+ Marketplace Changes from 1994 to 1997: Mr. Robinson failed to acknowledge that the

market conditions inherent in the Project Quintet study have changed dramatically over the
past three years; instead, he used unadjusted figures from the 1994 study in his calculations.
This is inappropriate in light of changes in the payphone market over the past three years.
At a minimum, Mr. Robinson should have adjusted the Project Quintet data to compensate
for the following:

» Increases in access line tariffs

» Increases in property owner rental expenses

» Changes in financial reporting due to the deregulation of the payphone business

Taking all of these factors into account, we believe it is inappropriate to use the unadjusted
Project Quintet figures to estimate the cost of providing payphone service today. We have therefore
adjusted Mr. Robinson’s cost calculation to compensate for his oversights and to illustrate the

magnitude of his errors. The resultant per-call cost figure is $0.363, compared to Mr. Robinson’s

estimate of $0.195.l

I. MR. ROBINSON'’S COST CALCULATIONS OMIT MANY REASONABLE
AND NECESSARY COSTS OF PROVIDING PAYPHONE SERVICE

It is clear that Mr. Robinson used the expense figures shown on page 19 of SBC’s Project Quintet

packet to calculate his per-call cost figure. However, Mr. Robinson both excluded certain costs that are

1
See, Affidavit of David Robinson, AT&T Petition for Reconsideration (December 1, 1997), at 9 (hereinafter “Robinson Affidavit - Recon”).
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necessary for the provision of payphone service and failed to adjust for per-call costs that are clearly
not representative of those experienced by Coalition members and the payphone industry as a whole.

A. Return on Assets: In his earlier affidavits, Mr. Robinson has acknowledged that a cost-based

calculation must include a component for return on assets.” He omits this factor from his
most recent calculation, however, perhaps because he chose to rely exclusively upon the
income statement included in the Project Quintet packet. In other words, the income
statement included on page 19 of the Project Quintet packet did not include a calculation of
“return on assets"s, and Mr. Robinson, in turn, ignored this factor. Including a factor for

return on assets increases the per-call cost of providing payphone service.

B. Common Costs: The Project Quintet valuation was not intended to be a fully distributed

expense model. Rather, it was intended to represent the incremental revenues and expenses
associated with operating a payphone business unit at arms-length. Consequently, the
Project Quintet packet does not include any general and administrative service costs
(frequently referred to as “common costs”) provided by SBC to the payphone business unit.
These types of costs (e.g., treasury, legal, real estate management, etc.) were assumed to be
non-incremental to the Buyer and, therefore, excluded from the Project Quintet study.
Because these costs were not specifically identified on page 19 of the Project Quintet packet,
Mr. Robinson improperly omitted them from his cost calculation. Had Mr. Robinson

appropriately included these costs, his per-call cost figure would have increased.

2

See, Affidavit of David Robinson, AT&T Comments (August 26, 1997), at 10 and Appendix 1 (hereinafter “Robinson Affidavit - Comments”).
3

Return on Assets is not a component of the income statement. Rather, it is a financial ratio that is commonly reported outside of the income

statement to assess the overall return on a company’s asset base.



C. ANL i Costs: Mr. Robinson failed to include costs associated with ANI ii digit tracking. As

discussed in our earlier report, these costs will be borne by PSPs in the form of a line charge

and are expected to approximate $0.019 per call.’ Mr. Robinson, however, relied exclusively
on the figures provided in Project Quintet and omitted such costs. Including ANI ii costs

increases the per-call cost of providing payphone service.

Uncollectible Costs: Despite Comments submitted by the Coalition, the APCC and several

independent Payphone Service Providers (“PSPs”) regarding bad debt and administrative

costs associated with collecting PCC’, Mr. Robinson omitted these costs entirely from his

calculation. In addition, Mr. Robinson omitted opportunity costs associated with delayed

collections (which the FCC recognized in the Second Report and Orders). It is reasonable to

assume that, in 1994, SBC did not anticipate the deregulation of their payphone business
unit and, appropriately, did not include an expense line item for “PCC Collections Costs”.

Including uncollectible costs increases the per-call cost of providing payphone service.

Depreciation Expenses: Through discussions with SBC personnel involved in preparing the

Project Quintet packet, we learned that the preliminary data in version 7e of Project Quintet

utilized a 5% annual depreciation rate. However, the annual depreciation rate used should

See, Petition for Reconsideration of the RBOC/GTE/SNET Payphone Coalition, “Report of Arthur Andersen LLP, Second Report and Order:
gssues for Reconsideration”, Carl R. Geppert (December 1, 1997), at pg. 10 (hereinafter “ Arthur Andersen Recon”).

See, Reply Comments of the RBOC/GTE/SNET Payphone Coalition, “Critique of Cost Studies and Other Issues”, Carl R. Geppert
(September 9, 1997), at pg. 13 (hereinafter “ Arthur Andersen Reply”); Arthur Andersen Recon, at pg. 9; Comments of the American Public
Communications Council (August 26, 1997), at pp. 14-15; Comments of Communications Central Inc. (August 26, 1997), at pg. 10 (hereinafter
“CCI Comments”); Comments of Peoples Telephone Company, Inc. (August 26, 1997), at pg. 13 (hereinafter “Peoples Comments”).

