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ORDER

BY THE COMMISSION:
Procedural History

On September 26, 2001, we issued an Order which adjusted the Pennsylvania Universal Service Fund’s (“USF” or “Fund”) contribution rate by 22.74% from .007494661 to .009199147 per year 1999 average monthly intrastate end-user retail telecommunications revenue effective as of September 26, 2001.  This interim rate adjustment was made in order to cover projected deficits in the Fund for the months of September through December, 2001.   It was anticipated that an auditor’s report and administrator’s report would be forthcoming and a new annual rate adjustment would take place in January, 2002.

On November 30, 2001, the Bureau of Audits’ Report regarding the administration of the PaUSF by NECA was adopted by this Commission.  On the same date, NECA filed its Administrator’s report with the Commission.  This report was mailed to all participating carriers in the Fund as well as the Office of Consumer Advocate and Office of Small Business Advocate. 

We have not received any comments to the report from the public.  We are required by 52 Pa.Code Section 63.164 (relating to Commission oversight) to issue an order within 90 days of receipt of the administrator’s annual report, which establishes the size of the Fund, a budget, assessment rate for contributing telecommunications providers, and administrative guidelines for the upcoming year.

Discussion.

We have reviewed reports from the Bureau of Audits and NECA and have made the following determinations regarding the PaUSF.

1.  Modify Contribution Rate For Next Year:

First, the contribution rate should be reduced from  .009199147 per year 1999 average monthly intrastate end-user retail telecommunications revenue to .008987062 per year 2000 average monthly intrastate end-user retail telecommunications revenue.  This reduction will cover the projected expenses for the Fund for the next calendar year.

NECA recommended that we build an annual funding contingency into the assessment rate.  NECA stated that the 1% uncollectable factor, which must cover both delinquent payments and uncollectables is  very aggressive but through the combined efforts of NECA and PUC staff, we have experienced an actual rate of approximately 0.6%.  However, the balance of the allowance does not allow for other contingencies.  NECA recommended that a 5% contingency, or even the equivalent of one month’s funding (8.33%) be built into the assessment calculation.  

Originally, in March 2000, the Fund was set up with an 8% cushion.  At the end of the year 2000, we believed it should be reduced, since collection efforts were so successful.  However, in hindsight, the reduction from approximately $2.4 million to $300,000 was too severe, and does not account for the possibility of one or more of the largest contributors being late with payments.

We are increasing the allowance for uncollectables from 1% to 5% on an interim basis in order to prevent what happened this year from happening again next year.  We will reevaluate whether a 5% cushion is necessary at the end of next year.  A 5% cushion or approximately $1.6 million, covers a one month contribution of $1.4 million for the largest contributor, Verizon.  If Verizon should be one month late in contributing to the Fund, we would not want the Fund to run into an immediate deficit.  Five percent will also allow for more uncollectables before the Fund runs into a deficit.  The money  remaining in the  Fund on the date it is dissolved will be returned to the Fund contributors in existence on the date of dissolution in their pro rata share.  For example, it is anticipated that the Fund will expire on December 31, 2003.  On that date, whatever monies are left in the Fund will be returned to the then current contributors existing on that date in their pro rata share.  Thus, the surplus, while it is in the Fund, will gain some interest for the Fund, and that surplus will be returned when it is no longer needed at the termination of the Fund.  

Whereas, if we were to pursue establishing a line of credit for the Fund (which NECA has  been  unable to establish before  with any bank for any other intrastate universal service fund that we are aware of), the cost of establishing the line of credit would have to be borne by the Fund through an increase in administrative costs and that money expended is lost, the Fund gains no interest on it, and it can never be returned to the Fund contributors.  Further, we have been informed by NECA that banks are reluctant to establish lines of credit for Funds when there is no entity willing to put up its assets as collateral to secure the line of credit.  

We adopt, on an interim basis, the Administrator’s suggested budget for next year with the exception that we are increasing the surplus for uncollectables from 1% to 5%.  The assessment rate and Fund size are as follows.  

