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CASE 98- C 1357 - Proceeding on Mtion of the Conm ssion to
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OPI NI ON NO. 00-02
OPI NI ON AND ORDER I'N MODULE 1
(DI RECTORY DATABASE SERVI CES)

(1ssued and Effective February 8, 2000)

BY THE COW SSI ON:
| NTRODUCTI ON_ AND BACKGROUND

Oigin of the Proceedi ng;
State and Federal Legal Context

This first nmodul e of the Second Network El ements
Proceedi ng has exam ned the prices to be charged by New York
Tel ephone Conpany d/b/a Bell Atlantic-New York (Bell Atlantic-
New York) and ot her incunbent |ocal exchange carriers for certain
directory information database (DDB) services they provide to
other carriers and to non-carrier directory assistance (DA)
provi ders and directory publishers.' Consideration of these
pricing issues here grows out of earlier orders ("the DDB Order"?

! A special accelerated track for certain digital subscriber |line
charges was decided last nonth. (Opinion No. 99-12 [issued
Decenber 17, 1999]).

2 Cases 94-C-0095, et al, Local Conpetition Proceeding, O der
Regarding Directory Database Issues (issued July 22, 1998).
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and the "DDB Rehearing Order"!) in which we considered various
i ssues related to these services.

In the DDB Order, we determ ned, anong other things,
that, to pronote conpetition, incunbent |ocal exchange conpanies
(I LECs) shoul d provide access to their directory databases to
ot her tel ephone service providers and to non-carriers requesting
such access for the purpose of publishing a directory or
provi ding directory assistance. Access was to be on the sane
terns as the access provided to the ILEC s own directory
publ i sher or DA provider, and the data were to be offered in both
paper and electronic formats. Pricing was to be cost-based and
non-di scrimnatory, with specifics referred to the then-still-
pendi ng First Network El enents Proceedi ng (Cases 95-C
0657 et al.). Wen DDB information was sold, all conpanies that
contributed listing information to the database were to be
conpensated in proportion to their contributions.?

Various parties requested rehearing of the DDB Order as
wel |l as expedited review of Bell Atlantic-New York's conpliance
tariff, which had been allowed to take effect on a tenporary
basis. In the ensuing DDB Rehearing Order, we reaffirned the
basic determ nation that the public interest was served by a
conpetitive directory assistance and directory listing market and
that the devel opment of that market required ILECs to offer al
directory information service providers access to their directory
dat abases--whi ch we regarded as a "bottl eneck" itent--at
tariffed, non-discrimnatory prices based on forward-I| ooking
incremental, costs. W directed certain nodifications (including
substantial price reductions) in the tariffs that had been fil ed,

! Cases 94-C-0095, et al., supra, Oder Resolving Petitions for
Rehearing and Carifying July 22, 1998 O der Regarding
Directory Database Issues and Directing the Refiling of Tariffs
(i ssued January 7, 1999).

> DDB Order, p. 5. That conpensation requirenent is the subject
of dispute over its precise neaning.

® DDB Rehearing Order, p. 13.
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and specified that the rates, as so nodified, remain tenporary
pendi ng further exam nation in this proceedi ng.

W also clarified the treatment of non-published
t el ephone nunbers.® W deternined that LECs (including conpeting
| ocal exchange carriers [CLECs]) could exchange such nunbers
among each other, as |ILECs had al ways done, with a notation that
the nunber is to be withheld at the custoner's request. In
contrast, non-carrier DA providers were to receive only the nanes
and addresses of non-published custoners, with the tel ephone
nunbers masked; and they were to receive those data only if they
agreed (1) to be bound by our privacy principles? and (2) not to
use the information for any purpose other than informng callers
that the tel ephone nunber is not published.

The provision of these services is subject to federal
law as well. Section 251(b)(3) of the Tel ecommunicati ons Act of
1996 (the 1996 Act) requires all |ocal exchange carriers "to
permt all [conpeting exchange and toll service providers] to
have nondi scrim natory access to tel ephone nunbers, operator
services, directory assistance, and directory listing, with no
unreasonabl e dialing delays.” The FCC has held that the statute,
among ot her things, "prohibits providing [|ocal exchange
carriers] fromproviding directory assistance database
information in a manner that is inferior to that which they

! Several categories of non-disclosed listings need to be
del i neated. The nost conceal ed are "special non-published"
listings, which appear nowhere in the directory assistance
dat abase. "Non-listed" listings, used for the nost part when
custonmers have multiple nunbers in a roll-over group, are
included in the directory assistance database but their
exi stence is not disclosed to directory assistance callers.
Finally, "non-published" listings (sonetinmes colloquially and
inmprecisely referred to as "unlisted") are those withheld from
di scl osure at the custoner's requests; the existence of the
nunmber i s acknow edged in response to a directory assistance
inquiry, but the inquirer is told that nunber is not published
at the customer's request.

2 Case 90-C-0075, Privacy in Tel ecommuni cations, Statenent of
Princi pl es Regarding Privacy in Tel ecommuni cati ons.

-3-
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supply to thenselves."? The pricing of directory listings
provided to other carriers other nust be nondiscrimnatory as
anong them? Federal |aw at present inposes no obligations with
regard to the provision of DDB information to non-carrier DA
provi ders, though the FCC has a rul emaki ng pendi ng on that
subj ect.?

Wth respect to directory publishing, 8222(e) of the
1996 Act requires "a tel ecomuni cations carrier that provides
t el ephone exchange service [to] provide subscriber |ist
information gathered in its capacity as a provider of such
service on a timely and unbundl ed basis, under nondiscrimnatory
and reasonabl e rates, ternms, and conditions, to any person upon
request for the purpose of publishing directories in any format.'
| n appl ying that provision, the FCC has set "presunptively
reasonabl e" rates for listings provided to directory publishers.*

The Services and How They Are Provided

Bell Atlantic-New York offers three services whose
costs are exam ned here:

Directory Assistance Listings Transfer (DALT). This
service, limted to carriers, provides a copy of Bell Atlantic-
New York's directory listings, including non-published and non-

! I nplementation of the Local Conpetition Provisions of the
Tel ecommuni cations Act of 1996, et al., Third Report and O der
in CC Docket No. 96-115, Second Order on Reconsideration of the
Second report and Order in CC Docket No. 96-98, and Notice of
Proposed Rul emaking in CC Docket No. 99-273 (rel. Septenber 9,
1999) (t he "FCC Subscriber Listings Oder"), 152.

2 | nplenentation of the Local Conpetition Provisions of the
Tel ecommuni cations Act of 1996 et al., CC Docket No. 96-98,
Second Report and Order and Menorandum Opi ni on and Order
(rel. Aug. 8, 1996), 1101; FCC Subscriber Listings Oder, {125.

® FCC Subscriber Listings Oder, 1170 et seq.
* FCC Subscri ber Listings Oder, 1103.
-4-
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l'isted nunbers,! fromits Automated Tel ephone Listing Address
System (ATLAS) in machine-readable format. It offers a downl oad
of the entire set of relevant listings as well as daily updates.
At case end, Bell Atlantic-New York's proposed rates are $28,678
for the downl oad and $5, 347 per nonth for daily updates;? the
rates advocated by I NFONXX are $219 for the initial downl oad, an
annual charge of $1,274, and a nonthly charge of $167.3

Directory Assistance Listings Service (DALS). This
service, available to non-carriers, is identical to DALT except
t hat non-published nunbers are masked (i.e., only nanmes and
addresses are provided, along with a notation that the nunber is
non- publ i shed at the custonmer's request) and non-1listed
information is excluded. Proposed pricing (by both parties) is
identical to that for DALT, except that Bell Atlantic-New York's
update rate is $5,229 per nonth.*

Directory Publishers Listing Service (DPLS). This
service, offered to publishers of tel ephone directories, provides
a one-tine requested subset of |istings, excluding non-published
and non-listed information, along with periodic updates if
requested. Bell Atlantic-New York's proposed pricing is $.20 per
listing in the one-tine request and $.20 per listing in each
updat e; | NFONXX di d not propose DPLS rates. The FCC s
presunptively reasonable rates for these services are $.04 and
$.06 per listing, respectively.

To state the matter nost generally, the provision of
each service entails extracting the proper set of data from
ATLAS, formatting it in the required manner, and transferring it
to the database custoner. Sonme further details of the process

! The DALT tariff states that non-published information is
provi ded solely for directory assistance purposes.

2 Bell Atlantic-New York's Initial Brief, Attachment A(1).

® INFONXX's Initial Brief, p. 62.

* Bell Atlantic-New York's Initial Brief, Attachment A(1).
-5-



CASE 98- C- 1357

shoul d be noted, however, since they are pertinent to | NFONXX s
critique of Bell Atlantic-New York's estimated costs.

The ATLAS dat abase contains listings for both New York
and New England. An initial data transfer ("full |oad")
conprises two steps: (1) extraction from ATLAS of the pertinent
set of data (i.e., for DALT and DALS, all New York State data;
for DPLS, the set of data requested by the custoner) and
(2) reformatting of the data as needed, such as to nmask non-
publ i shed nunbers from DALS custoners.! Daily updates al so
require several steps: (1) extraction from ATLAS of the updates
of DA listings (which excludes "special non-published");

(2) extraction fromthat file of the New York data (which exclude
New Engl and); (3) extraction fromthat file of the DALT and DALS
data, as the case may be; DALT and DALS data both excl ude
listings for the portion of southwestern Connecticut (in area
code 203) served by Bell Atlantic-New York,?2 while DALS al so
excludes "non-listed" listings and masks "non-published"
listings.?

Y Tr. 177-178; Exhibit 8, Part A p. 2 of 6.

2 These listings, though geographically wthin New England, are
not renoved with the New Engl and |istings because they are
served by Bell Atlantic-New York and included in the database
used by Bell Atlantic-New York's own DA service. They are
nonet hel ess excluded from DALT and DALS, which are New York-
specific services. Bell Atlantic-New York regards this as a
matter outside our jurisdiction, inasmuch as it involves out-
of-State listings; | NFONXX believes we could direct Bel
Atl antic-New York to avoid discrimnation by either providing
its area code 203 listings to DALT and DALS users or
wi thholding it fromits own DA function. The matter is not
within the scope of this pricing proceeding, except insofar as
special treatnent of the area code 203 listings is said to
i mpose added costs.

8 Tr. 177-178; Exhibit 8, Part A p. 3 of 6, Exhibit 12. Non-
listed listings are provided to DALT customers but not to DALS
custonmers so that all carriers have access, for use in
emergencies, to all listings in the Bell Atlantic-New York
i stings database even where the existence of the listing is
not disclosed to DA callers.

-6-
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In addition to DALS, DALT, and DPLS, Bell Atlantic-
New Yor k provides access to |istings databases on a "per dip"
basis through its Directory Assistance Direct Access (DADA)
service, the price for which was set, in the First Network
El enents Proceedi ng, at $.0419 per search. That rate is not at
issue here. It also provides access to listings through its
el ectronic white pages service, available to carriers and non-
carriers alike; that price also is not at issue here.

Fronti er Tel ephone of Rochester (Frontier) also
presented rates for DALS and DPLS. In addition, it proposed a
change, opposed by Bell Atlantic-New York, in the existing
pricing of inter-1LEC database information exchanges.

