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R E S O L U T I O N
RESOLUTION T-16365.  ALL TELECOMMUNICATIONS CARRIERS.  ADMINISTRATIVE COMMITTEE REQUESTS APPROVAL OF ITS YEAR 2000 BUDGET AND SURCHARGE RATE FOR THE CALIFORNIA HIGH COST FUND-B PROGRAM.    

BY LETTER REQUEST TO THE EXECUTIVE DIRECTOR DATED SEPTEMBER 30, 1999. 

_________________________________________________________

SUMMARY
On September 30, 1999, the California High Cost Fund - B (CHCF-B) Administrative Committee (AC) filed with the Executive Director of the Public Utilities Commission its year 2000 budget.  The adopted budget will decrease the All End User surcharge rate to 2.6% in year 2000 from the current rate of 3.8% in 1999.  This resolution approves for the year 2000 a budget of $502.801 million and a surcharge rate of 2.6% for the CHCF-B. 

BACKGROUND
The AC’s September 30, 1999 letter request seeks approval of its year 2000 Budget and a CHCF-B surcharge of 2.4% for the year 2000, a decrease of 1.4% from the 1999 level of surcharge level of 3.8%.  This budget request was filed in compliance with Ordering Paragraph 24 of D.98-06-065.  Further, this letter request is consistent with similar requests for other public programs that have submitted year 2000 budgets for Commission consideration.  The AC indicated that its year 2000 budget is a forecast that is based upon an estimated/reported outlook for year 1999 and projected fund flows and expenses for the year 2000.  As the last phase relating to the establishment of a trust account with Bank of America for CHCF-B was adopted by the Commission in September 1999, the carriers are now depositing CHCF-B surcharges and associated interest income held by the carriers from February 1997 to September 1999.  All carriers were required to deposit these funds by November 12, 1999.  Further, carriers are required to deposit in December 1999 the ongoing remittance of CHCF-B surcharge revenues beginning with the surcharge revenues billed by the carriers during October 1999.

1.  Decision 96-10-066

In Decision (D) 96-10-066, the Commission established the CHCF-B program to provide universal service subsidy support in the high cost areas of the service territories of Pacific Bell (Pacific), GTE California, Inc. (GTEC), GTE Contel of California (GTE-Contel), Roseville Telephone Company  (Roseville), and Citizens Telecommunications Company of California (Citizens).  Further, the CHCF-B program enables these carriers to reduce their rates for those services that implicitly subsidize residential service in high cost areas.  The CHCF-B program is funded by an All End User Surcharge on intrastate billings.  D.96-10-066 established a 2.87% surcharge rate that was intended to raise $352.8 million per year to fund the CHCF-B program.  

2.  Decision 98-06-065
In D. 98-06-065, the Commission established the requirement for the AC to file its proposed budget and adjustment to the surcharge level for the following calendar year for the CHCF-B program by October 1 of each year.  However, Ordering Paragraph 24 of D.98-06-065 delayed this requirement until October 1, 1999.  Pursuant to Ordering Paragraph 24 of D.98-06-065, on September 30, 1999, the AC filed its CHCF-B program budget and surcharge level for the year 2000.
3.  Decision 98-09-39

In D. 98-09-039, the Commission partially implemented the CHCF-B through a self-funding mechanism since the trust account for CHCF-B was not established in 1998.  Pacific, GTEC, GTE-Contel, Roseville, and Citizens have been offsetting 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 that is based upon filed 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.

Each carrier, except Pacific, began its monthly draws 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 continued 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 the claim amounts from its accumulated CHCF-B surcharge revenues on the 15th day of each month even if CHCF-B AC was unable to complete its review of that carrier’s timely submission of its CHCF-B claim along with supporting documents and workpapers.  However, if CHCF-B AC later determines that the carrier is entitled to draw less than its claim amount, then the carrier is required to refund the amount (plus interest) that was disapproved by the CHCF-B AC.  

4.  Administrative Law Judge Ruling Establishing Reporting Requirements For Carriers of Last Resort

Administrative Law Judge (ALJ) Kenney issued a ruling, dated April 28, 1998, establishing the reporting requirements for carriers of last resort (COLR).  Each COLR was required to maintain  detailed record supporting its claims for a period of 36 months following the submittal of its claim forms.  COLRs have been amending their initial claims. We will now clarify that the record retention period for CHCF-B claims will be three years after the filing of the last amended claims by COLRs.

