02 of the total cost of a local coin. but
argues that this rate may be inflated because it allocates coin collection costs among coin calls based on
coin volumes. not the number of coins deposited.c,x APCC argues that the ditt't:rences between coin and
noncoin calls in the area of coin collection are limited because coin collection is generally combined with
general maintenance visits to the payphone. about $0.03. APCC further argues that coin less collection
costs are likely to increase and may actually be $0.05-$O.Ofi. thus higher than coin calls. 22

" Peoples
contends that coinless collection costs are greater than coin call collection costs. and further that in the
past six months. coin related maintenance accounted f()r only 3X% ot' all maintenance visits."" Peoples
estimates that coin collection related costs are approximately $0.03 pel' call. and that coin collection costs
are slightly lower than the cost involved in collecting t()r noncoi n compensation. ,; I Peoples contends that
dial around collection costs are approximately $O.05-$(l.06 per call."c CCI argues that it does not include
coin collection costs of dial around calls in computing the appropriate amount of per-call compensation. CY'

but argues. however, that the costs associated \vith noncoill calls may increase due to additional expenses
for collecting and auditing such compensation. c,l

84. CPI and CompTel contend that PSPs e"perience lowcr costs for subscriber 800

2c; Id. at 12.

226 Coalition Comments at 14-17.

227 Cel Comments at 9.

22S Coalition Comments at 16.

22') APCC Comments at 14-15 (estimating the costs of dial-around compensation to be abollt 5-6 cents per call).

210 Peoples Comments at 12-13.

211 Id. at 13.

"2 Peoples Reply at 8.

2" CCI Comments at 6-8.

214 Id. at 2. 10.
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and access code calls than for coin calls because it is more costly to maintain a coin phone than a coinless
phone,2Y' AT&T, CWI. Excel, Frontier, MCL PageNet. RCN. and ITA state that coin collection costs
should not be included in the rate of per-call cllmpensation. 21

(' TEl states that some service costs can be
deducted when determining the rate for a noncoin call.

gS, Teleport contends that costs associated with coin calls-eollection, maintenance,
and CL)st of transporting a call-on a per call basis are de minimis, and further that the opportunity costs
associated with noncoin calls otf'>et the de minimis difference in cost. TEl argues that the Commission
should include a cost for the time value of money used in collecting the compensation should the
Commission not prescribe collection tools for the PSP. and fUlther, suggests that the Commission impose
a stated interest rate on late payers of per-call compensation 217

2;' CPI Comments at 5 (arguing that only a keypad capable of originating dialing codes and electronics to

identify the phone is needed and that PSPs do not incur costs of visiting a payphone 'lnd collecting and handling
coins for subscriber 800 and access code calls); CompTel Reply at I I. 13, CompTel notes that Peoples argues a coin
phone costs $41.66 per month to operate, but a coin less phone (as reported by AT&T) costs only $25.10 per month.
and argues that coin phones are more costly, because a coin phone requires more frequent service and coin collection
visits, and additional equipment that can be broken or vandalized. CompTel further argues that Peoples' cost figures
for maintenance should be reduced by at least 50'%. Comptel Reply. supra,
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86. ANI ii. APCC contends that the Commission should not explicitly rule that such
charges incurred in restructuring the LEC networks to provide a unique screening digit for dumb payphone
lines may be assessed on PSPs, However, APCC contends, if LECs are allowed to assess such charges
on PSPs. then PSPs are entitled to recover those charges from lXCs dial-around compensation as part of
the cost of originating dial-around calls. 2yg The Coalition contends that requiring PSPs to pay LEC tariffs
J()r ANI ii digits would add $0.05 to $0,08 to the per call rate, and Peoples supports attributing this cost
to subscriber 800 and access code calls,239 AT&T, ExceL Sprint, and GCI argue that the PSPs are not
entitled to recover any costs for Flex ANl. 2w Excel and RCN state that IXCs should not be required to

"', ,'-lee AT&T Comments at 9: CWI Comments at 9: \1C1 Comments at 3: PageNet Comments at 14 (arguing
that the majority of features and functions as well as maintenance and repairs provisions of payphones are related
to the acceptance and handling of coins, and that such costs are not properly attributable to subscriber 800 and access
code calls): PageNet Reply at 19, See also Frontier Comments at 7-8 (stating that $0,043 is attributable to coin
collection costS): ITA Comments at 6-7 (stating that in the Repol'l und Order, at para, 44. the Commission estimated
the cost of coin collection to be $0.02 per call): RCN Comments at 3 (stating that the PSP does not incur coin
collection costs when originating a subscriber 800 or access code call, and therefore, the default rate of SO,35 must
be reduced).

