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Decision PROPOSED DECISION OF EXAMINER LEUTZA  (Mailed 8/3/2010)

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

	Application of Calaveras Telephone Company (U1004C) for Modification of Resolution T-17184. 


	Application 09-06-017

(Filed June 16, 2009)


DECISION REGARDING PETITION TO MODIFY RESOLUTION T-17184

1.
Summary

On June 16, 2009, Calaveras Telephone Company (U1004C) filed an Application to Modify Resolution T-17184 (Petition), an informal General Rate Case, asserting that the Resolution contains calculation and/or methodological errors.  This decision grants, in part, Calaveras’ Petition to modify the Resolution to correct the calculation errors.

2.
Background

Calaveras Telephone Company (Calaveras) (U1004C) is an incumbent local exchange carrier serving approximately 4,360 access lines in Calaveras County and areas contiguous thereto, furnishing local, toll, and access telephone services.  Calaveras’ principal place of business is located in Copperopolis, California.  Calaveras serves two exchanges, in Copperopolis and in Jenny Lind. 

Calaveras filed its Test Year 2009 General Rate Case (GRC) on December 21, 2007 through Advice Letter 303, in compliance with Decision (D.) 01-05-031.
  On January 29, 2009, the Commission adopted Resolution T‑17184, which resolved the Calaveras GRC.  The Resolution authorized Calaveras to receive $2,071,163 in California High Cost Fund-A (CHCF-A) support for test year 2009.
  

On June 16, 2009, in compliance with Sections 1701 and 1708 of the Public Utilities Code, Rule 16.4 of the Commission’s Rules of Practice and Procedure, and Rule 7.8 of the Commission’s GO 96-B, Calaveras filed this Petition to Modify Resolution T-17184.  In its Petition, Calaveras states that “the bases for filing this Petition are six discrete and straight forward calculation/methodological errors that require correction.”  

Rule 7.8 of GO 96-B permits a utility to submit a petition for modification of a resolution.  Pursuant to the Commission’s Rules of Practice and Procedure, Section 16.4, a petition for modification asks the Commission to make changes to an issued decision (or resolution); and must concisely state the justification for the requested relief and propose specific wording to carry out all requested modifications to the decision (or resolution).

Any factual allegations must be supported with specific citations to the record in the proceeding or to matters that may be officially noticed.  Unless otherwise ordered by the Commission, the filing of a petition for modification does not stay or excuse compliance with the order proposed to be modified.  The order remains in effect until the effective date of any decision modifying it. 

Calaveras filed the Petition less than one year after the adoption of the Resolution in compliance with Rule 16.4 of the Commission’s Rules of Practice and Procedure.  Calaveras also complied with the other filing requirements for a petition for modification found in Rule 16.4 of the Commission’s Rules of Practice and Procedure, as well as complying with Rule 7.8 of the Commission’s GO 96-B.

Commission Decision (D.) 09-10-057 also made modifications to Resolution T-17184, and those changes appear in the modified Resolution in Attachment I.

3.
Issues Before the Commission 

In this decision, the Commission must decide if Calaveras’ assertions of calculation/methodological errors in the Resolution are valid and justified.  In its filed Petition, Calaveras alleges the Communications Division (CD) made six calculation/methodological errors in the Resolution.  

3.1. Rent Expense 

According to its Petition, Calaveras states the Resolution should be modified to correct a calculation error with respect to rent expense.  Calaveras indicates that the rent expense should be escalated for inflation, resulting in an additional $1,512 in total company rent expense and an increase of $1,070 in intrastate rent expense for the test year 2009.  Page 9 of the Resolution, stated: 

Because rent expenses are not subject to the same variability as other types of expenses, the CDM
 was not applicable. CD accepted Calaveras recorded rent expenses and escalated it into the test year using DRA’s estimated non-labor escalation factor.

Upon review of the Petition, CD noted that several words were inadvertently left out of this paragraph in the final resolution and that the paragraph should have read:

Because rent expenses are not subject to the same variability as other types of expenses, the CDM was not applicable. CD accepted Calaveras’ recorded rent expenses but did not escalate it into the test year using DRA’s estimated non-labor escalation factor. (Emphasis added)

With this correction, Calaveras’ rent expense would not be escalated for inflation purposes, and Calaveras’ request to modify the resolution in this regard is not accepted.   

