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CHAPTER I

UNIVERSAL SERVICE IN A COMPETITIVE ENVIRONMENT – RESPONSES TO THE LEGISLATURE’S QUESTIONS

Introduction  

This Report responds to Public Utilities Code Section 739.3 (e) and (f), which directs as follows:

(e) Not later than December 1, 1999, the Commission shall prepare a report to the Governor, the Joint Legislative Budget Committee, and the fiscal committees of the Senate and the Assembly regarding the status of the universal telephone service fund and program.  The report shall consider all of the following:

(1) The effectiveness of the universal service funding mechanism in establishing equitable and nondiscriminatory contributions by all telecommunications providers to support the preservation and advancement of universal service.  

(2) The extent to which the current universal telephone service program provides the continued availability of current telecommunications and information services on a competitively neutral basis, while providing adequate flexibility for provision of new services and network capabilities as technology advances. 

(3) The success of the universal telephone service program in ensuring universal access, in rural and high cost areas, to services that are reasonably comparable, both in content and cost, to those services provided in urban areas.   

(f) The Commission shall investigate subsidy reduction, or elimination of subsidies in service areas with demonstrated competition, and report on service area auctions for high cost areas as part of the Commission’s universal telephone service program report required in accordance with subdivision (e).  

This report is organized as follows: It first specifically addresses the issues that Public Utilities Code Section 739.3 (e) and (f) has directed the Commission to answer.  The remainder of the report provides additional background, history and updates for the Governor and Legislature regarding the Commission’s Universal Service Programs.  

(1) The effectiveness of the universal service funding mechanism in establishing equitable and nondiscriminatory contributions by all telecommunications providers to support the preservation and advancement of universal service.  

I. ISSUE NO. 1: 

A. 
Equitable Funding of the Commission’s Universal Service Programs: All End Users of Services of Telecommunications Carriers Certified to Operate in California Now Contribute to the Support of the Commission’s Universal Service Programs 

Universal service, a concept that basic telephone service be affordable and ubiquitously available to all members of society, is a longstanding cornerstone of the California Legislature and the California Public Utilities Commission’s (CPUC or Commission) telecommunications policy.  In response to this commitment and in compliance with state legislation, the Commission has created five public programs.  These include:

1.  Universal Lifeline Telephone Service (ULTS): to provide discounted basic telephone services to low-income consumers;

2.  California High Cost Fund-A (CHCF-A): to provide subsidies to the 17 incumbent small local exchange companies to reduce any disparity in the rates charged by these companies;

3.  California High Cost Fund-B (CHCF-B): to provide subsidies to the local exchange telecommunications services providers in the high-cost areas served to reduce any disparity in the rates charged by these companies.  This program applies to the five largest incumbent local exchange companies that are regulated under the Commission’s New Regulatory Framework
; 

4.  California Teleconnect Fund (CTF): to provide qualifying schools, libraries, municipal and county government-owned hospitals and health clinics, and community-based organizations certain discounted services to position them to be early recipients of the benefits of the information age;

5.  Deaf and Disabled Telecommunications Program (DDTP) and Telecommunications Device for the Deaf Placement Program (TDDP): these two programs provide relay service and communications devices to deaf and disabled consumers in homes, existing buildings, structures, facilities, and public accommodations.

These programs are funded by all end user surcharges assessed on customer billings for intrastate telecommunications services.  The surcharges are billed and collected by all telecommunications carriers that are authorized to provide telecommunications services in California under Public Utilities (PU) Code § 234.  These telecommunications carriers, in turn, remit the surcharge monies to the designated financial institutions as directed by the Commission or its representatives.  By assessing surcharges on end users of all telecommunications carriers, the Commission has implemented an equitable and nondiscriminatory contribution mechanism to preserve and advance universal service on a competitively neutral basis.  


By assessing surcharges on all end users of telecommunications services for the Commission’s Universal Service Programs, funds are matched more directly to the purpose for which they are collected.  This approach is preferable to a General Fund tax revenue source funded by all taxpayers.  A General Fund source tax would have a less direct relationship between the payers of the tax and recipients of the benefits of the Universal Service Programs.

B. 
The Effectiveness of The Universal Service Funding Mechanism to Support the Preservation and Advancement of Universal Service

Information obtained from the Federal Communications Commission (FCC) shows that the Commission’s Universal Service Programs have been effective in preserving and advancing Universal Service.  The FCC’s Report on Subscribership and Penetration, released October 1999 (FCC Report) shows that the CPUC has achieved its goal of a 95% penetration rate in California.  Chart 1-1, which is from the FCC Report, shows that 95.2% or more of all California households were subscribing to telephone service in 1998, which was more than 1% above the national average.  (FCC Report, p. 6-4.)
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Chart 1-1

Source: FCC Telephone Subscribership Report detailing telephone subscribership by state, income, age, etc. - Data through 7/99, Report released 10/99. 

Equally as important as the current subscribership penetration rates, the FCC Report shows that California’s telephone subscribership rates have been increasing over the past several years.  The average annual percentage of households with telephone service has increased from 92.5% in 1984 to 95.2% in 1998.  (Id., Table 6.4, pp. 6-17, and 6-22.)  Chart 1-2 shows that California’s subscribership rate has experienced a significant increase during the 1984-1998 time period.  The CPUC first opened the local exchange telephone market to competition in January 1995.  Since then, the subscribership penetration rate in California has increased from an average annual rate of 94.5% in 1995 to a rate of 95.2% in 1998.  (Id., Chart 6.4, pp.6-20 and 6-22.)  The fact that the subscribership rate has increased despite the introduction of competition affirms the success of the Commission’s Universal Service Programs.  Chapter 2 provides additional details on the annual number of subscribers that benefit from each of the Commission’s Universal Service Programs.


[image: image4.png]1984 - 1998 Penetration Changes

Significant Decrease
Decrease
B Increase
M Significant Increase





Chart 1-2

Source: FCC Telephone Subscribership Report detailing telephone subscribership by state, income, age, etc. - Data through 7/99, Report released 10/99. 

(2) The extent to which the current universal telephone service program provides the continued availability of current telecommunications and information services on a competitively neutral basis, while providing adequate flexibility for provision of new services and network capabilities as technology advances. 

II. ISSUE NO. 2: THE COMMISSION IMPLEMENTS ITS UNIVERSAL SERVICE POLICIES ON A COMPETITIVELY NEUTRAL BASIS AND PERMITS THE DEFINITION OF BASIC SERVICE TO EVOLVE OVER TIME.

In 1994, the California Legislature passed Assembly Bill 3606 Moore, Chapter 1260, Stats. 1994), which expressed its intent that the Commission open all telecommunications markets to competition by January 1, 1997.  The Legislature in Assembly Bill 3643 (Polanco, Chapter 278, Stats. 1994) further mandated the Commission to ensure that the goal of universal service continue as competition in the telecommunications market develops.  In response to the Legislature, the Commission opened its universal service proceeding (R.95-04-043 / I.95-04-044) in 1995 to address those concerns and to develop Universal Service policies in a competitive environment.  In compliance with this mandate, the Commission adopted a Universal Service policy for California’s competitive telecommunications industry in 1996 (D.96-10-066.)  