Procedural History

Fol l owing our institution of the Second Network
El enents Proceeding, Staff and the parties engaged in a
col I aborative process to consider its scope. That process
conpri sed separate nodul es for directory database issues,
col | ocation issues, and unbundl ed network el ements generally, and
Adm ni strative Law Judge Joel Linsider confirned that
trifurcation in a ruling issued |ast June, setting this nodule to
be considered first.! In that ruling, the Judge determ ned as
wel | that even though DALT costs had been studied in Phase 3 of
the First Network El enents Proceeding, our assignnent of
directory database rates to this proceeding contenplated a
pl enary review that enconpassed not only the DALS and DPLS rates
never before studied but also DALT costing, which has a bearing
on DALS and DPLS.?

A hearing before Judge Linsider was held in Al bany on
Sept enber 30, 1999; testinony was submtted by Bell Atlantic-
New York, Frontier, and | NFONXX. The record conprises 368 pages
of stenographic m nutes (nunbered 49-416) and 35 exhibits

! Case)98-C—1357, Order on Scope and Schedul e (issued June 10,
1999) .

2 |bid., p. 6.
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(nunmbered 1-35). Briefs were filed by the three parties who had
subm tted evidence and by the New York State Tel ecomruni cati ons
Associ ation, Inc. (NYSTA); those parties, except for Frontier,
also filed reply briefs. In addition, INFONXX subnmtted a letter
respondi ng to new argunents that Bell Atlantic-New York had
raised in its reply brief on the basis of the FCC Remand Order,
and Bell Atlantic-New York submtted a reply.

OVERVI EW OF PARTI ES' POSI TI ONS

Bell Atlantic-New York and | NFONXX subm tted conpeting
cost studies and pricing proposals. Frontier also submtted a
cost study, which Bell Atlantic-New York questioned in several
ways; Bell Atlantic-New York's interest in it grows out of
Frontier's proposal to charge other carriers (including Bel
Atl antic-New York) at DALS rates for I|istings.

Bel | Atlantic-New York disputes the prem se that DDB
provisioning is a nmonopoly service of the incunbent LEC and
asserts that they are available froma variety of sources other
than itself. Inits view, therefore, they should not be subject
to TELRIC pricing as a matter of policy; and the FCC Remand Order
now clarifies that they are not subject to it as a matter of |aw
In the absence of that clarification of law earlier in the case,
Bel | Atlantic-New York presented a TELRI C-based cost study; with
the clarification nowin hand, it proposes that we remand the
matter for additional evidence and argunment on the proper costing
standard and pricing nmethod. Pending that review, it would | eave
its proposed rates in place. It regards | NFONXX s cost study as
grossly flawed, in that it fails to take account of the costs
incurred in providing a high quality, highly reliable database
servi ce.

Regardl ess of the costing neasure that is used, Bel
Atlantic-New York would add to its result, for purposes of
setting a price, an above-cost "contribution," so that the price
woul d be set nearer to a market-based |evel reflecting the value
of the service. Consistent with the DDB Order, it would share
that contribution with other conpani es providing directory

- 8-
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listings, but it would in that event increase the price to
recover the "cl earinghouse" costs of adm nistering that
contri bution disbursenent.

| NFONXX chal | enges Bel |l Atlantic-New York's
presentation in a variety of ways, contending that these services
remai n nmonopol i zed, that above-cost rates therefore are inproper,
and that TELRI C- based pricing renains appropriate even if not
required by the FCC. It nmaintains Bell Atlantic-New York failed
to conduct a proper TELRIC study and that its cost estimate is
inflated by, anong other things, its prem se of an expensive
mai nframe conputer construct rather than a nuch cheaper personal
conput er - based network. | NFONXX urges rates based on its own
cost study, adjusted, however, to recognize sone of Bel
Atl antic-New York's cost factors that it acknow edges shoul d be
included. As a less favored alternative, it offers a series of
adjustnents to be applied to Bell Atlantic-New York's cost study
shoul d we decide to use it as the starting point.

Frontier submtted studies of its DALT and DALS costs.
In a nore controversial proposal, opposed by Bell Atlantic-

New York and | NFONXX, it would require Bell Atlantic-New York to
begi n paying DALS rates for the listings it receives from
Frontier. This would change the existing "barter" arrangenent,
under which Bell Atlantic-New York receives listings from al
carriers gratis in exchange for publishing directories.

NYSTA rai ses several issues related to how i ndependent
| LECs that provide data for the DDB are to be conpensated and to
the rei mbursenent of Bell Atlantic-New York for its clearinghouse
costs incurred in providing that conpensati on.

CONTRI BUTORY PRI Cl NG

| ntroduction

Bel | Atlantic-New York proposes to set rates not on the
basis of its calculated TELRIC costs (or the potentially higher
non- TELRI C costs that m ght be determned in a renmanded
proceedi ng free of any TELRIC constraint) but at a higher |evel

-0-
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that includes a "contribution," representing a "reasonabl e
profit."t The contribution would be shared proportionally wth
all carriers that provide listings to Bell Atlantic-New York's
dat abase.

As Bell Atlantic-New York acknow edges, we determ ned,
in the DDB Rehearing Order, that DALT, DALS, and DPLS should be
priced on a simlar basis at forward | ooking incremental costs,
i.e., wthout "contribution." W did so on the basis of our
findings that "directory databases are controlled by LECs because
of their nonopoly status [and that] pricing access to the
dat abase and directory listings at forward | ooking increnental
costs allows LECs to earn a reasonable profit wthout taking
advant age of their nonopoly status."? Bell Atlantic-New York
neverthel ess urges contributory pricing here, arguing, first,
that the earlier decision was "explicitly interim" |eaving open
the possibility of nodification on the basis of fuller
exam nation.® Second, it points to the statement, in the DDB
Order, that "when directory database information is sold, al
conpani es that contribute information to the database should be
conpensated in proportion to their listing contribution,"* and it
asserts that shared conpensation of this sort would be
inconsistent with the pricing of listings at incremental cost, in
whi ch case there would be no profit available to share with

! Bell Atlantic-New York's Initial Brief, p. 32. In there
explaining its proposal, Bell Atlantic-New York asserts that
the allowed return on capital included in its carrying charge
factors is, in fact, a cost. But as INFONXX correctly notes in
its reply brief (p. 9), return on capital has always been
recogni zed as a "cost," and its status as such has never been a
basis for setting utility rates at a |level allow ng some higher
level of "profit." Stated differently, as long as all owed
costs include a fair return on capital, there is no reason to
suggest that rates need be set above costs in order to avoid
confiscating a utility's assets.

2 DDB Rehearing Order, p. 13.
2 Bell Atlantic-New York's Initial Brief, p. 10.
“ DDB Order, p. 5.

-10-
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others. Finally, Bell Atlantic contends that the cost-based
pricing decision reflected the prem se, incorrect inits view
now, if not also then, that the services at issue were nonopoly
services. Bell Atlantic-New York clains to have shown that the
services are no |onger nonopoly services, if ever they were, and
that its contributory pricing proposal therefore reflects
changi ng circunstances w t hout being inconsistent with the
earlier Order.! And it asserts that, in determ ning the proposed
| evel of contribution, it sought to bal ance the interests of
carriers, including but not limted to itself, in being
conpensated for the value of their |istings against the interest
of DA providers and directory publishers who would |ike the
listings at the | owest possible cost.

| NFONXX di sputes all three prongs of Bell Atlantic-New
York's argunment. It contends, first, that in |eaving DDB rates
t enporary pendi ng eval uati on of the underlying cost studies, we
did not nean to inply that there was anything tentative about the
finding that DDB was a bottleneck. As for the expectation that
carriers would be conpensated for their |istings when DDB
information is sold, I NFONXX contends there is no sale here and
that, in any event, it is illogical to use an inference from one
part of an order (on inter-carrier conpensation) to dispute a
clear statenment el sewhere in the order (that prices should be set
at cost). Finally, INFONXX vigorously disputes Bell Atlantic-New
York's claimto have shown that DDB is not a bottl eneck.

| NFONXX is clearly correct on the first point; in no
way did we suggest that our decision in favor of cost-based
pricing was tentative. The remaining two issues require closer
exam nation

! Bell Atlantic-New York appears to be arguing in the
alternative; its third argunment posits new circunstances
warranting contributory pricing even if the earlier orders
precluded it on the theory that the database was a bottl eneck.
The second, meanwhile, appears to see contributory pricing as
contenpl ated by the earlier orders in order to conpensate
carriers for their Iistings.

-11-
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The Bottleneck Nature of DDB Service
1. Argunent

Stressing the need to restrict the price of only
bott| eneck services, for which conpetitors have no feasible
alternatives, Bell Atlantic-New York insists that "the
availability of alternate data sources, the winning track record
of non-carrier [directory assistance] providers in the
mar ket pl ace, and the cost structure of the [directory assistance]
busi ness all support a finding that provision of directory
listings is not a bottleneck service."* It cites in this regard
| NFONXX' s own success in the market and its enphasis in its
marketing materials on the quality of its service, all of which
| NFONXX achi eved wi t hout subscribing to DALS. And whil e | NFONXX
may have to go through a few nore steps and incur sone additiona
costs to conpile its database using the alternative sources of
information available to it, (including Bell Atlantic-New York's
dat abase, accessed through the electronic white pages), it is not
t her eby precluded fromconpeting effectively, inasmuch as its
ot her inputs--such as |abor costs, which | NFONXX' s w t ness
testified were the nost significant cost elenment in providing
directory assistance--may be | ower than Bell Atlantic-New York's.

Bel | Atlantic-New York adds that once | NFONXX
subscribes to DALS, INFONXX will no longer incur the cost of its
alternative sources of information, and its resultant savings
w || substantially exceed the costs it will incur under the
proposed DALS rate. Therefore, Bell Atlantic-New York argues,
"under the proposed DALS rate, INFONXX will receive a prem um
service (by being able to avoid conpiling and updating conmerci al
listings) at a nuch | ower cost than it is paying presently for
its allegedly inferior sources of data."? Finally, Bel
Atl antic-New York argues that providing its database to | NFONXX
at "bargain basement prices that may not even cover [its] actua

! Bell Atlantic-New York's Initial Brief, page 34.
2 |bid., p. 37.
-12-
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costs of providing the listings"® will danpen | NFONXX' s incentive
to innovate, with respect to which it clains a proven track
record.

Inits Reply Brief, Bell Atlantic-New York finds
support for its position in the FCC s determ nation, in the
Remand Order, that healthy conpetition in the operator service
and directory assistance markets obvi ated the provision of those
itens as unbundl ed network el ements subject to TELRI C pricing.

It asserts that the FCC recogni zed that the differences in cost,
tinmeliness, and quality anmong the services offered by OS/ DA

provi ders did not warrant a conclusion "that |ack of unbundl ed
access to the incunbent's OS/ DA service would materially di mnish
a requesting carrier's ability to offer the services it seeks to
provide";2 simlarly, it reasons, differences in quality and
price anpong directory database services do not nake Bel
Atlantic-New York's service a bottleneck. It cites, anong under
things, the FCC s statenment that "third party OS/ DA providers are
often able to purchase i ncunbent LEC OS/ DA dat abase i nformation
and updates. W are therefore not persuaded that |ack of
unbundl ed access to incunbent LEC databases used in the provision
of OS/ DA necessarily results in quality differences that would
materially dimnish a requesting carrier's ability to offer
service."® In sum Bell Atlantic-New York sees "no basis in
econom ¢ theory, federal law or public policy for interfering
with" what it regards as a working whol esal e directory assistance
market by requiring it to provide listings at a price limted to
forward-1 ooking incremental cost or (in a reference to the other

Y lbid., p. 38.

