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March 30, 2001

Honorable Virginia Strom-Martin

State Capitol, Room 3146

Sacramento, CA 95814

RE:  Support, If Amended, AB 140

Dear Assemblymember Strom-Martin:

The Office of Ratepayer Advocates (ORA) supports the goal behind AB 140, but has concerns about the unrestricted use of California High Cost Fund-B (CHCF-B) funds to achieve that goal.  Although ORA strongly supports a program to bring telephone service to currently unserved areas, using CHCF-B funds is not the best funding mechanism and may adversely impact telephone service rates through a billing surcharge placed on the end user telephone bill.

Commission Decision (D.) 96-10-066 implemented CHCF-B to provide a subsidy to incentive regulated local exchange carriers and to “carriers of last resort”.  The purpose of the subsidy is to keep California’s residential access line rates affordable and prevent new market entrants from choosing to serve only the most lucrative areas of the state.  The decision also required carriers to take CHCF-B funds and apply them to Category I and II (monopoly and partially competitive) services, other than basic access service.  The reductions are achieved via a surcredit or competitively neutral permanent rate reductions.  These goals were seen as necessary since it was likely that competition would come to the high cost areas of the state last.  

Not only has competition not come to high cost areas of the state, but there has been no significant competitive pressure in the residential service market in ANY area of the state since D.96-10-066 was issued.  However, the size of the CHCF-B has ballooned during this time and several services have also been granted Category III.  That means that a large portion of CHCF-B draw is now flowing to services outside the Commission’s regulatory reach.  At the same time, rates for some flexibly priced services, such as Pacific’s Directory Assistance, have increased.  The effect of all this is to doubly burden residential customers who not only fund rate reductions to competitive services via the CHCF-B surcharge, but also pay higher rates for flexibly priced services.  The utilities have the best of both worlds; using their CHCF-B draw to keep rates for competitive residential services low enough to thwart competition in that market, while also receiving rate increases for their flexibly priced services.  Neither of these results comports with the decision’s stated purpose for the fund.

In a motion now before the Commission, ORA urged the Commission to open a triennial review of the CHCF-B.  The funding mechanism will likely be an item of review in the Commission’s triennial review of the CHCF-B. To tie the program proposed by AB 140 to the CHCF-B seriously impairs the Commission’s ability to change or eliminate a subsidy mechanism whose primary beneficiary can use the funds to ensure its continued monopoly status as residential service provider in its service territory.

ORA is fully committed to developing creative solutions to the problem of unserved areas in California, while meeting its responsibility to California ratepayers.  If the bill passes as currently written, millions more dollars could potentially flow to competitive services, keeping competitors out of the residential market well into the future.  This situation does not benefit a program whose aim is to bring service to all areas of the state where the need is greatest.  

ORA recommends deletion of CHCF-B as a funding mechanism for AB 140 and supports use of another explicit but separate funding mechanism.  Alternatively, ORA supports amending AB 140 to require an audit of the CHCF-B, including development of an updated statewide average cost.  During the CHCF-B audit period, funds for the rural telecommunications program would come exclusively from the CHCF-A, after all other CHCF-A program expenditures.  Once an audit has adjusted the CHCF-B budget for current costs and subsidy per line amounts, funds may be set aside for the rural telecommunications program.  In no event should more than 50% of the rural telecommunications program funds come from the CHCF-B.   

Please contact Linda Rochester of our staff at 415-703-1977 if ORA can be of any assistance in providing additional information or clarification regarding its position in this matter.

Respectfully,

Diana S. Brooks

Legislative Unit

415-703-1445

916-327-2453

cc:  Assemblymember Roderick Wright, Chair

      Assembly Utilities and Commerce Committee
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