PUBLIC UTILITIES COHHISSION OF THR STATR OF CALIFORNIA

. Commission Advisory and Compliance Division RESOLUTION T-15782
Telecommunications Branch March 13, 1996

RESOLUTION T-15782° CONCERNING REQUEST OF PACIFIC BELL
(U-1001-C) TO CLARIFY THR TYPES OF CALLS TO WHICH THE
$0.25 PAY STATION SERVICE CHARGE (PSSC) APPLIES.

BY ADVICE LETTER No. 17014, FILED ON JUNE 23, 1994,
SUPPLEMENTED JULY 19, 1994, AND AUGUST 22, 1994.

I. SUMMARY OF ACTION

On Juneée 23, 1994, Pacific Bell (Pacific) filed Adviceée Letter No.
17014 requesting. authority-to apply the Pay Station Service
Charge {(PSSC) of 25 cents to each intraLATA non:coin call made
from a pay.telephone. The effect of the advice letter would be
to require-InterExchange Carriers (IECs) to collect and remit

the PSSC to the pay télephone owner for intralAATA non-coin calls:
carried by IECs, except for calls made using a debit card.
Pacific's request is granted. However, based upon the reésults
of a CACD-sponsored workshop, only AT&T, MCI, and Sprint would
be required to collect and remit the PSSC to pay station owners.

II. BACKGROUND

A. THE PAY STATION SERVICE CHARGE

The PSSC (adopted in D.90-06-018), provides compénsation in the
amount of 25 cents per call to owpers of pay telephones in the

case of intraLATA non-coin calls.” When coins are used, the
instrument may collect a surcharge for its owner, but in the
case of non-sent-paid (i.e., calling card, operator assisted, or
collect) calls made over the pay télephone, the owner would :
receive no compensation for the use of the instrument absent the
PSSC.

Historically, Pacific Bell (PacBeil) and GTEC California, Inc.
(GTEC) were required to offer to bill, collect, and remit to pay
telephone ownérs the 25 cent PSSC. Thus, in addition to

1 An_interLATA .telephone call originating from a payphone is
automatically routed to an IEC who, by prior arrangement, has
‘agreed to-compensate the payphone owner for the use of the
instrument.
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otherwise applicable toll rates, the LEC must charge the caller
the 25 cent PSSC. Most of the PSSC is remitted to the owner of
the pay telphone instrument; Pacific retains a small billing fee
and revenues from the application of the PSSC to its own
instruments. However, those revenues were offset by revenue
reductions in other rates to ensure that the PSSC did not
increase Pacific's revenues. The PSSC is "revenue neutral” to
Pacific.

Due to technological advancements, a caller may now "dial
around” thé pay telephone operator and reach a preferred IEC.
This bypass of the COPT's prearranged IEC means that the COPT
‘owner is not compénsated for the use of its equipment. The
percentage of calls that are dialed around the pay telephone
operator is potentially greater now that IECS are authorized to
carry intraLATA as well-as interLATA calls®, In the last
several years the IECs have introduced a variety of non PSSC
carrier access calling programs including 1-800-Call AT&T, 1-
800-Collect and 1-800-Opérator. These néw calling programs have
significantly reduced thée calls to which the PSSC is applicable.

B. Justification for Advice Letter Filing

Pacific states that there is a $2.9 million revenue loss to
which it otherwise would have been entitled from application of
the PSSC to these intralATA carrier access calls. The $2.9
million refers only to PSSC revenue and not to operator service
charges or intraLATA message toll rates. )

Pacific expects that by applying the PSSC to all intraLATA
calls, regardless of whether the call carrier is a LEC or an
IEC, it would be able to earn revenues needed to ensure revenue
neutrality. Pacific would notify end-usérs of the application
of the PSSC to all non-coin dialed intraLATA calls (except for
debit card calls) through instruction cards on pay telephones.
On July 19, 1994, Pacific supplemented the advice letter by .
proposing postponement of the éffective date from August 2,
1994, to September 2, 1994. On August 22, 1994, Pacific
supplemented the advice letter by proposing an effective date of
October 1, 1994. By letter dated September 6, 1994, Pacific
extended the effective date of its advice letter to October 27,
1994, '

The Commission Advisory and Compliance Division (CACD),
Telecommunications Branch, subsequently informed Pacific that
the advice letter would not become effective until approved by
an order of the Commission.