5.  CHCF-B Program Current Status

The CHCF-B program was established in D.96-10-066 to provide a universal service subsidy in high cost areas of the service territories of Pacific, GTEC, GTE-Contel, Roseville and Citizens.  These utilities have been providing services in high cost areas in their respective territories.  Further, these five utilities and other carriers have been collecting CHCF-B surcharge revenues from their end-users since the start of the program in February 1997. 

The last phase of establishing the trust account with Bank of America for the CHCF-B program and requiring carriers to deposit CHCF-B funds was completed in September 1999.  The Commission, in Resolution T-16331, dated September 2, 1999, adopted the agreement between the AC and Bank of America for the trust account with Bank of America for CHCF-B. 
 ALJ Kenney, in consultation with the assigned Commissioner, issued a ruling instructing when, where, and how to deposit CHCF-B surcharge revenues and associated interest income into the trust account with Bank of America no later than November 12, 1999.
  The surcharge revenues represent the amounts collected by carriers since February 1997 and held from February 1997 to September 1999.  Further, carriers are required to deposit ongoing remittance of CHCF-B surcharge revenues beginning with the surcharge revenues billed by the carriers during October 1999.

The AC, as indicated on Attachment A of this resolution, projected a preliminary estimate of the financial status of CHCF-B.  This attachment displays an estimated fund balance of $117.4 million by the end of 1999.  Since the CHCF-B fund flow from carriers is now being deposited into the trust account, the AC indicated that the fund balance for year end 1999 is estimated based upon the reported surcharge revenues to date, projected associated interest income and program payments filed by carriers to date in 1999.  The surcharge revenues are projected based upon the surcharge revenues reported to date by a majority of carriers, while the program payments represent the claims filed to date by the five carriers.  The AC stated once the carriers have deposited surcharges revenues and associated interest into the trust account by November 12, 1999, then the financial status for CHCF-B program for year end 1999 fund balance will be more reflective of the actual state of the fund. 

6.  Senate Bill No. 669

The enactment of  Senate Bill No. (SB) 669  requires CHCF-B program funds to be deposited into the State Treasury.
  The implementation of SB 669 will be detailed in a report that will be submitted to the Governor and the state Legislature on or before July 1, 2000.  We envision that this report will address a transition plan for the transfer of the funds to the State Treasury for all telecommunications public programs, and will include the adopted CHCF-B program budget for calendar year 2000 and fiscal year 2000-2001 as well as a timeline for submitting budgets for fiscal year 2001-2002 and future fiscal budget years for each program.  Further, the bill requires the Commission to conduct a financial and compliance audit of these public program-related costs and activities at least once every three years, beginning on January 1, 2000.

7.  Year 2000 CHCF-B Budget and Surcharge Level
Attachment A of this resolution sets forth the proposed year 2000 budget for the CHCF-B program.  The AC projects revenue of $465.153 million, including associated investment income, for year 2000; administrative expenses of $1.610 million for year 2000; and program payments of $444.538 million for year 2000 for subsidized services in high cost areas.  In addition, the AC included $1.610 million for Pacific's rate rebalancing.  However, the AC did not include in the year 2000 program budget the impact in the Federal offset for universal services. The estimated fund balance at the end of year 2000 is $134.659 million, which assumes a lower surcharge rate of 2.4%.  The estimated end of the year fund balance of $134.659 million represents approximately three months of fund reserve.  This reserve amount will be needed to provide funds to cover possible changes in the Federal offset computations and other program costs of the CHCF-B program in 2000,
 as well as the possibility of lower than  projected amounts  being deposited in the trust account by the carriers.  The AC also noted that should there be a need to adjust the 2.4 % surcharge rate, the AC will file an amended budget and proposed revised surcharge rate.   
NOTICE/PROTESTS
Notice of the AC’s budget Letter Request was first published in the Commission Daily Calendar of October 1, 1999.  No protest to this Letter Request has been received. 

DISCUSSION
The Telecommunications Division recommends that the Commission adopt the AC’s proposed budget for year 2000 consisting of $447.801million in expenses, year-end fund balance of $134.659 million, and the surcharge rate of 2.4%.  

