Operating Budget Data

C91HO0
Office of People’'s Counsel

General Funds
Adjusted General Funds

Special Funds
Contingent & Back of Bill Reductions
Adjusted Special Funds

Adjusted Grand Total

($in Thousands)

FY 02 FY 03 FY 04 FY 03-04 FY 03-04
Actual Approp. Allowance Change % Change
$2,496 $0 $0 $0
2,496 0 0 0
0 2,561 2,566 5 0.2%
0 -1 -8 -7 6.0%
$0 $2,560 $2,558 -$2 -0.1%
$2,496 $2,560 $2,558 -$2 -0.1%

® Thefiscal 2004 alowance decreases by $2,080, or 0.1% below the fiscal 2003 working appropriation.

® |nthe 2002 session the General Assembly created the Public Service Fund, a special fund fromwhich
the Office of People’s Counsel’ s operating budget is appropriated, beginning in fiscal 2003.

Personnel Data

Regular Positions
Contractual FTEs
Total Personnel

Vacancy Data: Regular Positions

Budgeted Turnover: FY 04
Positions Vacant as of 12/31/02

FY 02
Actual

18.00

1.00
19.00

0.36
0.00

FY 03 FY 04
Working Allowance Change
18.00 18.00 0.00
1.00 1.00 0.00
19.00 19.00 0.00
2.00%
0.00%

® Thefiscal 2004 allowance does not include any new positions.

Note: Numbers may not sum to total due to rounding.

For further information contact: Kirsten B. Fairall

Phone: (410) 946-5530
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Analysisin Brief

Major Trends

Office of People's Counsel Protects Consumer Interests and Secures Favorable Consumer Rates:
The Office of People’s Counsel (OPC) has had sustained success over several fiscal years in effectively
advocating for consumer interests before a variety of courts and regulatory agencies. OPC successfully
resolves consumer complaints and instances of questionable and illegal marketing practices. OPC
participation in several mgjor settlement agreementswith utility companies continuesto secure consumer
savings.

| ssues

OPC Represents Consumer | nterest beforethe Public Service Commission in Two Major Verizon-MD
Cases: OPC participated in two cases before the Public Service Commission (PSC) in fiscal 2002 that
could have adramatic impact on the State’ slocal and long distance telephone markets. Case No. 8918is
ongoing and is a scheduled review of the plan controlling the rates Verizon-MD can charge for local
service. OPC isarguing that Verizon-MD’s current rate plan should be revised. Case No. 8921 wasto
determine whether V erizon-MD has met the federal requirementsthat would alow it to offer long distance
service in the State. OPC argued that Verizon-MD was not compliant with the requirements, and that
allowing Verizon-MD to offer long distance service in the State was not in the public interest. In
December 2002 PSC issued a finding of conditional compliance. Verizon-MD has agreed to PSC’'s
conditions, and the case will now go before the Federal Communications Commission (FCC). OPC
should update the committees on any new developmentsin Case No. 8918 and how it will ensure
consumer interests are represented should Verizon-M D enter the long distance market.

Recommended Actions

1. Concur with Governor’s allowance.
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Operating Budget Analysis

Program Description

The Office of People’s Counsel (OPC) represents the interests of the State’s residential and
noncommercial users of gas, electricity, telephones, water, sewage, and some commercial transportation
before the Public Service Commission (PSC), courts, federal and Statelegidatures, federa agencies, and in
roundtable and other settlement proceedings. OPC advocates for consumer interests in pursuit of three
key goals:.

e to obtain and protect fair and equitable prices, high quality, and reliable services for residential
customers of regulated utility services;

e to keep the public informed about changes and new developments in the utility industry; and

e to protect customers during the transition from fully regulated services to a competitive market.

Performance Analysis. Managing for Results

Exhibit 1 listssevera performanceindicatorsintended to capture success at achieving the threegoals
listed above.

Exhibit 1

Program M easurement Data

Office of People's Counsel
Fiscal 2001 through 2004

Actual Actual Estimated Estimated Net Chg.
FY 01 FY 02 FY 03 EFY 04 FY 01-04
% of decisions rendered/cases settled
favorable to OPC position 69% 80% n‘a na na
% of investigated consumer complaints
against utility companies resolved
successfully 88% 92% 92% 92% 4%
% of casesinitiated on questionable
marketing practices resolved favorably 93% 84% 80% 80% -13%

Source: Office of People's Counsel
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OPC Protects Consumer Interests as Deregulation Progresses

Generally, OPC has achieved its goals despite the fact that deregulation of the electric, gas, and

telecommunications markets have made consumers more vulnerable to price fluctuation and improper
market practices.

