MEMORANDUM
To:

Interested Persons
From:

Chris Simpson, Maine Public Utilities Commission

Subject:
Prepaid Wireless Stakeholder Group – Post-Meeting Memo
Date:

September 25, 2006
I.
INTRODUCTION
Sorry it’s taken me so long to finalize this memo.  A series of unanticipated projects surfaced shortly after our meeting and I have not been able to focus on prepaid wireless issues until now.  
The Prepaid Wireless Stakeholder Group (Stakeholder Group or 
Group) held its first meeting on August 15th.  The purposes of this memo are to (1) briefly summarize my notes from the August 15th meeting; (2) pose some follow-up questions and (3) outline next steps and a schedule for completing the Stakeholder Group’s charge.  

II. SUMMARY OF MY NOTES FROM THE AUGUST 15TH MEETING
As noted above, the Stakeholder Group met on August 15th.  The following people attended the August 15th meeting:

Eric Bryant – Office of the Public Advocate

Jim Cohen – Verizon Wireless

Leann Diehl – TracFone

Al Gervenack – PUC

Garnet Goins – Sprint Nextel (participated by telephone)

Deb Hart – Hannaford

Amie Joseph – Maine Grocers Association

Leighton Lang – TracFone

Jim McGregor – Maine Merchants Association

Charlie Micoleau – TracFone

Lucia Nixon - Office of Policy and Legal Analysis

Jamie Py – Maine Convenience Store Owners

Ben Sanborn – Telephone Association of Maine 

Chris Simpson - PUC

Sharon Sudbay – Cingular Wireless

Gary Wagner – Virgin Mobile (participated by telephone)

After introductions, we reviewed the proposed agenda.  To accommodate those who had to leave the meeting early, we agreed to delay the discussion of organizational issues and proceed directly to a discussion of alternative surcharge quantification and collection mechanisms.  The following summary of the discussion is based on notes I took during the meeting and may include errors or omissions.  I invite all stakeholders to submit written clarifications of their positions and/or corrections to any errors that I may have inadvertently included in the following summary.  
Charlie presented the TracFone proposal and he, Leighton and Leann 

responded to questions and comments about the proposal.  The key features of TracFone’s current proposal are as follows: TracFone’s current proposal is a Point of Sale (POS) mechanism that is tied to the wholesale transaction rather than the retail sale.  The current TracFone proposal focuses on the transaction between TracFone and its wholesale customer (the retailer that sells the prepaid wireless card to the public), which is the initial purchaser of TracFone cards.  There would be no surcharge payment at the time of the initial wholesale transaction.  Payment of the surcharge amount (which would be based on a predetermined price per unit) would be made by the wholesale customer to TracFone after the cards have been sold to retail customers.  TracFone and the wholesale customer could, through negotiations, agree to share some of the surcharge amount.  It would be up to the wholesale customer whether/how to pass the surcharge amount on to its retail customers.  The wholesale customer would not have to pass all or any of the surcharge amount on to its retail customers, but it would have to pay the surcharge amount to TracFone.  TracFone would then remit the surcharge amount it receives from the wholesale customer to the State.   

Garnet presented the Sprint Nextel proposal.  Sprint Nextel favors the “Tennessee Model” for collecting an E9-1-1 surcharge from prepaid wireless subscribers primarily because of its simplicity from the perspective of the customer, the provider and the State.  The Tennessee Model includes an Average Revenue Per User (ARPU) feature for determining the surcharge amount owed by the provider to the State and allows the provider to decide whether/how to collect the surcharge amount from its customers. Garnet noted that the ARPU mechanism allows the provider to make its decision about whether to increase the cost of its cards, reduce the value of its cards (presumably through some sort of decrementing its customers’ accounts) or absorb some, or all, of the surcharge based on what the market dictates. The Sprint Nextel proposal does not include a POS component.  

In written comments dated August 15, 2006, Virgin Mobile opposes the extension of the E9-1-1 surcharge to prepaid wireless subscribers.  During the Stakeholder Group meeting, Gary indicated that Virgin Mobile preferred the TracFone proposal to an ARPU mechanism.  

Jim McGregor indicated that the Maine Merchants Association wants to keep retailers out of the surcharge process entirely and that retailers should definitely not be required to collect the surcharge at the cash register.  Jim expressed concern about possible penalties for retailers who fail to remit the proper surcharge amount to prepaid service providers.  


Deb indicated that Hannaford does not want to be a collection agent for the State.  She added that Hannaford does not want to be the party that surprises (and incurs the wrath of) the retail customer by adding the surcharge at the cash register. 


