

Item 45 (5959)

	State of California
	Public Utilities Commission



	
	San Francisco

	
	

	M E M O R A N D U M
	

	
	


Date
:
October 12, 2006
To
:
The Commission


(Meeting of October 19, 2006)
From
:

Sindy Yun – P.U. Counsel III
Subject
:
Filing of CPUC Reply Comments on the Federal – State Joint Board’s Request for Comments on the Use of Reverse Auctions for High-Cost Universal Service Support (FCC CC Docket No. 96-45 and WC Docket No. 05-337, FCC 06J-1)
RECOMMENDATION:  The Commission should file reply comments in response to the Federal Communications Commission’s (FCC) Public Notice (FCC 06J-1).  In this PN, the Federal-State Joint Board on Universal Service (Joint Board) seeks comments on the use of reverse auctions, a competitive bidding process in which the bidder specifies the amount of money it must receive to provide universal service in a given area for a given period of time.
   This process would be used to determine high cost universal service funding to eligible telecommunications carriers (ETCs).  The reply comments would identify issues that the Joint Board should consider in making this determination.  Reply comments are due on November 8, 2006.
BACKGROUND:  In 1997, in Universal Service First Report and Order, the FCC addressed the use of competitive bidding mechanisms for universal service purposes.  The Joint Board, however, found that the record before it was insufficient to support the adoption of any particular competitive bidding mechanism at that time.  The FCC also noted then that it was unlikely there would be competition in a significant number of rural, insular, or high costs in the near future.  For these reasons, the FCC decided to defer consideration of auctions for universal service purposes. 
Now, in this PN, the Joint Board is re-exploring the use of reverse auctions to award universal service subsidies to carriers serving high cost areas.  Accordingly, the Joint Board is seeking comments on a number of issues, both general and specific, related to reverse auctions.  Some of the issues requested by the Joint Board for comments are:

· The appropriateness of using auctions to identify the recipients and funding level for recipients of universal service funding;  

· The overall appropriateness of using auctions to determine universal service support; and 

· The structure and design of the auctions.

DISCUSSION:   The CPUC has not yet developed a policy on competitive bidding/reverse auction for universal service support.  Back in 1997, following the adoption of the universal service decision (D.96-10-066), the Telecommunications Division held a two-day workshop to develop auction rules for servicing high cost areas in compliance with this decision.  No auction mechanism was developed or implemented, however, following that workshop, because staff concluded that certain issues needed further examination.  
Now, the Commission is re-visiting the auction concept in the on-going California High Cost Fund –B proceeding (Rulemaking 06-06-028).  Issues being examined in the OIR are similar to the issues sought for comments by the Joint Board in the PN.  The Commission is examining the following issues in the CHCF-B OIR:

· What are the relevant issues involved in adopting an auction mechanism to deal with the designation of a new COLR as well as for establishing support levels for existing carriers?;
· How should an auction be designed and how frequently should such an auction be held?;
· What level of disaggregating should be used in such an auction mechanism?; and
· How many carriers should be eligible in a given area and how should support be allocated if more than one carrier is eligible?

Given that the Commission has not yet developed any auction rules and is currently in the process of determining the appropriateness of using reverse auctions for universal service support, staff recommends that the reply comments focus on identifying issues that are important to California that the Joint Board should consider in its examination.
Staff recommends that the following issues/points be included in the reply comments:

· California’s support for FCC policies that promote competition and foster efficient pricing in all telecommunications markets;

· Identification of  principles regarding universal service methodology that we have supported in our prior filings with the FCC: 

· A methodology that uses forward-looking costs to determine high cost support; 

· Federal high cost support that is narrowly targeted to truly high cost areas throughout the nation; 

· Federal high cost support fund which is modestly sized; 

· A methodology which minimizes the burden on those that contribute and reduces distortions in the marketplace caused by such methodology; and 

· A methodology which is administratively simple to use and apply.  

· Identification of consumer protection issues such as quality of service, creditworthiness of service providers, and Carrier of Last Resort (COLR) requirements;

· California’s support for a system that promotes competitive neutrality for both funding and technology of service; 

· California’s support for a funding mechanism that is portable;  
· California’s support for a policy that ensures reasonable and affordable rates and comparable services in both rural and urban areas; and
· California’s support for a system that ensures an equitable and non-discriminatory contribution to the fund.
Staff seeks authority to file reply comments consistent with the points set forth in this memo.
� FCC Pubic Notice FCC 06J-1, fn 1.


� CPUC’s Order Instituting Rulemaking into the Review of the California High Cost Fund B Program (Rulemaking 06-06-028), issued June 30, 2006, p. 47.
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