
cse the New Services Test s i - ? d - r 5 L ,  ~ ~ h i z h  utilizes direct 

costs plus reasonable o v s ~ h ~ z d s .  >.nd cha t  is precisely x h a t  

T E L R I C  compuEes. 

24. More i a p o r t a n t  though, is that NiiT profits 

from the receipt by its integrated payphone operations of 

hottleneck line and usage services p r o v i d e d  at COST, while 

it forces its competicors tc pay mach h i g n e r  rates. 

DEAVERAGING 

2 5 .  The PAL line r 'ces ."i now c r z r g e s  IPANY 

members are uniform throughcr: N e w  'Ycrk State. Payphone 

providers pay the same monthly raze for lines in Manhattan 

as they do in Moncauk o r  P lzz~s5urgP . .  Similarly, IPANY 

members pay timed message uniz r a t e s  thzz are the same f o r  

all bu.-.i.ness cuszoniers in t h e  s;zze. In considering ar, 

appropriate level cf rarss fzr r?e~:.;crk elements, the 

Commission stated t h e  fol;okjl>g cn r 5 e  advantages cf 

deaveraged prices : 

"Turning to quesEions cf pclicy, the arguaencs in favor 
of deaveraging are f a i r l y  c l s a r  2nd scraightforward. 
They start from the prexise t h z c  ihe p ~ b l i c  interest is 
served by economically ez:~cie~r c r i c e s ,  and that, 
generally speaking, the ~ I c s e r  prices a r e  to 
incremenzal costs, rhe xcre ecoccnizally efficient r h e y  
z r e .  Average-cost pricing sntsiis a risk of uneconomic 
hy2ass in low-cost areas, where zbove-cos t  prices for 
unbundle2 elenents might mzke ir economic for a 

'0 Zven if TK:I~?Ic rates f c r  payphh-ne services were not 
mandaYed by t?.e Telecom Acc o r  ci-ie ?Jev Services Test, t h e r e  is no 
reascn r;hy rhis Commission shocld > o r l  f o r  economic efficiency 
a n d  public policy r e a s o c s ,  use ics  i?zrzs:ase r a t e r n a k i n 5  
a c z k c r i t y  to sec whclesrle payphone s?r./lce races at T E L R I C  
costs. 
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competitor to buil,2 izs cxn syscen even if its coszs 
exceeded those of the LEC. !!eancjhiie, potential 
competitors who cjould bi2r.t tc purchase some elements 
:-ather than building e n z i r e  new systems might be 
deterred frcm e n r e r i r . 9 ,  impeding the developmenL of 
competition), as the pzrciss cpposing New Y3rk TeleFhone 
here warn." 

The Commission chose to deaverage prices f o r  network 

elements, with lower prices for links in the densely 

populated areas of New York's mzjor cities, and lower csage 

rates for evenigg and night periods. Subsequently, the 

Commission established an even lower link rate fcr 

Manhattan. 

26. geaveraging is as iapcrtant to IPANY members 

as it is other conperitors of NYT. But, unlike other 

competitors, I ? F . N Y ' s  member companies are not able to 

circumvent average prices thac are f a r  above costs in low 

 cos^ areas by building z;le:r o t r ,  n e r w o r k s .  investmenz in a 

facilities net-~crk is n o t  a sccnd econcmic choice for 2 

ssall payphone business, and even a larger NYT payphone 

b G s i n e s s  wouid likely face the same dilemma under average 

crices if it were spun c f f  f r a n  its garenc ccmpzny. 

. .  

VARK3T IMPACT AND THE PUBLIC INTZREST 

2 7 .  In 1585, ZP>.NY mentbers began competing wizh 

the pzy2hone operatisns of NYT i n  Ne!$ York State. Despite 



, '  I 

tP .e  suksijies f l o w i n g  to PiYT's ~2ypk.one c~erztior.~, and a 

$0.25 local call rate car im~cssr?  by  che Commission, IPANY 

members have been vigorous s o m p ~ r i t c r s  in t h e  New york 

payphone market. And, if IP.k..?iY n e m b e r s  a r e  able to obtain 

economically efficient and non-discriminatory rates for 

underlying services, they should be able to reinforce their 

competitive role in the marketplzce. 