This policy resulted in the creation of two new public programs, California High Cost Fund-B and California Teleconnect Fund, in 1997.  The Commission had already implemented three other existing programs, i.e., the California High Cost Fund-A (CHCF-A), the Universal Lifeline Telephone Service (ULTS), and the Deaf and Disabled Telecommunications Program (DDTP).  The two new universal service programs, along with the three programs already existing, form the basis of the Commission’s efforts to meet the goal of providing basic services to 95% of all customers in California.  The purpose of these programs is to ensure that California remains among those states with the highest subscription rates in the nation.  The Commission’s main Universal Service goals are as follows:

1. Ensuring that basic phone service remains available and affordable to all Californians regardless of geography, language, cultural, ethnic, physical or income differences;

2. Providing consumers choice among competitive telephone companies;

3. Providing for addition of new services to basic service as new services become more widely used, to avoid some people having inferior access to information than others; and

4. Ensuring customers have access to sufficient information to make informed choices about basic service and universal lifeline telephone services.

In 1996, the Commission adopted a definition of a basic service.  (D.96-10-066, the Universal Service Decision.)  Some of the components of the definition of basic service are as follows:

1. Access to single party voice grade connection

2. Access to all inter-exchange carriers offering service in the area

3. Ability to place calls

4. Ability to receive free unlimited incoming calls

5. Free touch tone dialing

6. Lifeline rates and charges for eligible low-income customers

7. Free access to customer service for information about Lifeline rates, service activation for termination, service repair, and billing inquiries.

The Commission plans to initiate a triennial review of the Universal Service Program in the year 2000.  (D.96-10-066, p. 5)  Among the issues to be addressed is the definition of basic service.  By providing for the addition to basic service of new services that become more widely used, (universal service policy number 3, above), the Commission has demonstrated flexibility to include new services and network capabilities as part of the minimum requirements of basic service as technology advances.

The Commission has expressed its commitment to avoid some people having inferior access to information than others.  D.96-10-066 states that anyone offering telephone service in California should be required to offer these basic service elements.  All certified carriers are required to offer these basic service components.
  Therefore, those services included in the Commission’s definition of basic telecommunications services are provided on a competitively neutral basis.  One primary means of ensuring that both carriers understand these requirements is through the Commission’s certification and tariffing process requirements.

Thus, the Commission defines the minimum components included in basic service, imposes these requirements in a non-discriminatory manner upon all telecommunications carriers, and routinely re-examines whether new requirements need to be added.  By this process, the CPUC provides the continued availability of current telecommunications and information services on a competitively neutral basis, while providing adequate flexibility for provision of new services and network capabilities as technology advances.  

(3) The success of the universal telephone service program in ensuring universal access, in rural and high cost areas, to services that are reasonably comparable, both in content and cost, to those services provided in urban areas.

III. ISSUE NO. 3: COMPARABILITY OF RATES IN HIGH COST AND RURAL AREAS 

A. 
CHCF-A – Subsidy Support for Small Local ExchangeTelephone Companies in Rural and High Cost Areas

As noted on page I-2, the California High Cost Fund A (CHCF-A) provides subsidy support to California’s 17 small local exchange telephone companies.  The CHCF-A has helped to ensure universal service in rural and high cost areas, to permit rural LECs to continue to provide services that are reasonably comparable, both in content and cost, to those services provided in urban areas.  Basic residential service rates have been maintained at a maximum level of approximately 150% of Pacific Bell’s basic rates under this program.  Currently, these small LECs participate in settlement pools with Pacific Bell throughout the state.  As changes occur to settlement payments made to the small LECs, CHCF-A provides funds to compensate for anticipated shortfalls.  These subsidy payments help to moderate the impacts on end user rates, of changes in settlement payments to the small LECs.
  

The Commission continues to follow and analyze the pending Federal Communications Commission Universal Service proceeding to determine the future role of the CHCF-A.  To the extent that federal programs provide sufficient support to small companies (i.e. rural companies) the CHCF-A may no longer be necessary.  However, the FCC has stated that it intends to maintain the current rural telephone companies’ federal subsidy mechanism in place at least until January 1, 2001. 

B. 
CHCF-B – Subsidy Support for the Five Large LECs’ High Cost Areas

     
Similarly, CHCF-B provides subsidy support to the high cost areas of the five largest local exchange telephone companies.  The new funding mechanism provides explicit subsidy payments in support of primary residential lines in exchange areas with above-average costs, which are usually located in rural service areas.  Prior to competitive entry of local carriers, the incumbent local exchange telephone companies were relying on internal subsidies between high cost and low cost areas, and subsidies from non-basic services, such as toll and access, to offset the additional costs of providing service in high cost areas.  Implicit sources of subsidy from non-basic services became less sustainable with the introduction of competition to a formerly monopoly environment.  Making some of those subsidies explicit and recovering them from a competitively neutral funding mechanism helps to ensure the continuance of basic service at affordable rates as competition develops. 

C. 
Establishment of the Universal Lifeline Telephone Service Marketing Board (ULTSMB): Marketing of the ULTS Program on a Competitively Neutral Basis

     
To help increase penetration levels among California’s low income telephone customers, in 1997, the Commission established the ULTS Marketing Board (ULTSMB) and formally adopted a charter for the Board in August 1998 (Resolution T-16176).  The ULTSMB is responsible for devising competitively neutral marketing strategies and for oversight of implementation of ULTS marketing campaigns.  The ULTS Marketing Board currently consists of 6 representatives from the telephone industry and 3 CBO members.   The Commission has also appointed a CPUC staff liaison to this Board.  The ULTS Marketing Board began operations in January 1998.  Pursuant to D. 97-12-105, the Universal Lifeline Telephone Service (ULTS) Marketing Board will file for Commission approval a Request For Proposal (RFP) to perform a market assessment study of ULTS demographics in California.  The ULTSMB expects the study to be completed during the year 2000.

Pursuant to D. 98-10-050, the ULTS Marketing Board will implement a competitively neutral interim marketing plan to increase the awareness of the Universal Lifeline Telephone Service program, beginning in the last quarter of 1999, and continuing through the year 2000.  The ULTSMB has selected and awarded a contract to a vendor for the interim marketing plan.  

D. 
Consumer Education


The Commission ordered that the Executive Director meet with the various divisions of the CPUC to develop and submit for the Commission’s approval a plan of action for implementing consumer education programs.  This coordination and implementation effort is underway and ongoing.  (D.97-01-020, Ordering Paragraph (OP) 12; D.96-10-066, OP 12; COL 34; p. 72) 


The Commission ordered the implementation of a customer matrix of price and services requirements by D.97‑01‑020, Appendix A, Ordering Paragraph (OP) 15.b.; and OP 14.b of D.96-10-066.  All Local Exchange Companies and Competitive Local Carriers must provide a matrix of pricing information regarding basic service.  Such a matrix will allow consumers to compare the rates charged by other carriers for the same type of service. (D.96-10-066, pp. 3, 70-71, Rule 9 of Appendix B)  Implementation of this requirement is planned for the calendar year 2000.  

(f) The Commission shall investigate subsidy reduction, or elimination of subsidies in service areas with demonstrated competition, and report on service area auctions for high cost areas as part of the Commission’s universal telephone service program report required in accordance with subdivision (e).  

IV. ISSUE NO. 4: WORKSHOPS HELD ON AN AUCTIONING MECHANISM INDICATE THAT USE OF THIS PROCEDURE IS PREMATURE

D.96-10-066 states a pre-disposition for auctions given the controversy associated with cost models.  The decision states three potential uses of auctions:

· Unserved areas.

