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COMMENTS 

OF THE OFFICE OF RATEPAYER ADVOCATES

Pursuant to the schedule established in this Order Instituting Rulemaking (OIR), the Office of Ratepayer Advocates (ORA) hereby submits its Comments on the questions set forth in the OIR.

I. INTRODUCTION

This OIR seeks to address an ambitious range of topics, many of which would require a separate OIR to adequately address.  ORA, however, has endeavored to respond to all the questions posed in the OIR.  In some instances, ORA’s response to an earlier question renders a subsequent question moot.  In other instances, ORA’s response to one question addresses the issues raised in another.  ORA has identified these situations in its responses to the individual questions.  Silence on a particular issue should not be interpreted as assent.  

Senate Bill (SB) 1712 seeks to examine the feasibility of redefining universal service by adding two-way voice, video and data service as components of basic service (Sec. 871.7(c)).  ORA supports the goals of SB 1712 to promote the social benefits of advanced communications and information access to all segments of California society.  However, ORA questions whether an expansion of the current universal service programs to include high-speed broadband access would accomplish the Legislature’s stated objectives.  At this time, it is impossible to determine the impact that such an expansion of universal service would have on the existing public program funds.  ORA is strongly opposed to any proposal to expand universal or basic service that would exacerbate the current situation in the California High Cost Fund-B (CHCF-B) where many low income, non-Universal Lifeline Telephone Service (ULTS) eligible, consumers may subsidize service in high cost areas for relatively more affluent higher-income households.  

ORA’s response to this OIR proposes alternatives directly targeting the specific needs of Californians who may not be able to take full advantage of the technological advances in communications and information services.  ORA finds the California Teleconnect Fund (CTF) to be the best vehicle to achieve this.  Using the CTF will likely be more effective in bringing advanced services to portions of the population who are most likely to be left out and is more cost effective for ratepayers who are responsible for subsidizing universal service programs.  

ORA concurs with the OIR’s preliminary finding that this proceeding be categorized as quasi-legislative.  It is not clear at this time whether evidentiary hearings will be necessary.  Until ORA has had an opportunity to review the Comments of other parties, ORA cannot state whether there will be issues requiring evidentiary hearings.  Additionally, other issues may arise from the Public Participation Hearings (PPHs), which may affect ORA and other parties’ assessments of the need for evidentiary hearings.  ORA therefore recommends that the Commission direct parties to submit additional Comments after the completion of the PPHs to address any outstanding issues, including the need for evidentiary hearings.  

II. RESPONSES TO OIR QUESTIONS

1. To what extent should the definition of universal service be modified to include digital access services, which allow the convergence of voice, video and data services?  

a. Address the “feasibility” of any proposed change to the definition of universal service, as that term is defined in Section 871.7(d), including whether the benefits justify the costs and whether the funding burden can be equitably distributed so as to prevent regulated utility ratepayers from bearing a disproportionate share of the funding responsibility.

b. What additional criteria should be used to determine the nature and definition of universal service?

ORA does not recommend a blanket expansion of the definition of universal service, basic service or the ULTS program at this time.  Expanding the definition of any universal service programs in a broad, one-size-fits-all approach is unlikely to  meet the communication and information access needs of different demographic groups.  The Commission recognized the pitfalls of such an approach in the Universal Service decision where it cautioned that with an overly broad definition of basic service, “…consumers may end up paying for service elements that they do not need or want.”
  

Instead, ORA recommends an approach targeting the needs of underserved and special needs communities rather than a technology based approach as the best way to  ensure that all California consumers enjoy the benefits of access to the latest technology at the least cost to ratepayers.  

If a broadened definition of basic service were adopted, the existing universal service programs’ subsidy requirements would expand commensurately with the newly expanded list of basic services.  SB 1712 provides criteria for determining the feasibility of reevaluating basic service.  The criteria are:

A. Improved quality of life.

B. Expanded access to public and private resources for education, training, and commerce.

C. Increased access to public resources enhancing public health and safety.

D. Assistance in bridging the “digital divide” for low income, disabled, and disadvantaged Californians.

The Commission’s Universal Service decision (D.96-10-066) cited criteria for adding or deleting elements from the lists of basic services.  The criteria are:

a.  the service is essential for participation in society;

b.  a substantial majority, 65%, of residential customers subscribe to the service;

c.  the qualitative and quantitative benefits of adding the service outweigh the costs;

d.  availability of the service, or the number of subscribers would not increase without intervention.

Reconciling the two sets of criteria in determining whether to expand the definition of Universal Service, basic service or enhance ULTS to include video, data and Internet services is difficult.  The Universal Service decision criteria are more retrospective inasmuch as they examine the existing dissemination of the service, but also emphasize quantifiable factors of market penetration and cost.  Using these criteria, especially b., c., and d., the addition of high-speed data, voice and video at this time is unlikely to pass muster.  SB 1712’s criteria, on the other hand, are more prospective and articulate social goals that are harder to quantify.  

ORA believes the current criteria for determining the nature and definition of universal service as established by the Universal Service decision are comprehensive and require no changes or additional criteria at this time.  ORA does recommend that the Commission apply the criteria in a way that ensures that ratepayer money is only used to fund programs that provide useful, accessible services that would not otherwise be available to low-income or disabled consumers.  

2. To what extent have competition and advances in technology reduced the relevance of existing regulatory regimes given their current segmentation based upon technology? (S 883(b)(2))

The robust local exchange competition envisioned by the Federal Telecommunications Act of 1996 has not materialized.  Today, most California consumers are still faced with a “choice” of only one Incumbent Local Exchange Carrier (ILEC) for provision of residential basic telephone service.  These service providers exercise near monopoly power in their respective service territories.  For example, Pacific Bell (Pacific) estimates its residential market share at between 94% and 99% in its service territory.
  Pacific currently provides approximately 78% of the access lines in California.  Verizon, the next largest ILEC in California, provides approximately 19% of the access lines in California.  The remaining 3% of access lines are provided by the small ILECs or Competitive Local Exchange Carriers (CLECs). 