2 IntraLATA competition was authorized by Decision (Di) 94-09-
065, the Impelementjion Rate Désign (IRD) decision in the
Commission's invéstigation into alternative regulatory frameworks
for local exchange carriers. ‘ '
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C. Decision Expanding Application of PSSC

In the Implementatlon Rate Design De0181on {D.94-09- 065), the
Commission found: "It is fair to lequlre IECs carrying
intralATA traiffic to collect and remit to pay telephone
providers the PSSC for intralATA pay telephone noncoin calls
completed using the IEC's facilities.” (Conclusion of Law 132.)

CACD was directed to convene a workshop on the methods and
practices for IECs carrying intralLATA tlafflc to chaxge,.
collect, and remit the pay station service charges for pay
telephone calls completed within the LATA and through the IECs'
facilities. The workshop report, which contained CACD's
recommendations was filed on June 1, 1995, ("Workshop Report on
Pay Station Service Chalge in Response to Commission Decision
94-09-065".)

D. Results of PSSC Workshop

At theée workshop, 1ep1esentat1ves of the IECs stated that the
costs of modifying billing systems to bill and remit the PSSC
could lead to bankruptcy. Following discussions, CACD made the
following recommendations:

4. IECs carlylng less than 3 pexcent of the
traffic (non-coin intralATA carrier access calls
from pay telephoneés) should be exempt from
billing, collecting and remitting the PSSC to pay
telephone providers until a procedure and/or
technology has been developed to implement the
PSSC without undue financial hardship on the
exempt IECs. CUrlently. the PSSC would apply to
AT&T Communications of California, Inc. (AT&T),
?CI Sprint, and LDDS METROMEDIA Communications
LDDS) . .

S. CACD shall review any suggested procedure for
the exempt IECs to implement the PSSC and
determine if there is any financial undue
hardship on the exempt IECs.

Thus, any potential f1nanc1a1 hardship imposed on IECs with
minimal resources would beé greatly mitigated under CACD's
recommendations for implementation of the PSSC.

E. Review of PSSC Expansion Denied by Supreme Court

On October 30, 1995, the California Association of Long Distance
Telephone Companles {(CALTEL) petitioned the California Supreme
Court for reviéw of the decision to expand the PSSC to all non-
sent paid intralATA calls from pay telephones. Among other
things, CALTEL argued that the PSSC was unreasonable bécause 1t
was not "cost based", that it creates significant billing
-problems for IECs, and that the parties to the settlement that
gave risé to the PSSC did not intend this use of the PSSC. These
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claims are identical to those made in several of the plotests to
the advice letter.

on Feblualy 14, 1996, the Supreme Court denied CALTEL'S petitlon
for writ of review. ‘

F. FCC to Establish Per Call Compensation Plan

The Fedéral Telecommun1cat10ns Act was enacted on February 8,
1996. Section 276 of the Act provides that within 9 months of
enactment, . the Federal Communications Commision "shall take all
actions necessary... to pxescrlbe regulations that -- (A}
establish a per call compensation plan to ensure that all
payphone serxvice providers are fairly compensated for each and
every completed intrastate and -inteérsate call using their
payphone, eXcept that emergency calls and telecommunications
relay sérvice calls for hearing disabled individuals shall not be
subject to such compensation;..." The Act further provides "To
the extent that any State regquirements are inconsistent with the
Commissjion's regulations, thé Commission’s requlations on such
matters shall preempt such State 1equ11ements."