2 FCC Remand Order, 9441, cited at Bell Atlantic-New York's
Initial Brief, p. 19.

% FCC Remand Order, 1457 (footnote omtted) cited at Bel
Atl antic-New York's Reply Brief, page 20.

-13-
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aspect of the issue) by "prohibiting reasonabl e conpensation to
all carriers for use of their valuable listings."!

| NFONXX, in contrast, sees no basis for reversing the
earlier finding that DDB is a bottleneck. 1t recounts the
hi story of our determ nations in this regard, going back to 1995,
i ncluding our rejection of Bell Atlantic-New York's clains that
the availability of alternative sources of listings should
preclude a finding that DDB is an essential facility. It
suggests that Bell Atlantic-New York's argunents here could be
rejected sinply for failure to present any new evi dence or
changed circunstances, but it goes on neverthel ess to address
themon their nerits.

According to I NFONXX, allowi ng Bell Atlantic-New York
to price DDB access above TELRI C woul d abandon the interest in
pronoting conpetition in favor of what | NFONXX sees as the
traditional regulatory practice of extracting value from nonopoly
services in order to collect revenues that can be used to price
ot her services below cost.? |NFONXX al so disputes Bell Atlantic-
New York's prem se that INFONXX's ability to thrive under the
exi sting arrangenents denonstrates the absence of any need to
change. It asserts that the purpose of TELRIC prices is not "to
favor | NFONXX, but rather to foster conpetition in the [directory
assi stance] nmarket."® It adds that it is not now making do
without Bell Atlantic-New York's directory database, which
remai ns nore accurate than any alternative; rather, it has access
to that database but, because that access is through the
el ectronic white pages, it is nore costly and |less efficient than
Bell Atlantic-New York's own access, thereby increasing | NFONXX s
cost and dimnishing the quality of its service. It was
precisely this inequality that led to the creation of DALS and
DALT, thereby equalizing access to the database; and all ow ng

1 Bell Atlantic-New York's Reply Brief, page 20.
2 INFONXX's Initial Brief, p. 55.
® Ibid., p. 56.
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Bel | Atlantic-New York to price that access above cost, | NFONXX
says, would inpair that equality and allow Bell Atlantic-New York
to continue to enjoy the benefits of its nonopoly control. That
| NFONXX can achi eve ot her cost savings--primarily in |abor
costs--provides no basis inits viewfor requiring it to pay
contributory prices for DDB access; on the contrary, doing so
woul d inpair conpetition by, in effect, rewarding Bell Atlantic-
New York, rather than INFONXX itself, for INFONXX's ability to
achi eve those efficiencies. Nor is above-cost pricing needed to
avoi d danpeni ng | NFONXX' s incentive to innovate productively;
that incentive would continue to flow fromthe prospect of other
DA providers being able to cut into I NFONXX' s market share shoul d
| NFONXX fail to maintain its efforts.

I nverting Bell Atlantic-New York's claimthat we shoul d
not require a premumservice to be sold at a TELRIC rate,
| NFONXX argues that the service is premumonly because it is
uni que, and, accordingly, a bottleneck that nust be priced at
TELRIC in order to prevent Bell Atlantic-New York fromusing its
mar ket influence to extract prem umvalue fromthe service. Only
in that way, it says, can the interest in conpetition be
advanced. | NFONXX recogni zes that cost-based pricing al so m ght
drive conpetitors to use other, inferior nmeans of access, but it
maintains that if they were to choose those fornms of access
because the price for equal access had been set to recover
contribution, neither efficiency nor conpetition would have been
served.

Finally, inits letter responding to Bell Atlantic-New
York's reply brief, I NFONXX asserts Bell Atlantic-New York
m sreads the FCC Remand Order. The FCC found that the OS/ DA did
not have to be nade avail able as an Unbundl ed Network El ement
because alternatives existed, and | NFONXX stresses that the
alternatives on which the FCC relied are supported by the
exi stence of non-discrimnatory access to the directory
assi stance database of the incunbent carriers' DDBs. It adds
that the FCC did not prejudge the issue of whether non-carrier
directory assistance providers should be granted non-
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di scrimnatory access (at the same prices) to incunbent carriers
DDBs, and says the FCC may yet determ ne that TELRI C pricing
shoul d be applied to directory database services. |n any event,
it contends, this Conm ssion has nade that determ nation under
New York | aw.

Bel | Atlantic-New York responds that the FCC in fact
did determ ne that directory database services are not network
el enents, inasnuch as it omtted themfromthe list of cal
rel ated dat abases that must be provided as Unbundl ed Network
El ements. Al that the FCC required, according to Bell Atlantic-
New Yor k, was non-discrimnatory access under the 1996 Act
8251(b)(3); and non-discrimnatory access, which Bell Atlantic-
New York al ready provides, does not require TELRIC pricing. In
Bell Atlantic-New York's view, the FCC Remand Order confirms its
position by recognizing the conpetitive nature of the markets for
directory database and directory assistance services. |t urges
us to adapt our rules to reflect changes in the markets and "to
stay focused on the m ssion of pronoting conpetition--and not to
be swayed by pleas to protect conpetitors, particularly
unregul ated conpetitors, fromhaving to conpete fairly in the
heal thy market for directory assistance-rel ated services."?!

Wth specific reference to DPLS, Bell Atlantic-New
York's proposed rate of $.20 per listing? is considerably higher
than the rate for DALS and DALT, a distinction Bell Atlantic-
New York defends in Iight of the different underlying costs and
the much smaller extractions that DPLS custoners typically order
Noting that no directory publisher participated in the proceeding
or challenged the proposed rate, Bell Atlantic-New York asserts
that the directory market was conpetitive before the rate was
reduced and will continue to be so if it is restored. It notes
as well that the FCC recently set presunptively reasonable rates

1 Bell Atlantic-New York's Decenber 14, 1999 letter, pp. 3-4.

2 This is the rate that Bell Atlantic-New York had charged for
DPLS before the DDB Rehearing Order directed its reduction to
$.03 per listing.
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for this service of $.04 per listing for initial |oads and $.06
per listing for updates but did not bar carriers from charging

hi gher rates if they were cost-justified. It asserts further

t hat under the FCC s applicable standard, it should be allowed to
charge sone anount above TELRI C-based costs for sale of |istings
to directory publishers. It asks that if we decline to approve
its proposed $.20 per listing rate, we at |east set rates at the
presunptive | evel s approved by the FCC.!

2. Discussion

Only one year has el apsed since we determ ned that
directory databases were a bottl eneck service that had to be
priced at forward-1ooking incremental cost if conpetition was to
be fostered. Bell Atlantic-New York contends circunstances have
changed enough to warrant reversing that finding, but it has not
borne the burden of proving that to be so. Wile other sources
of listings are available, none is as reliable and (especially)
as timely updated as its own DDB; and while conpetitors can gain
access to Bell Atlantic-New York's DDB through the electronic
white pages, that mechanismis |ess convenient and nore costly,
t hereby inpeding the conpetitor's operations. Bell Atlantic-New
York itself characterizes its DDB as "premum" and there is
nerit to that characterization; but the very qualities that nake
it premumled us to regard it as a bottleneck |ast year, and it
is no less so now. Accordingly, pricing it at forward-I|ooking
incremental cost remains warranted as a nmeans to encourage its
efficient use and to avoid potential discrimnation between Bel
Atlantic-New York's retail DA services and those of conpetitors.

Bell Atlantic-New York overstates the significance for
its position of the FCC Remand Order. The FCC has determ ned
t hat operator services and directory assistance need not be
offered as TELRI C-priced unbundl ed network el enents, and it has
clarified that DDBis not within the definition of call-related

! Bell Atlantic-New York's Initial Brief, pp. 39-40.
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dat abases that mnust be provided as unbundl ed el enents.! But of
greater significance here is the FCC s conclusion, in finding
OS/ DA services to be conpetitive, that requesting carriers can
obtain non-discrimnatory access to | LECs' directory databases
pursuant to 8251(b)(3), thereby permtting themto provide OS/ DA
simlar inquality to that of the ILECitself.? The FCC s
enphasis on the inportance of access to the ILEC s directory

dat abase, as el aborated on in the FCC Subscriber Listing Oder,
bears out the conclusion that incremental -cost-based pricing is
appropriate to help ensure non-di scrimnation.

Accordingly, we reaffirmour view that DDB access is a
bottl eneck and that conpetition is furthered by subjecting it to
cost-based pricing. Renoving contribution fromthe rates
proposed by Bell Atlantic-New York would have the effect of
reducing its proposed one-tinme rates for DALT and DALS by about
50% its proposed nonthly rate for DALT and DALS by about 20%
and its per listing rate for DPLS by about 90%3

Conpensation for Listings

1. Argunent

In urging contributory pricing, Bell Atlantic-New York

refers as well to our statenent that "when directory database
information is sold, all conpanies that contribute information to
t he dat abase shoul d be conpensated in proportion in their listing
contribution."* It contends that if there is no profit above
cost, there is no conpensation to be distributed. | NFONXX
di sputes the applicability of that decision here, contending that
the prem se for conpensation was the sale of the |istings and
that no sale occurs here inasmuch as the listings remain the
property of Bell Atlantic-New York and custoners of these

! FCC Renand Order, 9403.
2 FCC Remand Order, 91457
® The actual rates being set are discussed further bel ow
“ DDB Order, p. 5.
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services sinply use the data to provide directory assistance. It
adds that we have shown no intention to change the existing
system under which carriers share their listings with Bel

Atl antic-New York, and that creating a conpensation system woul d
hi nder our pro-conpetition agenda in that it would, anong other
things, require the creation of a cunbersone clearinghouse for

di stributing conmpensati on (discussed bel ow), whose costs woul d
have to be borne solely by DALS or DALT custoners.

Bel | Atlantic-New York responds that | NFONXX s claim
that listings that are not here sold represents "legalistic hair
splitting."t While I NFONXX believes that the existing barter
systemfor listings (described below in connection with
Frontier's proposal) fully conpensates carriers for their
[istings, INFONXX itself contributes neither listings nor
services to that system Bell Atlantic-New York urges us to deny
non-carrier DA providers a free ride on the directory database
and to allow contribution above the TELRI C cost of the |istings.

NYSTA, too, disputes INFONXX's claimthat there is no
sale of listings here that would invoke the directive that
carriers be conpensated when listings they have provided are
sold. It contends that "when listings are acquired by a DA
provider or directory publisher, a sale for use of those |istings
for a specific purpose has occurred and the carrier whose
listings are sold is pernmitted to be conpensated."? It argues
t hat | NFONXX recogni zes as nuch in its readiness to pay a
reasonabl e rate for its use of Bell Atlantic-New York's |istings
(i.e, for DALS service); and it sees an inconsistency between
| NFONXX's wi |l ingness to conpensate Bell Atlantic-New York for
that carrier's listings and its request to receive gratis the
l'istings of other carriers (even though those carriers, who |ack
econom es of scale, may incur costs higher than Bell Atlantic-New
York's in providing the listings) sinply because Bell Atlantic-

! Bell Atlantic-New York's Reply Brief, p. 21.
2 NYSTA's Reply Brief, p. 3.
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New York is acting as a middl eman. NYSTA adds that DALS service
was designed as a conveni ence for DA providers, to spare themthe
burden, added cost, and risk of inaccuracy that they would incur
if they had to develop their databases by approachi ng each
carrier for listings individually; and it sees no basis for

all owing I NFONXX to avoid paying for a product it needs.