2.'- TEl Reply at 6,

2" APCC Reply at 23,

23<) Coalition Comments at 18: Peoples Reply at 8,

2~(, AT&T Reply at 27-28: Excel Reply at 5: GCI Reply at 3: Sprint Reply at 8-10,
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pay for ANI information provided by the PSPs. because the PSPs are the beneficiary of the informatiun. 211

87. Depreciation/ Overhead. CWI. l'ag:eNel. and CompTel contend that per-call
compensation should not include depreciation costs l)r interest.' I, U.' L (\1Il1pTeL and CW I ar~lIl: that
ad III in istfiltive and overhead costs are not attributable tll 110l1C0ll1 calls. ,II

88. CCI and TEl argue that overhead. depreciation. anHHtization. and interest arc
attributable to coin and noncoin calls.' 14 Peopks cOlltemb thar l>verhead custs are attributable to all calls
made from payphones. and argues that the lXt's do not justit\ \\11) such custs should not he included.";

89. Other. In its estimate. AT&T included an 11.25 percent interest on capital tilctor.
maintenance/warehouse/part costs and added averaged costs t()r the basic Iine and other related charg:es.' I"

AT&T adm its that some costs such as overhead. genera I and ad III in istrative expenses and taxes are
appropriate in the computation of the cost uf a noncoill call. According to AT&T. these costs are
approximately $0.012 per call. 2.17 CCI includes ra:-..cs <ind the return on invested capital in the calculation
of the costs of the per-call rate.'.1x

90. CPI contends that subscriber SOO and access code calls are generally shurter in
duration than coin calls. Therefore. the longer duration (If local calls could allow for opportunity costs
since few local calls displace s!wI1er long distance cal b ,I' TRA contends that per-call rates should not
include embedded or oppoltunity costs.'" Excel argues tilat C(llil rating costs should not be included in
determ ining per-call compensation.

_. bcel Reply at 5; RCN Repl: at ~.

~4: CWI Reply at I L CompTel Reply ,ll II. 14 (stating. hOlll'\el. that if these costs are included. then the cost
per call should be only $0.0 II)

~4; LCI Comments at 8; CWI Comments at l). 117: CWI Rcph clt (): C'umpTcl Comments at 1"+.

-"" CCI Lomments at 10. cel attributes $U.04 to overhead, j,U.03 to depreciation. SO.02 to amortization. and
$0.02 to interest. CCI notes that these costs relate unJy to their puy phones. but rdlect the rayphone industry..\l'L'

id

:" Peoples Reply at 10.

:.1" AT&T Comments at 10.

:.17 AT&T Reply at 14.

2.18 CCI Comments at 10.

249 CPI Comments at 6.

:50 TRA Comments at 19.
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'- (\)alition Comments at 28 n.I6.

2" OS? Su('ol1d Report and Order, 7 FCC Red at 3257.
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') f)i.w;ussio!7

:"\PRJ/ at para. 22 n.64.

2", Order on Reconsideration. II FCC Rcd at 21.266. para. 66.

:' Cf Implementation of the Local Competition Provisions of the Telecommunications Act of 1996. Fir.w Report
and Orela. FCC 96-325. paras. 672-703 (reI. Aug. 8. 1996) ("Lo<.:al Competition Order") (describing total element
long-run incremental cost methodology for pricing interconnection and unbundled network elements).

a. jJrohiems wilh Ihe Proposed MetllOdologiesf()r Deriving Payphone ('ompensalio11.

2', ,e:,'Ut' CWI Comments at 5; Comptel Comments at 10: LCI Comments at 5: Sprint Comments at 3--l.

93, We determined in the Order on Reconsideration that reliance on cost studies, in
general, could reduce the revenue recovered by the PSPs. and therefore, might reduce the number of
payphones deployed. 2

'r> We reaftirm that decision here. Adopting a per-call compensation scheme that
did not "promote the widespread deployment of payphone services" would be inconsistent with

l) I. As discussed above, we conclude in this order that an adjusted market-based local
coin rate is the appropriate surrogate for the debult per-call rate for subscriber 800 and access code calls.
In this sedioIJ. we explain our reasons for rejecting the proposals of "arious parties that \\ie derive a
(kbult per-call rate tor such calls hased on cost estimates submitted in the record of this prOl:eeding.

92. A number of com mentel's. notably the IXCs, argue that the Commission should
use the marginal cost of originating a payphone call as the basis for compensating PSPS. 251 Most of the
parties. however. estimate marginal costs based on the incremental cost of an individual coinless call.
Thus, as the Coalition explains; setting the rate at marginal or incremental costs means that joint and
common costs could not be recovered. 2s2 We conclude that the use of a purely incremental cost standard
for each type of call could leave PSPs without fair compensation for payphone calls. because such a
standard would not perm it the PS P to recover a reasonable share of the joint and common costs associated
with those calls.2'~ We also reject, for similar reasons. suggestions by commenters that we use local coin
rates currently in place as a surrogate for per-call compensation. As we stated in the NPRM. "local coin
rates in some jurisd ictions may not cover the marginal [incremental] cost of the service. ,,254 Theretore,
basing the per-call compensation amount on current local coin rates. which are frequently subsidized by
:;lak regulators, would not fairly compensate the PSPs. In the PaJphone Orders, we rejected the use of
the $0.12 per-call compensation amount the Cumm iss ion first discussed in its 1991 Notice oj' Proposed
Rulemaking in the access code call compensation proceeding. We noted that we never adopted the $0.12
per-call amount. and that rate was etfectively rejected when the Commission adopted a $6 tlat rate per
pavphone per month based on a per-call rate for access code calls of $0.40.25

