



PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA



Telecommunications Division					RESOLUTION T-16244* Public Program Branch						December 3,  1998





R E S O L U T I O N





RESOLUTION T-16244.  ALL TELECOMMUNICATIONS CARRIERS.  ADMINISTRATIVE COMMITTEE  REQUEST FOR APPROVAL OF ITS 1999 BUDGET AND SURCHARGE FOR THE CALIFORNIA HIGH COST FUND-B PROGRAM.    



BY LETTER REQUEST TO THE EXECUTIVE DIRECTOR DATED OCTOBER 1, 1998 

_________________________________________________________





SUMMARY



On October 1, 1998, the California High Cost Fund - B (CHCF-B) Administrative Committee (AC) filed with the Executive Director of the Public Utilities Commission its 1999 budget.  The adopted budget will increase the All End User surcharge for 1999 from its current rate of 2.87% to 3.8%.  This resolution approves the 1999 budget of $446.15 million for the CHCF-B and the 1999 surcharge of 3.8%. 



BACKGROUND



The AC’s October 1, 1998, letter request seeks approval of its 1999 Budget and the increase of the CHCF-B surcharge from 2.87% in 1998 to 3.40% in 1999.  Even though the AC was not required by the Commission to submit its 1999 budget for the CHCF-B program, the AC filed this letter request in order to seek Commission approval for an increase in CHCF-B surcharge to 3.40%.  Further, this letter request is consistent with other public programs that were submitting 1999 budgets on October 1, 1998, for Commission consideration.  The AC indicated that its 1999 budget is an outlook and it is based upon a Pro-Forma outlook for years 1997 and 1998.  As of October 1, 1998, the program is only partially implemented as the establishment of the trustee functions is not yet completed.  



1.  Decision  96-10-066



Decision (D) 96-10-066 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, CHCF-B 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 which was intended to raise $352.8 million per year to fund the CHCF-B program.  





2.  Decision 98-06-065



D. 98-06-065, dated June 18, 1998, 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.  Nevertheless, the CHCF-B AC filed the letter request in order to increase the present surcharge of 2.87% to a 1999 proposed surcharge of 3.4% and to be consistent with the filing of proposed 1999 budgets by other telecommunications public programs.





Decision 98-09-39



D. 98-09-039 partially implemented the CHCF-B through a self-funding mechanism since the trust account for CHCF-B has not yet been established.  Pacific, GTEC, GTEC-Contel, Roseville, and Citizens will 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 approved 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, will begin its monthly draws on December 15, 1998, based upon the claim for September 1998.  Pacific is 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 is allowed to draw from its accumulated CHCF-B surcharge revenues on the 15th day of each month if the CHCF-B AC is unable to complete its review of that carrier’s timely submission of its CHCF-B claim.  However, if CHCF-B AC 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 AC.  





4.  CHCF-B Program Current Status



The CHCF-B program was established in D.96-10-066 to provide universal service subsidy in high cost areas of service territories of Pacific, GTEC, GTE-Contel, Roseville and Citizens.  The utilities have been providing services in high cost areas.  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 CHCF-B funds by the utilities to a trust account has not yet been established.  The Commission required the AC to obtain IRS tax exemption for the funds collected as well as interest earnings on those funds.  IRS tax exemption has been obtained.  The Telecommunications Division staff is working with the AC to issue an Invitation for Bid (IFB) in order to proceed to establish the trust arrangement for the funds associated with the CHCF-B.     



A preliminary estimate of the financial status of CHCF-B was projected by the AC as indicated on Attachment A.  This attachment displayed an estimated fund balance of ($43.5) M by the end of 1998.  Since the trust has not yet been established, the negative fund balance is based upon the estimated surcharge revenues and program payments for 1998.  These estimated surcharge revenues and program payments are projected based upon the number of remittance forms filed and the claims filed by the five carriers, respectively.  Once the trust is established and carriers remit funds, the actual financial status of the CHCF-B program will be known. 



5.  1999 CHCF-B Budget and Surcharge Level



Attachment A shows the proposed 1999 budget for the CHCF-B program.  The AC projects a revenue of $520.4 million for 1999, administrative expenses of $0.11 million for 1999, and program payments of $444.0 million for 1999 for subsidized services in high cost areas.  The estimated fund balance at the end of 1999 is $42 million which assumes a higher surcharge of 3.4%.  The AC indicates that if the surcharge of 3.4% is not adequate once the trust is fully implemented, AC will file a Letter of Request in 1999 seeking adoption of a revised budget and a revised surcharge.  