2. Discussion

As a threshold matter, | NFONXX urges us to hold that
there is no "sale" here for purposes of sharing conpensation. W
di sagree; DALS, and not sone transfer of actual title to the
information, is anong the types of transaction contenpl at ed.

Bel | Atlantic-New York argues that if there is no
above-cost profit, there is nothing with which to conpensate
ot her conpanies that provide listings; it inplies, in effect,
that to require the sharing of purely cost-based revenues woul d
unfairly deny it recovery of its costs. Bell Atlantic-New York
makes a fair point that warrants attention, but the issue, in
fact, is nmore conplex than the argunents in this case, taken
al one, m ght suggest.

The sharing provision pre-dates the DDB Order and DDB
Rehearing Order, going back to our treatnent of directory listing
matters in the Local Exchange Conpetition Proceedi ng, where we
said that CLECs woul d be conpensated for providing their listings
by receiving "the value of a conprehensive directory, wthout
charge,"” and that "any additional revenues related to the sale of
directory listings to third parties should be shared between the
new entrant and incunbent (staff has recomrended this be based on
a pro rata share of revenues)."! W did not then set the rates
for the sale of directory listings on an increnental (or any

! Case 94-C- 0095, Local Exchange Conpetition Proceeding, O der
Requiring Interi mNunber Portability, Drecting a Study of the
Feasibility of a Trial of True Number Portability, and
Directing Further Collaboration (issued March 8, 1995), p. 6.
The staff recommendations referred to had been set forth a
staff report, "Level Playing Field Issues: Nunber Portability,
Directory, and Intercarrier Conpensation"” (February 15, 1995).
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ot her) cost basis, having not yet cone to regard them as

bottl eneck elenents in a fully conpetitive OS/DA market. In that
context, it would certainly be fair for carriers that provided
listings to share pro-rata in the revenues derived fromtheir
sale. W viewed these sharing arrangenents as "equitable during
the transitional period" but authorized parties to negotiate
alternative, mutually satisfactory terns.? Consistent with a

| ater order regarding such transitional policies, these
arrangenents are subject to review later this year.?

Meanwhi l e, in the DDB Order, we required cost-based
pricing of DDB services, but also carried forward the provision
for sharing revenues with providing carriers. The relationship
bet ween these provisions is anong the matters that may be
consi dered when these issues are revisited later this year, but
even when rates are set to be cost-based, actual revenues may
exceed (or be less than) actual costs. For now, accordingly, we
wll sinply direct Bell Atlantic-New York to submt a proposa
for sharing, with carriers that provide listings,® a portion of
any revenues substantially in excess of costs that it may
receive. The plan would provide for after-the-fact
reconciliation of costs and revenues and take account of whether
revenue sharing arrangenents such as these remain reasonable or
shoul d be re-exam ned when we take up these issues again in the
Local Exchange Conmpetition Proceeding. The required subm ssion

Lold.
2 Case 94-C-0095, supra, Opinion No. 96-13 (issued May 22, 1996),
mmeo p. 39, order clause 2.

® NYSTA rai ses a concern about the inplication, in a Staff report
on the coll aborative sessions that exam ned the scope of this
proceedi ng, that only CLECs, and not other |ILECs, would receive
conpensation for listings. (Case 98-C- 1357, Sunmary of
Col | aboratives (letter from Kat hl een Burgess and Ti not hy
Zakriski to Joel A. Linsider, May 7, 1999, attached to Ruling
I nviting Comment on Report (issued May 10, 1999)), p. 4.) It
requests clarification that when conpensation is provided, it
would go to ILECs contributing listings as well as CLECs. That
i ndeed was our intention.
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is discussed further below, with additional factors to be taken
account of in the reconciliation.

COSTI NG STUDI ES
Bell Atlantic-New York's Study
1. The Study

Starting with its existing mechanisnms for providing
directory database services, Bell Atlantic-New York asserts that
it uses "state-of-the-art mainfranme conputers . . . operated
within a first-class, efficient data center systen! that
satisfies the TELRI C standard of "nost efficient technol ogy
currently available." |Its ATLAS database, which runs on a
processor purchased in April 1999,2 contains approxi mately
16 mllion listings (ten mllion for New York and six mllion for
New Engl and) and provides data not only for the DALT, DALS, and
DPLS services but also for Bell Atlantic-New York's own directory
assi stance, for DADA, for the electronic white pages, and for the
yel | ow pages. Data are extracted from ATLAS for DALT, DALS or
DPLS through a two-step process conprising extraction and
reformatting of the data. Different reformatting is needed for
DALS and DALT, given the need to mask non-published nunbers in
DALS; a still different process is required for DPLS. Bell
Atl antic-New York asserts that "the ATLAS system maxim zes
sharing of conputer processing (and thereby reduces the cost of
each service) to the full extent possible. "3

To extract and update the data, Bell Atlantic-New York
uses an | BM nai nfrane conputer, and it vigorously defends its use
of that hardware against INFONXX's claimthat it would be nore
efficient to use a server-based, distributed system Rejecting
the prem se that mainfrane conputers are obsol escent, Bell

! Bell Atlantic-New York's Initial Brief, p. 12.

2 |1bid., pp. 13-14, providing additional data on ATLAS s
operations and si ze.

3 |bid., p. 16.
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Atl antic-New York contends that the choice between the two
systenms depends on which is better suited to the applications at
hand and that a mainframe systemis better here "because of its
superior reliability, availability, processing power, system
conpatibility, and disaster recovery characteristics."! |t
offers data on all of these qualities, asserting that the
system s various attributes permt ATLAS to achieve 99.9 percent
reliability and availability and to be totally restored and fully
operable within 72 hours of a total systemdisaster. In
addi tion, the system can grow as needed, avoiding the need to
repl ace entire processors. Bell Atlantic-New York maintains
further that it achi eves econom es of scope and scal e by
concentrating nultiple processing capabilities in its three data
centers and spreadi ng shared costs across all applications and
processors; an ATLAS system operating in isolation, it contends,
woul d be nore costly.

Turning specifically to questions of TELRI C conpli ance,
Bel | Atlantic-New York argues that its studies are forward-
| ooking, reflecting investments in the nost efficient, |atest
t echnol ogy, and appl yi ng forward-I|ooking reductions to wage and
non-wage rel ated expenses. As TELRIC requires, the increnent
used for purposes of analysis was the entire service, i.e., the
provision of directory listings. To isolate ATLAS processing
costs, the study divided total expenses and capital costs
(conprising conputer related investnent, building investnent, and
wage and non-wage expense) for Bell Atlantic-New York's data
centers in New York and New England by their total processor
usage (nmeasured in mllion service units [MSU]) to derive an
average cost per MU, which was then applied to calculate the
incremental costs associated with DALT, DALS, and DPLS. To this,
Bell Atlantic-New York added product-specific expenses associ at ed
wi th techni cal support, product managenent, and other activities
it regarded as necessary to provide the services in question.

L \bid., p. 17.
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Consi stent with TELRIC practice in the First Network
El ements Proceeding, Bell Atlantic-New York al so applied a joint
and common expense factor, but it did so in a novel way. In the
First Network Elements Proceeding, the joint and conmon expense
factor was applied only to investnents. Bell Atlantic-New York
now proposes to apply it against expenses, in order to avoid
recovering too nuch of the joint and common expense from
i nvestnent-intensive services and too little from services that
are not investment intensive. The joint and conmbn expenses
t hensel ves are determined in a manner consistent with the First
Net wor k El enents Proceeding. Bell Atlantic-New York says it wll
adj ust other network elenent rates in Mddule 3 to reflect the new
nmet hod for applying joint and common expenses, thereby ensuring
there is no doubl e counting.

2. Oiticisnms and Responses

| NFONXX denies that Bell Atlantic-New York's cost study
neets TELRI C requirements and challenges it on other grounds as
well. Wth respect to TELRI C conpliance, | NFONXX cont ends t hat
by considering the costs of its entire data center--which
perforns services other than those related to DDB--Bell Atlantic-
New York failed to limt its study to the increnmental costs of
providing DDB services. It regards the MSU analysis as, in
effect, an enbedded cost study that allocates total historical
data center costs to the services being exam ned here.
Contending that "the fatal flawin the [Bell Atlantic-New YorKk]
approach is that the $88.90 cost per MSU is not a neasure of
i ncremental cost, but instead an allocation of total cost,"?!
| NFONXX contends that the enbedded nature of the nmeasure is
denonstrated by the fact that the costs assigned to DALS and DALT
woul d increase if some other major processing activity were
elimnated fromthe data center operation, causing the total
costs to be allocated over a smaller nunber of users. | NFONXX
regards this flaw as overwhelmng in its inpact, inasnuch as the

L INFONXX's Initial Brief, p. 15.
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$88.90 per MSU figure has a substantial effect on the costs
assigned to the services at issue, and it sees no basis for Bel
Atl antic-New York's claimthat treating DDB rel ated data
processi ng costs separately woul d increase those costs.

| NFONXX chal | enges as well the forward-1ooking nature
of the study, citing Bell Atlantic-New York's witness's adm ssion
that it was not based on a hypothetical system designed to
provi de only DALS and DALT services using only the nost
efficient, |east cost technology available.* Even if Bel
Atl antic-New York is using state of the art mainfrane
t echnol ogy--a prem se | NFONXX regards as asserted rather than
proven--it has not shown that its existing nainframe technol ogy
is the best way to provide DDB services. Bell Atlantic-

New York's w tnesses had no direct involvenent with the data
centers, |INFONXX says, and they were not technically conpetent to
show that the less costly, PC based systemthat | NFONXX of fered
as an alternative was, in fact, insufficiently reliable to be
used.

I n response, Bell Atlantic-New York insists its studies
are forward | ooking and says they foll owed the nethod used for
studyi ng OS/ DA and DALT costs in Phases 2 and 3 of the First
Net wor k El ements Proceeding. W accepted that nethod there and,
in Bell Atlantic-New York's view, |NFONXX has shown no basis to
depart fromit here. It also defends its MSU anal ysis,
contending that it, too, was consistent with nmethods approved in
Phase 2 of the First Network El enents Proceeding and that the
costs reflected in the per-MsU figure were properly cal cul at ed.

More generally, Bell Atlantic-New York disputes the
prem se that it shoul d adopt the |east-cost technol ogy desi gned
solely to serve a very limted purpose, even if doing so would
increase the overall cost of data center operations by forgoing
econom es fromshared facilities and services. |NFONXX, it says,
uses its server-based conputer systemonly to replicate directory
listings created by others; in contrast, Bell Atlantic-New York's

! Ibid., pp. 16-17, citing Tr. 315-316.
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system nust permt the ATLAS data base to interface with other
mai nf r ame- based systens and nust be able to dispatch | arge
amounts of data to nmultiple users simultaneously. It notes that
| BM which provided both Bell Atlantic-New York's own system and
| NFONXX' s, proposed the mainfrane-based system know ng the

requi rements that woul d have to be net.