'
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Congressional intent. cj
'

94. We also affirm our cOllclusiull ill th..: N,'/,U!'! ({lid (J!'da tklt th..: ..:ust-based
TELR IC standard that thl' ('llll1lll iss ion rei ied uplln ill th..: 1\ }cal CO III pct it il)n proc":l'd ing is illappl i..:able
here. because the payphone industry' is Ilot a bOlllencck LlcJiity lli:lt is subject to regula[iull at virtuall) all
levels. 2

<x The TELRIC pricing prillciples adupt..:d ill the Iuc:d cnll1pdition proceedillg \\l:I'l: llesiglled to
retlect the long run cost ot' an elell1ent or phYSical I~lcilit). SillCC there ar..: relativel) tl:\\ CllmlliOIl CllSts
bet\Veen separate t~lcilities. TELIZIC cumpelbdtiun \\ ill cUlnpensatc a carrit:r til(' virtually all cosh
associ<lted \\ith pl'llviding ([ht: sen ices '''-' that t:lcillty. With the additiulll>fa shart: Ill' the n:latively small
cOll1mon costs. the linll \ViII be able tll Celver its tntal CllSts"
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95. Additionally. m: conclude that C'ollgrt:ss' use of the phrase " .. payphone service
providers are t~lirly compensated for each and t:\ery completed interstate and intrastate call ... "~"" is a
different standard than the cost-based standard al1iculated li)r the compensation fix illterconnectioll and
unbundled ekments. We collclude that the PSI' will be proViding a competitive service (payphone use)
and should therefore receive compensation equal to the market-determined rate Ii)!' providing this sen ice.
In the Local Competition Order. we concluded that the cost-based interconnection stand<lrd. un the lIther
hand. compensates a carrier for the long run illcrt:nh:ntal Clht ld' providing interconnectiun or the long run
incremental cost of providing an unbundled element plus <1 I'easonable share of the common CllstS.
Because the local exchange is not) et cl)mpetiti\ e. we could nl >1 rely on the market to set competitive rates
for unbundled elements. [n the case of paypllllllcS. the presence of multiple PSI's already uperating in
many markets. and the structure of the industry that alkl\\ s rel<1ti\cly easy entry and exit. leads us to
conclude that we can rely on market forces to provide 1(.11' eflicient pricing of these services in the near
future.

96. In this proceeding commenters als\l ar~ue that we should apply a TSLR[C cost
standard to only a subset of services (/e .. subscriber 800 and access code calls) provided by a !;lCility
(payphone), In general, when several services are provided by the same facility. the incremental cost of
providing anyone service is very small and the common cosl among these services is very large. Thus.
a TSLR[C standard under \vhich a carrier is compensated only li)r the incremcntal cost of each service
individually without a reasonable allocation 01' common Clhh. <1" suggested by COll1lllenters. would nl11

:<7 See infra para, I 19.

c;K See Order on Reconsideration, II FCC Red at 21.240-43. 21.268. paras. 11-19. 70 Inoting that the payphone
industry is likely to become increasingly competitive I. 5;eea!\I) Implementation orthe Local Competition PrOVISIOns
in the Telecommunications Act of 1996, Repon and Order. I I FCC Rcd 15.499 ( 1996). Order oJn !?cClJl1Iuleruliol7.
II FCC Rcd 13,042 (1996), Second Order on ReclJl1side,.atioll. I I FCC Rcd 19.738 ( 1996 l. IlIrlhl'" ,.ccol7l'endillg.
ajI'd in part and vacated in par! sub nO/l1., Comp Tell'. Fe. 'e.', I I F3d 1068 (8th Cir. 1(97). till''' in I'url ulld "uulled
in part sub nom. Iowa Ulililies Bd v FCC und cO/l.\o/uluted CUll'S. 120 F.3d 753 (8th Cir. 1997'1.

:j', We also note that it would be particularly burdensome to impose a TELRIC-like costing standard on
independent payphone providers, who have not had previous expenence with any costing systems.

CoO 47 U.S.c. § 276(b)( I)(A).
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b. Analv.I'i.l' of Record El'idence of P{Il'phone Costs

allow the carrier to recover the total costs of providing all of the services. A TSLRIC standard that yields
prilTs that recover a reasonabk shan.: ul'joint and COllllllon co:'ts would require the difficult allocation of
those (Iar~c) costs among the di I"fercnt types 01 calls made from payphones.

