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REPLY COMMENTS OF

THE OFFICE OF RATEPAYER ADVOCATES 

I. INTRODUCTION

The Office of Ratepayer Advocates (ORA) hereby submits its Reply Comments pursuant to the November 15, 2001 Assigned Commmissioner’s Ruling Setting Workshop On Advisory Board Membership Issues And Addressing Process and Schedule For Resolving Other Outstanding Issues (ACR).  These comments are responsive to the Opening Comments of the Small Local Exchange Carriers (LECs)
, the California High Cost Fund (CHCF)-A, CHCF-B, and California Teleconnect Fund (CTF) Administrative Committees, and the Joint Opening Comments of Pacific Bell and Verizon. 

II. ISSUES

A. Budget Reserve

ORA concurs with the CHCF-A, CHCF-B and CTF Administrative Committees (the Committees) that it is difficult to accurately project claims filed by carriers 13 months in advance.  Hence, ORA agrees with the Committees that a budget reserve of ten percent (10%) of the total projected carrier claims for the CHCF-A, the CHCF-B, the CTF and the Universal Lifeline Telephone Service (ULTS) is reasonable.  (Opening Comments of the Committees, pp. 1-2.)  Furthermore, as stated by the Committees, the reserve should only be used for program payments filed by carriers and/or approved by the Commission. (Id.)  ORA, however, as stated in the Opening Comments, also believes that the Commission should direct the appropriate Commission staff to develop written guidelines on the process that the advisory boards should use to develop their budget projections.  ORA recommends that the Commission hold workshops to address the development of budgetary guidelines, if necessary. 

The three-month reserve recommended by the Small LECs and Pacific Bell and Verizon, on the other hand, is excessive.  This proposal is particularly excessive if ratepayers do not receive interest on fund balances in excess of program needs or if a management fee is assessed by the State based on fund balances.  

B. Audit

ORA supports the Committees’ recommendation on auditing.  The Committees recommend that at least three carriers be audited on an annual basis. (Opening Comments of the Committees, p. 2.)  ORA supports the Committees’ proposal, but further recommends that priority be assigned to audit at least two of the major carriers
 in any given year based on surcharges remitted from customers and claims paid out and that at least one, if not more, of the smaller carriers be selected at random for audit.  

Pacific and Verizon also recommend an annual audit, but believe it is not necessary to establish a formal audit schedule at this time.  (Joint Comments of Pacific and Verizon, p. 2.)  Rather, they state that any audit should be performed on an as-needed basis.  (Id.)  ORA disagrees.  In order for the Commission and the advisory boards to provide adequate oversight over the audit of these programs and funds, ORA believes a formal schedule should be established.   A formal audit schedule would ensure that an audit is conducted annually and is performed on a timely basis. 

The Small LECs do not support any audit.  They believe an audit would be an unnecessary use of Commission resources.  (Opening Comments of Small LECS, p. 5.)  To the contrary, audit is a necessary regulatory tool to ensure that the public purpose program rules are complied with and that the funds are spent appropriately. 

C.  Uniform Interest Rate

Comments of the Small LECs and the Joint Comments of Pacific Bell and Verizon raise some important issues regarding interest rate.  The Small LECs allude to a series of Commission decisions, which have created a patchwork of interest rates for delayed payments.  ORA believes this is an opportunity for the Commission to take a fresh look at the interest rate issue in light of Senate Bill (SB) 669 and October 1, 2001 transition of these funds to the State Treasury.  As ORA noted in its opening comments, many important administrative details of the post-October 1, 2001 SB 669 environment are still not generally known to parties and members of the public purpose program boards.  This issue is complex and additional factfinding should be done before establishing any uniform interest rate.  Threshold information required includes whether the funds receive interest (and, if so, how much and what basis) and whether this accrues to the funds to offset otherwise needed surcharges.  The history of the public purpose programs urges caution and highlights the need to be mindful of the importance of interest given the magnitude of dollars involved.  ORA recommends that the Commission provide an opportunity for additional comments once minimal threshold information or facts are available.

Pacific Bell and Verizon take no position on the interest rate issue, but recommend that, whichever rate is selected, it be used for both late payment of reimbursements and late payment of contributions. (Joint Comments of Pacific and Verizon, pp. 2-3.)  The Small LECs recommend that the 10% interest rate imposed on unpaid judgments in California be used.  (Comments of Small LECs, p. 4.)  As ORA understands it, the appropriateness of carriers receiving interest on public purpose program fund monies is predicated, at least in part, on the funds themselves earning interest.  Any late payment interest charge is intended to encourage timely remittance of surcharges collected from ratepayers to the funds.  This assessment should continue.  If interest is no longer earned on funds, the more appropriate and straightforward regulatory mechanism would be for carriers to no longer receive payment of interest on payments of their claims.  It is important not to confuse an incentive mechanism for timely remittance of collected surcharges with the fair rate of interest earnings for funds.  If the funds will no longer be paid interest as part of the State fund, then the fair rate of interest is zero.  In any event, interest paid should be no greater than interest earned by the fund.  ORA understands that this is generally consistent with the process and procedure prior to October 1, 2001.

If the Commission, however, decides to provide carriers interest for late payments, it should be no more than the three-month commercial paper rate.  The 10% interest rate recommended by the Small LECs is excessive.

III. CONCLUSION

The Commission should adopt ORA’s recommendations as stated above. 
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   Sue Ann Muniz

� Small Local Exchange Carriers include Calaveras Telephone Company, Cal-Ore Telephone Co., Ducor Telephone Company, Evans Telephone Company, Foresthill Telephone Co., Happy Valley Telephone Company, Hornitos Telephone Company, Kerman Telephone Company, Pinnacles Telephone Co., The Ponderosa Telephone Co., Sierra Telephone Company, Inc., The Siskiyou Telephone Co., The Volcano Telephone Company and Winterhaven Telephone Company.   


� Major carriers include incumbent local exchange carriers, interexchange carriers and wireless carriers.  
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