· Areas where the last remaining carrier has withdrawn.

· Revising the necessary support level generally.

The intended purpose of an auctioning mechanism is to allow a marketplace of competitive bidders to determine the economically efficient level of subsidy required to compensate a carrier for serving a high-cost area.  CPUC Telecommunications Division Staff held workshops in May 1997 to investigate the Commission development of an auctioning mechanism.  The workshop participants identified certain legal and market conditions that precluded the effective functioning of an auction mechanism at that time.  Those conditions persist to the present.

The legal issues concern the Commission’s ability to restrict subsidy to winning bidders, the ability to relieve incumbent LECs of their interconnection obligations, and the ability of the Commission to require exiting Carriers of Last Resort (COLRs) to sell facilities according to a specified pricing method.  The Commission will address these legal questions in its triennial review of the Universal Service Program.   

The competitive issue concerns the lack of potentially interested bidders for less desirable service areas e.g., those that are high cost, low density, and/or remote.  An auction presupposes multiple bidders ready, willing, and able to bid competitively and to provide service.  Significant facilities-based local exchange competition is only now beginning to develop in California’s urban areas, and is expected to arrive in the more remote areas only after the development of competition in urban areas.  Some workshop participants believe that, in the absence of competition, implementation of an auction mechanism would not serve the public interest.  Due to a lack of competition, an auction of high cost service areas could result in the incumbent local exchange carriers’ (ILECs’) ability to “ratchet-up” the level of subsidy in those areas with the least amount of competition.  The Commission will address these competitive issues in its triennial review of the Universal Service Program.

Consequently, the Telecommunications Division 1997 Workshop Report on this issue concluded that for an auction mechanism to achieve an efficient result there must be competition in the local exchange areas.  D. 96-10-066 requires the monitoring of the level of local exchange competition.  The Commission will continue to monitor how competition develops in high cost areas of the state in order to determine if an auction mechanism should be used as a means of reviewing the CHCF-B subsidy support.  If little or no competition develops, then the Commission may re-evaluate whether the use of an auction mechanism is appropriate for reviewing the subsidy amounts. (D.96-10-066, COL 151; p. 216) 

The Commission will address the role of auctions in determining Universal Service support in its triennial review of the Universal Service Program.  As previously stated, this review will begin in the year 2000.  (D.96-10-066, p. 5)

Notwithstanding the observed obstacles to an effective auction mechanism at this time, the Commission will need to determine the extent to which it will adopt an auction mechanism in lieu of a cost proxy model to calculate subsidy payments.  The Commission will issue a ruling detailing the steps to be taken toward developing auction mechanism rules. (D.97-01-020, Appendix A, Ordering Paragraph (OP) 16.d.; D.96‑10-066, OP 15.d. (1); Conclusion Of Law 153; pp. 216-217)  At a minimum these rules are expected to cover the use of auctions in unserved areas and in areas where the Carrier of Last Resort has withdrawn. 

CHAPTER 2

DETAILS ON UNIVERSAL SERVICE PUBLIC PROGRAMS 
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          Table 2-1


I. Universal Lifeline Telephone Service

The Universal Lifeline Telephone Service (ULTS) program was established in 1984 (D.84-11-028) in compliance with PU Code § 871.  This program provides discounted basic telephone services to low-income families for the purpose of ensuring basic telephone service is available and affordable to low-income citizens in the state.   Since the inception of the program, the number of ULTS customers has grown steadily from 1 million in 1987 to more than 3.3 million today.  Currently, over 27 telecommunications carriers provide ULTS services.  The number of ULTS customers as of year end 1995 to 1998 and estimated for 1999 and 2000 are shown on Table 2-1 and graphed on Chart 2-1.
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A.
Finances

When the Universal Lifeline Telephone Service (ULTS) program was established in 1984, it provided discounted residential telephone services to eligible low-income families at 50% of the regular rates charged by the telecommunications carriers.  D.94-09-065 established statewide ULTS discounted rates, i.e., $5.62 for residential flat rate service and $3.00 for residential measure rate service.  However, if 50% of the regular rates charged by the telecommunications carrier results in lower rates than the statewide rates, then the lower company-specific rates apply.  Effective November 1, 1999, with the approval of Pacific Bell’s Advice Letter 20400, the new statewide ULTS flat rate is $5.34, the new statewide ULTS measured rate is $2.85, and the new statewide ULTS installation charge is $9.50.  Pacific Bell’s Advice Letter 20400 applied an accumulated 5% surcredit to Pacific’s tariffed rates.  Accordingly, the new Lifeline service rates represent a 5% decrease from previous statewide ULTS rates and charges. 

Carriers providing ULTS services receive reimbursements from the program for the differences between the residential rates charged to regular customers and discounted rates charged to ULTS customers, plus administrative expenses.

The program was initially funded by a tax on intrastate interLATA telecommunications services.  D.87-10-088 changed the funding source from a tax to a surcharge.  D.94-09-065 expanded telecommunications services that are subject to surcharge to include all intrastate services except for the following:

1. discounted services under the ULTS program; 

2. charges to other carriers for resale purposes;

3. public phone coin in box and telephone debit cards;

4. contracts effective before 9/15/94;

5. usage charges to coin operated pay telephones;

6. directory advertising; and

7. one-way radio paging.

Since 1987, the surcharge for the program has fluctuated from a high of 4.00% to a low of 0.00%, which took effect on January 1, 1999.  The surcharge is billed and collected by telecommunications carriers authorized to provide telecommunications services in California under PU Code § 234.  They, in turn, remit the surcharge monies to the financial institution as directed by the Commission or its representatives.  

Table 2-2 below summarizes the program expenditures with costs broken down into program expenses, administrative expenses, and the applicable surcharge rates for years 1995 through 1999 and proposed for 2000.
 The expenditures for 1995 through 1998 are based on actual recorded data, 1999 expenditures are based on projected data, and 2000 expenditures are amounts that the Telecommunications Division recommends for Commission approval.
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Table2-2

Universal Lifeline Telephone Service Program 


 Program
Administrative
Total 

ULTS



Expenses
Expenses
Expenses
Surcharge

(000,000)
(000,000)
(000,000)


1995 (Actual)    $318.1     
$0.3                    $318.4
3.00%

1996 (Actual)      383.0
$0.3 
$383.3
3.20%

1997 (Actual)      396.0
$0.5
$396.5

3.20%


1998 (Actual)      184.0
$0.6
$184.6

2.40%

1999 (Projected)  179.5
$0.9   
$180.4

0.00%

2000 (Proposed)  207.2
$1.3
$208.5

0.50%

The ULTS program expenses decreased in 1998 and 1999 because the Federal Communications Commission’s Lifeline program provided additional financial support for the state ULTS program.  Consequently, the level of the ULTS program costs funded by the ULTS surcharge has been significantly reduced.

B.
Administration

External committees administer the ULTS program: the ULTS Administrative Committee and the ULTS Marketing Board.  (See D.87-10-088 and D.97-12-105)  The ULTS Administrative Committee consists of five members with a representative from Pacific Bell, AT&T, California Telephone Association (CTA), and two members from community-based organizations (CBO).  The ULTS Administrative Committee currently employs a trustee to handle incoming and outgoing of funds, and full time external staff to handle the day-to-day activities of the program. 