Assessment Rate for Calendar Year 2002

In accordance with PaPUC’s rules for calculating the annual assessment factor, the PaUSF assessment rate for 2002 has been calculated at 0.8987062% (.008987062) of intrastate retail revenues.  The assessment calculation is based on data submitted by carriers during the annual data collection process as well as projections of the fund carryover balance and administrative and auditing fees:

1) Reported 1999/2000 annual access line growth rate = 3.39%

2) Projected PUSF fund balance as of 12/31/01 = $150,000

3) Projected 2002 annual support due to recipient carriers = $33,095,234

4) Projected 2002 annual administration and audit fees = $177,400

5) Projected 2002 Allowance for Uncollectables  = $1,647,262

6) Projected 2002 total annual fund size  = $34,769,895

[(Line 3 + Line 4 + Line 5 – Line 2)] 

7) Reported 2000 intrastate retail revenues = $3,868,883,426

8)  2002 Assessment Rate =  .008987062  [(Line 6 / Line 7)]

   W+X+Y+Z  = Assessment calculation

          A

34,769,895      = 0.008987062

3,868,883,462

W = $818,170    growth in the Fund size due to growth in access lines of the recipient carriers

X= $32,127,063  prior year annual support payable less 2001 estimated surplus of $150,000

Y = $1,647,262  uncollectables ( 5% x (x+w))

Z = $177,400  audit fees of $25,000 plus administrative fees of $152,400

A= $3,868,883,462  Total revenue of all contributing telecommunications providers

2.  Modify collection/disbursement cycle

NECA  agreed with staff’s suggestion that we modify the timing of the collection and disbursement activities such that collections and disbursements for a given month are carried out in the same month.  PaUSF assessments will continue to be due to NECA on the 15th day of each month, but disbursements will be paid on the 28th day of the same month, rather than on the 1st day of the following month.  

This was already ordered in our September 26, 2001, Order, but it will be reiterated today.

3.  Modify the PUSF carrier billing process

NECA recommends that the PaUSF billing process be modified so all carriers are billed a fixed monthly amount regardless of submission of a remittance worksheet.  This modification will create a receivable balance for all carriers who have been identified as contributors to the Fund whether they report or not, and those assessments for carriers who are no longer operating in Pennsylvania can be written off as uncollectable after PaPUC approval.  We agree with this recommendation, and shall order that NECA correct its procedures to ensure the proper accounting for PaUSF transactions by modifying their  billing process to include amounts applicable to all telecommunications companies required to file worksheets regardless of whether they actually file them.  

4.  Modify the way late payment charges are calculated

The Bureau of Audits reported that late payment charges are not always calculated in accordance with the authorized procedure.

Although the dollar amount of incorrectly calculated late payment charges are immaterial to the financial statements, we shall order NECA to make process changes as necessary to assure that all late payment charges are calculated correctly.

5.  Improve controls over input of lock box receipt data into the MSAccess database system 

The Bureau of Audits reported: 

During our audit, we noted several incorrectly entered lockbox dates that resulted in erroneous late payment charges, which subsequently had to be corrected. Controls to ensure the accuracy of all data input should be in place.  A comparison of the total receipts for a given day to the total amount indicated on the daily lockbox report would ensure that the data for each lockbox date was entered correctly.

Therefore, we shall order NECA to develop a procedure that proofs the total amount of remittances entered for a particular day to the daily lockbox report total.  

6.  Improve the monthly status report provided to the Commission

NECA provides a monthly financial status report to enable the Commission to monitor PaUSF fund activity.  This report includes a Statement of Fund Performance, which indicates the cash received from contributors, interest income received, cash disbursed for the carrier support payments, cash disbursed for administration fees, and the month end fund balance.  The report also details, by carrier, the amount of support disbursements made and indicates the daily interest earned on investments.  In addition, a schedule of delinquent payers/non-compliant carriers is included.  

The monthly status report does not provide any compilation of information on carriers who have been dropped (or removed) from the fund and thus are no longer contributing to the fund.  The Commission notifies NECA of all carriers who are to be removed from the fund.  Carriers are removed from the fund for various reasons, such as, revocation of their certificate for voluntary abandonment of service, bankruptcy, etc.  Although NECA tracks and maintains this information, no regular periodic report has been requested by or provided to the Commission.   

The Commission needs enough information to properly monitor the PAUSF activity and status.  Without adequate information regarding the future revenue and cash flow impact of carriers leaving the fund, it is difficult to accurately determine the financial health of the fund.  Most importantly, there is an increased risk of the fund not having enough cash at some point to cover monthly support payments to carriers. 

Therefore, we shall Order NECA to expand the monthly status report to the Commission to include a cumulative annual list of carriers removed from the Fund.  The report should include a year to date schedule, detailed by carrier name and utility code, of the total amounts written off for the calendar year and as of what date.  In addition, a schedule of current fund year discontinued assessments and a forecast of the monthly and remainder of the year reductions in contributions to the Fund should be provided.

7.  Improve the Non-compliant/Delinquent Payers Report provided to the PUC to monitor fund activity

NECA provides a Non-compliant/Delinquent Payers report to the Commission as part of the monthly status report and periodically to Commission legal staff pursuing delinquent payers.  This report indicates the carrier’s name and address, the due date of each late payment, the assessed amount, the length of time the amount has been unpaid, and the applicable late payment charges. 