Arguably, the greatest competition faced by ILECs is not from CLECs but from other technologies such as wireless phone providers over whose service the Commission exercises only limited jurisdiction.  How much actual competition wireless poses to the ILECs is speculative since most customers use wireless telecommunications as a supplement to their existing wireline phone service, not as a replacement for it.  

The lack of real competition in the California residential telecommunications market has not created a need to change the existing regulatory regime to one of less regulation.  In fact, it could be argued that the current lack of competition in the residential local exchange market requires increased regulation in areas where the ILECs can excercise market power to ensure that the near-monopoly status of the ILECs does not have a detrimental effect on rates or compromise service quality.

Technological advances, however, may pose a significant, long-term challenge to existing regulatory regimes as the distinction between voice, video and data transmission becomes more blurred.  Any action contemplated by the Commission must be technology neutral, and must not favor one technology or provider over others based on existing regulatory structures.

3. Should video, data, and Internet services be incorporated into an enhanced Universal Lifeline Service program?  This should be addressed in the context of regulatory and statutory changes and funding options that are consistent with the principles set forth in Section 871.7(c). (S8839b)(3))

a. How should the Commission regulate video, data, voice over IP and Internet providers providing services included as part of an enhanced Universal Lifeline Service Program?  What regulatory and legislative changes are needed at a state and/or federal level?  

b. How would the Commission regulate and audit payments made to providers of video, data, and Internet services under an enhanced Universal Lifeline Service Program? 

c. Address the “feasibility” of implementing an enhanced Universal Service Program, as that term is defined in Section 871.7(d).

Video, data and Internet services should not be incorporated into an enhanced Universal Lifeline Service program at this time.  ULTS subscribers currently have access to the Internet via Plain Old Telephone Service (POTS) lines provided as basic service.  POTS can be used with a dial-up modem and an Internet Service Provider (ISP) to access the Internet.  To expand ULTS to include high-speed digital service would only provide better quality and faster transmission times, not actual additional services.  While these might be beneficial and desirable qualities for Internet access, they are not essential for most residential uses of the Internet.  

4. To what extent should the definition of basic service be modified to incorporate the latest technologies? (S883(b)(4)).  Consideration should be given to how this would impact California residents with respect to:

a. Improved quality of life.

b.  Expanded access to public and private resources for education. training, and commerce.

c. Increased access to public resources enhancing public health and safety.

d. Assistance in bridging the “digital divide” through expanded access to new technologies by low income, disabled, or otherwise disadvantaged Californians.  

e. What criteria should be used to determine whether and how the definition of basic service should be modified?  Do the criteria set forth in D.96-10-066, Appendix B, Rule D, provide a useful analytical framework for making this determination?

f. Address the “feasibility” of modifying the definition of basic service to incorporate the latest technologies, as that term is used in Section 871.7(d).

ORA embraces SB 1712’s social objectives and seeks the most direct and cost-effective mechanism to accomplish them.  ORA is also interested that these objectives be met while ensuring competitive and technologyical neutrality.  At this time, it is unlikely that basic service can be expanded to include the latest technologies and remain technologically and competitively neutral; subsidizing the latest technologies, whichever ones they are, will only distort development and deployment of multiple new technologies and advantage particular technology paths and the firms subsidized to provide the new services.  

The demographics of Internet use and the breakdowns of activities of Internet users gives a picture of who has access, where they get access, who does not have access and the needs people are now meeting through Internet access.  ORA found multiple published sources of information as well as performed its own analysis using data collected from other sources.  It is difficult to pinpoint the exact level of Internet penetration at this time because of the various means consumers have to access the Internet.  One trend is clear: Internet use is increasing across all ethnic and income groups, but low-income minorities’ Internet access is still lower than other demographic groups.  

The following four charts represent 1998 data.
  Although somewhat outdated given the growth of Internet use, they are extremely useful for the illustrative purpose intended here.  These vertical bar charts show Californians’ in-home and out of home use of the Internet by income, race/origin, and geography groupings.  Appendix A includes charts showing this usage broken down by education and age.  The first chart compares California to the United States as a whole.  The “either” category represents the percentage of people using the Internet either inside the home, outside or both.  Outside the home use of the Internet appears to be an important source of access for the lower income groups, as well as Hispanic, Black and rural Californians.  Seniors used the Internet much less than younger age groups, but were much more likely to get access at home than outside.
  [image: image1.wmf]Chart 1:  Internet Availability and Usage for Individuals

0

5

10

15

20

25

30

35

U.S.

California

Percent of Persons

Available at home

Uses outside home

Either


[image: image2.wmf]Chart 2:  Internet Availability and Usage for Californians by Annual 

Family Income

0

10

20

30

40

50

60

< $20,000

$20,000 -

49,999

$50,000 -

74,999

> $74,999

Percent of Persons

Availability at home

Uses outside home

Either


[image: image3.wmf]Chart 3:  Internet Availability and Usage for Californians by Annual Family 

Income

0

10

20

30

40

50

60

< $20,000

$20,000 -

49,999

$50,000 -

74,999

> $74,999

Percent of Persons

Availability at home

Uses outside home

Either


[image: image4.wmf]Chart 4:  Internet Availability by Location

0

5

10

15

20

25

30

35

Central City

Urban

Rural

Percent of Persons

Availability at home

Uses outside home

Either


A recent U.S. Department of Commerce report provides national data on Americans access to technology tools.
  The next three charts (Charts 5-7) are from that study and show that Internet access at home increased dramatically from December 1998 to August 2000. The U.S. Commerce Department data indicate some catching up by lower income, lower education, and Black and Hispanic households
, but emphasize the continued importance of Internet access outside the home. In general, the work place is the most common place for outside the home Internet access (12.3% of the population), although far smaller percentages of low income people, Blacks, and Hispanics have access at work.  School access will be discussed later in the comments. “Someone else’s computer” (2.7% of the population) and public libraries (1.9%) were other places for Internet access. Blacks (2.9% of the population) and Asian Americans and Pacific Islanders (2.3%) were more likely to use the Internet at public libraries than whites (1.7%) or Hispanics (1.7%).  About 4.2% of unemployed individuals reported using the Internet from public libraries.