Passage of the Act does not necessarlly preempt this Commission's
jurisdiction to review Advice Letter No. 17014. The FCC is not
due to act for approximately 9 months. Since the FCC has not yet
acted, one cannot conclude that the 1equ11ements 1mposed upon
Pa01flc by approval of the advice letter are inconsistent with
the FCC's regulations. Moreover, delay by this Commission would
only exacerbate the revenue losses to Pacific.

IIX. NOTICRE

A copy of this advice 'letter was mailed’ to competing and adjacent
utilities, parties of record for D.90-06-018 (the decision
adopting the PSSC), and other parties who requested a copy.
Notice of Pacific's Advice Letter No. 17014 was published in the
Commission’s Daily Calendar on July 1, 1994.

1IV. PROTESTS

Timely protests to the advice letter were filed by the followlng
ten entities:

MCI Telecommunlcatlons Corporation (MCI),
Division of Ratepayer Advocates (DRA),

CALTEL, -

California Payphone Association {cpa),
Operator Service Company ({(0SC),
Telécommunications Reselletrs Associat1on (TRA},
Hertz Technologies, Inc. (HERTZ), - :

Phone Club USA, Inc¢. (Phone Club), ..

World Telecom Group, Inc. (World), and

Sprint Communications Company L.P. (Sprint).
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A summary of the protests and Pacific's responses are as follows:
A. Unfalr Impact Upon IKCs

* Three of the protestants believe that Pacific's advice
‘letter would effectively regulate IEC behavior.

Pacific 1ep11ed that the PSSC is a chalge to the end user for use
of the pay telephoné to make a.non-coin intralATA call, that 1ECs
are already reégulated through Pacific's tariffs for pay
telephones, and that the PSSC does not limit the behav1or of the
IECs thlough Pacific! s tariffs.

* Six protests state that this adv1ce letter creates
81gn1f1cant bllllng problems for IECs.

Pacific 1ep11ed that the billing ploblems are not unsurmountable‘
AT&T has stateéd that it has the ability to bill and collect the
PSSC. Three other states, Florida, Alabama and:Utah, have
ordered IECs to assess a PSSC on appropriate calls.

* Six protésts staté that this advice 1ette1 1nterferes with
and impairs the viability of IEC se1v1ces.

Pac1flc 1ep11ed that the PSSC does not 1nterfere with or impair
the viability of IEC se1v1ces. The surcharge is applicable to
the end user and in no way impairs access to an IEC. The PSSC
has been considéred as "rent” to use a pay telephone to reach a
carrier for a call that provides no revenue to the owner of the
pay telephone.

B. Unfair Advantage to Pacific

% Three protests assert a failure to substantlate .the
$2.9 million in lost annual revenues.

Pac1flc replied that work papers have been plOVlded to CACD
showing the development of the $2.9 million loss in annual
revenues.

* Two protests state that this advice letter is an attempt to
recover alleged competitive losses from the IECs.

Pacific replied that thls advice letter cannot be an attempt to’
recover alleged competltlve losses from the IECs because the
effect of the PSSC is revenue neut1a1

* Two protests claim that thlS advice Letter is an
inappropriate attempt to 1nc1ease Pacific's 1ntraLA”A
compensation at the outset: of intralLATA competition.
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Pacific denies this because the revenues forecast to be collected
by the PSSC were offset’ by rate decreasés for other servicés,
specifically, an initial cént reduction to the credit card and
operator assistance rate, and subsequently by the Méssage Toll
Service (MTS) surchavge. The IRD decision recognized the -
revenue éffect of the MTS surcharge in rates and eliminated the
MTS su1chalge effective January 1, 1995,

* One plotest states that the mandat01y PSSC should be
classified as a Category. I rate element and thus must be
1ntroduced via an applicatlon‘

Pacific replied that: the PSSC is an ex1st1ng rate and the. adv1ce
letter only clarifies the applicability of the PSSC. The 1ssue

ofithe PSSC applying to a Category I service does not apply in '

this case.