100. We calculated a rate for access code and subscriber 800 calls by estimating the
enst of a typical multi-use payphone that is capable of being placed outdoors. We then subtracted all costs
directly anributable to coin and access code calls to determine the amount of joint and common costs
associated with a multi-use phone. We then determined the amount of joint and common costs anributable
to each call by dividing these costs by an estimate of the number of calls placed at a location where a

FCC 97-371Federal Communications Commission
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97. We also r~ject suggestions that lise of a market-based compensation standard. in
liell of une that is cost-based. will overcompensate PSPs. The marketplace will ensure, over time. that
PSPs an..: not overcompensated. Carriers have significant leverage within the marketplace to negotiate for
lower per-call compensation amounts. regardless of the local coin rate at particular payphones. and to
hlucl-; suhscriher 800 calls fi'om payphones when the associated compensation amounts are not agreeable
to the carrier.

98. Previously, in the access code call compensation proceeding. we relied upon
AT&T 0+ commissions as a measure of the fair value of the service provided by independent paJrhone
providers when they originate an interstate call. Data pn..:sented above. however, suggest that the (h
cOlllmission rate exceeds the market rate for local coin calls while the costs of access code and subscriber
SOO calls are less than the costs of local coin calls. Furthermore, commissions may include compensation
fiJI' factors other than the use of the payphone. such as a PSP's promotion of the O!Jerator Service
Provider (OSP) through placards on the payphone. Accordingly, we conclude that a market rate based
on 0+ commissions would result in a default rate that overcompensates payphone providers for access code
and subscriber 800 calls. Moreover. our approach is based on the costs of a low traffic location that does
not support comm iss ion payments.

99. Although we reject suggestions that we set the default rate based on the long run
costs of providing service. our analysis of the record evidence indicates that an estimate of the long run
costs of providing access code and subscriber 800 service, including an equal per call share of joint and
common costs,1(.1 is not significantly less than the market-based rate determined above. Over time, the
marginal cost associated with new entry (adding a payphone) may be an important determinant of the
market rate for access compensation. For comparison. we estimated costs of the installation and operation
of a payphone at a low traftic location: that is. at a location that would be expected to generate sufficient
calb so that the payphone provider could earn only a normal return on investment and could not pay
commissions to the premises owner.

,\s explained above. market forces in a competitive market l including both marginal cost and demand
differences) determine how Joint and common costs are recovered from different services. We detennined. however.
that we lacked adequate elasticity information to determine whether access code and subscriber 800 calls would
recoup more or less joint and common costs per call than would local coin service.
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payphone will earn a normal return on investment. l'Iuee p~lIties. Peoples, CCI and AT&T provided
relatively con"istellt cost datn that cotlld be used to l~~tilllale joint and cOlllmun cnsts. The li)llow ing ~ub

sections summarize our category-by-category e~tilllalioll "I' costs.

101. rvlaintenance. Data pn:sellled 11: Pl'llpks indicaks maintenance cosl Ill' -1.7 cents
per calL"" Sprint suggests 3.6 cents per calL'" eel data ~ugg.e~t 6.6 cents per call",·1 and Robinsun's data
for AT&T suggest a total of between 2.5 and -1.0 cent~ pCI' call."'< Based on the informatilln presented
by the parties,"'" we estimate that joint and COlllmOIl 111;IIII[CnanCe costs at a low tranic locatilln \\ould
alllount to between 4.0 and 5.0 cenls per call.

102. Line costs. Data till' PCllples ~uggests line costs of 5.9 cents per calL'''" Data lilr

~l'~ Peoples estimated towl maintenance and coin collectioll costs per month of $-11.66, 311% of which was for
coin collection costs. Peoples Comments at 10-12. Dividing the maintenance portion by the low traffic llumber of
calls (542) gives the estimate of 4.7 cents per call. rhis cstll11alc' prohabl; includes some incremcnwlnlaintenancc
caused by coins being deposited in Peoples payphunes.

~6; $19.62 for maintenance divided by 542 calls, Sprint Reph. Exhibit I at 2.

~io. Based on an average call volume of 720 Gills. cr'l ,·-;llll1.llcd ThaI it "'pc'lll SO.O~ per Gdl for Illaillkllancc.
exclusive of any costs solely due to coin collection and m'lIllkllance. CCI Comments at 9. We concluded above.
however that this figure was probably biased high. :vlultiplvllle' 01\ T~U calls and dividing by the lo\\' traftic number
of calls (542) gives an estimate of 6.6 cents per call.