1.  Year 2000 Budget Expenses
Attachment A of this resolution sets forth the adopted year 2000 budget of $502.801 million in expenses for the CHCF-B program.  The adopted expense amount consists of $444.538 million in program payments; $1.0 million for program/financial, claims and remittance audits; $0.600 million in banking and trust fees;  $1.653 million for Pacific’s rate rebalancing
; $55 million estimated for possible reduction in Federal support for carrier common line charge,
 and $0.010 million for a miscellaneous administrative expense. 

The adopted year 2000 program payments of $444.538 million are about $1.5 million less than the 1999 adopted payments, and about $12.9 million more than the reported/estimated payments for 1999.  The higher amount of $12.9 million in 2000 than the 1999 reported/estimated amount reflects a growth in access lines in year 2000 for the five carriers. The program payments include $2.0 million for estimated interest payments in year 2000 to carriers for claims not approved in a timely manner by the CHCF-B AC due to the limitation of staff resources in the Telecommunications Division.

The adopted year 2000 audit amount of $1.0 million represents $100,000 for a program/financial audit, $400,000 for claims audits, and $500,000 for carrier remittance audits.  These audits of the program-related costs and activities are needed in order to ensure the financial integrity of the CHCF-B program. 

The adopted trust fee of $600,000 represents the estimated costs for banking activities for lock-box and commercial operations, and investment and trust fees for CHCF-B in the year 2000.  This adopted budget amount for trust fees is the same amount discussed by the Commission in Resolution T-16331, dated September 2, 1999.   In Resolution T-16331, the Commission adopted an estimated amount of $600,000 for the initial and ongoing costs of banking activities and investment and trust fees for CHCF-B program.

2.  Year 2000 Surcharge Rate Level and Year-End Fund Reserve Balance

The adopted year 2000 surcharge rate is 2.6%, which is estimated to result in a fund balance of $127.082 million at the end of 2000.  This fund balance of $127.082 million results in about three months of reserve for CHCF-B.  Since the trust account was recently implemented, we believe the 2.6% surcharge rate and a reserve fund balance of $127.082 million, or about three months reserve, are appropriate for year 2000.  Also, there are uncertainties concerning any other changes in Federal support for universal services  as well as the possibility of lower than estimated surcharge revenue fund flows from carriers into the trust account in year 2000.  There is no assurance the estimated surcharge revenues will be remitted from all carriers for year 2000  because of  possible carrier reorganizations and bankruptcies in year 2000.  
 Any surcharge that is lower amount than the adopted 2.6%  level would not ensure that sufficient funds would be available  to pay the CHCF-B claims during the inaugural year of the CHCF-B trust in 2000.  We expect the need for lower budget reserve requirements in future budgets as we gain additional actual experience from our full implementation of the CHCF-B fund.

The year 2000 adopted revenues of $475.758  million are about $124 million less than the 1999 reported/estimated outlook.  The decrease of $124 million reflects the lower investment income and lower surcharge rate of 2.6% for the year 2000 as compared to 3.8% in 1999.   The higher billing base in year 2000 slightly offset the lower surcharge rate  in year 2000.  

3.  Future Budget Filings 

SB 669 will change the filing requirements for proposed budget and surcharge levels.  First, we believe that future budgets must be  equivalent to State of California  fiscal year budget basis, not on the present calendar year basis, in order to conform to the State Budget process.  Second, fiscal year budgets will need to be presented for Commission approval at least one year in advance of the beginning of the budget year.  The Commission will have to present a Budget Change Proposal for each program budget to the California Department of Finance (DOF) by September 1.  SB 669 allows the Commission only 90 days to approve a program budget after filing of such a budget by the AC and before submission of the adopted budget to the DOF.  In order for the Commission to fulfill this obligation in a timely manner in year 2000, the CHCF-B AC must file a proposed budget and a proposed surcharge level for fiscal year 2001-2002 for Commission approval by or before June 2, 2000.
  We will also require the AC to file a proposed six-month budget and a proposed surcharge rate for the period of January 2001 through June 2001 by March 1, 2000.  The Commission’s adopted six-month budget can then be included as part of the fiscal year 2000-2001 budget in the Commission’s implementation report to the Governor and the state Legislature on July 1,2000. 

The Commission will provide further guidance and direction for future fiscal year (2002-2003 and thereafter) budget filing requirements.   