The third chart (Chart 7) from the U.S. Commerce Department study breaks down the activities of Internet users. Some of these categories correspond to the “social benefits” categories of SB 1712, such as education and training, or commerce: taking on-line courses, information searching, shopping and paying bills (which showed the highest recent growth), and performing job related tasks. E-mail is the most common use of the Internet.
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Internet access in U.S. public schools has increased dramatically, from 35% of schools in 1994 to 98% in 2000 (National Center for Education Statistics, May 2000). Schools with over 75% of students enrolled in school lunch programs had 94% penetration. High-speed connections are now the rule in some areas, but not all.  It is less clear how much access individual students have, but 46% of elementary schools and 80% of secondary schools offer students Internet access outside of regular school hours. Some provide significant levels of access outside regular hours.  What we can conclude about Californians’ needs for Internet services is that in-home penetration is increasing rapidly.  Whether the task is schoolwork, or job search, or finding medical information, different demographic groups needing different types of information will also have different points of access to the Internet.  Despite growing home penetration rates, for many Californians home or workplace Internet access may not be an option.  Up front costs for home computer hardware and software, plus on-going costs of ISP charges, and software and possibly hardware upgrades, put home Internet access out of reach for many. Therefore, since home access is expanding rapidly at this time without subsidization, cost-effective subsidies would be more productively concentrated on Internet access outside the home in public venues around the state.  Public access to the Internet through schools, libraries, and community centers are already providing many Californians with their initial contact with an unfamiliar technology. 

5. Should the CPUC find that it is not appropriate at this time to modify the basic service definition, what alternatives exist to promote Items 4.a through 4.f?

ORA believes the best alternative to promote the goals enumerated in Items 4.a through 4.f, is to focus on expanding existing funds targeted to meet the specific needs of underserved communities.  The CTF and the federal E-rate fund, have been the principal universal service programs subsidizing school and library Internet access.  The differences between the two programs are instructive as to possible alternatives to increasing Internet access for Californians.  The CTF is funded by an All End User surcharge which is readjusted periodically.  The CTF has been capped at $50 million per 

year
, of which $40 million is for schools and libraries, $5 million for public hospitals and clinics and $5 million for community based organizations (CBOs).  The CTF subsidizes only the telecommunication line charges with 50% discounts available for schools and libraries, 25% discounts for CBOs (for up to 2 high-speed lines) and 20% discounts for hospitals and clinics.  Only small portions of the CBO and hospital/clinic monies are actually used and the calendar year 2000 school and library portion of the CTF budget showed an allocation of $29.4 million for services.  A $10 million reserve is anticipated for 2001-02.  Because CTF funding is limited to subsidizing a portion of the line charges only, it is not surprising that those monies are not being fully utilized on an annual basis.  

In contrast, the Federal Communications Commission (FCC) E-rate fund provides support for a much broader range of schools’ and libraries’ Internet-related expenses.  These include Internet access costs and internal connection costs including wiring, routers, switches, hubs, network servers, certain software, installation and basic maintenance.  The portion of the cost subsidized depends on local income indicators (e.g., school lunch programs eligibility rates), but ranges from 20% to 90% discounts.  Not surprisingly, with a roughly $2.25 billion available pool nationally there were valid applications for approximately $5 billion worth of support last year.  The program had to limit the internal connection support to the very lowest income districts.  California school and libraries received $474 million.  The library share of E-rate monies, however, is only around 3%.  

Clearly, there is substantial unmet demand for support of public Internet access.  One problem with the CTF is that it is limited to subsidizing line costs rather than the wider scope of Internet access costs.  Public libraries and CBOs could provide Internet access, including high-speed services, to disadvantaged Californians.  Libraries are particularly good places for people unfamiliar with the Internet or with visual or language limitations to get help.  Still, a good number of additional questions need answering before an effective program to address these needs can be implemented.  There are access issues, such as hours when Internet equipment is accessible, distances traveled to access points, especially in rural areas and queuing times once there.  Internet cafes are another institution that might provide public access during more convenient hours for working people, although cost might be a barrier if not kept to a minimum.  Low-cost Internet access in cafes is widespread in many parts of urban and rural South East Asia and policies for encouraging this sort of access in parts of California could be explored.  Café connection to servers in libraries during off hours might keep user costs down without increasing libraries’ overtime costs.  

Then there are the questions of which library or CBO costs, other than the access lines costs, might be cost-effectively supported by CTF.  Computers have been provided to many libraries around the state by private foundations, but there are still other on-going costs including hardware, software, servicing, upgrading and training of both staff and new users and perhaps staffing for extended hours.  In surveys of library Internet access conducted in five southern states, urban and suburban public libraries reported shortages of available terminals for patrons as the main problem.  Rural and small town libraries cited inadequate computer training for staff and patrons as the main problem.
  

ORA’s alternative to the wholesale expansion of the universal service programs is to suggest one cost effective example of a public policy for tackling problems of Internet access, including high-speed access.  The CTF alternative ORA suggests also addresses the issue of equity in funding at-home use and promotes the positive societal benefits of community interaction.  Increasing public access at public locations will allow many more Californians to access the Internet per dollar spent than subsidizing in-home access.  Finally, ORA’s alternative does not begin with a disposition toward any particular technologies, but rather to the information access needs of Californians.  It is therefore more technologically neutral than the broad subsidies that tend to further those technology paths that exclude competitors.  