:,,< Robinson estimates that the monthl; cost of maintenancc plus repair parts tor a coinless tclcphone i, S I ~ ,~

and for a smal1 coin telephone is $2 I .70. AT& T Comments. Rubmson at 13. Div ided by 5~2, the 10\\ tra ftic
location number of calls. yields estimated costs oj' 2.5 al'd ~ () cent, per call Some of the increased co'it ,) coin
telephone would be attributable to the coin mechanism

'<,,, Teleport filed a return on investment analysIS partiall; ha..,ed on hypothetIcal information from a stud" b;
John S. Bain (Teleport Ex. Parte) This analysis is nor sufticient to support a direct estimatIOn of either the costs
directly attributable to coin calls or total joint and common custs.

:"7 The Sprint data may not be representative of costs that would be incurred by independent pa~ telephone
providers. We select 4.0 cents as the low estimate of mailllenancc costs per call by selecting. the highest hilue based
on AT&T data. We select a figure between the Peoples and the cel based estimates. 5.0 cents. as the high estimate,
This amount is below the average of the estimates in recognition 'lfpossible biases in the Peoples and eel estimat<:s

2(,8 Peoples filed $59.54 of total line charges including message charges per month of $27.69. Peoples Comments
at 10-12. The difference, $31.85. representsjo\nt and common line costs. This amount. divided by the low t1'attic
number of calls (542) equals 5.9 cents per call.
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2'11 543.22 for line charges divided by 542 calls Sprint Reply, Exhibit I at 2.

:-, ($2.78 sales salaries T $4.31 sales comm issiolls - $14~ G&A) divided by 542 calls. Sprint Reply, Exhibit
at 2.
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27-1 CCI estimated expenses of $0.04 per minute b,";ed on 720 calls per telephone. See CCI Comments at 10.
Multiplying by 720 calls and dividing by the low traffic number of calls (542) equals 5.3 cents per call.

271 AT&T estimated a monthly Iine charge for a smart coin telephone of $27.73, a subscriber line charge of
55.83. and other line costs of $1.84 for a total cost of 535.40. See AT&T Comments, Robinson at 12. This amount,
JivideJ by the number of low traffic number of l:alb 1542) equals 6.5 cents per call.

104. Capital and Eguipments Costs. M'Jst parties recognize that payphone providers
should have an opportunity to recover depreciation costs and earn a return on investment. .Joint and

CCI suggests line costs ot 7.9 cents per call. 269 Sprint
suggest lUJ cents per cal!.271l Robinson's study suggests line costs of 6.5 cents per cal 1. 271 We estimate
thatjoinl and common line costs at a low trame location would amount to between 6.5 and 7.5 cents per
call. '-2

2(·" CCI estimates joint and common line costs uf SO.06 per call, compared with $0.08 per call for coin calls.
based on 720 calls per payphone per month. CCI Comments at 9. Multiplying $0.06 times 720 calls and dividing
by the low traffic number of calls (542) equals 7.9 cents per call.

103. Sales, General & Administrative. Data tor Peoples suggests SG&A of 5.4 cents
per cal 1. 273 Data tor CCI indicates SG&A costs of 5.3 cents per call.274 Sprint suggests 1.57 for SG&A.2i5

Sprint. as a LEe and an IXC, has a significantly different organizational structure and payphone base from
hat of independent payphone providers. Accordingly, little weight was given to Sprint data for SG&A.
Robinson did not develop an independent estimate of SG&A.27

(> Accordingly, we use the estimates based
on data tor Peoples and CCI as the high and low estimates, respectively. We conclude that joint and
common SG&A at a low traffic location would amount to between 5.3 and 5.4 cents per call.

272 As explained above, different line costs for different PSPs may simply reflect the fact that they have
pOlyphones located in different areas. Sprint, for example, may have higher joint and common line costs than others
that filed data because Sprint cannot take advantage of potentially lower cost measure service options. We estimated
a likely range for average PSPs by adjusting the high and low estimates of the carriers by approximately half a cent.

:-" Robinson accepts CCI and Peoples estimate of a total of $0.04 per call for SG&A. See AT&T Comments.
Robinson at 6. He considers $0.02 of this to be attributable to coin less calls, implying that the total would be higher
than $0.04 per call for coin calls. Robinson, however, does not adequately explain why so much of SG&A should
be solely attributable to coin operations and not treated as joint and common.

"l Peoples estimated sales and general administrative e\penses of $25.27 per line as well as billing costs and
bad debts of $4.02 per line per month. See Peoples Comments at 10. We do not have sufficient information to
estimate a higher or lower billing and bad debt cost for access code and consumer 800 calls compared with other
payphone calls. The total, $29.27. divided by the low traffic number of calls (542) equals 5.4 cents per call.



common investments for a new payphone should include not only the costs of purchasing and installing
a payphonc, hut also a normal increase in leasehold improvements, spare parts and inventory. and cash
working capital. 277