In 1997, the Commission established the ULTS Marketing Board and formally adopted a charter for the Board in August 1998 (Resolution T-16176).  It is the ULTS Marketing Board’s responsibility to devise competitively neutral marketing strategies and to oversee the implementation of ULTS marketing campaigns.  The ULTS Marketing Board currently consists of 9 members, with 3 vacancies yet to be filled.  The 9 members are made up of 6 representatives from the telephone industry and 3 CBO members.   The Commission has also appointed a CPUC staff liaison to the Board.  The ULTS Marketing Board began operations in January 1998 on an approved budget of approximately $5.0 million.   This amount is included in the total ULTS budget.

C. 
Future Activities

The Universal Lifeline Telephone Service Marketing Board (ULTSMB) began its operations in January 1998.  In 1999, the funding for the ULTSMB was about $7.4 million, although the actual expense is estimated to be about $2 million, based on projected marketing activities in 1999.  The year 2000 budget amount recommended for Commission approval by resolution is $6.2 million, of which about $5 million is for interim marketing. Pending completion of a market study, the ULTSMB has awarded a contract to implement interim marketing campaigns in 1999-2000 pursuant to D. 98-10-050.  According to the interim marketing plan, the selected advertising agency will implement a comprehensive and competitively neutral ULTS marketing program.  The campaign is intended to inform, promote, and increase the awareness of the ULTS program, consistent with the goal of achieving a 95 percent telephone subscribership rate for all residential customer groups, particularly among qualified low income households in the state. 

The ULTSMB has recently developed a request for proposal (RFP) for a market assessment study of the ULTS demographics in California.  $1.0 million of the ULTSMB’s year 2000 budget is for this market study.  The information resulting from this study will be used to develop permanent marketing campaigns and ULTS outreach programs. 
II. California High Cost Fund-A
The California High Cost Fund (CHCF) was created by D.88-07-022 and implemented by D.91-05-016, as modified by D.91-09-042.  The CHCF was established in compliance with PU Code § 739.3 to provide a source of supplemental revenues to three mid-size and seventeen small LECs whose basic exchange access line service rates would otherwise be increased to levels that would threaten universal service.  D.94-09-065 changed the name from CHCF to CHCF-A.  D.96-10-066 created the California High Cost Fund B (CHCF-B) and included Pacific Bell, GTEC, and the three mid-size LECs in the CHCF-B for the purpose of determining universal service subsidy support.  D.96-10-066 maintained the CHCF-A for the 17 small LECs.  The CHCF-A continues to provide subsidy, when needed, to support the 17 small LECs today.

A. 
Finances

The California High Cost Fund-A (CHCF-A) was initially funded by an increment in Pacific’s intrastate carrier common line charge (CCLC) and administered by Pacific.  D.94-09-065 changed the funding source from an increment in the CCLC to an all end-user surcharge and reaffirmed Pacific as the administrator of the program.  The surcharge is billed and collected by telecommunications carriers who then remit the surcharge monies to the administrator.  Recognizing the special nature of the surcharge monies, Pacific set up a separate trust for the depository and custodian of the funds.  The CHCF-A Trust received tax-exemption from the Internal Revenue Service as an integral part of the Commission, a governmental agency.  The CHCF-A Administrative Committee is the current administrator of the CHCF-A, pursuant to D.96-10-066.  

The program payments to the 17 small LECs, the administrative budget, and the appropriate surcharge rate for the funding of the program are reviewed on an annual basis and approved by the Commission through resolution(s).  Table 2-3 below summarizes the program expenditures with costs broken down into program expenses and administrative expenses, and the applicable surcharge rates.  The expenditures for 1996 through 1999 are based on actual recorded data. Expenditures for 2000 are based on proposals submitted by the Administrative Committee as of November 1, 1999.   
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Table 2-6

($ in Millions)


Table 2-3
CHCF-A Program ($000s)


Program        Administrative           Total
         Surcharge


Expenses
Expenses         Program Cost
Rate
1996 (Actual)
$26,661
$239
$26,900
0.27%

1997 (Actual)*              $0
$101
     $101
0.00% 


1998 (Actual)         $1,248
  $45
  $1,293
0.00%

1999 (Actual)     
 $ 4,861
  $45    
  $4,906
0.00%

2000 (Est.)
 $ 6,631
  $35
  $6,596
0.00%


               *The general rate cases of the 17 small LECs in 1997 reset the CHCF-A support to zero. 

B.
Administration

Pacific administered the CHCF-A from inception of the program through December 1997 in accordance with D.88-07-022 and D.94-09-065.  In compliance with the Commission’s directive in D.96-10-066, the Commission staff took over the administrative control of the CHCF-A from Pacific effective January 1, 1998.  The Administrative Committee has been administering the CHCF-A since that date.  

D.98-06-065 changed the governance and operations of the CHCF-A.  This decision specified that the CHCF-A Administrative Committee consist of three Commission staff members appointed by the Executive Director plus one non-voting liaison appointed by the Director of the Telecommunications Division.   The Committee conducts its business in public meetings held usually once a month.  Discussion in the meetings often focuses on reviewing and approving expense payments, and reviewing financial status of the fund.

C. 
Future Activities


In compliance with D.98-06-065, the CHCF-A Administrative Committee will file a letter requesting the Executive Director to authorize an Invitation for Bid for the annual audit of the CHCF-A for year ending December 31, 1999.  In compliance with D.91-09-042, the 17 small LECs will file CHCF-A requirements for Year 2001 on or before October 1, 2000. In addition, in compliance with D.98-06-065, the CHCF-A Administrative Committee will file an annual report that contains: (a) a proposed budget for Year 2001; (b) the proposed adjustment to the CHCF-A surcharge, if applicable; and (c) a summary of activities during 2000 and a projection of activities and expenditures for 2001.

III. California High Cost Fund-B


The Universal Service Order (D. 96-10-066) established the California High Cost Fund-B (CHCF-B) program to provide universal service subsidy support in the high cost areas of the service territories of the five largest ILECs.
  Prior to the competitive environment, the carriers relied on subsidies from low cost urban areas and from non-basic services, such as toll and access, to fund the cost of providing universal service in high cost areas.  These subsidies have become less sustainable in a competitive environment.  The new funding mechanism (CHCF-B) allows the competitors of local exchange companies access to universal service funds where these carriers provide basic service in high cost areas. 


The funding for high cost areas for the present five local exchange carriers were derived through a series of steps.  One of the key components was the determination of the statewide costs of basic service through a proxy model. The proxy model adopted by the Commission was the Cost Proxy Model, which the Commission found appropriate for estimating the cost of providing basic service in California.


CHCF-B subsidizes the primary line (i.e. the first line) to residential households in high cost areas.  By subsidizing one primary line per household, the CHCF-B keeps the telephone rates affordable for those who live in high cost areas, as well as for the body of telecommunications customers obligated to support the fund.


The CHCF-B program is funded by an All End User Surcharge on intrastate billings.  D.96-10-066 established a 2.87% surcharge that was intended to raise $352.8 million per year to fund the CHCF-B program.  For 1999, the Commission adopted a surcharge of 3.8% and a budget of $446.1 million.