6. What is the projected cost of providing a redefined universal service? (S 883(b)(5))

a.  How should the Commission estimate the projected cost of providing enhanced universal service?

b. How should the Commission delineate the subsidy support needed to maintain the redefined scope of universal service in a competitive market?

Any proposal that includes subsidization of broadband services would necessarily  require examination of any impacts upon all Universal Service funds.  With this in mind, the Commission would first need to identify and examine the specific expansion envisioned (e.g., added cost of two-way voice, video, and/or data) in the expanded definition of basic service in each carrier’s service territory.  Specifically, the California High Cost Funds (CHCF) A and B would be increased accordingly to reflect the cost of providing the new basic service in “high cost” territories.  A new statewide average basic service rate would be computed to capture the costs of these added basic elements and delineate the basis for CHCF-A, B, and the ULTS Funds.  This would entail estimating the required incremental increases to each fund’s program and associated administrative expenses, and thus corresponding surcharge rate increases in order to derive total augmented program costs.
   

The ULTS Fund was established in 1984 to provide “discounted residential telephone services to eligible low-income families at 50% of the regular rates charged by the telecommunications carriers.”
  For example, Pacific’s current statewide tariffed ULTS flat rate is $5.34, the statewide measured rate is $2.85, and the installation charge is $9.50.  The appropriate flat and measured rates reflecting the expansion of basic service to include two-way voice, video, and data service, would then be 50% of the recalculated cost of providing basic service.  Alternatively, a separate category of ULTS service for Internet access could be established, with the mandated 50% discount.

The Commission should consider the current market rates for Digital Subscriber Line (DSL) service when calculating the costs of subsidized access to broadband.  There are currently 3.6 million ULTS customers, a number growing at an increasing rate.  As an example, the theoretical minimum for single mode (DSL) household connectivity, based on the current ULTS subsidy requirements and DSL market price
 would be approximately 3.6 million x $25, or $90 million per year.  This number would of course vary depending on the technologies deemed essential to basic service, and those available in different market areas. This also does not factor in the added cost of providing this service in “high cost” areas, and hence the likely significant impact on the CHCF-A and B, or the increased ULTS Fund administration costs.
  

In terms of ULTS, ORA believes that the cost of subsidizing an amount up to 50% of the proposed expanded basic service would greatly outweigh currently immeasurable societal benefits or positive network externalities.   Seemingly inadequate auditing and other program controls exacerbate this fundamental issue in a current Universal Service system that in some instances allows poor city-dwellers to subsidize wealthier rural and urban consumers and businesses.  Finally, there is no guarantee that monopoly carriers would sufficiently allocate subsidy monies to target low-income census block groups in order to assist in bridging the digital divide. 

ORA recommends that the Commission first examine the feasibility of expanding the CTF as a means to bring advanced communications and information services to low income or underserved groups.  Rather than fund end-user household access to two-way voice, video, and data through Cable, Satellite, DSL, or wireless telephony, ORA believes that the most efficient, cost-effective means of achieving the Legislature’s policy goals in the near term is through maximized utilization and possible expansion of the California Teleconnect Fund.

Increasing access through additional funding for libraries, schools, and other CBOs should be the first priority.  The most recent Universal Service Report to the Legislature and Governor shows 2,525 participating institutions, as of Oct. 1, 1999, and a $50 million annual limit established in the Universal Service Order that was underutilized by approximately 46% at $27 million.  Carriers provide various discounted services to the participating institutions and are reimbursed by the fund.  The fund should be fully disbursed to ensure that current reserve balances are used to expand both the number of participating institutions and the capacity of existing ones.  

Rather than attempt to bring Internet access to all consumers by funding dial-up and/or high speed services and equipment, this Commission should strategically allocate funds to community centers, schools and libraries to enhance accessibility and accommodate the growing needs of the public in underserved areas.  Such an allocation would enhance the convenience of access at an increasing number of public nodes.  Low income consumers’ opportunities to meet their Internet needs would expand without the significant investments in personal computing and ISP costs that most may not be able to afford, no matter how generous the proposed subsidy might be.

7. What is the projected cost of providing enhanced Universal Lifeline Service? (S 883(b)(5))

a.  How should the Commission estimate the projected cost of providing enhanced Universal Lifeline Service?

b. How should the Commission delineate the subsidy support needed to maintain the redefined scope of Universal Lifeline Service in a competitive market?

See response to Question 6

8. If any changes to the definition of universal service or the scope of Lifeline service are proposed, do these changes necessitate any modification to the Commission’s current support mechanisms for universal service? (S 883(b)(6))

If there are changes to the definition of universal service or the scope of Lifeline services, every state universal service fund is likely to be affected and will require modifications to adapt to the changes in definition and scope.  The following section will describe each program in terms of scope, recipients, qualification criteria, and the modifications that would be necessary.

Universal Lifeline Telephone Service (ULTS)
ULTS is a reduced rate telephone service that is available to low income households with the purpose of furthering the universal service goal of maximizing telephone penetration among the poor.  The fund pays 50% of the rate for the primary telephone line to offset the cost of basic service. Eligibility is based on annual income and household size.  Qualification is based on self-certification of low income.  In fiscal year 2000-2001, the ULTS draw was approximately $300 million.

Currently, there is a study being conducted by Valdez & Associates in conjunction with the ULTS Marketing Board to determine the extent of ULTS penetration within California.  People in 100 selected census tracts are being surveyed on topics including ULTS subscribership.  The census tracts were chosen because of the their demographics which include family size and median income.  Table 1 shows preliminary, estimated demographic information including race, income, and residential Internet penetration of the 100 census tracts.  Internet penetration is one indicator of demand for advanced services, as well as a measure of the percentage of the population subscribing to an Internet Service Provider (ISP).  