23. Over the last fifteen yesrsi IPh.NY members 

ha*Je placed more than 65,9510 payphcnes throcqhout rhe state, 

including more than 30,000 ir. the e n v i r z n s  0: b l e w  York City. 

This was accomplished even while NYT was in the process of 

removing thousands of its subsi<ized, buz s t i l l  

unprofitable, payphones from mzny of the same locations. 

I P i i N Y  now has 120 member c=mcanies, '36 in the New York City 

area. Most of them zre six211 businesses, ghizh hzve created 

thousands cf jobs f o r  rhe yew Yo:!< ecor.omy. As competitors, 

I P A N Y  member companiss have m e r  r h e  c h a l l e n g e s  of YYT's 

subsidized payphone operazicns heac! on in the marketplace, 

anl continue to p r o v i s e  a vital serdice co N e w  Yorkers. 

29. With that ssid, it I s  zxicnatic that I P A N Y  

See Order Establishing .i W h l i c  Interest Payphcne 
Process And Authorizing Targeted Assistance Fun< SuFport, 
Case 96-C-1174, Issued and Effective September 25, 1993. At 
Page 4, the Commission stzzes, "The ncmber of payphones  
available for the public's use zp~ears to b e  incrzasing. 
New York Cizy, i n  particular, ixs receive,? applicazions to 
piace thocsands of adlitionai ps. : jphcnes or. city streets, due 
in part to a revision of its r , i l e s  :;;hick z 1 i . o ~  norL-LZC 
payphones  KO be placed at crr5side I o c a c i o n s . "  

'3 



s e r v i c e s  to New 'Yorkers. Enlike NYT, I??.NY mexlbers receive 

no subsidies f rcn  )Jew York r z z e ~ a y e r s ,  have not scuqht to 

remove thocsands of payphcnes frcn New U o r k  streets because 

they were cot profitable (ever w i t h  the sctsidies), and have 

noK raised coin ratss despite local coin rate deregulation 

by r h e  FCC tjic years ago. ' I P A N Y  menbers I presence as 

competitors to N'JT has helgec! maintain local coin rates at 

$0.25, ar.d this downward price pressure on local coin rates, 

provide6 by IPAN.!'s presence in rhe market, is crucial to 

the preservation of the mosc basic of local exchanqe 

communications - che neigh5orhood coin telephone. 

30. However, The telecommunications market for 

people on the move in New Ycrk is nok changing, and IPANY 

members are experiencing 2 0 %  reel;cEions in revenue at 

payphone locations. T h e s e  r e c u c t ~ o n s  are not =he result of 

any weakness in Ne-<< Ycrk.ecznomy, but s r e  likely the 

result cf growinq  csmperition frcm w i r e l e s s  services. Until 

recently, competition frcn -iirelsss services was ninimal. 

wire less  calling rates were h iq i -  because of capacity 

linitations, especially in 2 e  Dcbmssate area. E o w e v e r ,  

since rhe  converslc;: sf c l 5 e r  a n z l o g  cellular systems yo 

cigizzl, which quac ruo led  =ne c ? p s c i t y -  cf existing system, 

and t5.e zcded capacity fro;: ne?.; digitsl PCs competitors, the 



p e r  rnir.cte r a c e s  f o r  reless czlls nave  d e c r e a s s d  

d r a m a t i c a l l y .  Now, w i r e l e s s  s e r ' J i c e  p a c k a g e s ,  which  i n c l u d e  

unlinited f r e e  local c a l l i n g  a t  right c r  cn weekends ,  and 

t o l l - f r e e  and l o c a l  u s a g e  any t i m e ,  anywhere i n  t h e  c o u n t r y  

f o r  $ 0 . 1 0  per  m i n u t e  or l e s s ,  can be o b t a i n e d  f rom a number 

of  w i re l e s s  c a r r i e r s .  P.s a r e s ' d l z ,  many consumers  now have 

t h e  opportunity to u s e  w i r e l e s s  c z l l i n g  i n s t e a d  o f  payphone 

c a l l i n g  a n d ,  as e v i d e n c e d  Cy I P S X Y  msmber revenue 

r e d u c t i o n s ,  a r e  i n  f a c t  making c h a t  c h o i c e .  