105. Robinson estimated the averagl' (Hllla\ a>;sociated with adding a new smart coin
telephone as $1.050 for the instrument. :'S $300 "ll" a pedestal ami enclosure. $395 t<J!" installation or the
telephone. pedestal and enclosure. and :\; J 50 in local c:\change carrier connection charges. t<)(· a tutal
investment of $1.895,"7') Some PSPs claim lhal I{ubinsl)n underestimated pedestal and enclusure and
related installation charges.':~" The I{l>oilhon csiill1alcs du 1)<>1 include other investments. such as
maintenance vehicles and office equipnlent. needeJ to '>upport a payphune business. Several PSPs
estimated average capital costs per call. but did not provide sufficient detail to allow these eSlimate>; to

be lIsed to estimate the direct capital coslS of ,Hiding a payphone.
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106. We estimate joint and common e4uipment costs by: a) estimating the amount of
assets that are likely to be added when a payplwne is added: b) subtracting the amount attributable to the
coin mechanism; c) calculating a monthly cost t"lJl" thl: balance: and d) dividing the monthly l:ost pl:r
payphone by the low traffic location number of calls. Peoples 10K data indil:ate that Peoples depreciable
net investment per payphone amounted to $1.61 7 as of Decem bel' 1996. 2X I ('COl's 10K data indicate that
eCl's depreciable net assets per payphone amounted to $1.704 as of December 1996.,x2 Finns. however.
add new assets rather than depreciated assets. Adjusting t<J!" depreciation. we estimate new depreciable
investment per payphone of $3,234 tor Peoples'S> and $2. jl)l) !()r ee\.>l As c:\plained above. we impute

mSome capital items, such as intangible assets and good will. \vDuld nOl need to be increased if the (;ompany
added a payphone at a low traffic location

m The Coalition notes that some coinless telephones cost signiticantly more than the basic coinless sets lIsed in
the Robinson study. See Coalition Reply at 27. The CoalitiDn liled it study by Carl R. Geppert estimating thal the
AT&T Public Phone 2000. which incorporates it nine-inch color monitor. it dataport for laptop or fax
communications. built in keyboards for access to e-m'lil and on-Ilile weather services. cost between S20lJO and S4lJOO.
See Coalition Ex. Parte, Oct. I, 1997 at 3. This information. hDwever. does not bear on how much of the COSh Df
a new smart coin telephone are due to the coin mechanism. The typical new smart coin telephone does not
incorporate these features.

27') AT&T Comments, Robinson at 5.

:X1, APCC Reply at 14: Coalition Reply at 29.

2&1 $65.067 million of net plant and property divided by 40.239 payphones.

:8: $73.263 million of gross property, plant and equipment plus S1.595 of gross leasehold improvements. less
$29.922 of accumulated depreciation and amortization. divided by 26.377 payphones.

2S.1 Based on an assumed ratio of depreciat~onreserve to net plant of 50~'o ($\ ,6\5 net plant and equipment per
phone divided by .5).
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2% Peoples reports $2.665 million of pre-paid expenses and S2.412 million of inventory. Peoples 10K at 39.

:s' CCl's 10K shows prepaid expenses of $0.708 million and inventory and un installed equipment of $1.438
million . ..-...·et! CCI 10K at 44.

2~' Calculated as equal monthly payments to depreciate the investment over 10 years and earn a return of 11.25%
on net investment. allowing for federal income taxes a the 34% statutory rate.
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high estimate
5.0
7.5
5.4
8.4
1.0

.8
28.l
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1.0
.7

5.3
7.1

24.7

Federal Communications Commission

low estimate
4.0
6.5

maintenance
line costs
SG&A
capital costs
ANI ii
interest
Total

:XX S'ee supra paras. 59. 62.

$710 of new investment per payphone directly to coin calls. Accordingly, we calculate new joint and
common investment per payphonl~ uf$2.524 and $2,089, respectively. These amounts of1lew investment
would result in monthly investment costs of $43.94 and $37.07, respectively.~H5 The carriers would also
expect to earn a return on some other assets on the hooks -- pre-paid expenses and inventory. These items
add $1. 7(P" and $2.0 l,x7 in investment costs pt:r month, respectively. Summing the investment costs and
dividing the low tratlic 10-.:ati01l number of calls results in estimates of total investment costs of 7.2 cents
per call and SA cents per call. which we use as the likely range.