D. 98-09-039 partially implemented the CHCF-B through a self-funding mechanism since the trust account for CHCF-B had not yet been established.  Pacific, GTEC, GTEC-Contel, Roseville, and Citizens were allowed to offset their permanent rate reductions by monthly draws from the CHCF-B surcharge revenues they have been collecting since February 1997.  The permanent rate reduction for these carriers, except for Pacific, is a surcredit and this surcredit is based upon CHCF-B claims for the 12-month period ending July 31, 1998.  Pacific has implemented a permanent rate reduction in accordance with D.98-07-033. CHCF-B enables these carriers to reduce their rates for those services that implicitly subsidize residential service in high cost areas.  Other carriers have two years from September 1998 to implement a permanent rate reduction, instead of a surcredit, to offset the funding from the CHCF-B.

Each carrier, except Pacific, began monthly draws effective on December 15, 1998, based upon the claim for September 1998.  Pacific was able to begin its monthly draws on September 15, 1998, based upon its claims for June 1998.  Thereafter, each carrier will continue to make its draws on the 15th day of each calendar month for each claim filed for two months plus 15 days previously.   

Each carrier was allowed to draw from its accumulated CHCF-B surcharge revenues on the 15th day of each month if the CHCF-B Administrative Committee is unable to complete its review of that carrier’s timely submission of its CHCF-B claim.  However, if CHCF-B Administrative Committee later determines that the carrier is entitled to draw less than its claim amount, then the carrier will refund the amount (plus interest) that was disapproved by the CHCF-B Administrative Committee.  Currently, the carriers have to file CHCF-B claims from the CHCF-B Administrative Committee in order to receive the funds.

A.
Finance
The California High Cost Fund-B program was established in D.96-10-066 to provide universal service subsidies in high cost areas of the service territories of Pacific, GTEC, GTE-Contel, Roseville and Citizens.  The utilities have been collecting surcharge revenues from their end-users since the start of the program in February 1997.  By mid-October 1999, the Telecommunications Division had established and implemented the process of remitting the CHCF-B funds by the utilities to a trust account.  The Telecommunications Division staff, working with the Administrative Committee, has established trust arrangements for the handling of funds associated with the CHCF-B.  The Commission required the Administrative Committee to obtain IRS tax exemption for the funds collected as well as interest earnings on those funds.  Such tax-exempt status has been obtained from the IRS for CHCF-B.  

The CHCF-B surcharge for 1997 and 1998 was 2.87 percent and for 1999 the CHCF-B surcharge was 3.8 percent. For the year 2000, the Telecommunications Division has recommended Commission approval of a surcharge of 2.4% in a draft resolution.  The higher surcharge of 3.8% for 1999 was the result of the uncertainties of surcharge revenue funds that would flow into the trust.  One goal of the 1999 budget was to maintain a reserve balance of about two and one-half months in the amount of $90.1 million.  Table 2-4 below compares the CHCF-B 1999 projected actual fund activity with the comparable CHCF-B budgeted amounts that the Telecommunications Division has recommended for adoption in a draft resolution.





Table  2-4

($ in Millions)






1999
2000

Item 
Projected
Proposed


Actual
Recommended





Fund Beginning Balance
 $     (31.569)
 $       117.091 





Revenues
 $     580.748 
 $       465.153 

Program Expenses
        431.649 
          444.538 

Administrative Exp.
            0.163 
              1.610 

Total Expenses
 $     431.812 
 $       446.148 

Other Fund Adj.
          (0.276)
             (1.690)

Change to Reserve Balance
 $     148.660 
 $         17.315 

Projected Reserve Balance
 $     117.091 
 $       134.406 





B. 
Administration


The Commission set-up a Committee consisting of three Commission staff members appointed by the Executive Director plus one non-voting liaison appointed by the Director of the Telecommunications.  D. 98-06-065 adopted the governance and operations of the California High Cost Fund-B Administrative Committee.  The Administrative Committee conducts its business in public meetings held usually once a month discussing and reviewing claims submitted by the five carriers (Pacific, GTEC, GTE-Contel, Citizens, and Roseville), other monthly expenses, and the projected financial status of the CHCF-B fund.

C.  
Future Activities

As directed by the Commission, the five carriers have submitted claims up to October 1, 1999 for the California High Cost Fund-B (CHCF-B).  The CHCF-B Administrative Committee is reviewing these claims for approval.

The Administrative Committee has established a trust for the CHCF-B funds, and now will oversee the funds flow from over 1000 carriers and make payment of claims submitted by five carriers.  

In compliance with D.98-06-065, the CHCF-B Administrative Committee has filed a package that contains (a) a proposed budget for Year 2000; (b) the proposed adjustment to the CHCF-B surcharge; and (c) a summary of activities during 1999 and a projection of activities and expenditures for the coming year. 

Once the Administrative Committee approves the monthly claims, the five carriers will be filing Advice Letters implementing a three-month temporary surcredit equal to their draws from February 1997 up to August 1998.  Since Pacific has a decision approving a permanent rate reduction, the time period for the draws is from February 1997 to May 1998 while the other four carriers (GTEC, GTE-Contel, Roseville, and Citizens) will be from February 1997 to August 1998.

IV. California Teleconnect Fund


The Universal Service Order (D. 96-10-066) established the California Teleconnect Fund (CTF) program to provide discounted services to qualifying schools, libraries, hospitals, and community based organizations.  The CTF program is funded by an All End User Surcharge on intrastate billings.   D.96-10-066 established a 0.41% surcharge, which was intended to raise $50 million per year to fund the CTF discounts.  The Commission in Resolution T-16165, dated July 2, 1998, lowered the CTF surcharge from 0.41% to 0.05% based upon a letter request by the California Teleconnect Fund Administrative Committee to the Executive Director dated April 27, 1998.  


Table 2-5 below summarizes the surcharges since the inception of the CTF program in February 1997.
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CTF

Year

Surcharges

1997

0.410%

1998

0.410%

8/1/98

0.050%

1999

0.050%

2000 (est.)*

0.050%

*As recommended by the

  Administrative Committee



The lower surcharge of 0.05% is the result of the amount of claims submitted by the carriers for providing CTF services being below the $50 million limit established in the Universal Service Order.  Further, the carriers will be receiving funds from the federal e-rate program for providing certain discounted services to schools and libraries.  As of October 1, 1999, the CTF program had 2,525 applications from participating institutions that were recipients of CTF discounts.  The estimated level of CTF discounts as of that date was $27 million per year.  

A.  Finance 

The California Teleconnect Fund (CTF) program was established in D.96-10-066 to provide various discounted services to schools, libraries, hospitals, and community based organizations.  The utilities have been providing discounted services to those organizations requesting such services since February 1997.  Further, utilities have been collecting surcharge revenues from their end-users since the start of the program in February 1997.  However, the process of remitting the CTF funds by the utilities to a trust account was not established until the CTF Administrative Committee had obtained IRS tax exemption for the funds collected as well as interest earnings on those funds.  The Telecommunications Division staff, working with the CTF Administrative Committee has established the trust arrangement for the funds associated with the CTF, and remittances began to be processed on October 12,1999.

Table 2-6 summarizes the 1999 projected and 2000 amounts recommended for approval by the Administrative Committee.  [image: image9.wmf]Item 
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Table 2-6

($ in Millions)

The Administrative Committee as indicated on Table 2-6, projects an estimated fund balance of $30.7 million by the end of 1999, and a balance of $8.5 million by the end of 2000.  The projections for surcharge revenues and program payments including interest per D.98-01-023, are based upon the number of CTF applications filed for discounted services and the number of approved applications for discounted services for various organizations listed in D. 96-10-066.