3 1 .  I P A N Y  d o e s  nor  shy away from such 

c o m p e t i t i o n ,  but i t s  members' a 5 i l i Z y  t o  r e s p o n d  i n  the 

competitive m a r k e t p l a c e  is severely hampered by NYT's u s a g e  

c h a r g e s  t o  w i r e l e s s  c a r r i e r s  being based o n  TELRIC c o s t s ,  

w h i l e  I P A N Y  members a r e  f c r c d  t 2  pay e x c e s s i v e  r a t e s  for 

bc-cr leneck  l i n e s  and usage. - '  -r.-.NY T - "  menbers  must  have t h e  

o p p o r 7 u n i c y  thzt woul2 be p r c J i d e d  by ccsc-based r a t e s  t o  

a d j u s t  their own r a t e s  for s h c r z  cr l c n g  d u r a t i o n  calls, and 

f o r  c a l l s  p l a c e d  ac d i f f 2 r e . n ~  hocrs cf the day, as dictated 

by c o m p e t i c i a n .  W i t h  an aCcve-cssz NVT r a t e  s z r u c t u r e  

a p p l i c a b l e  t o  payphone p r c v i d e r s  - buc n o t  w i r e l e s s  

p r o v i d e r s  - IP.WY i s  ~ c ' d e r l e s s  2,;ains-c i t s  wi re l e s s  

c o m p e t i t a r s .  - 

~~ 

~~ 

- ,, 

< <  S e e ,  f o r  example ,  I n t e r c c r n e c ~ i c n  Agreemen-c be t r j een  New 
York Tele~kone Company a?.d &T W i r e l e s s  Services, Pnendment 

for exchange  o f  1occi.l trarric I s  e s c a b l i s h e d  ac berween 5.0070 
a n d  $.CC9 p e r  m i n u ~ e .  

.. 

Cf JQne 17, 1557, wherein r r sc i ) r aca l  compensation r a t e s  

56 S i g n i f i c z n t l y ,  one of ~ 5 e  i r i n c i p l e  p r o v i d e r s  cf w i r e -  
l ess  s e r v i c e s  i n  N e w  York  i s  Sell > . t l a n Z i c  Mobile, WYT's 
a f f i l i a t e d  c n r e g c l a t e d  cc~.~z?,y. Shauld T d e c i d e  t t 3  r a i s e  
local coin races tc i n c r e a s e  pa:iphci'.e m a r g i n s ,  it would 



. I  

2 2 .  At t h e  cressn: tine, the greatesc impact on 

IP>.NY from wireless s e z  c e  competirion has been in the 

business 2nd hiqiiier i r ccne  residenrial areas cf N e w  York. 

This is beczuse rhe wireless service packages with the 

lowest per minute rates z r s  ?.ct yet affordable to lower 

income consumers. Unfortunately, in addition to n o t  

benefitinq f r o x  r h e  lower :wireless rates, lower income 

consumers may be furrrher disacvzntsged by the decrease in 

reve~ues received a: pay;niicnes ir. their comaunities. Many 

payphones in these areas a r e  marginally profitable now, and 

with r h e  growing competition from wireless service, will 

become unprofitable sooner rb.an those in other areas. Those 

payphones would l i k e l y  become candidates for removal, 

thereby triggering a need f o r  2 ?ublic Interesr Payphone at 

their locaricns.~ SitcatioRs suck as This could be averted 

through changes z o  N l ' T ' s  ra:e sxructcre for payphone 

services that will e n c o r r a q e  new f;..tra?.',s to the market and 

permit existing payF-h.ones zc rmain in use even when 

reveni les  diminish. 

capturs some of the revenue movemene out of payphone 
calling, often referred to as restriction in the 
Commission's economic rerms, ~ i c h  i:s wireless services. 
Thus, NYT wins either h-ay. -n ccnzrzsk ,  I P A N Y  members would 
not benefit from such a mi5ra:ion because they prcvide no 
wireless services. 

