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TITLE: CONCERNING TELECOMMUNICATIONS.
Fiscal Impact Summary FY 2013-2014 FY 2014-2015
State Revenue
Genera Funds Potential minimal reduction.
Cash Funds
Fixed Utilities Fund See State Revenue section.

High Cost Support Mechanism

State Expenditures

General Fund

Cash Funds See State Expenditures section.
High Cost Support Mechanism

FTE Position Change

Effective Date: Upon signature of the Governor, or upon becoming law without his signature.

Appropriation Summary for FY 2013-2014: None required.

Local Government Impact: None.

Summary of Legislation

This bill exempts certain telecommunication services from regulation by the Public
Utilities Commission (PUC). With certain limitations, the bill exempts from PUC regulation
Voi ce-over-internet-protocol serviceandinternet-protocol-enabled service(collectively, "VolP'), as
well as competitive basic local exchange service in competitive markets. Under the bill, the PUC
continuesto have authority over wholesal e interconnection obligations, dispute resol ution between
carriers, and compliance with federal regulations. The bill retains existing PUC regulation of
911 service, including the development and implementation of new technologies in the field of
911 service.

In addition to modifying the scope of PUC telecommunication regulation, the High Cost
Support Mechanism (HCSM) ismodified to authorize the use of HCSM funding to build broadband
networks in unserved and underserved areas of the state. HCSM funding is available for the
purposes of broadband deployment to the extent that it is no longer necessary to support universal
basic voiceservice. The PUC isauthorized to continue HCSM surcharges at theratein effect when
the bill becomes effective.
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Unserved and underserved areas of the state include rura areas, municipalities with a
popul ation of under 5,000 people, and major highway corridorsinwhich significant geographic areas
lack accessto broadband service with download speeds of at |east 4 megabits per second (Mbps) and
uplink speeds of at least 1 Mbps (also known as the 4/1 Mbps standard).

Finally, the bill exempts from state sales taxation the provision of broadband service.

Background

| nternet-based telecommunication services. Internet-protocol enabled services and VolP
are emerging telecommunication technologies that access the public switched telephone network
from abroadband connection. Under current law, some, but not all, telecommunications providers
withinternet protocol and V ol P services operate according to certificates of public convenience and
necessity granted by the PUC, have tariffs and rates set by the PUC, and make contributions to
various telecommunications funds governed by the PUC. The fiscal note assumes that current
certificates of public convenience and PUC surcharges and revenue involving Vol P providers are
concentrated in urban areas with competitive telecommunications services.

Broadband service mapping. Based on previous efforts supported by federal funding, the
Office of Information Technology (OIT) has map coverage of broadband access in the state
categorized by 3 megabit per second (mbps) ranges. The OIT is aso responsible for the state's
digital trunked radio telecommunications infrastructure and is therefore in possession of mapping
or other datarelated to broadband-capabl e components of thissystem. The OIT iscurrently engaged
in aone-time statewideinventory of broadband service coverage. Thisbroadband inventory project
isfunded by afederal grant and follows standards established by the National Telecommunications
and Information Administration (NTIA). Thismapping does not establish aboundary for 4/1 Mbps
service.

PUC funds - Fixed Utilities Fund. Based on the Department of Revenue's calculation of
the gross intrastate operating revenue of each public utility, the PUC receivesin the Fixed Utilities
Fund (FUF) an assessment to offset its costs of regulation. These assessments, known asthe Fixed
Utility Fee, are capped at auniform rate of 0.2 percent of the gross operating revenue of each utility.
In FY 2011-12, the Fixed Utilities Fund collected $11.6 million in fees and assessments, of which
$1.8 million was paid by telecommunications providers.

PUC funds - High Cost Support Mechanism. The PUC aso administers the High Cost
Support Mechanism (HCSM), through which the PUC subsidizes telecommunications providersin
high cost areas (typically rural areas) based on an assessment on all telecommunications providers.
TheHCSM iscollected exclusively from telecommunication providers. Based oncashflow anaysis
and other economic factors, the PUC recently took action to reduce from 2.9 percent to 2.6 percent
the surcharge on intrastate telecommunications services. Telecommunications providers pass on
HCSM surcharges on ratepayers phone bills. The HCSM collects and distributes approximately
$60 million from surcharges each year. Pending further PUC assessment, up to $30 million of
annual HCSM funds may no longer be necessary to support universal voice service.
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Taxation of broadband services. Various statutes under current law prohibit state and local
governments from assessing sales or use taxes on internet access services. However, under current
law, telecommuni cations providers pay salesand use tax on equipment (e.g., lines, towers, switches)
used to extend broadband service into unserved areas.

State Revenue

In FY 2013-14 and future fiscal years, the bill requires fee adjustments to maintain
current levelsof staterevenuefunding for PUC programs. Exempting some providers without
changing operational costsof PUC programswill requirean increasein feespaid by other regulated
utilities. Beginning in FY 2015-16, the bill also reduces state sales taxes on the provision of
broadband service.