Inits reply brief, INFONXX insists argunments such as
this, based on the prudence of Bell Atlantic-New York's existing
systemin light of its full range of uses, betoken a failure to
understand the TELRI C notion of exam ning the costs of a
hypot heti cal system designed to provide only the service being
studied. It continues to argue that Bell Atlantic-New York is
seeking to recover not only the increnental costs of the DDB
servi ces here under study but also a portion of the enbedded
costs of its existing data system | NFONXX asserts these costs
al ready are being recovered through retail rates (set on the
basis of rate base and forecast expenses) and that allow ng them
here woul d provide for their double recovery.? Bell Atlantic-New
York mai ntains, however, that it limted the data center costs
reflected inits MSU figure to those properly associated with the
servi ces under study.?

| NFONXX further argues that Bell Atlantic-New York's
costs are inflated by its inefficient nethod for extracting and
reformatting data in order to withhold information (including
that on area code 203 and non- published and non-listed |istings)
that it wi shes not to share with its DALT and DALS custoners. It
argues that the nulti-step extractions consunme |arge anmounts of
conputer time, inposing correspondingly high costs in view of the
hi gh cost per MSU. It insists that Bell Atlantic-New York has
failed to showthat its two-step initial |oad process discharges
its "obligation to devel op the nost efficient, |east costly

L INFONXX's Reply Brief, pp. 6-8.
2 Bell Atlantic-New York's Reply Brief, p. 9.
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program possi bl e" for popul ating the DALS database,?® and it
contends that these reformattings "do not benefit either DALS or
DALT custoners; in fact they primarily benefit [Bell Atlantic-
New Yor k] by screening out area code 203 |istings and [ Bel
Atl antic-New York's] proprietary [directory assistance] fields as
wel | as maski ng non-published nunbers for DALS. "?2

Not only does the nmultiplicity of steps exaggerate the
costs, | NFONXX says; but the costing nethod itself--which assigns
the cost of each reformatting to the custonmers using the
reformatted data--results in greater costs being assigned to the
reformatted DALS and DALT than to Bell Atlantic-New York's own
directory assistance function, thereby requiring Bell Atlantic-
New York's DA conpetitors to pay the costs incurred in order to
deny theminformation that Bell Atlantic-New York wi shes not to
share with them | NFONXX sees this costing concern as
conpounding the discrimnatorily inferior access afforded to DALT
and DALS custoners insofar as the area code 203 data are
excluded, and it asks us to direct Bell Atlantic-New York to
provi de those data to both services. In addition, | NFONXX
requests reconsideration of our earlier determ nation that non-
publ i shed Iistings shoul d be masked from DALS users, noting that
Bel | Atlantic-New York has the right to term nate DALS service
for privacy violations just as it can term nate DALT service;
that there is no basis for regarding non-carrier DA providers as
less trustworthy in this regard than carriers; and that non-
carriers may, in fact, be nore reliable than carriers, inasnuch
as their sole business is the provision of DA service and they
woul d have nore to |l ose by committing privacy violations that
coul d deny them access to Bell Atlantic-New York's database.?®

P INFONXX's Initial Brief, p. 21. It notes in this regard that
the second step of the initial |oad process accounts for about
41% of the conputer cost.

2 lbid., p. 23.

® INFONXX's Initial Brief, p. 31.
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I n response, Bell Atlantic-New York defends its
extraction process. It explains that it started with the nethod
used to provide listings for its own directory assistance and
sinply added the additional step needed to provide data in a
format suitable for DALS; and it disputes I NFONXX s prem se that
a separately desi gned one-step program woul d have been nore
efficient and less costly. It contends that its approach shares
t he cost of common search and extraction functions anong a | arger
nunmber of users, thereby reducing the cost for each, and insures
t hat DALS custoners receive the sane data as Bell Atlantic-

New York does, except for non-published and unlisted |istings
(and except for the Connecticut listings that, according to Bel
Atl antic-New York, are not before us with respect to access or
pricing). It adds that it is not now seeking recovery of the
addi tional programm ng costs incurred in order to achieve the
reformatting of the DALS and DALT data.?

Next, | NFONXX maintains that unit costs are inflated by
reason of Bell Atlantic-New York's understatenment of the nunber
of DDB access users. For the first step in the extraction of
data from ATLAS, Bell Atlantic-New York's study assuned five
users: Bell Atlantic-New York itself, one existing DALT customner
under contract, one existing DALT customer under tariff, one
exi sting DALS custoner under contract, and one potential DALS
customer under tariff. |NFONXX woul d add Bell Atlantic-

New Engl and, which al so receives data from ATLAS t hrough the sane
extraction process, as well as what it sees as a reasonable
forecast of new DALT and DALS custoners. Because the second
extraction screens out Bell Atlantic-New England |istings,

| NFONXX reasons that it produces, in addition to the Bel

Atl antic-New York listings pertinent here, a separate Bel

! Bell Atlantic-New York's Reply Brief, pp. 11-12. It reserves
the right to seek recovery of those costs in the consideration
of network el ement devel opnent costs generally, which are to be
t he subject of a separate inquiry related to conpliance with
the NYNEX/Bel |l Atlantic merger conditions on which their
recovery depends.
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Atl anti c- New Engl and dat abase and that Bell Atlantic-New Engl and
accordingly shoul d be added as a custonmer for the second step as
well. I NFONXX asserts that Bell Atlantic-New York nade no effort
to forecast custoner interest in DALS and DALT even though the
price had dropped fromits initial level, and it suggests that a
conservative forecast woul d add two additional custoners for each
servi ce.

Bel | Atlantic-New York responds that | NFONXX has no
factual basis for doubling the nunber of custoners and thereby
hal ving the cost that would be allocated to INFONXX itself. Wth
regard to including Bell Atlantic-New England as a user, Bel
Atlantic-New York asserts that it already excluded the costs of
New England listings fromthe initial extraction step.® Nor does
it see any basis for increasing the forecast number of DALS and
DALT custoners, asserting that I NFONXX' s witness did not nane a
singl e prospective custoner; that the decrease in price should
have little effect on demand for the service, given that DALS
costs are a relatively small portion of the total cost of the DA
provider; and that the estimate of its own professional product
manager regarding future demand is the best evidence in the
record. Recognizing that faulty estimates of denmand can result
in overstated or understated costs, Bell Atlantic-New York
suggests we could direct it to adjust the price of DALS (downward
or upward, as the case m ght be) anytinme a new customer signs on
or an existing custoner |eaves.?

Finally, I NFONXX charges that Bell Atlantic-New York
has inflated the | abor expenses allegedly incurred specifically
to support the three DDB services. According to | NFONXX, the

! More specifically, it included only the annual $8,560 cost of
creating the New York portion of the file rather than the
$18, 067 cost of creating the entire file that includes New
York, New Engl and, and area code 203 listings. Bell Atlantic-
New York's Reply Brief, p. 12, citing Exhibit 30.

2 |bid., p. 14. Bell Atlantic-New York would not apply this
approach to DPLS; its greater nunmber of custoners woul d nake
such adjustnments nore conplicated and | ess significant.
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activities accounting for these costs are either activities

al ready undertaken to support Bell Atlantic-New York's own
directory assistance operation or else activities related to
initiating DALS and DALT services but not related to their
ongoi ng adm ni stration. The former costs, it argues, should not

be recovered from DALS and DALT users at all, while the latter
costs, which can be expected to dimnish over tinme, should not be
built into recurring nmonthly fees. | NFONXX al so conpares Bel

Atl antic-New York's clainmed | abor expenses to its own, noting
that transferring daily updates fromits central database to the
production servers at its call centers requires only one hour of
| abor per day or (at six days a week) 312 hours per year.
Applying Bell Atlantic-New York's hourly labor rate to that
figure produces an annual |abor cost of $16,380, in contrast to
Bel | Atlantic-New York's conbi ned | abor costs for DALS and DALT
of $137,365.1

Bell Atlantic-New York responds that it has sinply
all ocated costs to cost causers; for without the services here at
issue, it would need no technical and adm nistrative support for
them It notes that in Phase 3 of the First Network El enents
Proceedi ng, we approved the cost associated with one full-tine
equi val ent enpl oyee in connection with DALT service; in the
present filing, the cost of that same enpl oyee has been all ocated
anong all three services. Wth respect to I NFONXX s conpari son
of labor times, Bell Atlantic-New York asserts that its enpl oyees
do nore than sinply extract updates. It explains that they
provi de techni cal support for directory services, 24 hours a day,
seven days a week, and have responsibilities such as
t roubl eshooting probl ens fromusers, coordinating disaster
recovery, and naintaining technical docunentation and user
passwords. Bell Atlantic-New York notes that this coverage
permts it to provide the high quality data that | NFONXX says it
needs, and it insists that | NFONXX should be required to pay its

L INFONXX' s Initial Brief, p. 29.
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fair share of the associated costs.® Bell Atlantic-New York
simlarly disputes I NFONXX s claimthat product nanagement costs
are front-1oaded and shoul d not be recovered through recurring
fees; it describes what it sees as ongoi ng product nanagenent
functions including negotiating, testing, and delivering

services, inplementing billing processes, responding to ongoi ng
inquiries, providing nmonthly revenue reports, and resol ving
product related issues. It asserts that the costs "do not go

away sinply because | NFONXX woul d rat her not pay them"?

| NFONXX' s St udy

| NFONXX' s study was based on its own nethod for
replicating data wthin its system which enploys |inked personal
conputers rather than a mainfrane. |Its nationw de database,
maintained in its reference server |ocated i n Bethl ehem
Pennsyl vani a, includes 150 mllion listings, ten times the nunber
in ATLAS and 15 tinmes the nunber in Bell Atlantic-New York's
New Yor k database. Updates are nade daily at the reference
server and then transferred each night to | NFONXX s four cal
centers around the country.

| NFONXX anal ogi zes two of its operations to those
performed by Bell Atlantic-New York in providing DALS and DALT.
It believes Bell Atlantic-New York's extraction of an initial
directory database load for a first-time DALS or DALT custoner
may be conpared to INFONXX's full extraction of its reference
server database in a situation in which the database in one of
its call centers has been danaged and needs to be replaced in
full. The only difference, it maintains, is that because it has
no need to screen out any data before copying it, INFONXX runs a
single programin a single step in contrast to Bell Atlantic-
New York's multi-step process. It asserts, however, that the

! Bell Atlantic-New York's Reply Brief, p. 15.
2 lbid., p. 16.
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addi tional step should inpose little "true increnental cost"?! if
that cost is neasured properly rather than by the allocation of
enbedded charges, as it clains Bell Atlantic-New York has done.
For full extraction, |INFONXX cal cul ated a cost of two hours of
| abor at $14 per hour and $90 for the purchase and shi ppi ng of
ten tapes. For the daily update, it calculated a cost of one
hour of |abor at $14 per hour. It also calculated investnent-
rel ated costs of $2,760 in |abor and $36,500 for hardware and
software associated with building a new or replacing an existing
production server (call center).

| NFONXX' s study did not include overhead and joint and
common costs; it later proposed to apply Bell Atlantic-New York's
TELRI C carrying charge factor, joint and common cost factor, and
| abor rates. On that basis, and after applying a gross revenue
| oading factor of 1.0157,2 it calculates a non-recurring initial
| oad charge of $219, a recurring annual investnent rel ated charge
of $1,274, and a recurring nonthly charge for daily updates of
$167.°3

| NFONXX cont ends that the processes it studied are
anal ogous to those perforned by Bell Atlantic-New York and t hat
Bel | Atlantic-New York's expressed concerns about the inadequate
reliability of the I NFONXX system are based not on proof but on
the opinion of Bell Atlantic-New York's cost w tnesses who have
had no direct involvenent even with Bell Atlantic-New York's own
system who relied nerely on conversations with the product
manager; and who were not know edgeabl e about the DA industry as
a whole. | NFONXX asserts that its "data extraction and
replication systemis a highly efficient, |ow cost technol ogy";
that it "maintains, updates and transfers a |isting database

L INFONXX's Initial Brief, p. 46.