- 

- . .  - ~. 
See Or5er ~stiblishinq .2. ? ~ k ) _ i c  ? n r s r e s z  Payphone 

Process, at Page 5.  he ccmxissiz~ srazes there, " rhzc  a 
compelling need fcr PIT. - -  does r c s  appear ts currenrly exist 
in New York." 



f 

PROPOSED RATE DZSIGN 

3 3 .  O n   he b a s i s  cf r.?s above d i s c u s s i o n s  on 

c o s t s ,  r a t e  c c m p a r i s o n s ,  tea;.erz.-> ? lng ,  marke t  i m p a c t  and t h e  

p u b l i c  i n t e r e s t ,  t h e  rates Z R <  r i c e  s t r u c t u r e  c h a t  N Y T  has 

i n c o r p o r a t e d  i n t o  its P u b l i c  Te lephone  S e r v i c e s  t a r i f f  

s h o u l d  be  a d j u s t e d  t o  became based  on  c o s t .  The f o l l o w i n g  

c a b l e  p r o v i d e s  a n  example cf rhe z d j u s t e d  payphone rates and 

s t r u c t u r e ,  which mor2 acc ,urace ly  r e f l e c t  che c o s t  o f  

p r o v i d i n g  s e r v i c e s  : 

T:~ble  C 
Prt,pmul R~i rc s  

Line R:itcs 
Cost Component iMan1iatt;in Mi1,jor Cities 

L d  S I  i 3.3 

?on Z 50 1 SL'# 

FCC EUCL'8 0 00 i ,  , )O 

FCC PICC5' 0 00 I: O(i 

Tot31 si-.3; 5 : 4 "'I 

, ,  

Usiige Rates 
Cost Component  Major Cities 

Loc;,l Us;,.e 

I)ny so 003806 

I7 c ! n l l n ~  SO.001837 

NI$ll S0.001508 

$0 GO IO40 

so 00054s 

SO o000bC 

5 s  This c o m ~ i s s i o n  c s n n o t  exenp; p a y n o n e  o p e r a t o r s  from 
federslly z a n d a t e c  ZL7CLs and PI,CCs. dci.;ever, b e c a u s e  t h e y  
r e p r e s e n t  a d d i t i o n a l  c o s t  rscos-sr:i sc . A ~ T ,  "" i f  t h e y  a r e  imposed,  
;ne3 t h e  combined l i rk , 'gorc  r ~ z e  S?.C'L:? be r educed  by t h e  arnount 
cf zhe EUCL and. PICC. 
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SUN-ARY AND RECOMMZNDATION 

34. This s t a t e m e n r  hzs described in detail why the rates 

contsined in N ' i T ' s  Public T e l e c t o ? e  Services tariff fail to meet the 

non-discrimination provisions cf Secyion 275 of The Telecommunications 

Act of 1996, and the cost-based pricinc; requirements of the FCC. 

Specifically, the revised tariff is iaproper because it is under 

inclusive, provides octdsted ccsc supForc, misinterprets or ignores 

FCC directives, and perpetuates tke shove-cost prices that NYT now 

inflicts on ics payphone conpe: izcrs.  N V T ' s  Fricing practices have 

disadvantaged NYT's payphone ccmp2:iccrs vhen compared to the cost NYT 

incurs providing similar services to its ccjn integrated payphone 

operations. As this ststsment has shown, the public interest does not 

benefit from these pricing practices. 

. .  

35. For a l l  of t h e  above ressons, I recommend to the 

Commission thac NYT's tempcrary cariff r a c e s  for payphone services be 

replaced, on a permanen: basis, :CLCC;. ;?E cast based prices and rate 

structure proposed herein. I s1sc ;-sccrnmend that the Cornmission 

direc7; an accounting by NYT of rhe overcharges by NYT to its 

competitors that have accrued dcs 53 N y T ' s  failure to apply the "New 

Se-rvices Test" as required 'cy ;?.e 'CC, 2nd as NYT promised to do. NYT 

s h o c l d  refund those cverzharges =a _ _  ."s ?- ' "  ,c,hone competitors 

recroactive to the temporary e f f s c t i v s  date of che tariff. 

. .  . .  

Sworn to before me this ,-* day of November, 1999 
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STATE OF NEW YORK 
PUBLIC SERVICE COMMISSION 

CASE 99-C-1684 - Petition filed by the Independent Payphone - Association of New York, Inc. that the 
Commission Modify New York Telephone Wholesale 
Payphone Service Rates and Award Refunds. 

~ 

CASE 96-C-1174 - Proceeding on Motion of the Commission to Review 
Regulation of Coin Telephone Services Under 
Revised Federal Regulations Adopted Pursuant to 
the telecommunications Act of 1996. 