B.  
Administration

The Commission set-up a Committee consisting of three Commission staff members appointed by the Executive Director plus one non-voting liaison appointed by the Director of the Telecommunications Division.  D. 98-06-065 adopted the governance and operations of the California Teleconnect Fund Administrative Committee.  The Administrative Committee conducts its business in public meetings held usually once a month discussing and reviewing expenses and the projected financial status of the California Teleconnect Fund.
C.  
Future Activities

The Administrative Committee has established a trust for the California Teleconnect Fund (CTF), effective October 1999.  Now that the trust is established, the Administrative Committee will oversee the fund flow from over 1000 carriers and make payment of claims submitted by 30 to 40 carriers.  

In compliance with D.98-06-065, the CTF Administrative Committee will file a package that contains (a) a proposed budget for Year 2001; (b) a proposed change to the CTF surcharge, if applicable; and (c) a summary of activities during 2000 and projection of activities and expenditures for the year 2001.  

In 1999, the CTF claim forms have been developed that carriers are to submit to the CTF Administrative Committee.  The claim forms include the federal e-rate amount received by qualified schools, libraries, and hospitals, for October 1997 claims and thereafter. 
V. Deaf & Disabled Telecommunications Program 

In compliance with state legislation (Public Utilities Code Section 2881) the Commission implemented three telecommunications programs for California residents who are deaf, hearing impaired and disabled.  The number of the enabling legislation commonly identifies these three programs.

Telecommunications Devices for the Deaf-Senate Bill 597  (1979)

This program provides for the distribution on a loan basis of telecommunications devices for the deaf (TDDs) to certified deaf and hearing-impaired telephone subscribers, to any school or organization representing the deaf or hearing-impaired and state agencies having significant contact with the public.  

California Relay Service-Senate Bill 244 (1983)

This program was implemented to improve communications potential for the deaf and hearing-impaired by providing them direct access to California’s public switched telephone network.  The California Relay Service (CRS) uses third-party intervention to provide 24-hour contact with any other telephone subscriber in the state.

Supplemental Telecommunications Devices for the Disabled-Senate Bill 60 (1985)

This program provides specialized telecommunications equipment to consumers with hearing, vision, mobility, speech and cognitive disabilities.  Examples of this equipment are amplifying devices, telephone ringer signals, automatic dialers, speakerphones and cordless phones.

These three programs are known as the Deaf and Disabled Telecommunications Program (DDTP).

A.  
Finance

The Public Utilities Code provides funding for the DDTP by a surcharge not to exceed one-half of one percent on intrastate telecommunications revenues billed.  The current 1999 surcharge is 0.18 %.  The surcharge rate for the funding of the DDTP was 0.25% for 1998, and 0.36% for 1997.   Table 2-7 summarizes the adopted DDTP budget for 1997 through 1999.  The surcharge for 2000 is currently under the review of the Telecommunications Division and has not yet been determined.







  Table 2-7

          DDTP Budgets

   (Dollars in Thousands)


Program Expense       Administrative Expense     Total Expense
1997(adopted)
  $ 35,677

$   2,089

$ 37,766

1998(adopted)     
     45,239

     3,482

   48,721

1999(adopted)           46,680               
     5,526                          52,206 

2000 (Proposed (1))   50,684

   16,343     

    67,027

(1) As requested by the DDTPAC

B. 
Administration 

The DDTP Administrative Committee (DDTPAC) implements the DDTP under direction of the Commission.  The DDTPAC has the responsibility to review and approve requests for reimbursement, invest excess funds, retain the services of a bank trustee, cause an annual audit of the financial statement, implement an outreach program and submit an annual budget to the Commission for approval. 

The DDTPAC is composed of 10 members: 3 telephone company representatives, 5 consumer representatives of the deaf and disabled community, one relay services provider representative, and 1 CPUC representative.  All are voting members.  

The DDTP also utilizes two advisory committees, the Equipment Program Advisory Committee (EPAC) and the California Relay Service Advisory Committee (CRSAC).  The Executive Director of the Commission appoints members of these committees.

EPAC is responsible for making policy recommendations to the DDTPAC regarding equipment and service quality in the equipment distribution program.  CRSAC monitors and evaluates the performance of the relay service, receives complaints from users, and makes recommendations to the DDTPAC on relay service policies.

C. 
Current and Future Activities

The DDTP currently has over 400,000 pieces of telecommunications equipment in service with consumers in California.  This equipment has been distributed pursuant to Telecommunications Devices for the Deaf  (SB 597) and Supplemental Telecommunications Devices for the Disabled (SB 60).  The DDTP also has a California Relay Service that is available 24 hours a day for deaf and hearing impaired to have direct access to the public switched telephone network.  The DDTP has an outreach program in order to reach and inform individuals in California who may have a need for the services from the DDTP.

The DDTP is in the process of a transition from the Local Exchange Companies’ purchasing equipment, providing outreach, and distributing the equipment.  Resolution T-16017 addresses centralization projects for the DDTPAC to implement.  The DDTPAC is now purchasing the required equipment.  Outreach specialists through the DDTPAC are handling most of the outreach for the DDTP.  The first part of the centralization project is to establish a database of all consumers being served by the DDTP.  The Commission approved a contract for this in May 1999.  The next part of the centralization project is to have a centralized call center.  The DDTPAC plans to file a contract to establish this part of the program for Commission approval in December 1999. The third part of the centralization project is for a centralized warehouse.  This part is currently in the solicitation phase.

Relevant Commission Decisions 

Resolution T-16209 dated October 22, 1998

A settlement agreement between DDTPAC and MCI

Resolution T-16207 dated October 22, 1998

Amended the Master Agreement for the California Relay Service (CRS). 

Sprint received an increase from $0.89 to $1.10 per conversation minute.

Sprint to provide at least $200,000 annually for outreach.

Sprint to have an in-state manager.

Sprint to provide service for the CRS for the entire period of the Master Agreement including any extensions.

Resolution T-16090 dated December 17, 1997

Adopted an interim 1998 budget of $48,720,453 for DDTP.

Resolution T-16084 dated September 3, 1997

Sprint provides relay service as a competitive provider.

Resolution T-16017 dated April 9, 1997

Ordered DDTPAC to do ten consultant projects.

Resolution T-15828 dated February 23, 1996

Approved an independent management of structure, practices and operations.

Decision 89-05-060 dated May 26,1989

Approved the current committee structure for the DDTP.

Established that the DDTP annual program budget be submitted to the Executive Director of the Commission and approved by Commission resolution.

VI. Telecommunications Devices Placement Interim Committee


Pursuant to Decision 97-12-104, effective December 16, 1997, the Commission established the Telecommunications Devices Placement Interim Committee (TPIC) to design and implement a program that provides for publicly available telecommunications devices capable of servicing the needs of the deaf or hearing impaired (program equipment) in existing buildings, structures, facilities, and public accommodations as required by Section 2881.2 of the Public Utilities Code.   Pursuant to Decision 98-12-073, effective December 17, 1998, the TPIC was funded by an incremental surcharge of 0.012% added to the existing Deaf and Disabled surcharge, but maintaining distinct and separate accounting procedures.  This decision also adopted 1998 and 1999 budgets of $104,050 and $1,686,608, respectively.  The purpose of this Committee is to serve in an advisory capacity to the Commission, in which the Committee shall make recommendations to the Commission. 