Achieving Fair Prices and Quality Services. OPC has achieved a high percentage of favorable
rulings from avariety of courts and regulatory agencies. Thismeasureislikely to fluctuate fromyear
to year. The percentage representsonly those casesthat are decided or closed inagiven year; OPC is
also likely to have several cases pending or ongoing.

Keeping Consumers Informed and Aware: OPC has also successfully resolved the overwhelming
majority of consumer complaintsagainst utilities. 1t isworthwhileto note that OPC hasrecently begun
keeping more precise data on the number of complaints that it handles. Due to the low number of
OPC staff responsible for handling consumer complaints, OPC has begun referring more consumersto
other agencies or resources. OPC also has begun tracking which complaints are successfully resolved
and which arereferred. This measure should be monitored asthe new, more precise dataaccrue over
time.

Protecting Customersthroughout Deregulation: To date, OPC has effectively protected consumers
from questionable marketing practices. Recent cases have involved companies operating without a
license from PSC, misleading consumers about the true identity of their companies, making fraudulent
claimsto religious and charity organizations, and forging consumers names on enrollment forms. The
number of such cases doubled from 2001 to 2002, which may help to explain the decline inthe success
rate. OPC has stated that its estimates of successful resolution in fiscal 2003 and 2004 are
conservative.

OPC Negotiates with Utilities to Secur e Favor able Consumer Rates

Exhibit 2 provides some estimates of the savings OPC has helped to secure for consumersthroughout

electricity deregulation.

Settlement Savings. The Electric Choice and Competition Act of 1999 required arate reduction of
between 3% and 7.5% and arate freeze of at least four years during a Standard Offer Service (SOS)
period. By participating in the negotiations with the four major utilities, OPC was able to securerate
reductions on the high end of the scale, and for longer durations in some cases. The estimated
settlement savingsin Exhibit 2 reflect savings over the 2000 base rate and the statutory minimums. In
actuality, the savings are probably greater because retail electric prices have been increasing since
2000, but Maryland consumers have been protected by the price freeze. While OPC cannot necessarily
takefull credit for these savings, they are areflection of how Maryland consumers have benefited from
the office’ sadvocacy. Infiscal 2003 OPC hasalso participated in a settlement processto extend SOS
beyond the time periods negotiated in the original settlement. This settlement is pending approval by
PSC, but should it be approved, it will likely generate additional consumer savings.
4
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Exhibit 2

Estimated Residential Consumer Savings from
Office of People’'s Counsel Activities

($in Millions)
Utility Settlement Savings Other Savings Total
$73 from
Allegheny Power (Potomac Electric) 2000-2006 $0 $73
$319 from
Baltimore Gas and Electric 2000-2006 $9 $328
$50 from
Conectiv (Delmarva) 2000-2004 $10 $60
$100 from
Pepco 2000-2004 $98 $198
Washington Gas and Light $0 $18 $18
Total $542 $135 $677

Source: Office of People's Counsel

e Other Savings. OPC hasalso participated in several other casesthat have secured additional savings
for consumers. OPC motions have protected consumersfrom utility company attemptsto passalong
illegitimate costs and those created by their own errors. OPC has aso negotiated settlements when
utilities have sought to increase rates and helped consumersrealize savingsfrom utility mergers. These
savings are reflected in the “other savings’ column of Exhibit 2.

Fiscal 2003 Actions

In fiscal 2003 OPC became a specia funded agency. 1nthe 2002 session, HB 135 created the Public
Service Fund, which is funded by the Public Service Commission’s assessments on regulated utilities. A
budget amendment in fiscal 2003 appropriated OPC’s legidative appropriation into the Public Service
Fund and deleted the general funds.

Impact of Cost Containment
Fiscal 2003 cost containment reflectsthe reversion of $1,188 to support free transit ridership for State

employees, contingent upon enactment of a provision in the Budget Reconciliation and Financing Act
(BRFA) of 2003.
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Governor’s Proposed Budget
The fiscal 2004 allowance decreases by $2,080, or 0.1% below the working appropriation, shownin

Exhibit 3. Thelargest single change is attributable to an increase in personnel expenditures of $31,866.
Thisincrease is offset by reductions of approximately $30,000 for legal support.

