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Thomas R. Sisti, Esq. Suite 1000
Director - Federal Government Affairs 1120 20th St. NW
Washington, DC 20036

202 457-2353
FAX 202 457-3110
EMAIL trsisti@Iga.att.com

July 10, 1998

RECEIVED

Ms. Magalie Roman Salas, Secretary
Federal Communications Commission

Office of the Secretary JUL 101998
1919 M. Street, NW Room 200
Washington, DC 20554 mmm

Re:  Ex parte - CC Docket No. 96-128 (Payphone Compensation)

Dear Ms. Salas:

Today, H. Richard Juhnke of Sprint, James M. Smith of Excel
Communications, Mary J. Sisak of MCI, Steven Augustino of Kelly, Drye & Warren
(representing Comtel, LCI and Cable & Wireless), and I of AT&T, met with Kevin
Martin, Esq., Legal Advisor to Commissioner Furchgott-Roth. The parties reviewed
the positions of record in this proceeding. The attached material formed the basis for
our discussion.

Two copies of this Notice are being submitted to the Secretary of the
Commission in accordance with Section 1.1206(a)(2) of the Commission's Rules.

Sincerely,

- -~
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Thomas R. Sisti, Esq.




cc: Mr. K. Martin, Esq.
Mr. H. R. Juhnke, Esq.
Mr. J. Smith
Ms. M. Sisak, Esq.
Mr. S. Augustino, Esq.




PAYPHONE COMPENSATION-
AN IXC PERSPECTIVE

« Industry Structure:

There are about 2.2 million payphones

LECs own 75% of payphones; the remainder are owned by Independent Payphone
Providers (IPPs)

70% of calls are coin calls - rates are deregulated
PSPs receive substantial revenue from commissions on 0+ calls

Payphone “competition” takes the form of competing on the basis of the amount of
commissions paid to site owners -- not on offering low-cost service to consumers.

There is no competition for payphone use at the point of sale

« In nearly all cases, PSPs have an exclusive right to provide payphones at a
location

— The right stems from the location owner’s right to exercise control over
its property, a right telecom regulators cannot affect

« Increased revenues get siphoned off by site owners in the form of higher
placement fees



PAYPHONE COMPENSATION-
AN IXC PERSPECTIVE

« History of Payphone Compensation

— Commissions on 0+ calls began in the late 1980’s with the advent of “equal access™
at payphones

— IXC payphone compensation for dial-around calls started in 1993 with a rate of
$6.00 per phone per month (for IPPs only), later replaced with negotiated rate of
$.25, to recognize the growing volumes of “dial-around” calls to operator access
platforms

— Scope of payments broadened by the Telecom Act, to include 800 “subscriber”
traffic and LEC payphones



PAYPHONE COMPENSATION-
AN IXC PERSPECTIVE

The Payphone I Order called for a $.35 rate, to be paid by IXCs, but was later
overturned by the Court

_ “market -based” rate approach, based on the price for local coin calls

— cost data was not a factor

— resulted in over $500M increased costs to IXCs

put the responsibility for tracking/paying, and cost recovery, on the IXCs

— resulted in considerable consumer protest
The Payphone II Order resulted in a rate of $.284, again starting with the local
coin rate, and was again found to be deficient by the Court



PAYPHONE COMPENSATION-
AN IXC PERSPECTIVE

. Both Orders are fundamentally flawed in using the “market rate” for coin calls
as the starting point for compensation for coinless calls
_ The local coin market is not the same as the IXC market for coinless dial-around
and subscriber 800 calls - same seller but different buyers
—  The only coinless market analog to the local coin market would be a calling party
pays compensation structure
~ Using a carrier pays compensation scheme, the only IXC “market rate” is $.25 per
call for dial-around calls and a much lower rate for subscriber 800 calls
« Subscriber 800 calls produce far less revenue (roughly one-fifth) than dial -
around calls, and account for two-thirds of all calls to subject to the
compensation requirement.
. A weighted average would produce a compensation rate of about
12 cents



PAYPHONE COMPENSATION-
AN IXC PERSPECTIVE

« In the absence of a market-based approach, a cost approach is necessary

« But both Orders failed to use cost information correctly

— IXCs submitted data that show that the cost of coinless access code calls is in the
range of $.06-$.12 per message

~  Even LEC data produces a cost of no more than $.16-$.18 per message

— The FCC’s limited recognition of cost data was incorrectly based on the private
providers only, not the more cost-efficient LECs



PAYPHONE COMPENSATION-
AN IXC PERSPECTIVE

« History has already shown that the IXCs have been unfairly placed between
the payphone providers and consumers
— IXCs have had little choice but to pass payphone compensation on to consumers
— Tracking and billing of calls by IXCs is complex undertaking

« Administratively burdensome. Requires IXCs to track billions of calls from
over 2 million payphones. Each IXC must deal with 1500 payees.

« To gain bargaining leverage, IXCs will have to build expensive systems for

selective call blocking -- which will depress IXC revenues (no revenues from
blocked calls).



