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     PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

	Telecommunications Division
	RESOLUTION T-16554

	Public Programs Branch
	August 23, 2001


R E S O L U T I O N
RESOLUTION T-16554.  ALL TELECOMMUNICATIONS CARRIERS.  ADMINISTRATIVE COMMITTEE FOR THE CALIFORNIA HIGH COST FUND-B.  LETER REQUEST FOR APPROVAL OF THE BUDGET AND SURCHARGE RATE FOR FISCAL YEAR 2002-03 FOR THE CALIFORNIA HIGH COST FUND-B PROGRAM.    

BY LETTER REQUEST TO THE EXECUTIVE DIRECTOR DATED MAY 15, 2001. 

_________________________________________________________

SUMMARY
On May 15, 2001, the California High Cost Fund - B (CHCF-B) Administrative Committee (AC) filed with the Executive Director of the Public Utilities Commission its proposed budget for Fiscal Year (FY) 2002-03. This resolution approves the budget of $563.425 million and a surcharge rate of 2.6% for the CHCF-B for FY 2002-03. 

BACKGROUND

The AC’s May 15, 2001 letter request sought approval of the budget of $563.825 million and a CHCF-B surcharge at 2.6% for FY 2002-03.  That budget request was filed in compliance with Ordering Paragraph 7 of Resolution T-16430.  In its letter request, the AC indicated that its FY 2002-03 budget was a forecast that took into consideration the FY 2001-02 budget that was adopted by the Commission in Resolution T-16430.  

1.  Decision 96-10-066

In Decision (D) 96-10-066, the Commission 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), Citizens Telecommunications Company of California (Citizens), and new carriers that become Carriers of Last Resort (COLR).  Further, the CHCF-B program 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 rate that was intended to raise $352.8 million per year to fund the CHCF-B program.  

2.  Decision 98-06-065
In D. 98-06-065, the Commission 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 Administrative Committee did file a 1999 budget on October 1, 1998 that was adopted by the Commission in Resolution T-16244, dated December 3, 1998.  On September 30, 1999, the AC filed its CHCF-B program budget and surcharge level for the year 2000.  The Commission adopted the CHCF-B 2000 budget and surcharge rate by Resolution T-16365, dated December 2, 1999.  Resolution T-16430 dated September 21, 2000, adopted budget and surcharge rate for FY 2001-02 for the CHCF-B program.
3.
Public Utilities (P.U.) Code Section 276(b)
The provisions of P.U. Code Section 276(b) changed the filing requirements for CHCF-B budgets and surcharge levels and provided that CHCF-B Program funds be deposited to the State Treasury.  To conform to the State Budget process, the CHCF-B budget process was modified from a calendar year basis to a State of California fiscal year budget basis.  The last CHCF-B budget was completely transitioned into a fiscal year basis covering July 1, 2001 through June 30, 2002.

To comply with the requirements of P.U. Code Section 273 (a), the CHCF-B Administrative Committee must submit a proposed budget through a letter request to the Commission on or before June 1.  The Commission has ninety (90) days to approve the proposed CHCF-B budget since the Commission must submit a Budget Change Proposal for the CHCF-B Program to the Department of Finance (DOF) by September 1.  For Fiscal Year 2002-2003, the CHCF-B AC filed the budget through a letter request on May 15, 2001.

Furthermore, P.U. Code Section 274 includes a provision that requires the Commission to conduct financial and compliance audits of public programs related costs and activities at least once every three years, beginning January 1, 2000.

In future years under the provisions of P.U. Code Section 276 (b), if the State budget, which includes the CHCF-B budget expenses, is not adopted by the Legislature and signed by the Governor on or before the beginning of the fiscal year, any CHCF-B related claims and expenses will not be paid even if the associated claims and expenses are approved by the CHCF-B Administrative Committee.  Thus, a delay in the approval of the State budget means a delay in CHCF-B claim payments to carriers.