I mpact of Cost Containment

The fiscal 2004 allowance reflects the elimination of $8,368 for matching employee deferred
compensation contributions up to $600, contingent upon enactment of a provision in the 2003 BRFA.

Exhibit 3

Governor’s Proposed Budget
Office of People’'s Counsel
($in Thousands)

FY 02 FY 03 FY 04 FY 03-04 FY 03-04

How Much It Grows: Actual Approp. Allowance Change % Change
Genera Funds $2,496 $0 $0 $0
Adjusted General Funds 2,496 0 0 0
Special Funds 0 2,561 2,566 5 0.2%
Contingent & Back of Bill Reductions 0 -1 -8 -7 6.0%
Adjusted Special Funds $0 $2,560 $2,558 -$2 -0.1%
Adjusted Grand Total $2,496 $2,560 $2,558 -$2 -0.1%
Wherelt Goes:

Per sonnel Expenses

Employee and retiree health INSUraNCe..........o.ovceiinririceeeec e $41
TUrNOVEN @0JUSLIMENTS......cveiiteiirietei sttt et 30
Employee retirement and deferred cOmpensation ...........cccoeereenreneneenseneseeseeeens -20
Independent salary Setting AULNONITLY .........cociriinieiee e -10
Workers' Compensation Charges.........cocvueereerrieninieesieiesese s -10
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Wherelt Goes:

Other Changes

Communications, office supplies, and employee transit............coeoereerreneneesieenennene

Rent, insurance CoOVErage.........ccovvurvrerenenn.

Legal SUPPOIT......coieeirieieriniee e

Travel, contractual services, and equipment

Total

Note: Numbers may not sum to total due to rounding.

14

-30
-23




C91HOQO - Office of People’s Counsel
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1. OPC Represents Consumer | nterest beforethe Public Service Commissionin Two
Major Verizon-M D Cases

OPC participated in two cases before PSC in 2002 that could have a dramatic impact on the State’s
local and long distance telephone markets.

Review of Verizon-MD’s Alter native Rate Plan: Case No. 8918

Case No. 8918 isongoing and is a scheduled review of Verizon-MD’s Alternative Rate Plan (ARP),
which controls the rates Verizon-MD can charge for basic local exchange service. OPC is arguing that
Verizon-MD’ s current rate plan does not meet any of the statutory requirementsfor alternative forms of
regulation and thus should be revised. OPC has also submitted recommended changes to the plan.

Statutory Compliance

Section 4-301 of the Public Utility Companies article states that the commission may adopt an
alternative form of regulation if such regulation:

e produces reasonably priced and affordable basic exchange service;

e ensuresthe quality, availability, and reliability of telecommunications services;
e encourages competition; and

e servesthe public interest.

Reasonable and Affordable Basic Exchange Service: OPC estimatesthat under the ARP, Verizon-
MD had excess revenues in the range of $843 million to $1.3 billion from 1997 through 2001. OPC also
notesthat residential basic ratesin Maryland are among the highest of Verizon-MD’ sstatesand well above
the national average despite thefact that Maryland has some of the lowest input costsinthe country. OPC
arguesthat basic exchange service cannot be reasonable under these conditions. OPC also contends that
the State's relatively high penetration rates are not a reliable indicator of affordability because local
telephone service is a virtual necessity in today’s environment and as such is characterized by inelastic
demand, similar to heating energy, health care, or prescription expenses. OPC arguesthat the current ARP
has not made any progress towards reasonability or affordability over traditional regulation.

Quality, Availability and Reliability of Telecommunications: OPC argues that at best
Verizon-MD service quality isremaining stable. OPC could not identify any new servicesor productsthat
had been introduced during the ARP period. OPC aso was not able to find any indication that the
availability and modernization of facilities had improved during the ARP period.

8



C91HOQO - Office of People’s Counsel

Encouragement of Competition: OPC notes that local exchange competition has been extremely
slow to develop in Maryland. Infact, competitive local exchange companies (CLECS) have actually lost
market share in Maryland, dropping from a high of 6% penetration in June 2001, to only 4% in
December 2001. Maryland is one of only three states to experience loss of competitive penetration and
has lower CLEC market share rates than al but three states. OPC arguesthat given these statistics, the
ARP cannot be found to have fostered competition.

Support of Public Interest: OPC arguesthat for all of the reasonslisted above, Verizon-MD’ scurrent
ARP does not support the public interest.