2 The gross revenue | oading factor was devel oped by Bel
Atlantic-New York in Phase 1 of the First Network El enents
Proceedi ng and has been used consistently since. It is
intended to recover the PSC assessnment and uncol | ecti bl es.

® INFONXX's Initial Brief, pp. 49, 61
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containing 150 mllion listings at mnimal increnental cost"; and
that "the high degree of the reliability can be inferred fromthe
sinple fact that DA service is INFONXX's core business and its
custonmers have readily available alternatives."! |NFONXX insists
Bel | Atlantic-New York has sinply described its own system

W t hout explaining why it had to be configured as it was and

Wi t hout proving that its nethod for providing the services at

i ssue here produced | ower costs.

Inits Initial Brief, Bell Atlantic-New York naintained
that | NFONXX's study failed to include "the vast majority of
costs associated with providing directory listings, including:
investnment related capital (depreciation, return) for the server-
based conputer, building space, software, federal incone tax,
gross revenue |loading, electricity, air conditioning, heating,
conput er mai ntenance, and personnel associated with the
reproduction, updating, and distribution of listings" and omtted
as well any allocation of joint and common costs.? It therefore
urged di smssing | NFONXX' s cost study as failing to conply with
TELRIC and for failing to identify the actual costs that would be
incurred if Bell Atlantic-New York used the technol ogy favored by
| NFONXX.

In its brief, I NFONXX corrected for sonme of these
criticisns, as already noted, by applying Bell Atlantic-

New York's | abor rates, carrying charge factor, joint and comon
cost factor, and gross revenue factor. Nevertheless, inits
reply brief, Bell Atlantic-New York contends that | NFONXX s cost
proposals still fail to conply with applicable requirenments. It
asserts, anong other things, that no costs are included for
investnents in disaster recovery systens and backup power systens
needed for reliable provision of directory database services, and
it criticizes INFONXX al | ocation of annualized investnent cost
over ten "nythical" users instead of the five users that Bel

Y lbid., p. 47.
2 Bell Atlantic-New York's Initial Brief, p. 30.
-33-



CASE 98- C- 1357

Atl antic-New York expects to use the services.® Bell Atlantic-
New York contends that | NFONXX allows for no recovery of product
managenent costs and provides for only one hour a day of

t echni cal support.

Di scussi on

W have al ready concluded that DDB services shoul d be
priced on the basis of forward-|ooking increnmental costs, w thout
contribution, and that the use of TELRI C, though permtted, is
not here required by the FCC. The costing studies mnmust be
exam ned in that |ight.

Turning first to the applicable costing standard, while
TELRI C pricing of DDB services is not required by the FCC, we
have directed that the services be priced at forward | ooking
increnental cost.? In applying that determination, there is no
reason to depart fromthe use of TELRIC, which we used to set
DALT rates in Phase 3 of the First Network El ements Proceedi ng.
TELRI C (or, nore precisely, TSLRIC [Total Service Long-Run
| ncremental Cost], since a service rather than an elenent is
being priced), affords a better nechanismthan the alternative
f orwar d- | ooki ng net hod (Long-Run Increnental Cost) for setting
prices over the long term on the basis of the entire denmand for
the service. Accordingly, we deny Bell Atlantic-New York's
request for a remand to consider other costing methods.

| NFONXX' s study, advanced by its sponsor as a proper
application of TELRI C, has been shown by Bell Atlantic-New York
to be seriously flawed. | NFONXX sought to renedy sone of the
worst flaws--the om ssion of entire categories of costs--during
t he course of the proceeding by adopting some of Bell Atlantic-
New York's own cost factors, but the resulting hybrid, and
| NFONXX's initial failure to recognize the clear need to take
t hese costs into account, call its effort into question. Beyond

! Bell Atlantic-New York's Reply Brief, p. 17.
2 DDB Rehearing Order, p. 13.
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that, | NFONXX proceeds on the unproven prem se that a system
configured like its own could replicate the functions perforned
and services provided by Bell Atlantic-New York. As discussed in
t he previous section, Bell Atlantic-New York's DDB is unique in
its reliability and tinmeliness, and their achi evenent inposes
costs that nust be recognized in setting cost-based prices. It
sinmply cannot be concluded that a system based on | NFONXX' s

st and- al one conputer technol ogy affords a cheaper way of

provi ding the kind of service INFONXX itself says it needs from
Bel | Atlantic-New York's database.

But while I NFONXX's own study does not provide a
reasonabl e basis for identifying the costs of these services, its
criticisns of Bell Atlantic-New York's study raise legitinmate
i ssues that nust be considered. Qur acceptance, in Phase 3 of
the First Network El enents Proceeding, of Bell Atlantic-New
York's nethod for pricing DALT provi des inportant support for
t hat net hod; but | NFONXX was not a party to that proceeding, and
no other party directed nuch attention to the service.

A fundanental aspect of INFONXX's critique is the claim
that Bell Atlantic-New York's calculation and allocation of MsUs
makes its study, in effect, one of enbedded costs. But Bel
Atl antic-New York has explained howits mllion-service-unit
cal cul ati on was based on the increnmental costs of serving the
total demand for the services at issue, how the data center costs
taken into account were properly limted to costs associated with
t hose services, and how the cost per MSU was applied only to
service units associated with DDB services. Mreover, the
conput er equi prent whose costs were reflected appears to be
state-of-the-art and properly forward-looking. There is no basis
for concluding that Bell Atlantic-New York has sinply allocated
its historical or enbedded costs to these services.

Nor has | NFONXX shown Bell Atlantic-New York's
extraction process to inpose unreasonabl e additional costs.

Wiile the initial extraction from ATLAS contai ns New Engl and and
area code 203 data as well as the New York data that nove to the
| ater extractions, Bell Atlantic-New York has shown that it takes
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account only of the costs of producing the New York portion of
the file.! Beyond that, there is no reason to believe that a
hypot heti cal single-step extraction process, going directly from
ATLAS to DALS, would be less costly, at |east per custoner; its
costs woul d be assigned only to DALS custoners instead of being
spread to all DDB service custoners, as are the costs of the
existing nulti-step extraction process. Finally, the added costs
associated with creating separate DALT and DALS formats coul d not
fairly be disallowed, since they are incurred to conply with our
mandate to deny certain information to non-carriers. (1 NFONXX s
request to revoke that requirenent is beyond the scope of this
proceedi ng.)

| NFONXX makes a valid point about the sensitivity of
price to the forecast nunber of custonmers over which costs are
spread, but it does not argue persuasively that the customer base
shoul d be doubled fromthat contenplated by Bell Atlantic-New
York. In particular, the current price for DALS and DALT
service, substantially reduced pursuant to the DDB Rehearing
Order, has been in place for sone tinme and has not called forth
addi tional custoners. As noted, Bell Atlantic-New York has
suggested a price adjustnent mechanismto take account of changes
in the nunber of DALS custonmers. We direct it to submt a
specific plan for such a nechanismw th respect to both DALT and
DALS, on which we will invite cooment. The nechani sm shoul d
incorporate as well, as discussed above, provisions for sharing
above-cost revenues with CLECs and other |ILECs providing listing
information, and it should be limted in its reach to substanti al
amounts of revenue to avoid unduly cunbersone or costly efforts
at fine-tuning.

| NFONXX al so criticizes Bell Atlantic-New York's | abor
costs, which it regards as inflated. Here, too, Bell Atlantic-
New Yor k defends them on the grounds they are properly allocated
to the services at issue and are needed to provide and support
the highly reliable service that is so inportant to DA providers.

! Bell Atlantic-New York's Reply Brief, p. 12, citing Exhibit 30.
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Bell Atlantic-New York's argunents are reasonably persuasive, and
no adj ustnent on this account is needed.

One adjustnment to Bell Atlantic-New York's costs wl
be made, however. As noted earlier, Bell Atlantic-New York's
study allocated joint and conmon costs to these services in a
manner different fromthat followed in the First Network El enents
Proceedi ng. That change will be considered conprehensively only
in Mdule 3; and even if it proves worthy of replacing the
exi sting, reasonable nethod, it should not be applied selectively
lest it result in double counting of costs. Accordingly, the
effects of that nodification will be reversed, and joint and
common costs will be applied, at |east pending further
consideration in Mdule 3, in the same manner as in the First
Net wor k El enents Proceeding.*?

Thi s adj ustnent woul d reduce Bell Atlantic-New York's
cal cul ated costs for DALT and DALS one-tinme transfers by 10% for
DALT and DALS updates by 16% and for DPLS listings by 17%

Conmbi ned with the renoval of contribution recomended above, it
woul d reduce Bell Atlantic-New York's proposed one-tinme charges
for DALT and DALS by about 53% and its proposed nonthly charges
for DALT and DALS by about 32% rates will be set at those

| evel s. (The actual rates, and their calculation, are shown in
Appendi x A.) The sane adjustnent to DPLS costs, together with

t he renmoval of contribution, would reduce Bell Atlantic-New
York's proposed DPLS rates by about 91% to a |evel substantially
bel ow the FCC s presunptively reasonable |evels of $.04 per

! See, for an anal ogous decision, Case 98-C- 1357, Opinion
No. 99-12 (issued Decenber 17, 1999), m neo. p. 37.
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listing for the initial transfer and $.06 per listing for
updates.! W see no need to reduce the DPLS rates bel ow the

FCC s presunptively reasonable | evel (especially since the unique
tinmeliness of Bell Atlantic-New York's database is |ess crucia
for directory publishers than it is for directory assistance
providers), and we will set themat $.04 per listing for the
initial transfer and $.06 per listing for updates.

FRONTI ER S COSTS AND COVPENSATI ON PROPOSAL
Frontier, which also offers DALS and DPLS, submtted
cost studies, which were criticized in some respects by Bel
Atlantic-New York. Mre controversial was its proposal to alter
exi sting arrangenents anong | LECs for the exchange of directory
listings; it is discussed first.

| nter-| LEC Conpensati on?

Under existing "barter" arrangenents, Frontier and
other I LECs provide their listings information to Bell Atlantic-
New York at no cost, in exchange for Bell Atlantic-New York
including those listings in the directories it publishes. Bel

1t is noteworthy that the FCC, in determning the "reasonabl e"
pricing standard for the sale of listings to directory
publ i shers, rejected contentions that it should be limted to
Incremental costs, w thout any allocation of joint and conmon
costs and overheads, as well as contrary contentions that it
should allow for recovery of the "value" of the listings. (FCC
Subscri ber Listings Oder, 1980-92.) It based its
presunptively reasonable rates in part on the cost data that
?eLIdAtIantif-BBM/YOrk had subm tted here in January 1999.

| bid., 193.

2 As Bell Atlantic-New York notes (Initial Brief, pp. 42-43),
this issue should be distinguished fromthe inter-carrier
conpensation issue discussed above. In the previous context,

t he question was whether a carrier that recelives listings from
another carrier and sells themto a third party should
conpensate the providing carrier, in effect sharing the profit
on the sale. Here, the proposal is for carriers to conpensate
each other for directory listings regardl ess of whether they
are sold to a third party; the conpensation would cover the
providing carrier's costs.
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Atl antic-New York, at |east, sees these arrangenents as
reflecting our determnation, in the |local conpetition "Franmework
Order," that

absent a nutually agreed upon alternative
arrangenent, incunbent |ocal exchange carriers
woul d be required to publish new entrant

tel ephone listings in their directories; new
entrants woul d not receive any conpensation for
their listings; and incunbent |ocal exchange
carriers would not receive a fee for publishing
the listings. Additional revenues fromthe
sale of directory listings to third parties
woul d be shared between the new entrant and

i ncunbent . !