Subject to the direction, control, and approval of the Commission, the TPIC shall determine and specify locations within existing buildings, structures, facilities and public accommodations for the placement of program equipment; and, ensure consideration for the procurement, installation, and maintenance of the program equipment.

A. 
Finances

The Telecommunications Division recommended approval of an incremental surcharge of 0.005% for 2000, based upon budgeted program costs of $1,231,034.  The surcharge is incrementally added to the existing Deaf and Disabled surcharge, but maintained under distinct and separate accounting procedures.  

B. 
Administration

The TPIC Committee is composed of five (5) members including two (2) members representing the Payphone Service Provider Enforcement (PSPE) Committee; one (1) member representing the California Coalition of Agencies Serving the Deaf and Hard of Hearing Inc. (Coalition); one (1) member from the Deaf and Disabled Telecommunications Program Administrative Committee (DDTPAC); and a representative from the Telecommunications Industry Division that shall participate as a non-voting member.  The Commission may alter the composition of the Committee’s membership.

C.
Future Activities

The TPIC provides for the placement of Telecommunications Devices capable of serving the needs of the deaf or hearing impaired in existing buildings of public accommodations.  The primary objective of the TPIC is to determine and specify locations within existing buildings, structures, facilities, and public accommodations for the program equipment; to ensure consideration of for-profit and non-profit corporations for the placement, installation, and maintenance of the program equipment; and to seek cooperation of the owners, managers, and tenants of structures determined to be in need of the program equipment.

The TPIC’s current responsibilities include the following:

1)  Developing criteria for the determination and specification of locations throughout California that would benefit from the placement of TDD equipment for the use of the deaf and hearing impaired, to be approved by the Commission.

2)  Identifying statewide non-profit consumer organizations for the deaf or hearing impaired and sending notice to those organizations of the TPIC’s existence and purpose.

3)  Compiling a list describing the criteria used to select and describe prior locations by general description such as hotels, airports, etc.

4)  Using the Commission approved criteria to develop, for Commission approval, a priority list for the installation of equipment.

5)  Implementing an approved list for Commission Approval.

6)  Submitting a budget for Commission Approval.

7)  Recommending a surcharge rate needed to administer the program.

8)  Submitting monthly progress reports to the Commission’s Telecommunications Division Director.

This program is not intended to replace the requirements of the Americans with Disabilities Act (ADA) but to merely supplement them.

VII. Payphone Service Providers Enforcement (PSPE)


The California Public Utilities Commission (Commission) Decision No. 90-06-018, dated June 6, 1990, adopted as part of a settlement agreement (D.90-06-018, Appendix A), established the Customer Owned Pay Telephone (COPT) Enforcement Program to implement payphone tariff enforcement procedures. COPT was subsequently renamed the PSPE Committee and is funded by a surcharge, as authorized by the Commission, on the COPT lines.  Originally, the Commission ordered Payphone Service Providers (PSPs) to pay the surcharges on their COPT lines within the service territories of Pacific Bell and GTE California.  However, pursuant to Decision 98-11-029, effective November 5, 1998, the Commission expanded the enforcement program statewide to include all Local Exchange Carriers and established a $0.10 surcharge for the PSP Enforcement Program.  In addition, Decision 98-11-029 implemented a Public Policy Program, which provides for subsidizing payphones to the general public in the interests of public health, safety, and welfare where there would otherwise not be a payphone. 


The Committee advises and makes recommendations to the Enforcement Program for the enforcement of payphone consumer safeguards as required by CPUC guidelines.  The purpose of the PSPE Program is to enforce the tariffs, rules and regulations of the CPUC, including, but not limited to, signage requirements, rate caps for intraLATA, interLATA, and directory assistance calls within the State of California by inspecting pay telephones and by advising the Carriers to disconnect pay telephones not in compliance with their respective tariffs.

The Telecommunications Act of 1996 and implementing orders of the Federal Communications Commission in FCC Docket No. 96-128 imposed new requirements on the payphone operations of local exchange carriers (LECs.)   LECs’ payphone operations must subscribe to the same tariffed exchange access line services as independent PSPs subscribe.  Thereby, the carriers’ payphone operations are subject to the same obligations that apply to independent PSPs.  In the context of this important development, the Commission determined that this scope of the Enforcement Program and the Committee’s duties and responsibilities should be restated and confirmed through the adoption of a Charter.


The goals of the PSPE Committee are to 1) educate PSPs on the rules and regulations the Commission has established so that PSPs can comply with these requirements; 2) make recommendations regarding the enforcement of Commission established rules and regulations set forth in the tariffs of California telephone utilities and/or directed by Commission decision; and 3) educate consumers on matters related to payphone services.

Ordering Paragraph Number 2 of D.97-12-104, directed the PSPE Committee to submit a charter incorporating the responsibilities and instruction in that decision regarding issues such as contracting, per diem, expense reimbursement, indemnification, conflicts of interest, and compliance with the Bagley-Keene Open Meeting Act.  On September 17, 1998, Resolution T-16181 adopted the Charter for the PSPE Committee.

On December 2, 1999, the Commission is scheduled to vote on Resolution T-16363 to adopt a proposed budget and surcharge for the PSPE Committee.

Annual Surcharge Revenue:



             $326,085

            ($0.10 monthly surcharge per payphone line)

Annual Expenses:





$1,128,975

(Based on year 2000 Proposed Budget)

Total Number of Payphone Lines:


                  271,729

(Based on August, 1998 COPT Count)

Total Monthly Inspections:




         3,300

A.
Finances

Resolution T-16181 adopted on September 17, 1998, adopted a uniform monthly surcharge of $0.10 per payphone line through December 31, 1999.   Resolution T-16181 reduced the surcharge level to deplete a reserve.  However, the Committee filed for a new surcharge level on September 30, 1999 for the surcharge rate for the year 2000.  The proposed surcharge for the year 2000 remains at $0.10 per COPT line per month, and projected program expenses of $1,128,975.  Telecommunications Division has recommended approval of the PSPE Committee’s proposed budget and surcharge.

B.
Administration

The PSPE is administered by the PSPE Committee composed of eight (8) members including two members representing local exchange carriers; three (3) members representing different independent payphone provider associations; one (1) member from a consumer organization; one (1) member from the Commission’s Office of Ratepayer Advocates; and one (1) representative from the Telecommunications Industry Division that participates as a non-voting member.  The Commission may alter the composition of the Committee’s membership.

C. 
Future Activities

The PSPE Program provides ongoing inspections of pay telephones to ensure that they are in compliance with the Commission’s tariffs.  The Committee also provides education to PSP owners and operators, provides a hotline for consumer complaints, and educational information to consumers.

VIII. Public Policy Payphone Program (PPPP)


The California Public Utilities Commission (Commission) Decision 98-11-029, dated November 5, 1998, adopted procedures for the Public Policy Payphone Program.  The Public Policy Payphone Program provides payphones to the general public in the interest of public health, safety, and welfare at no charge at locations where there would otherwise not be a payphone.

Public policy payphones qualify as locations designated as an emergency gathering place, locations where residents cannot individually subscribe to telephone service because of unavailability of facilities, and there must be no other payphone located within 50 yards.