4.
CHCF-B Program Current Status
The CHCF-B program was established in D.96-10-066 to provide a universal service subsidy in high cost areas of the service territories of Pacific, GTEC, GTE-Contel, Roseville and Citizens.  These utilities have been providing services in high cost areas in their respective service areas.  Further, these five utilities have been collecting CHCF-B surcharge revenues from their end-users since the start of the program in February 1997.  In addition, Cox Communications (COX) has been filing claims from the CHCF-B since December 1999. 
 Other carriers are also expected to apply for COLR status and file claims with the CHCF-B in the future.

The Telecommunications Division (TD) staff anticipates the review and approval of most carryover claims by the AC in FY 2001 - 02. 
 The actual payments of any carryover claims are dependent upon the Commission’s approval of carriers’ plans for flowing these amounts to non-residential ratepayers via surcredits over three months. 
 To date, the commission has approved the implementation of flow through of catch-up surcredits for three carriers. 
 
 The TD staff anticipates the filings of such plans via Advice Letters by the remaining two carriers, Commission approval of these Advice Letters, and payments being made by the AC in FY 2001 - 02.  

5.
Administrative Committee’s FY 2002-03 Budget and Surcharge Level

Column B of Attachment A of this resolution sets forth the AC’s proposed FY 2002-03 budget for the CHCF-B program.  For FY 2002-03, based on a surcharge rate of 2.6%, the AC projects revenue of $516.040 million.  No investment income was assumed since all funds will be transferred to the State Treasury pursuant to implementation of P. U. Code Section 276(b).  The total program expenses are projected at $563.825 million and includes program payments of $531.000 million and administrative expenses of $2.825 million.  The proposed FY 2002-03 budget will result in a fund balance of $139.106 million at the end of FY 2002-03.  That reserve amount will be used to provide funds to cover possible changes in the Federal offset computations and other program costs of the CHCF-B program in FY 2002-03.
 It should be noted that should there be a need to adjust the 2.6 % surcharge rate, the AC will file an amended budget and proposed revised surcharge rate.  

NOTICE/PROTESTS
Notice of the AC’s budget Letter Request was first published in the Commission Daily Calendar of May 17, 2001.  No protest to this Letter Request has been received. 

DISCUSSION
The TD staff recommends that the Commission adopt a budget for FY 2002-03 consisting of $563.425 million in expenses.  The TD staff has also projected the cash flow for FY 2002–03 based upon the adopted FY 2001 – 02 budget and projected revenue and expenses.  Based on the TD staff projections, the CHCF-B fund balance at the end of FY 2002-03 is $139.506 million. Column C of Attachment A of this Resolution displays the projected FY 2002-03 cash flows.   The adopted budget does not include any projected investment income since all funds will be transferred to the State Treasury pursuant to implementation of P.U. Code Section 276(b).  A discussion of the adopted budget follows.

1.  FY 2002-03 Budget Expenses
The adopted FY 2002-03 budget projects total program expenses of $563.425 for the CHCF-B program.  These include $531 million in claim payments; $2.1 million for program/financial, claims, compliance and remittance audits; $0.325 million in P. U. Code Section 276(b) implementation costs; and $30 million for possible reduction in revenues from the federal jurisdiction that support universal service.  The adopted budget is $0.400 million less than the AC’s proposed budget of $563.825 million because of a lower projected costs for the financial audit of the program.

The program payments of $531 million do not consider the possible growth in access lines for the five carriers, nor the carryover claims from prior years, including year 2001 claims. If claims for years 1997 through 2001 are not paid by the AC, then these amounts will be paid during the first six-months of year 2002 using the prior year adopted budgeted amounts. TD anticipates that   carry over claims from February 1997 through June 30, 2001 and most of fiscal year 2001-02 claims will be paid in fiscal year 2001-02. 

The program payments include $1.0 million for estimated interest payments for FY 2002-03 to carriers for claims not approved in a timely manner by the AC.

The adopted FY 2002-03 program audit amount of $2.1 million includes $0.1 million for financial audits, $0.9 million for claims audits, $0.6 million for carrier remittance audits, and $0.5 million for compliance audit of the entire program.  These audits of the program-related costs and activities are needed to ensure the financial integrity of the CHCF-B program. 