Table 1: ULTS Survey Area Demographics, A Preliminary Estimate of Internet Penetration (2001)

	
	Typical CBG Likely  to Contain ULTS Subscribers
       
	Projected Statewide

Demographic

	Pct. White
	27.0
	48.0

	Pct. Black
	12.7
	7.0

	Pct. American Indian
	0.7
	0.8

	Pct. Asian

	12.2
	11.9

	Pct. Hispanic
	47.3
	32.3

	Median HH income
	23,281
	42,931

	Access Internet at Home

(Est. Avg. Internet Penetration)
	44.3
	55.0


If the definition of ULTS is expanded to include broadband services at the same percentage as basic telephone service, the draw on the fund could increase significantly.  The incentive for people with higher incomes to “game” the fund increases because of the large discount on Internet access and the fact that the program currently allows for self-certification of income.  It is questionable how much increasing the scope and draw on the ULTS fund would help the average ULTS recipient.  While the cost of Internet access alone can be a barrier to entry
, a household has other costs or barriers including purchasing a computer, software, and operating a computer.  A family of 4 with a $25,000 income is hard pressed to purchase shelter, utilities, and food, much less a computer and Internet access.

If the scope of ULTS is expanded to include Internet access, modifications to this program should include a mechanism for verifiable income certification to prevent gaming the fund.  The Commission would have to authorize collection of additional money from all ratepayers to increase operating monies of the ULTS fund.  

California Teleconnect Fund

The California Teleconnect Fund (CTF) provides discounted services to qualifying schools, libraries, hospitals and community based organizations.  Qualifying schools and libraries receive a 50% discount off the best rate they can negotiate from competing telecommunications providers. Qualifying municipal and county-owned and operated hospitals and health clinics receive a 20% discount off the rate they negotiate. Qualifying community-based organizations receive a 25% discount on up to two high-speed data lines.  The CTF operating budget for fiscal year 2001-02 is $35.4 million. 

The demographics in this report of the relationship between income and Internet penetration and ethnicity and Internet penetration are supported by two recent federal studies.  A recent U.S. Department of Education study
 shows that while 98% of schools were connected nationwide, schools in poor urban neighborhoods with high minority enrollment lag behind the rest of the nation in percent of instructional rooms with Internet access and ratio of students to instructional computers with Internet access. 

A U.S. Department of Commerce report on American’s access to technology and the Internet
 finds that while nationwide access and use of the Internet is increasing for all groups nationwide, there are still population groups that fall behind the average in access and use of the Internet.  Female headed households (30.0% overall and 22.8% in central cities), Blacks (29.3%), and Hispanics (23.7%) have the lowest Internet penetration rates due to the low income levels for these groups compared to Whites as a group (50.3%) and Asian American/Pacific Islanders (49.4%)
.  There is anecdotal evidence that non-white (e.g., Hispanic) Internet usage is on the rise.

Unemployed adults utilize the library for Internet access proportionately more than employed adults.
  Library internet is often the only avenue of access for on-line job applications and certain types of job search.    For the working poor, library access may be restricted due to the hours the library is open.

Of all the various state universal service programs, the CTF shows the most promise towards meeting the goals of an expanded definition of basic or universal service.  The least served demographic is poor and non-white.  Since the cost of Internet access can be a barrier to low-income families, increased public access is the most viable solution to bridging the gap between the information “haves” and “have-nots”.  Modifications to the CTF could include expanding the scope to include funding additional services to schools, medical facilities, libraries, and community based organizations to expand their access to the working poor in both urban and rural areas.   These modifications would be consistent with the Commission’s stated concern about lack of information access by some Californians.

California High Cost Fund A (CHCF-A)

The CHCF-A is a program to “establish a fair and equitable local rate structure aided by transfer payments to small independent telephone corporations serving rural and metropolitan areas
”.  The program was established to provide a source of supplemental revenue to ILECs whose basic exchange access line service rates might otherwise be increased to levels that would threaten universal service.  There are 13 small ILECs serving rural areas with diverse geography.  The total approved CHCF-A support for 2001 is $21,913,974
 to be allocated among  the 13 small ILECs in Table 2.  

Table 2 shows the estimated demographics of persons served in the various territories by race, income, and Internet penetration.  These areas generally are sparsely populated with income and Internet penetration levels lower than the state average except in the relatively high income Calaveras, Ponderosa and Volcano territories. Telephone territory.  

	Table 2: CHCF-A Demographics, 

A Preliminary Estimate of Internet Penetration (2001)


	
	% White
	% 

Black
	% 

Amer

Indian
	% 

Asian
	%

Hispanic
	Median

HHINC
	Estimate of

Internet

Penetration

	Calaveras Telephone Company
	73.0
	4.5
	1.3
	1.3
	19.8
	41667
	55.9

	California-Oregon Telephone Company
	74.0
	0.3
	2.4
	0.6
	22.5
	23466
	50.8

	Citizens Telecomm of Tuolumne
	85.2
	0.7
	4.2
	1.4
	8.5
	32500
	51.1

	Ducor Telephone Company
	58.6
	1.2
	3.1
	3.4
	33.6
	30990
	50.1

	Evans Telephone Co.
	46.3
	1.4
	0.7
	5.5
	46
	29676
	47.7

	Foresthill
	86.5
	1.3
	1.9
	1.0
	9.4
	38723
	54.7

	Happy Valley
	87.9
	0.4
	4.1
	1.2
	6.3
	30364
	47.7

	Kerman Telephone
	36.4
	0.3
	0.5
	3.0
	59.9
	34417
	40.9

	Pinnacles
	36.2
	1.1
	0.7
	5.5
	56.6
	39862
	47.7

	Ponderosa
	76.0
	0.7
	5.3
	1.6
	16.4
	41735
	57.7

	Sierra Telephone
	79.9
	0.8
	4.6
	1.2
	13.4
	35067
	48.8

	Siskiyou Telephone
	78.8
	1.1
	10.1
	1.3
	8.6
	31031
	42.1

	Volcano Telephone
	86.9
	0.6
	3.7
	1.1
	7.7
	39342
	59.4


If the definition of universal service is changed, the CHCF-A would be affected. The costs of upgrading the infrastructure of the high cost rural areas to accommodate advanced services could  be considerable. Rural exchanges have a higher proportion of residential versus business subscribers and, as a result,   may incur a greater economic risk when attempting to deploy enhanced services or high-speed data services.
   Modifications to this program would include revising the scope of the CHCF-A to include any revised definition of basic service, and increasing the budget to accommodate providing the services covered by the revisions.