107. Other Costs. We concluded above that it was reasonable to include $0.01 in
adjusting the market rate for a local coin call to account fix the cost of ANI ii deployment by the LECs,
passed through to PSPs in the form of higher access line charges, and include that figure in our analysis
here. We also concluded that carriers would receive access code and consumer 800 access compensation
approximately 3 months later than they would receive coin revenues, and thus included interest based on
an I 1.25% annual cost of capital the long run cost estimate. We use that same figure in our analysis here.
In addition, we explained earlier the positions regarding including commissions as a cost-factor, and thus
conclude that those costs are excluded properly from a cost-based analysis.~8H

108. Total Long Run Cost. The preceding analysis suggests that total long run cost
of access code and consumer 800 calls would range hom 24.7 cents per call (based on a sum of the low
estimates) to 28.1 cents per call (based on the sum of the high estimates).~89

ex4 CCI's 10K depreciation reserve is 40% of gross depreciable net investment. The new investment per added
payphone is $1.649 average net plant and equipment per payphone, divided by 60%, plus $60 average leasehold
improvements per payphone. (Leasehold improvements are a joint and common cost for all payphone. The addition
of Ollt: payphont: would not necessarily cause any specific investment but rather, would result in a general increase
in the size of the business. Thus, CCI would add an average amount of net leasehold improvements as opposed to
the specific amount of investment for the instrument. the pedestal. etc.).
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109. Sprint's Motion. On September 16. 1997. Sprint tiled a Motion asking that the
Commission require Bell Atlantic to suhmit a copy of the NET cost study filed befexe the Massachusetts
DPU and supporting papers to the Commission and to all parties of record in this proceeding. On
September :26. 1997. Bell Atlanric ti led an opposition [0 Sprint' s motion to n:qu ire production of a
confidential cost study and conditional cross-motion fl)r pmduction of payphone cost data /i'om Sprint and
AT&T. Bell Atlantic argues that Sprint's motion should he n:jl:cted because: (I) the study was pn:pared
for the Massachusetts OPU and Sprint should sl:ek relief froll1 lhat agency: (2) there is no justitication lilr
requiring the pmduction of the study because thl: study l:xaminl:s incremcntal costs. which. Ikll Atlantic
argues. the Comm iss ion has rejected: and (J) the in ti lI"1 11 at il)l] is C,lIl tidential.

110. We deny Sprint's motilln and declinl: 10 require l3ell Atlantic to submit a copy of
NET's cost analysis. We are not persuaded that the NET CllSt study. which Sprint indicates was submitted
to the Massachusetts OPU on a conlidential hasis. is nl:cessary ti)r us to reach a decisiull ill this
proceeding. Furthermore. we note that there an: differences of upinion regarding the NET methodolugy.
The NET study as \vell as other contidential studies liled in uther states arc not bcti.)re us. We lilrther
note that as Bell Atlantic states. the informatilll1 is l'lmlidential. and theret()re. should we require Bell
Atlantic to make such a filing. Bell Atlantic likely would require that \\ie treat the study as cunlidential.
Were we to agree. the inlonnation would not be available tn the partie:;. We note. moreover. intimnation
011 the record provides deregulated coin rates lilr several states. Because we are denying Sprint's motion.
we need not address Bell Atlantic's conditional motilll1 til!· production of documents.

O. Per-Call Compensation Rate

1J 1. In this section. we cunclucle thai the detault market-based per-call rate tllr
subscriber 800 and access code calls is ilO.284. \\hich 1"I..'aslillably accounts Ill!· thc payplwne costs that are
incurred solely in connection with local coin calls and CllSts that are specific to access code and subscriber
800 calls.

I . Comments

112. Parties tiled comments that varied considerably. primarily depending on whether
they relied on a market-based or derived rate metlwdulogy. AT&T and ARCH argue thaI the
compensation rate should·be $0.11 per-call. based on the costs of prO\'iding a subscriber 800 or access
code call.]% AT&T arrives at this rate by estimating a cust uf '576.85 per month tor a payphone divided
by an average of 700 calls per phone per ll1unth. 2

": AT&T contends that this rate is consistent \\ jth

,'H, AT&T Comments at 2: AT&T Reply at 2: Arch Reply ,l[ I) AT&T and ARCH stall.: that this rate is based
on the actual costs of an efficient PSP to originate access code al1d subscriber gOO calls. Note. however. that the
Coalition challenges this estimate. arguing that AT&T's cost study merely retlects a hypothetical. 110t real. PSP. and
links the costs to a coinless. not coin phone. The Cnalition argues that adjusting AT&T's rate to retlect proper data
would yield a rate of approximately $0.41 per-call. Thus. if the Commission relies on costs. it should rel~ 011 the
costs of an actual payphone. Coalition Reply at 31.

COl AT&T Comments at 10-11: AT&T Reply at 14.
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2" /d at 14.

,'''' Frontier Comments at 9.
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;"2 MCI Comments at 3.

'"'' Frontier Reply at ii. 2 (arguing that a rate higher than SO, 11 per call would harm consumers).

2' CompTel Reply at i. 8.

,')2 AT&T Comments at 13; MCI Reply at 3.

2'04 Id at 14.

2'" AT&T Reply at 13.

,'i< See. e.g.. Excel Reply at 10 (stating that a J\ilassachusetts proceeding derermined that the rate there is S.25).