C. Arguments Dismissedvby the Sﬁbreme Court

C % TWo protests state that the mandatory sulcharge on 1IEC
customers -is not based on the underlying cost of the
alleged "sexvice."

Pac1f1c leplled that although the PSSC is mot cost ]ust1f1ed, it -
is revenue neutral to Pacific. The PSSC is set to shift the cost
of providing pay telephones to those who actually use them.

* Three protésts state that the now explled 1990 pay telephone
' settlement (D.90-06-018) did not intend that the PSSC would
apply to. IOXXX 950-XXXX, 1-800 and 1-700 IEC services.

Pacific¢ replied that the 1990 pay telephone settlement, which
spawned the PSSC, intended free access to IECs for calls such as
10XXX, 950-XXXX 1-800 and 1-700. This access is p10v1ded to the
IECs. The PSSC applies only when a subséquent non-coin intraLATA
“call is completed. The PSSC was not assessed upon 1-800 access
and calllug card calls in 1990 because Pacific was told that this
traffic was only “incidental.”® Durlng the last year with the
advertising of 1-800-COLLECT and similar services, the volume of
these types of calls has increased dramatically with
corresponding resultant revenue loss to Pacific.

C. Implementation Problems

* One pxotest states that the PSSC would apply to prepaid
ca111ng card calls using the different carrier accesses.

Pacific 1eplied that the PSSC does not. apply to plepald calllng
card calls.

+ Three protests state that the PSSC would be applied to
interl.ATA calls because of the probable inability to
distinguish between inter- and intralATA toll free calls.
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Paciflc replied that the PSSC applies only to intraLATA calls.
The issue of distinguishing calls between intraLATA and other
types of calls can be addressed in the billing procedures.

D. Jurisdictional Issues

* One protest asselted that the advice letter 1mploperly
addresses the issue of Dial Around Compensation because that
subject is béing: resolved at the fedéral leéevel by the
Federal Communlcatlons Commission (FCC)

Pa01f1c replied that the FCC will address interstate calllng,
while the advice letter adolesses only 1ntrastate 1nt1aLATA
calling. ,

V. DISCUSSION

Upon its review of the advice letter, the plotests filed and

- Pacific's response to thé protests, CACD recommends that this _
advice letter be approved. The workpapeérs submitted by Pacific
demonstrated that the $2.9 million revenue loss réported by .
Pacific was not an anmuial amount but the accumulation of revenue
losses for.the years 1992, 1993 and 1994. The 1994,annua112ed
revenue loss is $2.022 m11110n.

Pa01f1c s rebuttal to the protests persuades the staff that the
protests lack merit and should not be used to reject this advice
letter. However, some of the protests merit further discussion.

One of the partles ‘asserts that the appllcatlon of ‘the PSSC to
all intraLATA  calling transforms the PSSC into a rate element of
intralATA calls. Under D. 89 10-031, intralATA calling was a
moriopoly service, and the increase in intralATA rates represented
by the PSSC must be sought by application and not by advice
letter filing. However, D.94-09-065 authorized competition for
intralATA service, thus enabling changes to its rates to be
sought by advice letter filing. Even assuming that the PSSC
surcharge may be charactérized as a rate élement, that protest
was rendered mcot by D.94-09-06S5.

Some' of the protestants claim that the expansion of Pacific's
authority to bill, collect, and remit the PSSC to pay telephone
owners does not auth01lze the IECs to charge their end users the
PSSC increment. Some of these calls are billed by an IEC. The
rates charged by IECs for intrastate calls are regulated
1nd11ectly through Pacific's tariffs for the PSSC and by
Commission-approved rate caps applicablé to calls made by the end
user. To remove any doubt about the ability of IECs to recover .
the PSSC from end users, the Commission should order the IECs to
~ amend their tariffs accoldlngly‘
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Allegations that the task of billing, collecting and remitting
the PSSC to the owner of the pay telephone would create a
hardship for IECs were addressed extensively in the PSSC Workshop
held in early 1995,

As a result of the workshop, CACD also recommends that IECs
carrying less than 3 percent of the non-coin intralATA carrier
access calls from pay telephones be exempted from billing,
~collecting and remitting the PSSC to pay telephoiie providers
until a procedure and/or technology has been developed to
1mplement the PSSC without undue hardship on the exempt IECs.