California High Cost Fund-B (CHCF-B)

The CHCF-B was implemented in accordance with  Public Utilities Code Sec. 739.3.   It provides subsidies to carriers of last resort (COLRs)
 for subsidizing primary residential lines in “high-cost” areas that are currently served by ILECS under price-cap regulation; Pacific Bell, Verizon California Inc., Citizens Telecommunications of California, and Roseville Telephone Company.   The purpose of the subsidies is to keep basic telephone service affordable and to meet the Commission's universal service goal.  Like the ULTS, CTF, and CHCF-A programs, the CHCF-B is funded by an all-end user surcharge billed and collected by telecommunications carriers, which, in turn, remit the surcharge monies to a financial institution as directed by the Commission or its representatives.
  Resolution T-16430 set the 2001-2002 budget of $482.767 million for the CHCF-B.

Table 3 shows the estimated demographics of persons served in the various CHCF-B territories by race and income, and a preliminary estimate of Internet penetration.  ORA raised a concern about the impact of significant growth in access lines on the existing CHCF-B subsidy mechanism in a separate proceeding.
  Expansion of basic service would exacerbate this.  However, the Commission has determined that a review of the existing level of subsidy for the current CHCF-B program, including review of the model used to develop that subsidy, is beyond the scope of this proceeding and these comments.

	Table 3: CHCF-B Demographics, Preliminary Estimate of Internet Penetration (2001) 


	Local Exchange Carrier (CHCF-B)
	Mkt.

Share %

	High

Cost
	Median

hhinc
	% White
	% 

Black
	% Amer.

Indian
	% Asian
	% Hispanic
	Avg. Internet

Pen. %

	
	
	
	
	
	
	
	
	
	

	Entire State
	n/a
	n/a
	42931
	48
	7
	0.8
	11.9
	32.3
	55.0

	
	
	
	
	
	
	
	
	
	

	All California (CHCF-B)
	n/a
	yes
	46282
	55.9
	5.5
	1.0
	11.1
	26.6
	56.3

	All California  (CHCF-B)
	n/a
	no
	41488
	43.5
	7.8
	0.7
	12.4
	35.6
	55.7

	
	
	
	
	
	
	
	
	
	

	Citizens Telecom. of CA

	  0.6
	yes
	37671
	61.6
	7.0
	1.8
	13.8
	15.8
	51.2

	Citizens Telecom. of CA
	
	no
	38498
	56.5
	12.0
	1.5
	11.1
	18.9
	52.6

	
	
	
	
	
	
	
	
	
	

	Pacific Bell
	78.0
	yes
	47500
	56.4
	5.8
	0.9
	12.1
	24.7
	57.1

	Pacific Bell
	
	no
	40982
	43.1
	8.5
	0.7
	13.0
	34.7
	53.3

	
	
	
	
	
	
	
	
	
	

	Roseville Telephone Company
	0.6
	yes
	54623
	77.3
	2.9
	1.1
	7.1
	11.6
	61.7

	Roseville Telephone Company
	
	no
	43103
	74.7
	2.7
	1.4
	5.5
	15.7
	56.0

	
	
	
	
	
	
	
	
	
	

	Verizon California Inc.
	20.9
	yes
	49187
	52.7
	5.2
	0.7
	10.3
	31.2
	57.8

	Verizon California Inc
	
	no
	46250
	45.7
	4.6
	0.6
	10.0
	39.1
	54.9


9.
Should the California Teleconnect program be revised?  If so, how?

a.  What is the projected cost of the revised California Teleconnect program?  How should the Commission assess the projected cost of a revised California Teleconnect program?

b. How should the Commission design and structure an equitable and broad-based subsidy support mechanism for a revised California Teleconnect Program?  

The Commission should first fully utilize the total amount allocated to the California Teleconnect Fund to expand the number of institutions participating in the program in addition to mitigating resource constraints to meet demand in existing institutions.  This means increasing the number of available computer terminals, modem lines, and possibly funding for extended available hours at libraries, schools, and other community based organizations.  As a possible second step, ORA envisions a future in which an expanded CTF would fund additional public Internet access nodes, perhaps in the form of Internet cafes or other CBOs, depending of course on a careful needs assessment.

10.
What process and procedures should the Commission adopt to periodically review and revise the definition of universal service, as necessary, to reflect new technologies and markets consistent with the intent of Section 871.7(c).  (S 883(b)(7))

ORA believes the current procedures set forth in the Universal Service decision for determining if universal service programs should be expanded are adequate.  The potential problem is not with the procedures for seeking change, but in how changed consumer needs can be addressed within the current program structures.  

11.
Is it appropriate and feasible to have similar regulatory treatment for the provision of similar service? (S 883(b)(8))

a. What criteria should be used to determine when it is appropriate and feasible to have similar regulatory treatment for similar services?

b. Is it appropriate and feasible to have the same regulatory treatment for all services included within a revised definition of basic service, regardless of the type of carrier or technology used to deliver the service?

c. Is it appropriate and feasible to have the same regulatory treatment for all services included within a redefined universal service, regardless of the type of carrier or technology used to deliver the service?

d. Is it appropriate and feasible to have the same regulatory treatment for all services included within an enhanced Universal Lifeline Service, regardless of the type of carrier or technology used to deliver the service?