NYNEX's local coin rate of $0.167. Alkrnatively, AT&T and MCI argue that if the Commission adopts
a rale hased on an offset from the local rate. lhen the offset should be at least 50%.2')1 AT&T further
argues that evcn using a adjusted nwrket approach as suggested by the Coalition results in payphone
compensation in the amuunt of $0.1067 cents per call. which is in iine with the rate that AT&T has
calculated I()r coinlcss calls based on its estimated monthly costs of a payphone. 1

"J AT&T further states
that even iI' adjustments have to be made t(ll' depreciation. overhead. general and administrative expenses
and taxes. the per-call cost for coin less calls would only increase to 12.2 cents per caI1. 1

')4 AT&T
maintains that $0.35 is not the appropriate unregulated coin rate because it was based on a small and
unrepresentative sample of rural states. ,\I1d the cost in those states could be higher than in other areas. 1

')'

The COll1mission ignored the deregulated rate in other rural states, where the rate is $0.25. which. AT&T
asserts. also is the dominant rate where the majority of payphones are located.2% Borden suggests a rate
of approximately $0.133 per call. and Champion suggests a rate between $0.08 and $0. I I.

;',1 ITA Comments at 7 (basing the upper number on the $0.17 rate identitied for a local coin call by the

Massachusetts DPU for NYNEX minus the cost of coin collection ($0.02) and further srating that the $0.35 rate
results in increased cost of a typical prepaid phone card call by over fifty perc~nt per cali).

I 13. CompTel argues that a fair compensation amount based on incremental costs is
between $0.03 to $0.05 per caIV'!7 and that even under a direct cost approach, compensation should not
exceed $0.10 per calI. 1

·)S Frontier argues that a cost-based rate should be approximately $0.10 per call,2~')

but no higher than $0. I I per call.;()(1 ITA argues that the rate should be between $0.08 and $0.15 per
call.'u, MCI argues that the per-call rate for access code calls is $0.083 per call. and that the number for
subscriber l{OO calls should be even 100ver. "I.'

c'" Sec id at 22-23; see ulsu CFA Reply at 7; M IDCOM Comments at 5; RCN Comments at 4; TRA Comments

at 21; Excel Reply at 9 (stating that the four states that have deregulated rates account for only two percent of the
nation's payphones).



I J 4. MIDCOM staks that the rate should he $0.057."" Sprint argues that on a fully
allocated apprG<lch to cost,. using an efficient hellwether prnvider. the default rate per call should he
$O.06.'1I~ TRA argues that the 35 cent rate is too hig.h;" F"cel argues that the Court decision
demonstrates that we cannol set the rate fiJI' sllb',criber XOO ami access code calls at the "amc level a~; the
local coin rate. and thus the Commissi\ln must reduce tlie ~O. ,5 rate

115. The Coalition states that. to trul~ retlect the market. the local coin rate needs to
be adjusted hom $0.35 upward to 'j;O."+2 ur $1l..+3 per call'" II! a fully n:alized market. the Coalition
states. noneoin calls would be can'yillg a greater pnr!il)1! III the paypllOne costs thall coin calls. and
theretlm: should be priced at a higher rate. ;", \PC(' alleges that the avcrage per-call local coin rate is
$OA I. not $0.35. w" (PTA andlT.1 state that the record "upp0r!s a compensation levI.?! of 110 less than
$0.35 per call.;'u CCI requests that the COl11missi\)n ..,ct the per-call compensation rate at $0.35.'1'
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116. The majority of the lxes arguc thatthcre should he one national rate.;I~ because
a varying rate would be nearly impossible to administer. and could increase the costs to carrier-payers of

>I,; MlDCOM Reply at 6. In its comments. MIDCOM arglll~d that the rate should he between SO 067 to S025
per call. See MlDCOM Comments at 7.

';q Sprint Reply at 4.

;", TRA Comments at 21 (arguing that the costs a';sociated \\';\11 m:lklllg a coinle,s cdt are signiticanrly less than
those associated with a coin call).

'n" Excel Comments at 2.

107 Coalition Comments at 13-\4

~,,' lei.

,,," APCC Comments at '15 (explaining that coinless calbgenerate additional costs such as :\NIl.

"" .','ee [PTA Reply at 5, II; see u/so TEl Comments at 11):'1 EI Reply at 2 (arguing that a lower tigure could
result in the removal of payphones ).

'II CCI Comments at 2. 10 (arguing that total cost plus return on invested capital is SO.37 per call for a coin call.
and $0.34 per call for a coinless call).

11: See. e.g.• CWI Comments at 10-11: CWI Reply at i. I. 12 (stating that the Commission should 1I0t start per
call compensation until thiny days after the release of an order on remand so that carriers will have ample time to
recover per-call amount in their tariffed charges); LCI Comments at 8. n.14: MCI Comments at 5: RCN Comments
at 4; Sprint Reply at 21; WorldCom Comments at 4 (stating that a national rate would enable IXCs to fulfill tracking
and payment obligations and that this rate couJd be eligible for periodic adjustment based on changes in TSLRIC
costs).

50