REPLY COMMENTS OF 
THE INDEPENDENT PAYPHONE ASSOCIATION 

OF NEW YORK, INC. 

To the Commission: 

The Independent Payphone Association of New York, Inc. 

(IPANY), through its attorneys, respectfully submits these reply 

comments in accordance with the Notice Requesting Comments issued 

herein on January 5, 2000. For the reasons set forth below, the 

relief requested by IPANY in its Petition of December 2, 1999, 

should be granted in all respects. 

I. PRELIMINARY STATEMENT 

This proceeding arises from Section 276 of the 

Telecommunications Act of 1996, which establishes a federal 

regulatory regime designed to promote competition among payphone 

service providers, and to promote the widespread deployment of 

payphone services for the benefit of the general public. 

In implementing Section 276, the Federal Communications 

Commission issued a series of "Payphone Orders" which directed 



incumbent LECs to file tariffs for wholesale payphone services 

and facilities at the state level. Tariffs for those services 

had to include unbundled features and functions, and be cost- 

based, non-discriminatory, and consistent with both Section 276 

of the Telecom Act and the FCC's Computer I11 Tariff Guidelines. i 

The requirement that rates for payphone services be 

consistent with the Computer I11 Tariff Guidelines requires that 

such rates meet the FCC's "New Services" test. In essence, the 

New Services test applies a direct cost standard which, as 

described in great detail in IPANY'S December 2 Petition, is met 

by the use of the TELRIC cost methodology. 1 

IPANY'S Petition asked the Commission to address and 

finalize issues surrounding New York Telephone's Payphone Service 

Tariffs which have been pending since April 1, 1997. 

Specifically, IPANY requested that the Commission: 

(a) Establish rates for Public Access 

Lines (PALS) equivalent to the 

TELRIC cost of UNE unbundled links 

(geographically unbundled) less 

revenues received by New York 

Telephone from the End User Common 

Line Charge EUCL) and/the Primary 

'Throughout these comments, reference is made to "pay 
telephone rates" or "pay telephone service rates". In each case, 
the reference is to the underlying lines, usage, and features 
provided by New York Telephone to payphone service providers, and 
not to the retail rates (such as 5.25 for a three minute local 
call) paid by the general public. 

2 



Inter-Exchange Carrier Charge 

(PICC), so as to avoid double 

recovery of costs. 

(b) Establish rates for underlying 

usage services resold by Payphone 

Service Providers (PSPs) in 

accordance with TELRIC costs, and 

(c) Award refunds f o r  excessive PAL 

charges retroactive to April 1, 

1997. 

11. NEW YORK TELEPHONE'S RESPONSE 

New York Telephone submitted comments on February 28 ,  

2000. Essentially, NYT argued the following: 

(a) IPANY had misinterpreted the 

meaning and reach of the FCC's New 

Services Test. 

(b) New York Telephone's payphone 

related rates were "cost-based 

(including a reasonable level of 

contribution of overhead)" and were 

in full compliance with the FCC's 

requirements. 

(c) Payphone Service Providers should 

not be allowed to "provide less 

II 
3 



contribution toward joint and 

common costs" than do "other 

business customers using identical 

facilities. " 

(d) No reason exists why Payphone 

Service Providers should pay rates 

any different from "business 

customers", and 

(e) Refunds with respect to excessive 

PAL rates should not be ordered. 

As will be shown below, each argument put forth by New 

York Telephone has been specifically rejected by a recent Order 

issued by the Common Carrier Bureau of the Federal Communications 

Commission. That FCC order supports and endorses each position 

and request for relief advocated by IPANY in its Petition. 

Specifically, IPANY attaches to these Reply Comments, 

and respectfully incorporates herein, the Order released by the 

FCC's Common Carrier Bureau on March 2, 2000 in Docket CCB/CPD 

No. 00-1 (DA 0 0 - 3 4 7 ) . '  

As will be further referred to below, that FCC Order 

. made the following findings with respect to tariffs for 

underlying pay telephone services required to be filed at the 

In the Matter of Wisconsin Public Service Commission Order 2 
. .  Directina F i l m  s ,  CCB/CPD No. 00-1, adopted March 1, 2000, 

released March 2 ,  2000, DA 00-347. 
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state level: 

(a) The tariffs subject to the FCC's 

requirements include both access 

lines and "usage-sensitive elements 

whether specified in the payphone 

line tariff or cross-referenced to 

another tariff as well as flat rate 

elements" and should include rates, 

terms and conditions "for other 

services commonly used by payphone 

service providers", such as call 

screening services. (FCC Order, 

para 7). 