OPC Recommendations for a Revised ARP

OPC makes several recommendationsto the commission for consideration inrevising Verizon-MD’s
rate plan:

e Adjust the pricing formula to avoid the overcharge situation OPC believes occurred during the first
five years of the ARP.

e Reduce existing rates before the new plan goesinto effect in order to reduce the excess profits OPC
identified during the ARP period. OPC specifically identifiesthe local usage component of local basic
service for reduction.

e Modify pricing rules and definitions to avoid manipulation by Verizon-MD.

e Expand dligihility for the Lifeline program, which provides telephone bill assistance to low-income
Marylanders. OPC also recommendsthat the commission require Verizon-MD to expand advertisng
of this program to increase enrollment.

OPC should update the committees on any new developmentsin this case.

Determination of Verizon-MD’s Section 271 Compliance: Case No. 8921

Case No. 8921 was to review whether Verizon-MD was in compliance with Section 271 (8271) of
the federal Telecommunications Act of 1996 (“the Act”), which prohibits Bell operating companies (such
as Verizon-MD) from offering interLATA (long distance) servicein their service territories unless their
operations meet certain conditions. Though the Federal Communications Commission (FCC) will make
the final decision as to whether Verizon-MD is 8271 compliant, the federal statute stipulates that FCC
must “consult with” the State commission on the company’ scompliance. Verizon-MD filed arequest that
PSC consider its 8271 compliance on April 12, 2002.

Verizon-MD requested consideration of its compliance with 8271 (c) of the Act, which provides a
specific checklist of conditionsindicating that acompetitive market existsfor intraLATA (local) telephone
service within its service territory. PSC also agreed to consider whether alowing Verizon-MD into the
long distance market wasin the public interest, despite Verizon-M D’ s objectionsto this criterion. Though

9
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the Act does not require an analysis of whether Bell entry into the long distance market isin the public
interest, FCC has held that such an analysisis appropriate and useful in determining 8271 compliance.

OPC argued that Verizon-MD had not provided sufficient evidence of competition inthe local market
to comply with the checklist, citing many of the same conditionsit raised in the ARP case. OPC further
argued that allowing Verizon-MD to offer long distance service would only exacerbate the lack of
competition in the local market by allowing Verizon-MD to engagein cross-marketing of its servicesand
offer a“one-stop shopping” option that itslocal competitors could not. OPC contended that V erizon-
MD’s entry into the long distance market was not in the public interest, and urged PSC to recommend
against 8271 compliance.

On December 16, 2002, PSC issued a finding of “conditional compliance” which laid out ten
concerns with the local competitive environment. Many of these concerns were the same issues that
OPC and other opposed partieshad raised. The conditional finding required Verizon-MD to addressthese
concerns before PSC could declare that Verizon-MD entry into the long distance market wasin the public
interest. Verizon-MD agreed to the conditions, though disputed their necessity for 8271 compliance, and
on December 17, 2002, PSC declared that V erizon-M D was technically compliant withthe checklist. FCC
will consider this recommendation when making its final decision.

OPC should update the committeeson how it plansto monitor Verizon-M D’ sactivitiesin the

event of FCC approval of the 8271 petition and ensurethat consumer interestsareprotected should
Verizon-M D enter thelong distance market.

10
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Recommended Actions

1. Concur with Governor’s allowance.

11
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Appendix 1
Current and Prior Year Budgets
Current and Prior Year Budgets
Office of People's Counsel
($in Thousands)
General Special Federal Reimb.
Fund Fund Fund Fund Total
Fiscal 2002
Legislative
Appropriation $2,513 $0 $0 $0 $2,513
Deficiency
Appropriation 0 0 0 0 0
Budget
Amendments 0 0 0 0 0
Reversions and
Cancedllations -17 0 0 0 -17
Actual
Expenditures $2,496 $0 $0 $0 $2,496
Fiscal 2003
Legislative
Appropriation $2,561 $0 $0 $0 $2,561
Budget
Amendments -2,561 2,560 0 0 -1
Working
Appropriation $0 $2,560 $0 $0 $2,560

Note: Numbers may not sum to total due to rounding.

12
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Fiscal 2003
In the 2002 session, HB 135 created a special fund, the Public Service Fund, from which OPC’s

operating budget is appropriated beginning in fiscal 2003. The budget amendment appropriated the
agency’ s fiscal 2003 appropriation to the Public Service Fund and deleted the general funding.

13
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Appendix 2
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