The FY 2002-03 budget includes $0.325 million for implementation of P.U. Code Section 276(b).  This includes expenses for Trust Fee, Lock Box, certain Commission staffing and other related costs. 

2.
FY 2002-03 Surcharge Rate Level and Year-End Fund Reserve Balance

The adopted FY 2002-03 budget assumes a surcharge rate of 2.6%, unchanged from that adopted in the FY 2001-02 budget.  The 2.6% surcharge is expected to generate $516.040 million in revenue during FY 2002-03.  The fund balance as of end of FY 2002 is projected at $139.506 million.  This fund balance is about four months of reserve for CHCF-B.  This amount should be sufficient to take care of uncertainties concerning changes in Federal support for Universal Services and possible changes in the CHCF-B program by this Commission in FY 2002-03.  

3.  Notice of Availability of Conformed Resolution
In the past, the Commission has served a hard copy of this resolution on 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 Internet for distributing Commission orders and information, the TD has informed the telecommunications carriers of the availability of the draft resolution as well as the conformed resolution, when adopted by the Commission, on the Commission website, www.cpuc.ca.gov.  In addition, hard copies of the conformed resolution will be provided to all parties of record in R.95-10-020 / I. 95-01-021 and all carriers who have filed CHCF-B claims. 

COMMENTS
The draft resolution of the TD in this matter was mailed on July 24, 2001 in accordance with PU Code Section 311(g) to the parties of record in R.95-10-020 / I. 95-01-021.  A letter was mailed to all telecommunications carriers advising them of the availability of this draft resolution on the Commission’s web site, www.cpuc.ca.gov.  

Comments received on a timely basis will be addressed by TD in this resolution. 

FINDINGS

1.  A budget for Fiscal Year (FY) 2002-03 for the California High Cost Fund-B (CHCF-B) of $563.425 million, as set forth in Attachment A of this resolution, is reasonable and should be adopted. 
  

2.  An estimated reserve balance of $139.506 million by the end of June 2003 is reasonable for the CHCF-B and should be adopted.

3.  The current surcharge level of 2.6% is reasonable and should be adopted for FY 2002-03 for the CHCF-B program.  

4.  The Administrative Committee should be authorized to pay any program expenses resulting from the reduction in Federal offsets from the fund balance during FY 2002-03.

5.  P.U. Code Section 276(b) requires the CHCF-B and other program funds to be deposited into the State Treasury.  

6.  The CHCF-B AC should file a proposed FY 2003-04 budget and a proposed surcharge level for FY 2003-04 for Commission approval on or before June 1, 2002.

7.  The Commission is committed to utilizing the Internet for distributing Commission orders and information. 

THEREFORE, IT IS ORDERED that:
1.  A budget of $563.425 million for Fiscal Year (FY) 2002-03, as set forth in Attachment A of this Resolution, is adopted for the California High Cost Fund-B (CHCF-B) program.

2.  A 2.6% surcharge rate to fund the CHCF-B program shall be maintained for FY 2002-03.  That surcharge rate shall be applied to all surchargeable intrastate billings rendered on or after July 1, 2002.  This surcharge rate shall continue until further revised by the Commission. 

3.  All telecommunications carriers who are required to collect the CHCF-B surcharges shall collect a 2.6% surcharge for FY 2002-03 on service rates and charges of all intrastate end user services, except for those that have been specifically excluded to fund the CHCF-B program.  

4.  The CHCF-B AC shall file a proposed FY 2003-04 budget and a proposed surcharge level for FY 2003-04 for Commission approval on or before June 1, 2002.

5.  The Executive Director shall serve hard copies of the conformed resolution to all parties of record in R.95-10-020 / I. 95-01-021 and to all carriers who have filed CHCF-B.

This Resolution is effective today.