The Commission should not subsidize services with ratepayer money if it cannot protect ratepayers from poor service and higher prices
 by exercising its jurisdiction over those services.  

The first issue to consider is what services does the Commission currently have jurisdiction over which receive state universal subsidies?   This issue is particularly important when considering service quality.  Since ratepayers are funding universal service, they should be entitled to good service quality regardless of the carrier or technology if that service or technology is included in an expanded definition of basic or universal service and consequently receiving subsidy funding from the public.  G.O. 133-B provides, in part, the Commission’s service quality rules for telecommunications providers.Currently, the Commission only regulates service quality for wireline carriers.
 

It is appropriate and feasible to have the same regulatory treatment for all services included within an enhanced Universal Lifeline Service, regardless of the type of carrier or technology used to deliver the service.  If the Commission authorizes subsidization of basic service or expanded universal service to low income ratepayers through ULTS, then all carriers and services receiving subsidy monies should be subject to equal regulatory treatment and appropriate Commission oversight.  Additionally, before making a determination to expand the definition of universal service, the Commission would need to explore whether the provider of the digital service has market power, thus dictating the degree of regulatory oversight necessary.

12.
How should the Commission evaluate whether the projected costs of the enhanced programs are excessive or reasonable?

ORA recommends that the Commission adhere to the basic service policy requirement established in D.96-10-066.  Specifically, it should uphold the substantial majority requirement and carefully consider the enormous cost to ratepayers involved in ensuring broad-based, subsidized  access to two-way voice, video, and data service.  The Commission states, “In balancing what service elements should be included in the definition of basic service, the Commission must also be cognizant of the extra cost.”37  ORA contends that it would neither be feasible for ratepayers nor consistent with the current criteria for basic service to expand the definition of basic service at this time.

A U.S. Department of Commerce statistical study shows that as of October 2000, approximately 56.6% of California households had a computer, and 46.7% had Internet access
, which is significantly below the requirement set forth in D.96-10-066.  ORA’s own examination of publicly available data places statewide Internet penetration at 55%.  Appendix B Rule 4.D.3.b. of the Universal Service decision states that “one of the criteria to consider in evaluating whether a service should be added or deleted, is whether a substantial majority, or 65%, of residential customers subscribe to the service.”  Using either data set, on this basis alone, the Commission simply cannot consider home Internet access a basic service in any mode of technology at the present time.  The report also provides a number of compelling national statistics regarding Internet access by geography, race, income, among other variables, which should be considered when entertaining the idea of possible utilization and/or augmentation of the ULTS, CTF, CHCF-A or B in the course of any Universal Service expansion.

Key statistics in this report support a measured approach to digital deployment.  Though the following chart (Chart 8) does not provide the actual numbers of subscribers to dial-up or high-speed Internet access per income bracket, the close alignment in percentages for either form of access across all segments suggests that high speed is still generally subscribed to at the same rate, even if there are fewer customers in the lowest income classes subscribing to these services overall.  The seemingly low subscription rates to high speed services are likely attributable to the inability to supply service to meet demand in some areas, as in the case of DSL rollout prior to Pacific’s Project Pronto, as well as the substantial difference in cost to subscribe to high-speed vs. dial-up service.  Still, basic dial-up Internet service is the cheaper, preferred option for most consumers with access in every income bracket.    
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Statistics regarding use of the Internet outside the home by income bracket are represented in the next chart (Chart 9).  The clearest observable trend is that as income increases, Internet use at work increases steadily as use at schools, libraries, and other peoples’ PCs decreases.  It is also important to note that reliance on Internet use at schools and libraries remains fairly high throughout the four lowest income brackets.  The point of divergence in the relationship between uses at work versus other places appears to be at approximately the $20,000 income level.  Clearly there is a demand for Internet use for low-income individuals in the public venues currently subsidized by the CTF.  A program that maximizes available funding to provide adequate capacity, convenience, and efficiency would make Internet use at participating facilities an increasingly favorable option for consumers with home access affordability constraints. 

///
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If the Commission seeks to sustain the 95% penetration rate currently in place for universal service landline provisioning into deployment of two-way voice, video, and data service using the hottest high-speed technologies, prohibitive amounts of ratepayer money will have to be spent over a long period of time in order to assist in bridging the “digital divide”.  Any proposal that California ratepayers fund some level of household computer equipment in addition to subsidizing access to high-speed broadband services is simply unjustifiable on a cost/benefit basis.

The Commission should not consider increasing subsidy support to fund the high speed digital deployment until adequate multimodal broadband competition is in place.  Ratepayers should not be made to fund DSL, Cable, and/or Satellite broadband services for either basic or lifeline service in a monopolistic or duopolistic environment.  In addition, market convergence and collapse of recently viable DSL firms like Northpoint and now Covad have eliminated any minimal pricing pressure on Pacific Bell and AT&T.  As industry consolidation continues, customer choice and viable competition are effectively reduced while the few remaining companies augment their market share and hence their market power.  

In addition, existing service quality problems in the broadband communications industry may increase without sufficient competition and/or increased state jurisdiction over wireless and cable companies.  Conflicts between state and federal jurisdiction over multiple modes of broadband services may make it difficult to ensure competitive neutrality.39  More importantly, ORA has grave concerns about subsidizing currently largely unregulated cable and wireless telecommunications companies that are sufficiently competitive in their respective market sectors, when this Commission’s jurisdiction over these service providers is minimal. 

Finally, in principle, the Commission should not have ratepayers fund universality of broadband technology when the competitive local market they fund has yet to maximize the intended benefits of driving prices closer to marginal cost in all market sectors while improving service quality.  More specifically, ratepayers are already responsible for funding enhanced billing and other Operational Support Systems for the provisioning of wholesale competition through local competition cost recovery mechanisms.  These items represent a significant public investment in a market dominated by firms that continue grow fewer and more concentrated.  While ORA views increased accessibility to two-way voice, video, and data services as an appropriate public policy goal, it recommends that this objective be accomplished through prudent, limited ratepayer funding.       

