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	STATE OF CALIFORNIA
	Public Utilities Commission

San Francisco

	M e m o r a n d u m



	Date:
	April 3, 2007

	
	

	To:
	The Commission

(Meeting of April 12, 2007)

	
	
	

	From:
	Delaney Hunter, Director

Office of Governmental Affairs (OGA) — Sacramento

	
	

	Subject:
	SB 780 (Wiggins) Telecommunications:  rates.

As Introduced:  February 23, 2007

	



Legislative Subcommittee Recommendation:  Oppose
SUMMARY OF BILL:
This bill would express the Legislature’s intent that rural telecommunications service rates be kept affordable and accessible through the use of geographically averaged rates and universal service programs. 
SUMMARY OF SUPPORTING ARGUMENTS FOR RECOMMENDATION:
This bill assumes that geographically averaging rates between urban and rural areas is the best method for ensuring affordable and accessible service in rural areas, when actually it might be stifling competition and the introduction of more cost-effective technologies.  The Commission is currently considering all of the issues surrounding the “deaveraging” of basic residential telephone service rates in areas subsidized by High Cost Fund B in its High Cost Fund B proceeding (R.06-06-28), and will issue its findings this summer.  

SUMMARY OF SUGGESTED AMENDMENTS (if any):
None.
DIVISION ANALYSIS (OGA & Communications Division):
No statute requires a uniform state rate for basic residential service.  However, California policy recognizes that telecommunications costs vary by region, and the state has used geographically averaged rates and universal service programs to mitigate higher prices in high-cost areas.
What are “averaged” rates?  An averaged rate is based on a carrier’s statewide costs to provide service.  Rates are kept at an average so that low-cost areas subsidize high-cost areas in order to smooth out the price disparities between rural and urban areas of the state.  

Until recently, the Commission set telecommunications rates for AT&T, Verizon, Frontier, and SureWest, the state’s Incumbent Local Exchange Carriers or ILECs, based on each carrier’s state-wide costs associated with their operations. 

In August of 2006, in Phase I of the Commission’s Uniform Regulatory Framework (URF) decision (D.06-08-030), the Commission deaveraged the ILECs’ rates for services other than basic residential service, ordered the deaveraging of basic residential service rates outside of High Cost Fund B areas as of January 1, 2009, and froze basic residential service rates in High Cost Fund B areas at their current level with the caveat that this policy would be reevaluated in the High Cost Fund B proceeding.    
What is deaveraging?  Deaveraging allows ILECs to charge rates that reflect the actual costs of serving a geographical region.  Deaveraged rates are considered a critical step to introducing competition to a region.  If an ILEC is providing services at an artificially low rate subsidized by its other customers, new competitors may be discouraged from building facilities to service customers in those high cost areas.
The URF decision explained the potential benefits of deaveraging rates in rural areas: 

“Indeed, allowing geographically unfettered pricing for telecommunications services not supported by CHCF-B may improve market competition and the supply of telecommunications services in rural areas. Our current policy of requiring geographically averaged pricing may encourage an oversupply of wireline services in high-cost areas - that is, the geographic averaging requirement may promote use of high-cost services when an efficient market might provide similar services with a lower-cost technology (such as wireless or VoIP services).“  (D.06-08-030, page 146.)
The URF decision also determined that the policy of geographically averaged prices was effectively preventing ILECs from competing on a level playing field with cable carriers, wireless carriers, and VoIP companies, which are not rate regulated by the Commission.  
“For the ILECs, the policy mandating geographically averaged prices requires that they price communications services above costs in urban areas where traffic and population densities cause costs to be low; at the same time, ILECs must provide services at prices that are below costs in areas where low densities lead to high service costs.”  (D.06-08-030, pages 143-144.)
However, the Commission decided not to deaverage rates for basic residential service in areas subsidized by High Cost Fund B, and instead froze those rates at their 2006 levels.   
“We, however, hold that pricing restrictions remain necessary should the basic residential services rate be supported by CHCF-B subsidies. CHCF-B subsidies are market-distorting, and thus broader pricing freedoms requested by the ILECs are imprudent. Thus, we order that basic residential services receiving a CHCF-B subsidy shall be frozen at a level equal to the current rate, which will be reevaluated in our upcoming CHCF-B review in R.06-06-028. By adopting this price freeze, we effectively create both a price floor and a price ceiling for basic residential service rates that are supported by CHCF-B subsidies.”  (D.06-08-030, page 147.)
The Commission opened the High Cost Fund B proceeding (R.06-06-28) pursuant to legislative directive in SB 1276 (2004) to review the High Cost Fund B program and fund in order to accomplish the following:
a) Adjust universal service rate support payments to reflect updated operating costs.

b) Evaluate whether universal service rate support levels can be reduced while still meeting the goals of this program.