I hereby certify that this Resolution was adopted by the Public Utilities Commission at its regular meeting on August 23, 2001.  The following Commissioners approved it:

	

	WESLEY M. FRANKLIN

Executive Director


	
	ATTACHMENT A
	

	 CALIFORNIA HIGH COST FUND - B PROGRAM BUDGET 
	

	 FOR JULY 1,2002 - JUNE 30,2003 
	

	
	($000)
	

	
	
	
	
	
	
	

	 
	 
	 Fiscal Year 
	 Fiscal Year 
	 Fiscal Year 
	 
	

	 
	 
	 2001-02 Budget 
	 2002-03 Budget 
	 2002-03 Budget 
	Note
	

	 
	 
	 ADOPTED 
	 PROPOSED 
	 ADOPTED 
	 
	

	 
	 
	 (A) 
	 (B) 
	 (C) 
	(D)
	

	1
	PROJECTED BEGINNING FUND BALANCE
	               156,314 
	               186,891 
	                186,891 
	 
	 

	2
	REVENUES
	 
	 
	 
	 
	

	2a
	Projected Billing Base
	          19,414,000 
	          19,847,690 
	           19,847,690 
	 
	

	2b
	Surcharge Rate
	2.60%
	2.60%
	2.60%
	 
	

	2b.1
	 Surcharge Revenue
	               504,764 
	               516,040 
	                516,040 
	 
	

	2c
	Projected Investment Income
	                   8,580 
	                          - 
	                            - 
	1
	

	2d
	Total Revenues
	               513,344 
	               516,040 
	                516,040 
	 
	

	3
	Projected Fund Balance (Beginning Balance & Revenues Only)
	               669,658 
	               702,931 
	                702,931 
	 
	

	4
	EXPENSES
	 
	 
	 
	 
	

	4a
	PROGRAM PAYMENTS
	 
	 
	 
	 
	

	4a.1
	Claim payments to Carriers
	               450,000 
	               530,000 
	                530,000 
	2,3
	

	4a.2
	Interest Payments
	                   1,000 
	                   1,000 
	                    1,000 
	4
	 

	4a.3
	Total Program Payments
	               451,000 
	               531,000 
	                531,000 
	5
	 

	5
	ADMINISTRATIVE EXPENSES
	 
	 
	 
	 
	

	5a
	Program audits
	
	                          - 
	                            - 
	 
	

	5a.1
	 Financial Audit
	                      100 
	                      500 
	                       100 
	7
	

	5a.2
	 Claim Audits
	                      450 
	                      900 
	                       900 
	8
	

	5a.3
	 Remittance Audits
	                      600 
	                      600 
	                       600 
	9
	

	5a.4
	 Compliance Audits
	 
	                      500 
	                       500 
	10
	

	5b
	Banking and Trustee Fees
	                      300 
	                          - 
	                            - 
	 
	

	5c
	P. U. Code Section 276(b) Implementation
	                      317 
	                      325 
	                       325 
	6
	

	5d
	Total Administrative Expenses
	                   1,767 
	                   2,825 
	                    2,425 
	 
	

	6
	OTHER EXPENSES
	 
	 
	 
	 
	

	6a
	Reduction in Federal Support for Carrier Common Line Charge
	                 30,000 
	                 30,000 
	                  30,000 
	 
	

	6b
	Total Other Expenses
	                 30,000 
	                 30,000 
	                  30,000 
	 
	

	7
	TOTAL PROGRGRAM EXPENSES
	               482,767 
	               563,825 
	                563,425 
	 
	

	8
	PROJECTED ENDING FUND BALANCE
	               186,891 
	               139,106 
	                139,506 
	 
	

	
	Notes
	
	
	
	
	

	1
	No investment income is assumed since all funds will be transferred to the State Treasury pursuant to SB 669 implementation.
	