In future years under the provisions of SB 669, if the State budget including spending authority for CHCF-B funds are not adopted by the Legislature and signed by the Governor by the beginning for fiscal year, then CHCF-B funds will not be paid out even if the associated claims are approved by the AC.  Program payments to carriers may be jeopardized if the State budget approval process is delayed beyond the start of the new budget year.

4.  Notice to Other Carriers & Advice Letter Filing

In Resolution T-15558 (dated June 8, 1994) we waived the notice requirements of General Order 96-A, Section III, G.1, to furnish competing utilities either public or private with copies of related tariff sheets. We did so because it did not appear to be in the public’s interest for each utility to send and receive over two hundred notices advising them of regulatory changes about which they already know.  Since that time nothing has happened to change our opinion, so we will waive this notice requirement for tariff changes which comply with this resolution.

The Telecommunications Division oversees the administration of eight public programs.  The surcharge rates for some of these programs will be revised effective January 1, 2000.  For administrative efficiency, we will allow all telecommunications utilities that are subject to the surcharges for these various programs to file concurrently revised tariff schedules in compliance with resolutions and decisions revising these surcharges in accordance with the provisions of G.O.96-A on or before December 23, 1999.  These advice letters shall become effective January 1, 2000.

5.  Notice of Availability of Conformed Resolution
In the past, the Commission has served a hard copy of this resolution on all telecommunications carriers and parties on the service list of I.95-01-021.  To be consistent with the Commission’s commitment to utilize the  Internet for distributing Commission orders and information, the Executive Director shall serve a Notice of Availability as contained in Attachment B of this resolution on all telecommunications carriers and all parties on the service list of I.95-01-021.  This notice is to inform parties that a copy of this resolution is available at the Commission’s web site, www.cpuc.ca.gov.

COMMENTS
The draft resolution of the Telecommunications Division in this matter was mailed on November 2, 1999 in accordance with PU Code Section 311(g) to the parties of record in R.95-10-020 and I. 95-01-021.  A letter was mailed to all telecommunications carriers advising them of the availability of this draft resolution in the Commission’s web site, www.cpuc.ca.gov.  Telecommunications Division received one untimely comment from a carrier.

FINDINGS

1.   A budget for the year 2000 of $502.801 million, as set forth in Attachment A of this resolution, is reasonable and should be adopted. 
  

2.  An estimated reserve of $127.082 million for the year 2000 budget is reasonable for the CHCF-B and should be adopted.

3.  A surcharge level of 2.6% is reasonable and should be adopted for the California High Cost Fund-B program beginning on January 1, 2000.

4.  Senate Bill 669 will require CHCF-B and other program funds to be deposited into the State Treasury.  

5.  The implementation of SB 669 will be detailed in a report that will be submitted to the Governor and the state Legislature on or before July 1, 2000.

6.   SB 669 will change the future filing requirements for proposed program budgets and surcharge levels equivalent to State of California  fiscal year budget basis from a calendar year basis.

7.  The California High Cost Fund-B Administrative Committee should file a proposed six-month budget, from January 2001 through June 2001, and surcharge rate for the same time period by March 1, 2000.   

8.  The California High Cost Fund-B Administrative Committee should file a proposed fiscal year 2001-2002 budget for Commission approval by or before June 2, 2000. 

9.  Carriers of last resorts are required to retain all records related to its California High Cost Fund-B claims for a period of 36 months.

10.   Carriers of last resort have amended their California High Cost Fund-B claims.

11.   A record retention of not less than 36 months after the filing of last amended claims by carriers is reasonable.

12.  For administrative efficiency, it is reasonable to allow all telecommunications utilities that are subject to the various public program surcharges to file concurrently revised tariff schedules in compliance with the resolutions and decisions revising these surcharges in accordance with the provisions of G.O. 96-A on or before December 23, 1999.  Such filings  shall become effective January 1, 2000.

13.  The Commission is committed to utilize the  Internet for distributing Commission orders and information.

THEREFORE, IT IS ORDERED that:
1.  A year 2000 budget of $502.801 million, as set on Attachment A of this Resolution, is adopted for the California High Cost Fund-B program.

2.  A 2.6% surcharge rate to fund the California High Cost Fund-B program shall be applied to all-surchargeable intrastate billings rendered on or after January 1, 2000.  This surcharge rate shall continue until further revised by the Commission. 