Salestax. The salestax exemption for provision of broadband services in unserved areas
may reduce state General Fund revenues minimally. Based on the bulk and location of materials
involved with extension of broadband service into unserved aress, it is estimated that very few
materials will be procured from retailers that collect sales taxes. The estimated minimal impact of
this bill on state sales taxes depends on the interpretation of Section 6 of the bill, discussed in the
Technical Notes section below.

Fee Impact on Public Utilities and Telecommunications Service Ratepayers.
Section 2-2-322, C.R.S., requires legidlative service agency review of measures which create or
increase any fee collected by a state agency. Fee adjustments affecting the Fixed Utilities Fund and
the High Cost Support Mechanism are described below.

Fixed UtilitiesFund. Exempting Vol P telecommunication providersfrom PUC regulation
will reduce revenue to the FUF by $400,000, but because the PUC's costs are unchanged, this
amount must berecovered through higher feeson tel ecommuni cations compani esthat remai n subj ect
to PUC assessments, as well as other public utilities (e.g., gas and electric providers; according to
statistics compiled by the PUC there are 440 telecommunication providers, 5 natural gas utilities,
and 2 electric utilities subject to PUC regulation).

Currently, the Fixed Utility Fee is periodically adjusted but remains at a level near the
statutory cap. To the extent that the adjustment required by this bill islimited by the cap, the FUF
will see areduction in revenue. However, other changesin intrastate revenue from public utilities
also could affect FUF revenue.

High Cost Support Mechanism. The HCSM receives approximately $60 million from
surcharges each year, of which $5 million will be reduced by the eimination of VolP
telecommunication providers from PUC regulation. Assuming that $5 million of revenue must be
replaced annually, the surchargewill be adjusted from 2.6 percent to 2.9 percent. Between 6 million
and 7 million telecommunications service ratepayers are estimated to contribute to the HCSM.
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State Expenditures

Thebill resultsin aminimal increasein theworkload of state agenciesin FY 2013-14.
These agencies include the PUC, the OIT, and the Department of Revenue.

PUC. Following enactment of thebill, workload of the PUC increasesto implement thebill.
Specificaly, in FY 2013-14, fees and rules affected by the bill will be modified. This temporary
workload will be accomplished without requiring additional PUC meetingsand will not require new
appropriations. Due to the continued limited regulation of VolP, the bill assumes that ongoing
workload of the PUC is not significantly reduced by the bill.

Workload of the PUC will also increaseto develop guidelines and criteriafor HCSM award
supporting broadband deployment. Determination of areas of the state unserved and underserved
by broadband servicewill not becompleteuntil FY 2014-15. Following thisdetermination, thePUC
will review proposed broadband projects and redirect expenditures of up to $30 million from the
HCSM to broadband deployment.

Increased workload for broadband deployment under the bill is offset by reduced costs to
administer support for universal voice service under the HCSM. Asaresult, no new appropriations
will be required for the PUC to implement the bill.

Officeof I nformation Technology. Thebill doesnot directly assign OI T any responsibilities
for implementation. However, OIT has completed several studies of broadband service and is
generaly responsible for broadband initiatives in the state. The fiscal note assumes that existing
products of OIT will be available for the use of the PUC in determining the geographic extent of
areas of the state underserved and unserved by broadband providers. To the extent that OIT is
required to furnish additional dataor anaysis (e.g., the boundaries of 4/1 standard service), it may
be necessary for OIT to seek additional resources in the annual budget process.

Department of Revenue. Broadband providers may apply for atax refund if they believe
sales or usetax was improperly charged. While the fiscal note assumes the tax exemption applies
to few retail transactions, a small increase in tax processing workload is anticipated at the
Department of Revenue (DOR) due to the possibility that retailers and providers fail to correctly
apply or claim the exemption.

Technical Notes

Applicability of the tax exemption. Based on interpretation provided by the Office of
Legislative Legal Services, the fiscal note assumes that sales taxes applicable to "the provision of
broadband service" are taxes collected on the retail sale of telecommunications equipment to
broadband providers. The bill does not include an exemption for use taxes, which are paid by
providers following wholesale or interstate procurement of equipment. Due to the continued
applicability of stateand local usetax, most taxes paid by broadband providersto extend serviceinto
unserved areas are not exempt under the introduced bill.
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Broadband funding allocation. The bill instructs that HCSM funding available for
broadband projects will be alocated 75 percent to projectsin years 1 through 6 of the broadband
program, and 50 percent in years 7 through 12. Thistotal of more than 100 percent may be clarified
by amendment.

Departments Contacted
Regulatory Agencies Office of Information Technology Revenue
Local Affairs Office of State Planning and Budgeting Law
Public Safety Human Services Counties

Sheriffs Municipalities Treasury