In this proceeding, Frontier proposed that Bel
Atl antic-New York pay DALS rates to receive Frontier's listings--
in effect, that Bell Atlantic-New York subscribe to Frontier's
DALS service in order to get those listings. Frontier argues
that Bell Atlantic-New York and Frontier conpete with each other
to provide DA service to inter-exchange carriers (sone of which
respond to DA inquiries by routing the calls to a | ocal exchange
carrier in the pertinent area) and in the highly conpetitive
market for National Directory Assistance service. |In these
circunmstances, it believes Bell Atlantic-New York is unfairly
advant aged by being able to obtain Frontier's listings (nunbering
about 600,000) at no charge, particularly when Frontier is
required to pay for listings it obtains fromBell Atlantic-New
York. Frontier sees no conflict between its proposal and the
Framewor k Order, asserting that the order applies to new entrants
within a conpetitive |ocal exchange market, not to ILECs (like
Frontier) in a different market; that Bell Atlantic-New York does
not publish directories for Frontier, so there is no quid pro quo
for Frontier's listings; and that Bell Atlantic-New York itself
seens to regard the Framework Order as inapplicable, inasmuch as

1 Case 94-C- 0095, Local Exchange Conpetition, Oder Instituting
Framework for Directory Listings, Carrier |Interconnection and
Intercarrier Conpensation (issued Septenber 27, 1995), p. 17.
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it shares with Frontier none of the revenues fromits sale of
Frontier's listings.

Bell Atlantic-New York objects to Frontier's proposal,
charging it "could unravel a delicate systeni that well serves
both the industry and its custoners by enabling existing
carriers, new carriers, and non-carrier DA providers to gain
access to listings on a one-stop basis.! Acknow edgi ng that
Frontier incurs a one-tinme cost when it sends a listing for
inclusion in the database, Bell Atlantic-New York neverthel ess
di sputes Frontier's premse that it receives nothing in return.
It points out that one Frontier subsidiary (Frontier
Comuni cati ons of AuSable Valley, Inc. [AuSable]) receives DA
service fromBell Atlantic-New York (at a price lower than it
would be if Bell Atlantic-New York had to pay for listings); that
Frontier's custoners benefit fromcallers nationw de being abl e
to find their nunbers through Bell Atlantic-New York's database;
and that many directory assistance calls to the 716 area code,
which is shared by Bell Atlantic-New York and Frontier, are
handl ed by Bell Atlantic-New York. It adds that Frontier can
purchase listings fromthe database, at tariffed rates, any tine
it chooses.

Frontier responds that AuSable's purchase of DA service
shoul d, at nost, entitle Bell Atlantic-New York to use AuSable's
l'istings (which account for less than 1% of Frontier's total) in
t he provision of standard DA service but not for conpetitive DA
service; that if benefits to Frontier's custoners warrant
Frontier's provision of free listings, then every carrier,
including Bell Atlantic-New York, should be required to provide
free listings to every DA provider; and that Frontier's ability
to use Bell Atlantic-New York's database at tariffed rates is no
reason to allow Bell Atlantic-New York to take advantage of
Frontier's database for free.

More generally, Bell Atlantic-New York objects to what
it sees as a proposal to dismantle the existing barter system

! Bell Atlantic-New York's Initial Brief, p. 43.
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It asserts that "only [it] has been ordered to accept the
listings of all carriers in the state in its database, to nanage
and provi de non-discrimnatory access to the database and to
serve as a clearinghouse to share conpensation with other
carriers"!; it has been conpensated in kind by being allowed to
use all of the listings in the database at no charge. |If we w sh
to consider Frontier's proposal to charge for listings, it
argues, we should do so only in a separate proceeding that re-
exam nes the barter system and ensures that all carriers recover
the costs they incur in contributing to or operating the

dat abase.

Bel | Atlantic-New York next clainms that if it is
required to pay for Frontier's listings, its obligation should be
limted to going-forward costs incurred to provide updates; the
listings it already acquired under the barter system should not
be subjected to retroactive repricing. Frontier responds that if
Bell Atlantic-New York intends to continue to rely on the base
listings, it should be required to pay for them it sees Bel
Atl antic-New York's suggestion as having no nore nmerit "than that
of a copyright infringer who argues that he should pay only for
future infringenments but should be entitled to continue to use
w thout royalty all of the copyrighted data that he used in past
i nfringenents."?

Finally, Bell Atlantic-New York argues that if
Frontier's proposal is adopted, Bell Atlantic-New York should be
allowed to recover fromFrontier any future costs of receiving,
verifying, inputting, and maintaining Frontier's listings in the
dat abase. It does not recover these costs now, view ng them as
part of the barter arrangenent, but reserves the right to file
revised cost studies, which would increase DALT, DALS, and DPLS
rates, if we abandon the existing regime. Frontier regards this

! Bell Atlantic-New York's Reply Brief, p. 24. The cl earinghouse
i ssue is discussed in the next section.

2 Frontier's Initial Brief, p. 9.
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suggestion as "little short of outrageous,"! inasnuch as Frontier
receives no benefit fromBell Atlantic-New York's database, and
making it bear these costs would require it to underwite Bell
Atl antic-New York's conpetitive use of its listings.

| NFONXX al so opposes Frontier's proposal, contending it
i s beyond the scope of the proceeding. It argues that requiring
inter-carrier conpensation for listings would be costly and
cunbersone, requiring the performance of clearinghouse functions,
and unnecessary, in that increased conpetition in the DA nmarket,
which is facilitated by the availability of DALS and DALT
services, provides benefits to all carriers, including Frontier.?
It sees nothing "to suggest that the Comm ssion wanted to
reconsider [the existing, barter] system let alone to bal kani ze
a uniform statew de systemthat has served tel ephone users
wel | . "3

The existing barter systemreflects an interest in
pronoting conpetition in |ocal tel ephone service by ensuring that
CLECs' custoners' tel ephone nunbers are made as wi dely and
readily avail able as those of |ILECs' customers. Frontier's
proposal suggests, in effect, that the system may be outdat ed,
i nsof ar as conpetition now exists not only in the |ocal telephone
service market but also in the directory assistance market, and
the barter arrangenents skew the latter

Frontier may have a point, but Bell Atlantic-New York
correctly argues that it should be considered, if at all, only in
a broader inquiry in which its ramfications can be fully
explored. W reserve judgment on the proposal and direct Staff
to consider it further and report back pronptly with its

old.

2 | NFONXX objects in this regard not only to Frontier's proposal
but also to Bell Atlantic-New York's plan to conpensate
contributors of listings when listings are provided to DALS and
DALT users.

® INFONXX's Initial Brief, p. 52.
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assessnent of the matter and a |ist of issues on which coments
shoul d be requested fromall interested parties.

Frontier's Cost Studies

Frontier presented studies showing that its DALS costs
were $69, 183 for a full database extract and $2,075 per nonth for
updates.! It adds that for directory assistance updates, based
on current volumes, these figures equate to a per listing fee of
about $.06. For DPLS, its calculated costs are $872 of fixed
costs per order, Frontier's variable costs of $0.264 per listing,
and Frontier's directory publishing agent's variable costs of
$.05 per listing, up to a nmaxi mum of $750 per order. According
to Frontier, these costs were calcul ated on the basis of forward-
| ooki ng TELRI C st udi es.

Bel | Atlantic-New York sees various flaws in the DALS
study. First, it contends the study reflects not the actual
costs incurred to provide data to Bell Atlantic-New York in the
exi sting manner, which Bell Atlantic-New York finds satisfactory,
but, instead, the projected costs of a new DALS product,

i ncor porating upgraded software, for which there are no current
customers. Frontier, however, maintains that the existing system
is not the nost efficient and that its costs (reliance on which
woul d have violated TELRIC) woul d have been eight to ten tines

t he forward-1ooking costs it used.

In addition, Bell Atlantic-New York cal cul ates that
Frontier's DALS costs are nearly double Bell Atlantic-New York's

owmn. It sees no basis for this divergence, and suggests it nmay
reflect Frontier's failure to use the nost efficient, |owest cost
processes. It suggests that if any paynment is to be required, it

be calculated on the basis of Bell Atlantic-New York's costs,
which it sees as a reasonable proxy. Frontier responds by
di sputing the premise that its systemis or should be the sanme as

Y'It is these costs that Bell Atlantic-New York would be required
to pay under Frontier's proposal, previously discussed.

-43-



CASE 98- C- 1357

that of Bell Atlantic-New York, a conpany 20 times its size, and
pointing to other cost differences.

Bel | Atlantic-New York has raised questions about the
construct Frontier used in developing its DALS costs. Moreover,
Staff advises that Frontier's one-tinme cost for DALS does not use
the carrying charges we previously approved!; that adjustnent
reduces the cost from $69, 183 to $57, 112, as shown in Appendi x B.
In view of our decision not to nodify the barter system at |east
for now, these concerns are noot with respect to Bell Atlantic-
New York, and Frontier at present appears to have no ot her DALS

custoners. |Its DALS rate therefore should be set for now on a
tenporary basis, subject to refund, at a level reflecting the
foregoing carrying charge adjustnent. |In the event Frontier

acquires any DALS custoners, it should submt further
docunentation in support of its costing construct, and we wll
direct whatever further inquiry appears warranted.

Fronti er does have DPLS custoners at present, but none
of them appeared in the proceeding to criticize its proposed DPLS
rates. At the same tine, Frontier has not shown why its costs
shoul d be so much greater than Bell Atlantic-New York's.
Frontier's DPLS rates, accordingly, will be set, |ike Bel
Atlantic-New York's, at the FCC s presunptively reasonabl e
| evel s.

CLEARI NGHOUSE | SSUES
Bel | Atlantic-New York proposed to distribute
conpensation to providers of listings by retaining a third-party
billing entity (the New York State Access Settlenent Pool) and to
recover the cost of that arrangenent (a one-tinme start-up fee of
$4, 000 and a nmonthly charge of $2,500 over the contract's three-
year ternm through a C earinghouse Fee added to the charges for

! Cases 95-C-0657 et al. and 93-C- 0033 et al., Frontier Tel ephone
of Rochester, Inc. - Open Market Plan, Opinion No. 99-8 (issued
July 22, 1999).
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the three DDB services. |t calculates of fee of $0.0122 per
listing derived from CLECs or other |LEGCs.

| NFONXX regards the clearinghouse fee (which woul d not
be needed if there were no contribution to be distributed to
providers of listings) as the insult added to the injury of
contributory pricing. It notes that the $0.0122 admi nistrative
fee exceeds the contenpl ated conpensation per listing, which is
only $0.0014. |In response, Bell Atlantic-New York recognizes
that the adm nistrative costs are high in conmparison to the val ue
each carrier will receive and suggests that the answer is not to
abandon the cl earinghouse or deny legitimte cost recovery, but
to provide for paynent and distribution of greater contribution
amounts. It notes as well that | NFONXX overstates the
conparison, since the distribution amount is paid with respect to
every listing, while the fee amobunt is inposed only for |istings
obt ai ned from CLECs and ot her | LEGCs.

NYSTA defends the cl earinghouse, characterizing it as a
necessary adjunct of affording | NFONXX and ot her DA providers the
conveni ence of obtaining listings froma single source instead of
having to obtain them separately fromall LECs in the state. As
such, its costs are properly recoverable.