Although the Workshop Report included LDDS METROMEDIA
Communlcatlons (LDDS) as carrying more than 3 percent of the non-
coin intralATA carrier access calls from pay telephone, more .
recent data from Pacific Bell show that LDDS doés not. Thus, the
PSSC would be implemented at this time by AT&T, MCI and Sprint.

At that time, AT&T stated that it has the ability to bill and
collect the PSSC. Three other states, Florida, Alabama and Utah,
have ordéred IECs to assess a PSSC on appropriate calls. The
PSSC Workshop revealed several alternatives available to IECs:
(1) 1IECs can develop their own billing for the PSSC, (2) IECs
can usé a billing company, or (3) IECs can employ a revenue -
allocation procedure that uses updated data every thrée months.
CACD recommends that given the fact that IECs were apprised of
their lespon31b111t1es to bill, collect, and remit the PSSC in
the IRD decision, it is 1easonab1e to require IECs to implement
the PSSC within 30 days from the effective date of this
resolution.

The workshop report also suggested the need for a pe11od1c
process to determine when any other IECs are reéquired to
1mp1eweut the PSSC, that payment for the PSSC should be remitted
in advance, accounting for unbillables and uncollectibles, and
subject to monthly true ups. The report also clarified that 1-
800 subscriber calls from pay telephones calrled by the LECs and
IECs should be exempt from the PSSC. _

The recommendations of the PSSC workshop report represent a
baianced approach to the problem of allocating résponsibility for
comwpennating owners of pay telephones. The recommendations
fairly resolve several of the protests’ against Advice Letter No.
17014. They should be adopted.
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FINDINGS

1. Pacific Bell (Pacific) has provided adequate data . _
substant1at1ng the estimated 1994 annual loss from appllcatlon of
the Pay Station Service Charge (PSSC) to the intralATA carrier
access calls t6 be $2.022 million.

2. Effective January 1 1995, a non-coin intraLATA call is a
Category II service.

3. Appllcatlon of the PSSC to a Cate901y II service may be
requested by advice letter filing.

4. It is 1easonab1e for the IECs to be auth01lzed to collect
the PSSC from their end users through amendments to their tariffs
which provide for the billing, collecting and remitting of the
PSSC.

5. Billing and collectlon procedures eX1st hheleby the IECs can
bill, collect and remlt PSSC funds to pay telephone owners.

6. The recommendations of the PSSC workshop report are
reasonable.

IT IS ORDERED THAT:

1. ‘Pacific Bell is authorized to file and make effective a
supplement to advice letter 17014 which clarifies thé
applicability of the Pay Station Service Charge (PSSC), and that -
the PSSC does not apply to IntelExchange Carriers callylng less
than three percent of the non-coin intraLATA carrier access calls
from pay telephones.

2. All IntezBXChange Ca111ers carrying three percent or more of
the non-coin intralLATA carrier access calls from pay telephones
shall within 30 days of the effective date of this resolution,
file and make effective tariffs to provide for billing,
collecting and remitting the PSSC, as necessary to implément
Pacific Bell Advice Letter No. 17014.
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3. The recommendations of the PSSC workshop report dated
June 1. 1995, are adopted.

The effective date of this Resolutlon is today.

I heleby certify that this Resolutlon was adopted by the Public
Utilities Commission at its.regular meetlng on
March 13, 1996. The follow1ng Comm1851onels approved it:

WESL M. FRANKLHN
Exec tlve D1rector

: DANIEL h’m.- FESSLER :
: ‘pPrésident-
P‘ GREGORY . CONLON
JESSIE J. KNIGHT,. Jdr.
“HENRY M. DUQUE
JOSIAH L. NEEPER
Cormissioners