3.  All telecommunications carriers who are required to the collect the California High Cost Fund-B surcharges shall collect a 2.6% surcharge on service rates and charges of all intrastate end user services, except for those that have been specifically excluded, to fund the California High Cost Fund-B program.  The combined California PUC Telephone Surcharge Transmittal form currently in use shall be revised to reflect this surcharge.  The Telecommunications Division shall post this resolution on the Commission web site (www.cpuc.ca.gov) within 5 business days from the effective date of this resolution.

4.  All telecommunications carriers who are required to collect the California High Cost Fund-B surcharge shall file revised tariff schedules by advice letters in accordance with the provisions of General Order 96-A on or before December 23, 1999.  The advice letter shall become effective on January 1, 2000.

5.  All telecommunications carriers who are required to collect the surcharges for  the various public programs may concurrently file revised tariff schedules in compliance with the resolutions or decisions revising these surcharges by advice letters in accordance with the provisions of General Order 96-A on or before December 23, 1999.  The advice letters shall become effective January 1, 2000.

6.  The California High Cost Fund-B Administrative Committee shall file a proposed six-month budget (from January 2001 through June 2001) and a proposed surcharge level by March 1, 2000.

7.  The California High Cost Fund-B Administrative Committee shall file a proposed budget and surcharge level for fiscal year 2001-2002 by June 2, 2000. 

8.  All carriers of last resorts shall retain all records relating to their California High Cost Fund-B claims 36 months after the filings of their last amended claims.

9.  All Local Exchange Companies and Interexchange Companies are granted an exemption from the noticing requirement of General Order 96-A, Section III, G.1 for surcharge changes resulting from this resolution only.

10.  The Executive Director shall serve the Notice of Availability contained in Attachment B of this resolution on all telecommunications carriers and parties on the service list of R.95-10-020 and I.95-01-021.  

This Resolution is effective today.

I hereby certify that this Resolution was adopted by the Public Utilities Commission at its regular meeting on December 2, 1999.  The following Commissioners approved it:

__________________________________

WESLEY M. FRANKLIN

       Executive Director








RICHARD A. BILAS








       President








HENRY M. DUQUE








JOSIAH L. NEEPER








JOEL Z. HYATT








CARL W. WOOD








       Commissioners

�   The Commission in Resolution T-16331, dated September 2, 1999, adopted agreements for the trust accounts and other banking services for the CHCF-B and the California Teleconnect Fund (CTF) with Bank of America and Union Bank, respectively. 


�  ALJ Kenney’s ruling also instructed carriers to deposit CTF funds into a trust account with Union Bank. 


�   Senate Bill No. 669 affects CHCF-B and five other public program funds.


�  The Commission in D.96-10-066 required a review of the CHCF-B program every three years.


�  On July 1, 1999, Pacific filed AL No. 20400 to replace certain of Pacific’s permanent tariff Rule No. 33 surcredits with permanent reductions to its tariffed rates and charges.  Included in these rate reductions are reductions in the tariffed rates for basic residential exchange access service.  These rate reductions for basic residential service are estimated to result in increased claims by Pacific Bell from the CHCF-B fund of approximately $1.653 million.  AL No. 20400 was filed to comply with D.89-10-031, D.94-09-065, and Resolution T-16265.





� FCC Docket 96-262, First Report and Order, released 5/16/97. Reference 97-158, FCC 97-158.  The $55 million is estimated for year 2000 based upon claims filed in year 1999.


�  The Commission in Resolution T-16331 adopted $600,000 for the initial year of trust operation for CHCF-B program starting on or about November 1, 1999.  Telecommunications carriers wereare required to deposit no later than November 12, 1999 into the Bank of America trust account CHCF-B funds collected from February 1997 to September 1999 from their end-users.  In the same resolution, the Commission adopted $135,000 for the initial year of trust operation for CTF program.


�  As instructed by ALJ Kenney’s Ruling, carriers have deposited CHCF-B fund into Bank of America trust account.  The adopted beginning and year end fund reserve balances for year 2000 have been adjusted to reflect the amount deposited by the carriers.


�  June 3, 2000 is Saturday thus June 2, 2000 is set as the filing date of each program budget.
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