	2
	Includes $11.5 million payment pursuant to Decision (D.) 00-11-039, Ordering Paragraph # 2.
	
	
	

	3
	Includes estimated claim payments to Pacific Bell, Verizon of California, Citizens Tel. Co., Roseville Tel.  and COX Communications

	4
	D. 98-01-023 ordered that interest be paid to carriers for claims that are not processed within the time prescribed.
	
	

	5
	Cash Flow projection assume carriers filing timely claims with supporting documents and workpapers.
	
	

	6
	SB 669 implementation expenses for first year assuming implementation on July 1, 2002. 
	
	
	

	7
	Financial Audit - For audits of the Program Financial Statements, internal processes and money inflows/outflows. 
	
	

	8
	Claim Audits - For audit of 3 utilities @ $300K each.
	
	
	
	
	

	9
	Remittance Audit - For attestation examinations of 3 utilities @ $200K each.
	
	
	
	

	10
	Compliance Audit - For audit of the entire Program for compliance with Commission Orders and Decisions.
	
	


STATE OF CALIFORNIA
Gray Davis, Governor
[image: image1.png]



PUBLIC UTILITIES COMMISSION

505 VAN NESS AVENUE

SAN FRANCISCO, CA  94102-3298

July 24, 2001

To:  All California Public Utilities Commission Certificated Telecommunications Carriers

The following draft Resolutions will be on the agenda of the Commission’s August 23, 2001 meeting:

A) Draft Resolution T-16550 proposes the approval of the following:

· The California High Cost Fund-A program budget for July 1, 2002 to June 30, 2003 in the amount of $ 43. 250 million.

· The increase in the surcharge rate to 0.210% effective July 1, 2002 from the current surcharge rate of 0.20%.

B) Draft Resolution T-16554 proposes the approval of the following:

· The California High Cost Fund-B program budget for July 1, 2002 to June 30, 2003 in the amount of $ 563.425 million.

· The maintenance of the current 2.6% surcharge rate.

C) Draft Resolution T-16548 proposes the approval of the following:

· The California Teleconnect Fund program budget for July 1, 2002 to June 30, 2003 in the amount of $ 57.125 million.

· The increase in the surcharge rate to 0.31% effective July 1, 2002 from the current surcharge rate of 0.185%.

D) Draft Resolution T-16561 proposes the approval of the following:  

· The Universal Lifeline Telephone Service program budget for July 1, 2002 to June 30, 2003 in the amount of $ 284.012 million.

· The decrease in the surcharge rate to 1.25% effective July 1, 2002 from the current surcharge rate of 1.45%.

E) Draft Resolution T-16546 proposes the approval of the following:

· The implementation of the 711 abbreviated dialing code for the California Relay Service (CRS).

· Modification of the definition of basic service to include access to CRS via 711.

· Adoption of signage requirements for payphones to implement 711.

F) Draft Resolution T-16559 proposes approval of the following:

· The Telecommunications Devices for the Deaf Placement Interim Committee (TPIC) program budget for July 1, 2002 to June 30, 2003 in the amount of $1.093 million.

· The decrease in the surcharge rate to 0.00% effective July 1, 2002.

A copy of the draft resolutions are available to the public at the Commission’s web-site at www.cpuc.ca.gov/static/industry/telco/resolutions/index.htm. This Notice of Availability of the draft resolutions also informs you of the availability of the conformed resolutions, when adopted by the Commission, at the same website.  Hard copies of the draft resolutions are being mailed to the following:

· Draft Resolution T-16550:  17 Small LECs, CHCF-A Administrative Committee, and parties of record in I. 87-11-033.  

· Draft Resolution T-16554:  Parties of Record in R.95-10-020/I.95-01-021.

· Draft Resolution T-16548:  Parties of Record in R.95-10-020/I.95-01-021.

· Draft Resolution T-16561:  Parties of Record in R.98-09-005/I.95-01-020/021.

· Draft Resolution T-16546:  Parties of Record in R.00-05-001, I.87-11-031, R.95-01-020, and participants in the April 11, 2002 workshop.

· Draft Resolution T-16559:  Parties of Record in I.88-04-029.

If you are not a party to the proceeding, and you do not have Internet access, you may obtain a copy of the draft resolutions or conformed resolutions by contacting the Telecommunications Division at (415) 703-1638.