(b) To satisfy the "New Services Test", 

rates must not recover more than 

the direct costs of the service 

plus "a just and reasonable portion 

of the carrier's overhead costs". 

Costs must be determined by use of 

an appropriate forward-looking 

economic cost methodology that is 

consistent with the principles the 

FCC set forth in the Local 

cornvetition First ReDort and Order. 

(FCC Order, para 9). In other 

words, TELRIC costing and pricing 

5 
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principles must be used. 

(c) With respect to the calculation of 

direct costs, ILECs must use 

consistent methodologies in 

computing direct costs for related 

services. Thus, to meet the New 

Services Test, the methodology used 

to calculate underlying payphone 

service rates must "be consistent 

with the cost inputs used in 

computing rates for other services 

offered to competitors". FCC 

Order, para 10). 

(d) With respect to determining "a just 

and reasonable portion of overhead 

costs1', absent justification, LECs 

may not recover a greater share of 

overheads in rates for payphone 

services than they recover in rates 

for comparable services. Overhead 

allocations must be based on cost 

and may not be set artificially 

high in order to subsidize or 

contribute to other LEC services. 

Under this formula, Unbundled 

Network Elements (UNEs) are 

6 



s p e c i f i e d  as t h e  "comparable 

services" t o  payphone l i n e  

s e r v i c e s ,  and t h u s ,  i n  g e n e r a l ,  t h e  

same overhead a l l o c a t i o n s  shou ld  be  

used f o r  UNE and payphone services. 

(FCC Order ,  pa ra  11). 

(e )  Because t h e  TELRIC forward-looking 

c o s t  s t u d i e s  produce c o s t s  on an 

unsepa ra t ed  b a s i s ,  i n  o r d e r  t o  

avoid  double  recovery  of  c o s t ,  LECs 

must demonst ra te  t h e y  have t a k e n  

i n t o  account  o t h e r  sources of 

revenue ,  i n c l u d i n g  t h e  EUCL, t h e  

PICC, and CCL access c h a r g e s ,  t h a t  

are  a l s o  used t o  r e c o v e r  t h e  c o s t s  

of t h e  f a c i l i t i e s  involved .  

Thus, each  and every argument r a i s e d  by N e w  York 

Telephone b e f o r e  t h i s  Commission h a s  been s p e c i f i c a l l y  r e j e c t e d  

by t h e  FCC. 

111. ARGUMENT 

POINT A: The Terms of New York Telephone's 
Regulatory Incentive Plan Do Not 
Prohibit Decreases In Pay Telephone 
Service Rates. 

N e w  York Telephone ' s  first argument is t h a t  i ts 

Performance Regu la t ion  P lan  adopted i n  1995 f r o z e  a l l  payphone 



rates, and accordingly such rates should not be increased or 

decreased.' New York Telephone is only half right. Under the 

Incentive Plan, the company was prohibited from increasing 

payphone rates, but would be obligated to decrease rates if 

required by regulatory order.4 The rates set forth in, or 

contemplated by, the Regulatory Incentive Plan were never 

intended to be immune from applicable provisions of law, binding 

on New York Telephone and the Commission, which conferred 

additional benefits on competitors. Thus, to the extent that 

Federal legislation, and binding orders of the Federal 

Communications Commission, require New York Telephone to lower a 

particular rate which had been covered by the Incentive Plan, 

federal law must prevail. That is exactly what has occurred with 

respect to pay telephone service rates. 5 

See Case 92-C-0665, Opinion 95-13, "Opinion and Order 
Concerning Performance Regulatory Plan," August 16, 1995. 

4While New York Tel asserts the Incentive Plan precluded any 
decrease or increase of payphone rates, that did not stop it from 
attempting to increase PAL rates through the imposition of a 
charge for Line Side Answer Supervision in May of 1997. That 
effort was rejected by the Commission on two separate occasions. 
See Cases 96-C-0998 and 96-C-1174, "Order Suspending New York 
Telephone's Line Side Answer Supervision Tariff", October 15, 
1997. See also "Order Further Suspending Tariff" February 11, 
1998. 