NOTICE/PROTESTS



Notice of  the Letter Request was published in the Commission Daily Calendar of October 6, 1998.  No protest to this Letter Request has been received. 



DISCUSSION



The Telecommunications Division recommends that the Commission adopt an amended 1999 CHCF-B budget of $446.15 million and a surcharge rate of 3.8%



1999 Budget



Attachment A sets forth the adopted 1999 budget of $444.15 million for the CHCF-B program.  The adopted amount compared to the AC proposed budget consists of an additional $0.030 million for the cost of implementing a trust, higher interest amount of $0.004 million associated with projected loans of $0.14 million from the CHCF-A program, and $2.0 million for estimated interest payments 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.   



It is estimated the AC will incur costs of $0.03 million for implementing the CHCF-B trust in 1999 including the preparation of IFB.  In addition, the adopted budget reflects the proposed $0.060 million for the estimated initial and ongoing costs of banking and trust fees to receive the funds collected and remitted by the carriers from the CHCF-B end-user surcharge.  The AC will need a further loan of about $0.140 million from the CHCF-A program to cover the implementation costs as well as the initial and ongoing 1999 banking and trust fees.

  

The 1999 adopted revenues of $580 million are about $188 million more than the 1998 outlook.  This increase of $188 million reflects the higher surcharge of 3.8% in 1999 as compared to 2.87% in 1998.  



The adopted 1999 program payments of $446 million are about $35 million more than the 1998 outlook.  This increase of $35 million consists of  $33.0 million for providing service to more customers in higher cost areas and $2.0 million for interest payments for claims not timely approved by CHCF-B AC once the trust is in operations by the end of first half of 1999. 



In future years if the budget resolution is not adopted by the Commission by the end of the prior year, then CHCF-B will have the continuous budget authority for expenditures based upon the last approved budget resolution.  Program payments to carriers should not be jeopardized if the budget approval process is delayed beyond the start of the new budget year.



1999 Surcharge Level



The adopted 1999 surcharge level is 3.8% which is estimated to result in a fund balance of $90.1 million at the end of 1999.  This fund balance of $90.1 million results in about two and one-half (2 ½) months of reserve for CHCF-B assuming the trust is established and in operation.  The adopted surcharge of 3.8% is higher than the AC’s proposal of 3.4% resulting in a fund of $32.7, a reserve of less than one month.  We believe the higher 3.8% surcharge is appropriate for 1999 only because of  uncertainties of surcharge revenue funds flow from carriers into the trust, once it is set-up in 1999.  First, there will be an initial lag in setting up the trust and collecting a full cycle of CHCF-B surcharges from all telecommunications carriers.  As with other Public Programs, carriers will be remitting their surcharge revenues to the CHCF-B trust 40 days after the end of the month for which the surcharge revenues are collected.  Second, there is no assurance of the estimated surcharge revenues which will be remitted from all carriers for 1997 and 1998 because of the number of reorganizations and bankruptcies that have occurred since February 1997.  Finally, if the current surcharge level of 2.87% is maintained in 1999, then the fund balance is estimated to be a negative $48.3 million, insufficient for the CHCF-B AC to approve all program payments in 1999.   Any lower amount than the adopted 3.8% surcharge level would not ensure that sufficient funds will exist to pay the CHCF-B claims during the inaugural year of the CHCF-B trust. We expect the reserve balance to be at one month for the year 2000 budget. 



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 of certain of these programs will be revised effective January 1, 1999.  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, 1998.  These advice letters which shall become effective January 1, 1999.



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



FINDINGS



The California High Cost Fund-B Administrative Committee’s proposed budget of $444.112 million is amended by $2.034 million to reflect the implementation costs of establishing a trust for the California High Cost Fund-B program, $2.0 million for interest payments to carriers for late payments of CHCF-B claims, and $0.004 million for additional interest for the loan from the California High Cost Fund-A program. 



A budget of  $446.146 million, as set forth in Attachment A, is adopted for 1999. 	  



A estimated reserve of $90.1 million is reasonable for the CHCF-B.



An increase in surcharge level to 3.8% is reasonable for the California High Cost Fund-B program in 1999.