Jamie supported the model proposed by Sprint Nextel and noted that if the burden of collecting the surcharge is shifted to retailers, retailers may choose to stop selling prepaid wireless cards.  

Amie agreed that some of her small clients may stop selling prepaid wireless cards if they are forced to participate in the surcharge collection process.  


Jim Cohen noted that Verizon Wireless has serious concerns about all of the collection mechanisms being discussed and that collecting the surcharge from prepaid subscribers may be more trouble than its worth.  Jim added that if the State ultimately decides to apply the surcharge to prepaid wireless subscribers, the Tennessee Model is the “least bad” of the various mechanisms under consideration.  

Again, I invite all stakeholders to submit written clarifications of their positions and/or corrections to any errors that I may have inadvertently included in the above meeting summary.  

III. FOLLOW-UP QUESTIONS
The following questions arose during the August 15th meeting that need to 

be answered by one or more members of the Stakeholder Group.  I anticipate including these questions and answers to the questions in my report to the Utilities and Energy Committee regarding the Stakeholder Group.  After each of the following questions, I have included in parentheses either the party that volunteered to respond or the party that I think is in the best position to respond to the question.  As discussed in more detail in part IV below, I request that the following questions be answered in writing by October 16, 2006.  
1. Jim Cohen raised the issue of sourcing rules for sales over the internet. (I invite anyone to offer written input regarding this issue.)
2. At several points during the meeting there was discussion about decrementing an account.  I would like to know more about how this is done in other states. I am generally familiar with the “Sufficient Positive Balance” (SPB) method, under which the provider deducts the surcharge amount from each active prepaid service card, account or functional equivalent.  Under the SPB method, when the remaining value of the card is less than the surcharge amount, the entire remaining value of the card is deducted.  
a. In what states are the SPB or other decrementing approaches used? (Telephone service providers)

b. What has been the consumer reaction to the SPB method and any other decrementing techniques that have been employed in other states? (Telephone service providers)
3. During his presentation of the TracFone proposal, Charlie asked if retailers could support the proposal if retailers received a fee to cover their administrative costs associated with collecting the surcharge.  Charlie noted that in past discussions, TracFone had suggested a “generous” administrative fee.  Jim McGregor indicated that he doubted a sufficient fee could be generated on a $0.50 surcharge.  I was not involved in the earlier discussions regarding administrative fees and I assume this is something the Utilities and Energy Committee will ask us about.  If you are able to tell me, what was the amount of the administrative fee that TracFone put on the table during past discussions? (TracFone)  What fee would it take to get retailers to support TracFone’s current proposal?  (Retailers)
4. What is the status of the E9-1-1 Fund?  How much revenue will a surcharge on prepaid wireless subscribers generate?  What can be done to protect the E9-1-1 Fund from being “raided” to support the State’s General Fund?  What are the State’s estimated administrative and enforcement costs associated with the proposed surcharge on prepaid wireless subscribers?  (PUC – But note that we will need input from providers before we can estimate revenues that will be generated by the surcharge)
5. How should the Stakeholder Group proceed?  Should we schedule another meeting?  If so, what would be the purpose of the meeting?  (Everyone)

6. During the August 15th meeting, I had intended to discuss organizational/process issues relating to the Stakeholder Group and my drafting of the report to the Utilities and Energy Committee.  By agreement of the Group on August 15th, we skipped the organization/process discussion.  Are there any questions that you have for me about the remainder of the Stakeholder Group process that I outline in part IV below?  Do you have any suggestions or requests about the process I will follow for determining if the group has reached consensus on a recommendation to the Committee or how I will draft and finalize the report?  (Everyone)
7. Are there any specific questions that you think we need to address in our report to the Utilities and Energy Committee?  Are there any other questions stakeholders would like to pose to one another? (Everyone) 

IV. NEXT STEPS AND SCHEDULE
I propose the following steps and schedule for the Stakeholder Group and 

the drafting of the report to the Utilities and Energy Committee.
October 16, 2006
Stakeholders submit written responses to questions 

identified in section III above

October 30 – 
Final Stakeholder Group meeting (if necessary)

November 3

November 17
Deadline for written documents Stakeholders would like me 



to consider as I draft the report

November 17
Stakeholder Group discussions conclude
November 30
I distribute draft report to all stakeholders for review and 

suggested edits

December 8

I submit final report to Utilities and Energy Committee

Feel free to contact me at the following addresses and numbers if you have any questions/comments about this memo.
Chris Simpson




18 State House Station




Augusta, Maine 04333-0018




(phone) (207) 287-1594




(fax) 207 287-1039




chris.simpson@maine.gov
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