13.
Are there alternatives to revising the basic service definition at this time that can achieve the enhanced service objectives at lower costs?

See response to Question 5

14.
When is it appropriate to provide subsidies for “digital services” when individuals who may be subject to both “digital” universal service and lifeline program funding fees are not themselves subscribers to, or beneficiaries of the digital services?

Subsidies for digital services are only appropriate when the criteria for determining whether a service should be considered a basic service element has been met.  As previously stated, the largest barrier to internet access by low income groups is the equipment needed, in addition to an access line, to complete the connection. A program providing subsidies for services that are unlikely to benefit the intended recipients is ill conceived. Equipment costs are a barrier for non-ULTS eligible low income consumers as well, yet they could be asked to support subsidized services for which they are not eligible and cannot afford on their own.

15. Is access to digital services essential?  Why? If not essential now, under what conditions should access to digital services be considered essential?

Access to digital services is not yet essential.  Digital services, while being beneficial, have not yet become essential.  As mentioned above, the Universal Service criteria have not been met.  Digital service subscription is not yet at 65% and deployment and subscription to the technology appears to be advancing without intervention.  Only after the subscription level reaches 65% and it appears that it will not increase further would a discussion of whether digital services are essential be appropriate. 

16. How much digital bandwidth access is essential?

Determining how much broadband is essential is difficult since that market is still emerging.  Establishing a broadband threshold level at this time could jeopardize competition and hinder further technological advancement.  If and when broadband is declared essential, the Commission must be careful to avoid being overly explicit in declaring how much is essential. Technology is evolving too fast and there is the risk of establishing a quickly outdated standard.

17.
Should the Commission reprioritize the use of available universal services subsidies?  For example, should subsidies for digital access services take precedence over the significant percentage of California territory not served by any phone?

While the universal service goal of 95% penetration40 has been met, the data shows there is still unserved geographic territory and unserved social territory.  Ninety-eight percent of California’s population resides in areas that are served by telecommunications service providers.  The other two percent of California’s population reside in remote areas considered to be extremely high cost, and therefore not economically feasible to provide services41.  As population grows in these areas, the cost of providing service will reduce and hopefully, carriers will seek to serve these territories.

The Commission should always be mindful of California residents residing in currently unserved territories when it is considering expanding universal service to include advanced technologies.  Of course, in the final analysis, the cost/benefit test must be met.  

The California legislature is currently considering AB 140 which provides for grants from the high cost funds to fund rural telecommunications infrastructure.  ORA supports the bill with the amendment that no draw from the CHCF-B should occur prior to the recalculation of the statewide average cost.  ORA opposes any expansion of the CHCF-B until the fund has been reviewed as required in D.96-10-066.  

18.
Is dial-up modem access to digital services (Internet) essential?

As previously stated, for a service to be deemed essential, it must meet the Universal Service criteria.  Those criteria have not been met in this instance either.  Further, the use of dial-modem is mainly associated with analog technology, and the relative low cost with use of POTS with no line conditioning necessary, does not call for any type of subsidy.  Overwhelmingly, US households continue to connect to the Internet via dial-up modems.  If the Commission were to consider dial-up modem access as part of universal service it would mainly be subsidizing the CPE (customer premise equipment) side of the market.

19. Is wireless phone service access to digital services (Internet) essential?

No.  Wireless phone Internet access deployment is still in its infancy.  It is certainly a long way from meeting the Universal Service criteria and as such cannot be considered essential.  Additionally, ORA does not believe that regular Commercial Mobile Radio Service (CMRS) providers should be permitted to access subsidy funding.  ORA has not yet determined whether fixed wireless service providers may have a role to play in expanding service to previously unserved areas.

20. What should the Commission consider in determining whether wired or wireless digital service is essential?

While it is becoming increasing clear that broadband access to the Internet is socially valuable it still has not met the criteria necessary to be deemed essential.  If in the future the criteria is met, the Commission will need to look at the service, without regard to the technology used to deploy it.  

21. Have the current Universal Service, lifeline, and/or Teleconnect Program achieved their goals?  Are the goals changing?  

ORA believes the current Universal Service, and lifeline goals are being met in most areas.  Basic service continues to be available to most California consumers at affordable rates.  However, there are still unserved territories in California and thus, some Californians without basic telephone service.  The barrier to complete universal service is the cost of bringing service to remote areas and the barriers of including other technologies that could possibly serve some of those remote areas.  

Although the initial ULTS goal of 95% penetration has been met, the ULTS Marketing Board continues to develop ways to achieve greater penetration by reaching out to under-represented groups and enrolling eligible, but not yet subscribed telephone customers.  The 95% penetration rate was a goal, but it was not intended to be the final result and it is not being perceived as such.

The Teleconnect fund has met its goal of providing discounted services to school, libraries, hospitals and community groups.  But, discounted service is the least costly aspect of Internet access.  Schools are seeing the most benefit from the program.  Libraries and community centers face obstacles with funding for equipment, training and staff.

A complete assessment of whether Universal Service goals have been met via the high costs funds cannot be made until there is some review of the current subsidy levels to determine if goals have been met at the least cost to ratepayers.

22. If program Universal Service, Lifeline, and/or Teleconnect program goals are changing, what alternatives exist to achieve the new goals?

See responses to preceding Questions

///

///

///

III. CONCLUSION

ORA recommends that the Commission not expand the definition of basic service to include internet access at this time.  If this Investigation determines that additional subsidy resources should be directed toward expanding access to the internet, ORA recommends that the most efficient and most appropriate mechanism for doing so is the California Teleconnect Fund.
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