5This is particularly true since, as discussed below, NYT 
received a significant benefit - the right to receive Dial-around 
compensation - in return for lowering its wholesale payphone 
service rates in accordance with the New Services test. 
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POINT B: Pay Telephone Service Rates Should 
Not Be Established On The Same 
B a s i i  

New York Tel argues there is no reason why pay 

telephone providers should pay rates that are different from 

those paid by regular business customers. It suggests that since 

the Public Access Line is essentially equivalent to a business 

access line, payphone service providers should be required to pay 

the same rates (and include the same overhead contributions and 

subsidies) as business customers. 

That argument has no validity. 

It was only payphone service rates - and not general 

business rates - which were made subject to specific wholesale 

rate treatment in Section 276 of the Telecommunications Act. And 

it was only payphone service rates - not regular business rates 

- which have been the subject of the FCC's Payphone Orders and 
the New Services test. 

The specific purpose of setting forth rules for 

establishing wholesale payphone rates was to distinguish 

wholesale payphone rates from rates paid by general business 

customers. General business customers do not act as providers of 

service to the public at large, and do not provide critically 

necessary access, for the general public, to the public switched 

network. 

Should there be any remaining question on this, the FCC 

Order indicates that the I1comparable services" f o r  purposes of 
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establishing a methodology to price wholesale payphone services, 

are Unbundled Network Elements, purchased by ILEC competitors 

(CLECs and IXCs) and not general business services. (FCC Order, 

para 11) 

POINT C :  New York Telephone's Rates DO Not 
Beet The FCC's New Services Test. 

New York Tel argues that with respect to the New 

Services Test for payphone services, "The FCC does not prescribe 

any specific costing methodology, fixed percentage of loading or 

pricing margin, and has held that the test is flexible." (NYT 

Comments, page 4). NYT therefore asserts it is free to use any 

methodology it wishes, and is authorized to use TELRIC rates. 

The company also suggests it is free to include grossly excessive 

overhead margins, and subsidies, in its payphone service rates. 

New York Tel's arguments can be promptly dispatched. 

First, IPANY demonstrated in its December 2 ,  1999 Petition, that 

principles of economic efficiency, and the need to promote 

widespread deployment of public pay telephone services, require 

use of the TELRIC methodology; require that double recovery of 

costs be avoided by subtracting EUCL, PICC, and other support 

mechanisms: and require that overhead allocations be consistent 

with those used to establish UNE rates. 

That economic analysis is confirmed, by the 

FCC's March 2, 2000 Order. As described above, that Order 
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requires that: 

Wholesale pay telephone service 

rates be established using the same 

TELRIC methodology as UNE rates, 

not business rates; 

Overhead allocations be comparable 

to the allocations utilized to 

develop TELRIC based UNE rates; 

Subsidies for other services be 

excluded; and 

From the total unseparated cost 

developed using TELRIC principles, 

additional revenues received by the 

ILEC for items such as the EUCL, 

PICC, and CCL, must be subtracted. 

IPANY's proposed methodology, as set forth in its 

December 2, 1999 Petition, advocated each and every one of the 

requirements set forth by the FCC. Specifically, IPANY urged 

establishing PAL rates at the UNE rate for the unbundled link (on 

a deaveraged geographic basis), less the EUCL and PICC associated 

with that link. That is the precise result required by the FCC 
6 Order. 

NYT urges the PAL rate be set at the average cost of all 
lines in the State, but offers no justification other than that 
is the way business line rates are set. But since the FCC 
requires that PAL rates be calculated on the same basis as UNEs, 

11 



As this Commission has found, the UNE rates established 

in the Loop Resale Proceeding measure the direct forward-looking 

unseparated total cost of an unbundled local link. The rate 

approved for the UNE link specifically includes a reasonable 

allocation of overheads - which is the same overhead allocation 
that the FCC confirms should be used with respect to payphone 

service rate. 

In the Loop Resale Phase 1 Opinion, the Commission 
7 approved a UNE link overhead allocation of 10-15%. In contrast, 

New York Tel seeks to impose an overhead markup of more than 86% 

(without accounting for the PICC and geographic deaveraging) and 

an incredible 180% when taking these factors into account. 

