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The Office of Ratepayer Advocates (ORA) submits this Motion for a Ruling Requiring Expedited Review of the Cost Proxy Model (CPM) Results, as contemplated in D.96-10-066.  The Commission is likely to extend to competitors purchasing unbundled network element (UNE) loops access to the California High Cost Fund B (CHCF-B) as part of the geographic deaveraging of UNE loops in I.00-03-002.  In order to ensure that the CHCF-B subsidy is working as intended, the Commission expeditiously should review the CPM results.

I. INTRODUCTION

In D.96-10-066, the Commission adopted the CPM to develop the cost of providing basic service to all residential customers in California.  (D.96-10-066, 
8 CPUC 2d 524, 661, Ordering Paragraph 8.)  The Commission concluded that it was necessary to rerun the CPM periodically using the actual reported line counts.  (Id. at 692, Finding of Fact 183.)  The Commission also required a review for geographical placement and mathematical errors.  (Id. at 662, Ordering Paragraph 8(l).)

The Commission also described the scope of its planned triennial review of the CHCF-B:

We believe that a review of the subsidies generated by the CHCF-B fund should take place.  The review of the CHCF-B funding mechanism will ensure that the overall size of the fund is within reason, and that it will be adjusted as competition and technology evolve.  By conducting such a review, the need for ongoing high cost area support may be reduced over time.  The CHCF-B surcharge should also be recalculated each year to account for changes in the billing base.

Due to the entry of new competitors, and the use of this untested CHCF-B fund mechanism, a review of the fund should take place in three years.  [Footnote omitted]  Three years should give us sufficient time to determine whether new entrants are willing to serve high cost areas of the state with the subsidies provided.  This initial review will give us the opportunity to adjust the CHCF-B fund.  Subsequent reviews will take place every three years thereafter.  .  .  

With a subsidy mechanism in place, an auction mechanism appears to be the most efficient mechanism for reviewing the subsidy amounts in the future.  By the time the three year initial review comes up, new entrants may have entered the markets and gained experience regarding the cost of providing residential basic service in high cost areas.  A properly structured auction mechanism could drive down the cost of the subsidy for high cost areas if a more efficient provider exists in a particular GSA.  The CPM proxy costs will remain the basis of the subsidy calculation until an auction for that particular GSA has been initiated by a request and completed.  (D.96-10-066, 68 CPUC 2d 524, 632-633.)

It is clear that the Commission intends to undertake a review of the CHCF-B this year or early next year.  (See generally Resolution T-16430, pp. 6-7.)  However, the Commission should review the CPM results using current access line data and look at geographical placement, as contemplated in D.96-10-066, in advance of the triennial review in order to ensure that the CHCF-B is working as intended.  The Federal Communications Commission recognized the impact of geographic deaveraging on universal service in its Stay Order when it afforded states the opportunity to consider the ramifications of deaveraging on universal service support.  (Stay Order, In the Matter of Implementation of the Local Competition Provisions of the Telecommunications Act of 1996; Deaveraged Rate Zones for Unbundled Network Elements, CC Docket No. 96-98, released May 7, 1999, ¶ 6, 14 FCC Rcd 8300.)  This Commission also should reexamine CHCF-B offsets for CLECs, as intended in D.96-10-066.  (D.96-10-066, supra at 616.)  Currently, CLECs are not required to offset any CHCF-B draw.

II. THE OPERATION OF THE CHCF-B APPEARS TO BE FLAWED

The Commission should review the CPM results to ensure that the CHCF-B is working as intended.  ORA’s preliminary analysis of the operation of the CHCF-B subsidy raises the concern that it is not supporting high cost areas.  In I.00-03-002, ORA reviewed the high cost census block groups (CBG) derived in this proceeding, compared them to the zones derived from the wire center cost data model used in OANAD, and found approximately two thirds of the high cost CBGs in Pacific's territory are served by low cost wire centers.  ORA attempted to compare data and analysis results with the CPM.  However, the CPM’s licenses have expired and have not been renewed by Pacific or the Commission.
  In addition, the model inputs apparently no longer exist.

ORA’s findings further suggest that the actual cost per line in the affected CBGs is reduced as the number of access lines increases.  Twenty one percent of the CBGs in 
urban/suburban areas currently show per line costs between $20.30 and $22.00.  Many 

of these CBGs could lose their high cost status if current access line numbers were run through the CPM.  CBGs could experience reduced subsidies and result in an overall reduced subsidy to Pacific alone of between $50 and $75 million.  Unfortunately, ORA is unable to validate this hypothesis because of the lack of access to the CPM.

ORA’s analysis revealed a positive relationship between access line growth and high cost CBGs, income and access line growth, and income and high cost CBGs.  High cost census block groups are exhibiting high demand for telecommunications services.  Subsidizing what appears to be low cost service is not only contrary to the intended purpose of the CHCF-B, but also constitutes an inappropriate use of customer funds.

The Commission should expeditiously review the CPM results, as intended in D.96-10-066.  The Commission should rerun the CPM using current access line data and should verify geographical placement.  Although the administration of the CHCF-B, including reruns and geographical placement, is a compliance function, ORA has requested a ruling to require such a review in order to ensure that the fund is operating as intended in advance of greater CLEC access to the subsidy.  Currently only one CLEC, Cox Communications, is a carrier of last resort.  With the adoption of geographically deaveraged UNE loops, more CLECs will seek access to the fund.  ORA urges the Commission to undertake the review immediately.

The Commission should not finalize any draws until the Commission has reviewed the CPM.  The Commission should also make future local exchange carrier (LEC) 
CHCF-B claims subject to refund until the Commission has reviewed the operation of the fund.  Finally, the Commission should review its preliminary determination that offsets do not apply to CLEC receipt of CHCF-B funds.

III. THE COMMISSION SHOULD IMMEDIATELY REVIEW THE CPM RESULTS AND NOT AWAIT THE TRIENNIAL REVIEW

The Commission can review the CPM results now in advance of undertaking the triennial review.  The triennial review is likely to be time-consuming and contentious.  Citizens Telecommunications Company of California (CTCC) has filed two motions concerning triennial review and funding issues in light of the passage of AB 1825, which is awaiting signature by the Governor.  Parties have responded to the first motion and responses to the second are due later this month.  There is considerable input concerning the scope of the triennial review, and ORA has recommended that the Commission seek further input.

The Commission anticipated using the auction mechanism as a means of reviewing the subsidy mechanism.  (D.96-10-066, supra at 651, Finding of Fact 185, Ordering Paragraph 16, as modified by D.97-01-020.)  The Telecommunications Division conducted a workshop in May 1997, and issued a workshop report in November 1997.  There was no consensus on the auction rules, and there are out-standing legal and competitive issues in implementing a bidding scheme.  The workshop report, although not definitive, does emphasize the role of auctions as being a complement to the CPM in reviewing subsidy levels rather than being a substitute to CPM.
  A broader review of the CPM and its inputs, or the adoption of a comparable model, will occur in the triennial review.  Because expeditious resolution of the triennial review is unlikely, the Commission should review the CPM results now.

IV. CONCLUSION

In order to ensure that the CHCF-B subsidy is working as intended, the Commission expeditiously should review the CPM results.  The Commission should not finalize any draws until the Commission has reviewed the CPM.  The Commission should 

also make future LEC CHCF-B claims subject to refund until the Commission has 

reviewed the operation of the fund.  The Commission should review its preliminary determination that offsets do not apply to CLEC receipt of CHCF-B funds.
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� ORA received this information from Pacific in an informal response.  


� The CPM is necessary to set initial subsidy levels that reflect cost of service conditions.
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