The High Cost Fund B proceeding will be completed this summer, although SB 1276 required it to be done by January 1, 2006.  This proceeding was delayed due to the overwhelming significance of the URF proceeding’s outcome on the implementation of universal service programs.
PROGRAM BACKGROUND:

The California High Cost Fund B was established by D.96-10-066 to comply with Pub. Util. Code § 739.3 and to provide subsidies in high cost areas served by large and mid-size incumbent local exchange carriers.  Formerly, these carriers used internal subsidies between low-cost-to-serve areas and high-cost-to-serve areas and subsidies from non-basic services to fund the cost of meeting the state’s universal service goals of available, affordable service throughout California.  The current B Fund surcharge is 2.0% and the fiscal year 2005-06 budget is $447.1 million and the fiscal year 2006-07 budget is $434.6 million. (R.06-05-028, pages 4-6.)

LEGISLATIVE HISTORY:

SB 1276 (Ch. 847, Stats. 2004) amended the High Cost Fund B statute to:  (a) provide that money in Commission-regulated telecommunications related funds are the proceeds of rates, and therefore, are held in trust for the benefit of ratepayers and to compensate telephone corporations for their costs of providing universal service; (b) extend funding for the various universal service programs including the B‑Fund program until January 1, 2009; and (c) further require the Commission to conduct by January 1, 2006, a review of the B-Fund.  

SB 207 (Stats. 1996, Ch. 750) stated that the purpose of the High Cost Fund B program was to promote the goals of universal telephone service and to reduce any disparity in the rates charged rural and urban customers.
AB 3643 (Stats. 1994, Ch. 278) - PU Code § 709 states: The Legislature hereby finds and declares that the policies for telecommunications in California are as follows: (a) To continue our universal service commitment by assuring the continued affordability and widespread availability of high-quality telecommunications services to all Californians.  (g) To remove the barriers to open and competitive markets and promote fair product and price competition in a way that encourages greater efficiency, lower prices, and more consumer choice.  

FISCAL IMPACT:
Unknown.
STATUS:  
This bill is currently in the Senate Rules Committee, awaiting assignment to a policy committee.
SUPPORT/OPPOSITION:  

Unknown.
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BILL LANGUAGE:

BILL NUMBER: SB 780
INTRODUCED


BILL TEXT

INTRODUCED BY   Senator Wiggins

                        FEBRUARY 23, 2007

   An act to add Section 750 to the Public Utilities Code, relating

to telecommunications.


LEGISLATIVE COUNSEL'S DIGEST

   SB 780, as introduced, Wiggins. Telecommunications: rates.

   Existing law authorizes the Public Utilities Commission to

supervise and regulate every public utility in the state, including

telephone corporations, and to fix just and reasonable rates and

charges for the public utility.

   This bill would declare the intent of the Legislature to continue

the policy of basing rural telecommunications service rates on urban

rates, and to continue the universal service program, in order to

keep rural telecommunications service rates at a reasonable level,

consistent with and equal to rates in urban areas.

   Vote: majority. Appropriation: no. Fiscal committee: no.

State-mandated local program: no.

THE PEOPLE OF THE STATE OF CALIFORNIA DO ENACT AS FOLLOWS:

  SECTION 1.  Section 750 is added to the Public Utilities Code, to

read:

   750.  The Legislature finds and declares all of the following:

   (a) Rural telecommunications is critical to the health, safety,

and commerce of rural and remote portions of the state and,

consistent with the state's universal service policy, rural

telecommunications must continue to be affordable and accessible.

   (b) The Public Utilities Commission's Uniform Regulatory Framework

Phase 1 decision (Decision 06-08-030, filed August 24, 2006),

provides for "deaveraging" of urban and rural telecommunications

service rates for both business and residential customers,

eliminating a longstanding policy that rural telecommunications

service rates be equal to urban rates for a given telecommunications

carrier.

   (c) Although the deregulation of telecommunications service rates

included in the Uniform Regulatory Framework is justified on the

basis of the existence of competition between telecommunications

service providers, competition in rural and remote areas of the state

is far less likely to exist.

   (d) The state has provided rate supports, through the California

High-Cost Fund-A Administrative Committee Fund and the California

High-Cost Fund-B Administrative Committee Fund, to telecommunications

service providers to maintain reasonable rates in rural areas where

costs are high in order to provide universal service to consumers.

   (e)It is the intent of the Legislature to continue the

longstanding policy of basing rural telecommunications service rates

on urban rates, and to continue the universal service program, in

order to keep rural telecommunications service rates at a reasonable

level, consistent with and equal to rates in urban areas.  
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