On top of the loop cost, New York Telephone seeks to 

add a $1.28 cost component for the Outward Call Screening 

feature. The company has not, however, in any way justified its 

cost calculation. Indeed, it does not appear that the TELRIC 

methodology was utilized. And, intuitively, that cost is grossly 

excessive because Outward Call Screening merely involves 

transmitting the Automatic Number Identification (ANI) of the 

originating line in the stream of digits outpulsed when a call is 

made, along with an additional two digits (usually "70"), which 

and since UNE links are deaveraged into three geographic zones, 
the same approach should be applied to PAL lines. Otherwise, the 
goal of achieving economically efficient rates will not be 
realized. 

Opinion 97-2, Case 95-C-0657, Phase I Opinion and Order, 7 

April 1, 1997, pp. 96-99; Opinion 97-14, Phase I Order on 
Rehearing, September 22, 1997, at pp. 49-50. 
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are uniquely coded to designate the originating station as a pay 

telephone. The cost of outpulsing all these digits should, 

however, already be recovered in the local switching costs. 

Specifically, what is provided is a service known as 

"FLEX ANI", for which pay telephone providers are separately 

assessed a monthly charge established by the FCC (currently $1.58 

per payphone per month for a 24 month period) designed to recover 

the alleged costs of developing and implementing FLEX ANI 

service. With the costs of developing and deploying FLEX ANI 

already accounted for, the actual cost of transmitting the 

additional two FLEX ANI digits on each outgoing call is 

essentially negligible. 

E 

9 

POINT D: The EUCL and PICC Charge Must Be 
Deducted From The UNE Unbundled 
Link Rate. 

In its initial complaint, IPANY showed that, since the 

Commission-approved UNE link rates represented total unseparated 

See NYNEX Telephone Companies tariff FCC No. 1, 
Transmittal No. 510, effective July 16, 1998. 

New York Telephone's assertion of significant costs 
associated with Outward Call Screening is reminiscent of its 
initial effort to claim costs for deploying Billed Number 
Screening (BNS), which is a comparable fraud protection service. 
BNS identifies pay telephones so that collect and billed-to- 
third-number calls cannot be billed to them. In its initial 
payphone restructuring tariff filed with this Commission, New 
York Tel asserted the costs of BNS were $.65 per month. However, 
in a subsequent "correction" filed with the FCC on June 17, 1997 
(NYNEX Telephone transmittal 4 5 8 ) ,  New York Telephone 
acknowledged that the cost, and therefore rate, for Billed Number 
Screening was zero. 
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costs (plus a reasonable allocation of overheads), requiring PSPs 

to also pay the federal EUCL and PICC would result in double 

recovery. New York Tel refuses to recognize that principle, 

and instead insists that since payphone service providers "are to 

10 

- be treated as retail customers", they should be subject "to all 

applicable business line charges" (NYT Comments, p. 7). 

The FCC's March 2 Order confirms that IPANY is correct 

and NYT is wrong. 

First, as indicated above, payphone service providers 

are not to be treated in the same manner as ordinary business 

customers. Instead, the methodology for establishing PSP rates 

must be the same methodology used to establish UNE link rates. 

Carriers paying UNE rates do also pay the EUCL and PICC. 

Furthermore, the March 2 FCC Order specifically 

provides that "in order to avoid double recovery o f  costs", LECs 

must demonstrate that in setting payphone line rates they have 

"taken into account other sources of revenue (e.g., SLC/EUCL, 

PIcc and CCL access charges) that are used to recover the costs 

of the facilities involved". (FCC Order, para. 12). 11 

lo For New York Telephone, the EUCL is currently $8.08 per 
month and the PICC is $ 3 . 4 8  per month. 

I' In its Complaint, fn. 46, p. 18, IPANY specifically noted 
that in addition to the EUCL and PICC, there are other revenue 
sources collected by NYT designed to recover NTS cost of the 
loop,  including USF payments and per minute CCL components of IXC 
access charges. However, because of the complexity of measuring 
those revenue sources, they were not included in the cost offset 
proposed by IPANY. But, now that the FCC has made clear that 
these additional sources of contribution, including CCL charges, 
must be taken into account, the rates proposed by IPANY must be 
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