The Federal Communications Commission (FCC) deregulated payphones effective April 15, 1997, to promote competition among Payphone Service Providers (PSPs) and to encourage widespread deployment of payphone services to the benefit of the general public, as required by Section 276 of the Telecommunications Act of 1996.  The terms and conditions of this deregulation action are set forth in the FCC’s final rules in its investigation into Pay Telephone Reclassification and Compensation Provisions of the Act (FCC Docket No. 96-128, as adopted and released on September 20, 1996, and published in the October 7, 1996 Federal Register Volume 61, pages 52307 through 52325).

The FCC, consistent with Section 276(b)(2) of the Act, considered whether public policy payphones should be maintained and, if so, how to ensure that such payphones are supported fairly and equitably.  The FCC concluded that there is a need to ensure the maintenance of public policy payphones in locations where, as a result of competition and the elimination of subsides which helped to support such payphones in the past, there might not otherwise be a payphone.  

Although the FCC adopted specific guidelines to ensure that these payphones are funded fairly and equitably, it left the primary responsibility for administering and funding such payphones to the individual states.

The FCC, in furtherance of its statutory responsibility under Section 276(b)(2) of the Act, requires each state to review whether the state has adequately provided for public policy payphones in a manner consistent with FCC Docket No. 96-128.  It also requires each state to evaluate whether it needs to take any measures to ensure that payphones serving important public interests will continue to exist in light of the elimination of subsides and other competitive provisions, pursuant to Section 276 of the Act.

California has had a public policy payphone program in place since 1990, pursuant to Decision (D.) 90-06-018 (36 CPUC 2d 446 at 461 (1990)).  However, this program existed only in the service territories of Pacific Bell and GTE California Incorporated (GTEC).  Decision 98-11-029 expanded the public policy program statewide.

Ordering Paragraph No. 4 of Decision 98-11-029, directed the Payphone Service Providers Enforcement (PSPE) Committee to amend its charter to indicate its responsibility to manage the statewide enforcement program, if necessary.

Accordingly, the PSPE Committee will file an amended Charter, incorporating the responsibilities and instruction regarding issues such as contracting, per diem, expense reimbursement, indemnification, conflicts of interest, and compliance with the Bagley-Keene Open Meeting Act.

A. 
Finances

     Annual Surcharge Revenue:


$815,187

     ($0.25 monthly surcharge per payphone line)

     Annual Expenses:




$774,017

     (Based on year 2000 Proposed Budget)

     Total Number of Payphone Lines


271,729

     (Applicable to surcharge revenue)

B. 
Administration

The PPP Program is to be administered within the PSPE Committee composed of eight (8) members including two members representing local exchange carriers; three (3) members representing different independent payphone provider associations; one (1) member from a consumer organization; one (1) member from the Commission’s Office of Ratepayer Advocates; and one (1) representative from the Telecommunications Industry Division that participates as a non-voting member.  The Commission may alter the composition of the Committee’s membership.

C. 
Future Activities
The PPP Program will begin implementing a process to comply with the objective of Decision 98-11-029.  This will involve outreach and placement of Public Policy Payphones to qualified applicants who meet the specific criteria guidelines set forth by the Commission.
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� The five largest incumbent local exchange carriers (LECs) in California are Pacific Bell (Pacific), GTE California, Inc. (GTEC), GTE Contel of California (GTE Contel), Roseville Telephone Company (Roseville), and Citizens Telecommunications Company of California (Citizens).  All five LECs are regulated by the Commission’s New Regulatory Framework (NRF), which has replaced rate-of-return regulation with a system of price caps, earnings controls, and limited pricing flexibility.  The NRF is intended to improve incentives and to allow the utility to more effectively respond to competition.


� Petitions to Modify the Universal Service Decision, D.96-10-066, have been filed by Sprint and MCI.  Petitions seek to modify D.96-10-066, which says that “carriers providing local exchange residential service shall provide customers with a choice of flat or measured rate service” (App. B, rule 4).  The petition raises the issue of whether the universal service basic elements apply to all carriers in California. MCI and Sprint contend that the basic service elements should only apply to carriers electing to be a carrier of last resort (COLR) under rule 6.D of Appendix B and/or a carrier who wants to draw from the ULTS fund.  Petitioners argue that imposing the requirements on all local exchange telephone companies is contrary to the Commission’s local competition rules. 





� Changes in the settlement payments to the small LECs will be the subject of an application before the Commission during the year 2000. An application was filed in September 1999 to end pooling.  The aggregate impact on the CHCF-A of the application to end pooling is an estimated additional funding requirement of $37 million.





� The five largest incumbent local exchange carriers in California are Pacific Bell (Pacific), GTE California, Inc. (GTEC), GTE Contel of California (GTE Contel), Roseville Telephone Company (Roseville), and Citizens Telecommunications Company of California (Citizens).  All are regulated by the Commission’s New Regulatory Framework, which has replaced rate-of-return regulation with a system of price caps, earnings controls, and limited pricing flexibility in order to improve incentives and to allow the utility to more effectively respond to competition. 
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				Table 2-1

				Year		ULTS														Table  2-5

						Customers						Table 2-2								($ in Millions)						Table 2-5

						(Thousands)						Year		Surcharges				Item		1998		1999						CTF

																				Outlook		Adopted				Year		Surcharges

				1995		3,100						1995		0.030								Budget				1997		0.410%

				1996		3,050						1996		0.032												1998		0.410%

				1997		3,109						1997		0.032				Revenues		$391.90		$580.00				8/1/98		0.050%

				1998		3,215						1998		0.024												1999		0.050%

				1999		3,350						1999		0.0				Program Expenses		$411.00		$446.00				2000 (est.)*		0.050%

																										*As recommended by the

																		Adminstrative Exp.		$   0.02		$   0.15				Administrative Committee

																		Total Expenses		$411.02		$446.15

																		Reserve Balance		($43.55)		$90.12

																		Table 2-7

																				($ in Millions)

																		Item		1998		1999

																				Outlook		Adopted

																						Budget

																		Revenues		$   36.18		$   9.04

																		Program Expenses		$   18.66		$   23.75

																		Adminstrative Exp.		$   0.02		$   0.11

																		Total Expenses		$   18.68		$   23.86

						Table 2-8

				1997				Dollar Amount on										Reserve Balance		$   56.36		$   42.07

				Number of				a Monthly Basis

				Applications				(in $000)

		Schools		1,103				$1,110.7

		Libraries		201				$46.2

		CBOs		16				$0.4

		Hospitals		10				$5.5

				1998 (9/30/98)				Dollar Amount on

				Number of				a Monthly Basis

				Applications				(in $000)

		Schools		376				$234.8

		Libraries		90				$40.7

		CBOs		12				$0.5

		Hospitals		4				$1.5
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				Table 2-1

						ULTS

				Year		Customers

				As of Dec. 31,		(Thousands)						Year		Surcharges

				1995		3,100						1995		0.030

				1996		3,050						1996		0.032

				1997		3,109						1997		0.032

				1998		3,215						1998		0.024

				1999 (est.)		3,350						1999		- 0

				2000 (est.)		3,605

														0
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				1995		3,100						1995		0.030

				1996		3,050						1996		0.032

				1997		3,109						1997		0.032

				1998		3,215						1998		0.024
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