6
See, Second Report and Order In the Matter of Implementation of the Pay Telephone Reclassification and Compensation Provisijons of the

7Telecommunicatiogg Act of 1996, CC Docket No. 96-128 (October 9, 1997), at 59 (hereinafter “Second Report and Order”).
See, Robinson Affidavit - Recon, at Attachment I, “Book Property, Plant, and Equipment/Depreciation Calculation”.
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have been in the range of 14% to 20% of average gross plant in service (i.e., to reflect five to
seven year depreciable lives). This rate is comparable to the depreciation rate used by
Coalition members and by the largest Independent Payphone Providers (“IPPs”) who
depreciate station equipment using 10% to 20% annual depreciation rates (i.e., five to ten
year useful 11'ves).8 Adjusting Mr. Robinson’s calculations to reflect a more realistic annual

depreciation rate increases per-call costs.

II. MR. ROBINSON’S COST CALCULATIONS DO NOT COMPENSATE FOR
CHANGES IN THE MARKETPLACE FROM 1994 TO 1997
The payphone industry has changed rapidly over the past three years. Mr. Robinson, however,
failed to adjust the figures provided in the Project Quintet packet for known marketplace changes. The
following are several examples of known changes that have had a financial impact on PSPs” operating
expenses.

A. Increases in Access Line Charges: Mr. Robinson used the Project Quintet per-line access and

local usage expense figure of $34.05 to calculate per-call costs, despite his earlier
acknowledgement that current access line charges are significantly higher. For example,
Appendix 2 to Mr. Robinson’s August 26, 1997, affidavit shows that the flat rate, dumb set
access line charge is $53.98 per month.”’ This is nearly 60% more than the figure used in his
current calculation. In addition, it is our understanding that Project Quintet access line
charges were rough predictions because SBC did not have a dumb set access line tariff in

place in 1994. Mr. Robinson should have acknowledged these factors and adjusted his

8
See, Arthur Andersen Reply, at pg. 7; Arthur Andersen Recon, at pg. 7; CCI Comments, at pg. 10; Peoples Telephone Company, Inc. 10-K
(December 31, 1996) at pg. 28.

See Robinson Affidavit - Recon, at Attachment II: Access Line Public ($20.19) + Access Line Semi-Pub ($3.17) + Local Usage ($10.69).
See Robinson Affidavit - Comments, at pg. 12.
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calculations appropriately. Adjusting for increases in access line charges increases the per-

call cost of providing payphone service.

Increases in Property Owner Rental Expenses: Project Quintet assumed that the Buyer

would pay approximately 16.65% of their revenue and/or intraLATA commissions to the
property owner in the form of rental expense (i.e, commjssions).“ Since 1994, increased
competition has resulted in a significant increase in the percent of revenue paid to property
owners as commission. Additionally, SBC pays property owners a percentage of gross
intraLATA revenues, not intraLATA commissions received by the PSP, as was reflected in
Project Quintet at the Buyer’s request.12 Using current commission rates increases the per-

call cost of providing payphone service.

. Financial Reporting Changes Due to Deregulation: Prior to April 15, 1996, many Local

Exchange Carrier (“LEC”) PSPs recorded gross receipts taxes as a payphone business unit
expense. After April 15, 1996, the regulated telecommunications company now records
gross receipt taxes. The Project Quintet expense line item for “operating taxes” includes
gross receipt taxes, which should be removed to reflect current operating tax expenses of the

payphone business unit more accurately.

11
1

See, Robinson Affidavit - Recon, at Attachment I, “Operating Expenses - Other Operating Expense”.
2
Determined from discussions with SBC.



III. ADJUSTING FOR MR. ROBINSON’S OMISSIONS AND

OVERSIGHTS SIGNIFICANTLY INCREASES THE PER-CALL COST OF PROVIDING

PAYPHONE SERVICE

As we explain above, unadjusted Project Quintet figures are not an appropriate proxy for the
cost of payphone operations. Mr. Robinson'’s use of the Project Quintet study to estimate the current
cost of providing payphone service is flawed by his omission of certain necessary costs and his failure

to adjust for marketplace and regulatory changes from 1994 to 1997. Below we have adjusted Mr.

Robinson’s calculations to correct for these errors:

COST PER CALL -- MR. ROBINSON

PLUS: OMISSIONS

Return on Assets , ~ $0.009

Common Costs $0.022

ANT i Costs $0.019

Bad Debt and Collection Expenses $0.050

Depreciation Expenses $0.017

PLUS: 1994 TO 1997 MARKETPLACE CHANGES

Increases in Access Line Charges $0.042

Increases in Property Owner Rental Expenses $0.017

Changes in Financial Reporting Due to Deregulation ($0.008)

FULLY LOADED COST PER CALL -- ADJUSTED

This calculation increases Mr. Robinson’s estimate of per-call costs by more than 85% to $0.363

per call. This figure is consistent with our earlier calculations of the fully distributed cost of providing

payphone service.

We have performed a second calculation to assess the reasonableness of the results noted above

and to compensate for the outdated and insufficient information contained in the Project Quintet

$0.195

$0.117

$0.051

$0.363



financial packet. Using the FCC’s bottom-up cost methodology as described in the Second Report and

Order’ coupled with SBC's recently projected 1997 costs for their payphone business unit, we
calculated the per-call cost of providing payphone service to be $0.37. This is consistent with the

computation performed above.

ARTHUR ANDERSEN LLP

by
Carl R. Geppert

13
See, Second Report and Order, at 47-50.
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CERTIFICATE OF SERVICE
I hereby certify that on this 7th day of January, 1998, I caused copies of the foregoing
RBOC/GTE/SNET Payphone Coalition’s Opposition to Petitions for Reconsideration Stay to be
served upon the parties on the attached service list by first-class mail; service by hand delivery or

overnight courier is denoted by an asterisk.

S N O

Marilyn R. Lgeland
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