Distribution of conpensation seens to require a
cl eari nghouse, and Bell Atlantic-New York would clearly be
entitled to recover the associated costs. At the sane tine,
adm ni strative costs that necessarily far exceeded the
di stributed conpensati on woul d be an argunment agai nst providing
proportionate conpensation and in favor of some other way to
address the interests at stake.

The specifics need not be deci ded now, given our
decision not to require conpensation imediately. Bell Atlantic-
New Yor k shoul d take account of clearinghouse cost issues in the
plan it submts for distributing significant excess revenues to
l'istings providers.
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The Commi ssion orders:

1. Wthin 15 days of the date of this opinion and
order, New York Tel ephone Conpany d/b/a Bell Atlantic New York
(Bell Atlantic-New York) and Frontier Tel ephone of Rochester
(Frontier) shall file tariff amendnents consistent with this
opinion and order. The tariff amendnents shall not take effect
on a permanent basis until approved by the Conmm ssion but shal
be put into effect on a tenporary basis on one day's notice,
subject to refund if found not to be in conpliance with this
opi nion and order. Any party wishing to conment on the tariff
amendnents should do so by submitting 10 copies of its coments
to the Acting Secretary within 15 days of the date the tariff
amendnments are fil ed.

2. Wthin 30 days of the date of this opinion and
order, Bell Atlantic-New York shall submt a proposal, consistent
with the foregoing opinion, for adjusting DALS and DALT rates to
reflect changes in the nunber of custoners for those services and
for compensating providers of directory listings in the event
revenues from DALS, DALT, or DPLS turn out significantly to
exceed costs. Any party wishing to conment on the proposal
should do so by submtting 10 copies of its coments to the
Acting Secretary within 20 days of the date the proposal is
filed.

3. For good cause shown, newspaper publication of the
foregoing tariff anmendnents is waived.
4. This proceeding is continued.
By the Commi ssi on,

( SI GNED) DEBRA RENNER
Acting Secretary
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Ln

A. FEull Load Rate - Electronic File Transfer
1 Bell Atlantic Proposed Rate per Customer

Directory Assistance Listing Transfer (DALT) Rates

Item

2 Eliminate Contribution

3 Proposed Rate Without Contribution

4 Eliminate Joint & Common Expense Factor
5 Eliminate Gross Revenue Loading

6 Direct Cost Per Customer per Bell Atlantic
7 Reflect Joint & Common CCF on

8 Allowed Rate per Customer

B. Eull Load Rate - Cartridges
9 Bell Atlantic Proposed Rate per Customer

10 Eliminate Contribution

11 Proposed Rate Without Contribution

12 Eliminate Joint & Common Expense Factor
13 Eliminate Gross Revenue Loading

14 Direct Cost Per Customer per Bell Atlantic
15 Reflect Joint & Common CCF on

16 Allowed Rate per Customer

C. Daily Updates - Per Month
17 Bell Atlantic Proposed Rate per Customer

18 Eliminate Contribution

19 Proposed Rate Without Contribution

20 Eliminate Joint & Common Expense Factor
21 Eliminate Gross Revenue Loading

22 Direct Cost Per Customer per Bell Atlantic
23 Reflect Joint & Common CCF on

24 Allowed Rate per Customer

APPENDI X A
Page 1 of 3
Source Amount
Exh 32, Part C, Pg 1, Col C, Ln 6 $28,678
Exh 32, Part C, Pg 1, Col C, Ln 2 X Ln 13.779
Line 1 - Line 2 14,899
Exh 32, Part A, Pg 4, Col C, Ln 3 2,357
Exh 32, Part A, Pg 4, Col C, Ln 6 - Ln 230
Line 3 - Line 4 - Line 5 12,311
See Note A 1,153
Line 6 - Line 7
Exh 32, Part C, Pg 1, Col C, Ln 12 $28,678
Exh 32, Part C, Pg 1, Col C, Ln 8 X Ln 13,736
Line 9 - Line 10 14,942
Exh 32, Part A, Pg 4, Col C, Ln 9 2,364
Exh 32, Part A, Pg 4, Col C, Ln 12 - Ln 231
Line 11 - Line 12 - Line 13 12,347
See Note A 1,153
Line 14 - Line 15
Exh 32, Part C, Pg 1, Col C, Ln 18 $5,347
Exh 32, Part C, Pg 1, Col C, Ln 14 X 1.023
Line 17 - Line 18 4,324
Exh 32, Part A, Pg 4, Col C, Ln 15 684
Exh 32, Part A, Pg 4, Col C, Ln 18 - Ln 67
Line 19 - Line 20 - Line 21 3,573
See Note A 64
Line 22 - Line 23

Note A - Commission Adjustment to Reflect Joint & Common Costs Applied to Investments

This adjustment was calculated by:

1) Replacing the carrying charge factor (CCF) for computers on Bell Atlantic's Workpaper Part A,
Line 4 (.2449) with the CCF for computers approved by the Commission in Phase 2 as shown in
C of the Phase 2 Recommended Decision issued on October 2, 1997 (.2994).

2) Replacing the CCF for buildings on Bell Atlantic's Workpaper Part A, Page 12, Line 10 (.2224)
with the CCF for buildings approved by the Commission in Phase 1 as shown in Appendix C

Schedule 2, Page 3 of Opinion 97-2 (.2324).
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Ln

A.

B.

C.

APPENDI X A
Page 2 of 3

Directory Assistance Listing Service (DALS) Rates

Item

Full | oad Rate - Electronic File
1 Bell Atlantic Proposed Rate per Customer
2 Eliminate Contribution
3 Proposed Rate Without Contribution
4 Eliminate Joint & Common Expense Factor
5 Eliminate Gross Revenue Loading
6 Direct Cost Per Customer per Bell Atlantic
7 Reflect Joint & Common CCF on
8 Allowed Rate per Customer

Full | oad Rate - Cartridges
9 Bell Atlantic Proposed Rate per Customer

10 Eliminate Contribution

11 Proposed Rate Without Contribution

12 Eliminate Joint & Common Expense Factor
13 Eliminate Gross Revenue Loading

14 Direct Cost Per Customer per Bell Atlantic
15 Reflect Joint & Common CCF on

16 Allowed Rate per Customer

Daily Updates - Per Month
17 Bell Atlantic Proposed Rate per Customer

18 Eliminate Contribution

19 Proposed Rate Without Contribution

20 Eliminate Joint & Common Expense Factor
21 Eliminate Gross Revenue Loading

22 Direct Cost Per Customer per Bell Atlantic
23 Reflect Joint & Common CCF on

24 Allowed Rate per Customer

Source Amount

Exh 32, Part C, Pg 1, Col C, Ln 24 $28,678
Exh 32, Part C, Pg 1, Col C, Ln 20 X 13.779
Line 1 - Line 2 14,899
Exh 32, Part A, Pg 4, Col C, Ln 21 2,357
Exh 32, Part A, Pg 4, Col C, Ln 24 - Ln 230
Line 3 - Line 4 - Line 5 12,311
See Appendix A, Page 1, Note A 1,153
Line 6 - Line 7
Exh 32, Part C, Pg 1, Col C, Ln 30 $28,678
Exh 32, Part C, Pg 1, Col C, Ln 26 X 13,736
Line 9 - Line 10 14,942
Exh 32, Part A, Pg 4, Col C, Ln 27 2,364
Exh 32, Part A, Pg 4, Col C, Ln 30 - Ln 231
Line 11 - Line 12 - Line 13 12,347
See Appendix A, Page 1, Note A 1,153
Line 14 - Line 15
Exh 32, Part C, Pg 1, Col C, Ln 36 $5,229
Exh 32, Part C, Pg 1, Col C, Ln 32 X 982
Line 17 - Line 18 4,247
Exh 32, Part A, Pg 4, Col C, Ln 33 672
Exh 32, Part A, Pg 4, Col C, Ln 36 - Ln 66
Line 19 - Line 20 - Line 21 3,509
See Appendix A, Page 1, Note A 64

Line 22 - Line 23 $3,573
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Page 3 of 3
Directory Publishers Listing Service (DPLS) Rates
Ln Item Source Amount
A. DPLS Cost Per Listing - One Time
1 Bell Atlantic Proposed Rate per Customer Exh 32, Part C, Pg 2, Col C, Ln 3 $0.2000
2 Eliminate Contribution Exh 32, Part C, Pg 1, Col C, Ln 2 0.1795
3 Proposed Rate Without Contribution Line 1 - Line 2 0.0205
4 Eliminate Joint & Common Expense Factor Exh 32, Part A, Pg 5, Col C, Ln 3 0.0032
5 Eliminate Gross Revenue Loading Exh 32, Part A, Pg 5, Col C, Ln 6 - Ln 0.0003
6 Direct Cost Per Customer per Bell Atlantic Line 3 - Line 4 - Line 5 0.0169
7 Increase to reflect FCC presumptive 0.0231
8 Allowed Rate per Customer Line 6 + Line 7
B. Daily Updates - Per Listing
9 Bell Atlantic Proposed Rate per Customer Exh 32, Part C, Pg 2, Col C, Ln 6, $0.2000
10 Eliminate Contribution Exh 32, Part C, Pg 1, Col C, Ln 32 X 0.1781
11 Proposed Rate Without Contribution Line 9 - Line 10 0.0219
12 Eliminate Joint & Common Expense Factor Exh 32, Part A, Pg 5, Col C, Ln 33 0.0035
13 Eliminate Gross Revenue Loading Exh 32, Part A, Pg 4, Col C, Ln 36 - Ln 0.0003
14 Direct Cost Per Customer per Bell Atlantic Line 19 - Line 20 - Line 21 0.0181
15 Increase to reflect FCC presumptive 0.0419

16 Allowed Rate per Customer Line 15 + Line 16 $0.0600
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Page 1 of 1
Frontier Telephone of Rochester
Ln # Iltem Source Amount
I. Directory Assistance Listing Transfer (DALT) Rates
Annual Fixed Rate for Full Data Base Extract
1 FTR Proposed Rate per Customer Exh 11, Sch 2, Pg. 1, Line 8 $69,183
2 Adjustment to reflect appropriate CCF's Note A 12,071
3 Rate Allowed on Temporary Basis Line 1 - Line 2 $57,112
Incremental Rate for Database Updates
4 Monthly Rate Proposed Exh 11, Sch 2, Pg. 1, Line 23 2,075
5 Current Volumes 1,750 X 20 business days 35,000
6 Proposed Rate per Listing Line 4/ Line 5 0.06
7 Rate Allowed per Listing on Temporary Basis Line 6 0.06
II. Directory Publishers Listing Service
8 FTR Proposed Rate per Listing for 350,000* Exh 11, Sch 1, Pg. 3, Line 25 0.27
9 Allowed Rate Per Listing for Initial Transfer FCC Presumptive Rate 0.04
10 Allowed Rate Per Listing for Updates FCC Presumptive Rate 0.06

* FTR's proposed rates based on fixed costs of costs of $872 per order and variable costs of
$.264 per listing. Exhibit 11, Schedule 1 provided a chart of what the applicable rate would be
for various quantities of listings sold.

Note A - Adjustment to reflect apprpriate Carrying Charge Factors (CCF

This adjustment was determined by substituting the following CCF's for those proposed by FTR on
Exhibit 11, Schedule 2 Page 1:

11 Depreciation 12.50%
12 Rate of Return 7.92%
13 Corporate Operations Expense 2.12%