 

The Telecommunications Division staff will work with the Administrative Committee to establish the California High Cost Fund-B trust in 1999.



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, 1998.  Such filings  which shall become effective January 1, 1999.



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

 

THEREFORE, IT IS ORDERED that:



A 1999 budget of $446.146 million, as set on Attachment A of this Resolution, is adopted for the California High Cost Fund-B program.



The 3.8% surcharge rate shall be applied to all surchargeable billings rendered on or after January 1, 1999 and continue until further revised by the Commission. 



All telecommunications carriers who are subject to the collection of California High Cost Fund-B surcharges shall collect a 3.8% surcharge on service rates 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.



All telecommunications carriers subject to 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, 1998.  The advice letter shall become effective on January 1, 1999.



All telecommunications carriers that are subject to the surcharges of 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, 1998.  The advice letters shall become effective January 1, 1999.



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



The Executive Director shall serve the Notice of Availability contained in Attachment B of this resolution to all telecommunications carriers and parties on the service list of 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 3, 1998.  The following Commissioners approved it:









__________________________________

WESLEY M. FRANKLIN

       Executive Director









	RICHARD A. BILAS

 	       President

	P. GREGORY CONLON

	JESSIE J. KNIGHT, Jr.

	HENRY  M. DUQUE

	JOSIAH L. NEEPER

	        Commissioners���ATTACHMENT A��������California High Cost Fund -B Program���������($$ in thousands)�����Line #� I t e m��1998�1999�1999�1999�����Outlook�Proposed�Budget�Adopted �����at 2.87 %�Budget�at 2.87%�Budget �����Surcharge�(3.4% Sur.)�Surcharge�(3.8 % Sur.)�����(A)�(B)�(C)�(D)��1�Projected Surcharge Revenue (See Note 1)�� $ 364,404 � $ 506,600 � $ 427,630 � $ 566,200 ��2�Projected Investment Income (See Note 2)��       27,520 �       13,760 �       13,760 �       13,760 ���    Total Revenues��    391,924 �    520,360 �    441,390 �    579,960 �����������CHCF-B  Program Payments:�������3�   Claim Payments��    411,000 �    444,000 �    444,000 �    444,000 ��4�   Interest  (See Note 3)��0�0�         2,000 �         2,000 ��5�      Total Program Payments ��    411,000 �    444,000 �    446,000 �    446,000 �����������Administrative Expenses::�������6�  Legal��12�10�10�10��7�  Annual Audit (See Note 4)��0�0�0�0��8�  Banking & Trustee Fees��0�100�100�100��9�  Implementation Cost (Trust)��0�0�30�30��10�  Interest Expense-Funds Advanced from CHCF-A  (See Note 5)��3�2�6�6��11�      Total Administrative Expenses ��15�112�146�146����������12�  TOTAL Expenses/Budget��    411,015 �    444,112 �    446,146 �    446,146 ������������������13�   Borrowed Funds from CHCF-A (See Note 6)��12�110�140�140����������14�Fund  Balance at the end of year

��     (43,545)�       32,703 �     (48,453)�       90,117 ���Note 1:  1998 revenues are based upon a 2.87 % surcharge. 1999 revenue amounts are surcharge rate noted in column heading.



���Note 2:   D.98-01-023 ordered carriers to invest the surcharge monies in interest-bearing accounts.

���Note 3:   Interest on CHCF-B claims not timely processed by CHCF-B committee .  



���Note 4:   The annual audit cost for 1999 will be included in the year 2000 program budget.

���Note 5:   D.98-01-023 ordered that interest be paid on funds advanced by the CHCF-A.

���Note 6: The amount loaned to CHCF-B/or to be loaned from CHCF-A

���



Attachment B











PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA



NOTICE OF AVAILABILITY

OF RESOLUTION T-16244







This is to notify you that Resolution T-16244 is available at Commission web site,www.cpuc.ca.gov.  This resolution adopted by the Commission at its regular meeting on December 3, 1998 increase the end-user surcharge for the funding of the California High Cost Fund - B from 2.87% to 3.8% for year 1999.



If Internet access is not available to you, you may obtain a hard copy of this resolution by contacting the Commission’s Telecommunications Division at 415-703-3051.



Resolution No. T-16244		December 3, 1998

Letter Request/MHM 
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