To perform collection activities properly, the Commission staff needs interim reports that provide the name and identification numbers of delinquent payers, the delinquent amounts and the length of time the delinquent amounts are outstanding.  However, the current report provided by NECA does not actually include only late payers, but provides a list of carriers who have not filed a worksheet for a particular month, or months, regardless of whether or not they made a payment.  Furthermore, our Bureau of Audits reports that the late payment charges indicated on this report are not actually recorded in NECA’s books of account.

 
The MSAccess database system is used to produce the report with the receipt of carrier worksheets driving the system entries.  Carriers who do not file a worksheet (whether or not they make a payment) appear on the Non-compliant/Delinquent Payers report.  A carrier’s subsequent submission of a worksheet results in a late payment charge appearing on the report; but the charge is not actually applied to the carrier’s account if, in fact, the payment was timely received and only the worksheet was delinquent.  In addition, if no worksheet is received from carriers who have paid, an incorrect outstanding balance continues to appear on the report.  This has resulted in the Commission staff expending effort to follow up on delinquencies that do not actually exist and has confused some of the contacted carriers.

Therefore, we shall order NECA to revise the interim delinquent payer report to include only those carriers with outstanding balances and establish another report to provide details of late payment charges actually assessed and recorded in NECA’s books of account.    

8.   Modify Monthly Statements of Account sent to the carriers 

NECA produces monthly account statements for each carrier.  NECA reviews these statements for accuracy before sending them to the PaUSF staff and works with the PaUSF staff to analyze problems that NECA is not able to resolve.  NECA’s procedures call for mailing monthly account statements to all carriers that have a non-zero balance.  When the carrier has a credit balance, a note is included on the statement indicating that the carrier should use the credit as a payment reduction to its next remittance.  

The Bureau of Audits reports that carriers with credit balances were receiving statements in accordance with NECA procedures.  However, in many cases, the credit balance was due to the carriers not filing a worksheet.  The carrier’s payment transaction is not recorded until a worksheet is received.  In addition, a carrier appears on the Non-compliant report and becomes subject to the Commission’s delinquent payment collection efforts when it does not file a worksheet. 

Account statements should be accurate and provide the carriers with sufficient information to determine if a balance is actually due or if a credit is actually available to be applied to subsequent month’s contributions.  Misleading and confusing carrier account statements have caused carriers to incorrectly believe that no subsequent month’s payment was necessary, and therefore resulted in unnecessary collection efforts by Commission staff.

  
Therefore, we shall order that NECA modify the monthly carrier account statement process to record all transactions regardless of whether or not worksheets are received; THEREFORE, 

IT IS ORDERED:


1.
That the PaUSF assessment contribution factor for the year 2002 is hereby decreased from .009199147 per year 1999 average monthly intrastate end-user retail telecommunications revenue to .008987062 per year 2000 average monthly intrastate end-user retail telecommunications revenue effective immediately.


2.
That NECA is directed to send a letter to all contributors explaining specifically how this contribution factor decrease affects them and what their monthly contribution total has changed to for the months of January through December, 2002.   This form letter must be approved by Commission Staff before it is mailed to participants.


3.
That from December, 2001 forward, NECA shall make PaUSF payments to recipient carriers on the 28th day of each month.

4.
That NECA correct its procedures to ensure the proper accounting for PaUSF transactions by modifying their billing process to include amounts applicable to all telecommunications companies required to file worksheets regardless of whether they actually file them.  

5.
That NECA make process changes necessary to assure that all late payment charges are calculated correctly.

6.
That NECA develop a procedure that proofs the total amount of remittances entered for a particular day to the daily lockbox report total.

7. 
That NECA expand the monthly status report to the Commission to include a cumulative annual list of carriers removed from the Fund.  The monthly report should include a year to date schedule, detailed by carrier name and utility code, of the total amounts written off for the calendar year and as of what date.  In addition, a schedule of current fund year discontinued assessments and a forecast of the monthly and remainder of the year reductions in contributions to the fund should be provided.

8.
That NECA revise the interim delinquent payer report to include only those carriers with outstanding balances and establish another report to provide details of late payment charges actually assessed and recorded in NECA’s books of account.    

9.
That NECA fix monthly statements of account sent to carriers.





BY THE COMMISSION:







James J. McNulty

Secretary

(SEAL)

ORDER ADOPTED:  December 19, 2001

ORDER ENTERED:   December 21, 2001
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