Pursuant to Public Utilities (PU) Code 311 (g), these draft resolutions are available for public comments.  Comments should be focused on factual, legal, and/or technical errors in the draft resolution.  Comments must be limited to five pages in length and shall include a subject index listing the recommendations to the draft resolution, a table of authorities, and an appendix setting forth the proposed revised findings and ordering paragraphs.

These draft resolutions will be on the agenda of the Commission’s August 23, 2001 meeting which is to be held 30 days from the above mailing date.  The Commission may vote on these resolutions, or it may postpone a vote until later.  When the Commission votes on a draft resolution, it may adopt all or part of it as written, amend, or modify it, or set it aside and prepare a different resolution.  Only when the Commission acts does the resolution become binding on the parties.

Comments on Resolutions T-16550, T-16554, T-16548, T-16561, T- 16546, and 

T-16559 should be addressed as stated below.  The date of submission is the date the comments are received by the Telecommunications Division.  Parties must serve a copy of their comments on each party set forth on the service list attached to the draft resolution, on the same date that the comments are submitted to the Telecommunications Division.

Comments must be received no later than August 8, 2001 (which is 15 days from the date of this mailing).  Reply comments may be submitted on or before August 13, 2001 (5 days after opening comments are submitted) and shall be limited to identifying misrepresentations of 

law, fact, or condition of the record contained in the comments of other parties.  Replies shall not exceed three pages in length and shall be submitted and served in the same manner as opening comments.  Late-filed opening comments and/or reply comments will ordinarily be rejected. 

However, in extraordinary circumstances, a request for leave to submit comments or replies late may be filed together with proposed comments/replies.  An accompanying declaration under penalty of perjury shall be submitted setting forth all the reasons for the late submission.

Opening comments and reply comments on these resolutions, should be addressed to 

Hassan Mirza and mailed to California Public Utilities Commission, Telecommunications Division, 505 Van Ness Avenue, San Francisco, CA  94102.

Sincerely,

/s/ JOHN LEUTZA

John M. Leutza

Director

Telecommunications Division

Enclosure (Draft Resolution and Service List):

· Draft Resolution T-16550:  17 Small LECs, CHCF-A Administrative Committee, and parties of record in I. 87-11-033.  

· Draft Resolution T-16554:  Parties of Record in R.95-10-020/I.95-01-021.

· Draft Resolution T-16548:  Parties of Record in R.95-10-020/I.95-01-021.

· Draft Resolution T-16561:  Parties of Record in R.98-09-005/I.95-01-020/021.

· Draft Resolution T- 16546:  Parties of Record in R.00-05-001, I.87-11-031, R.95-01-020, and participants in the April 11, 2002 workshop. 

· Draft Resolution T-16559:  Parties of Record in I.88-04-029.

�   COX became a Carrier of Last Resort (COLR) effective December 8, 1999.


�  The approval depends upon carriers supporting their “final” claims with supporting documents and workpapers as required by TD staff for verification of such claims.


� Decision 98-09-039 requires the filing of an Advice Letter by each carrier that must be approved by the Commission through a resolution process.  Prior to the filing of the Advice Letter by each carrier, the TD Director will notify each carrier that claims have been approved by the AC for the catch-up surcredit time period and an advice letter should be filed for the catch-up surcredit.  For Pacific, the catch-up surcredit will be based upon approved claims for the period of February 1997 through May 1998.  For the other four utilities, the catch-up surcredits will be based upon the approved claims for the period of February 1997 through August 1998.


� By Resolution T-16532, dated June 14, 2001, the Commission authorized Citizens Telecommunications Company of California, Inc. to implement a temporary CHCF-B catch-up surcredit in compliance with D. 98-09-039.


� By Resolution T-16531, dated June 14, 2001, the Commission authorized Verizon California, Inc (originally GTE California and GTE Contel of California) to implement a temporary CHCF-B catch-up surcredit in compliance with D. 98-09-039.





�  The Commission in D.96-10-066 required a review of the CHCF-B program every three years.  Any program changes adopted by the Commission that would increase program costs may be partially offset by the reserve amount.


� TPIC surcharge rate is part of the CRS surcharge rate.
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