When conducting GRCs, generally CD does not escalate the rent expense for inflation because companies have lease agreements for rental property.  The actual calculation Calaveras provided did not reflect any increase to rent expense and the company did not offer any reasons to exceed the rent expense for the test year.  In reviewing small LECs’ GRCs, CD asserts that rent expense stays constant unless the carriers provide documentation to CD as part of its rate case filing that shows there will be periodic rent increases (escalations) in the test year as specified in a lease agreement with the property owner.  Further, CD states it did not escalate any rent expenses for inflation for any of the five companies that filed GRCs for test year 2009.  The Commission finds that the rent expense should not be escalated, and the request to modify the rent expense is denied.

3.2. Salary and Benefits Expense for Additional 
Accountant Position

Calaveras asserts that the Resolution should be modified to correct a calculation error with respect to the addition of an accountant position with an annual salary of $59,836.  Calaveras states that the Resolution includes this additional position but at a salary of $59,483, with no explanation for the difference of $353.  In addition, Calaveras states that with the 38% benefits to salary ratio included the difference would be $487.  

CD reviewed the employee salary data that Calaveras submitted during the GRC and confirmed that the correct annual salary for the accounting position was $59,836 and not $59,483.  CD inadvertently included the lower accountant salary figure of $59,483, in error, and recommends that total company expenses be increased by $487 and the intrastate expenses after separations be increased by $342 in the Resolution and in all related accounts as well as in the Resolution’s Results of Operations tables.  The Commission finds that salary and benefit expenses for the accountant position should be adjusted, and the Resolution shall be modified accordingly.  

3.3. Salary and Benefits Expense for Additional 
Central Office and Outside Plant Technicians 

Calaveras states in its Petition that the Resolution should be modified to correct a calculation error with respect to two additional positions; a central office technician and an outside plant technician.  Calaveras indicates that the annualized 2008 salary is $41,760 for the central office technician and $59,670 for the outside plant technician.  Since Calaveras added these two positions in the middle of 2008, only one-half of each salary was included in the rate base for year 2008.  However, Calaveras states that the full year’s salary for each position was not included by CD for test year 2009, but rather CD only used one-half year’s salary for each of these two positions for 2009 as it did in 2008.

CD agrees that Calaveras’ corrections are in order, and recommends increasing the total company expenses for 2009 test year by $72,716 and increasing the intrastate expenses after separations by $49,158, in the Resolution and in all related accounts as well as in the Resolution’s Results of Operations tables.  CD’s disallowance of one-half the annual salaries for these two positions for 2009 was an unintentional error.  Thus, the Commission finds that the salary and benefit expense for the two technicians should be adjusted, and the Resolution shall be modified accordance.  

3.4. Depreciation Expense Amount 

Calaveras states in its Petition that the Resolution should be modified to correct a calculation error with respect to the 2009 depreciation expense.  Calaveras asserts that the correct depreciation expense amount of $2,301,181 was properly calculated for accumulated depreciation and rate base purposes but that CD staff used the incorrect depreciation expense amount of $2,261,198 in the expense section of the adopted resolution for test year 2009.  Calaveras states that total company expenses were understated by $39,983.
CD agrees with Calaveras and acknowledges using the incorrect total company depreciation expense amount of $2,261,198.  CD recommends increasing total company operating expenses for test year 2009 to $6,729,246 in Appendix A, increasing total company operating expenses for test year 2009 to $6,729,246 and intrastate expenses after separations to $4,557,226 in Appendix B and increasing total intrastate operating expenses to $5,283,602 in Appendix C of the Resolution.  These changes will result in an additional amount of $28,080 in CHCF-A funding to Calaveras.  The Commission finds that the depreciation expense should be corrected, and the Resolution shall be modified to correct the 2009 depreciation expense calculation error.  
3.5. Elasticity Factor for Business Call Forwarding 

Calaveras states in its Petition that the Resolution should be modified to correct a calculation error because a 5% demand elasticity factor was not applied to the rate for the business call forwarding service.  As a result, 2009 test year intrastate revenues are overstated by $247.

CD agrees it inadvertently overlooked applying the elasticity factor to the business call forwarding service, and agrees with Calaveras that the Local Network Service amount in the revenue section of Appendix C of the Resolution should be reduced by $247.  This change will also result in an additional amount of $247 in CHCF-A funding to Calaveras.  Thus, the Commission finds that the revenues to reflect the elasticity factor for business call forwarding should be adjusted, and the Resolution shall be modified accordingly.

3.6. Modification to Correctly Calculate the 
Actual Employee Benefits Ratio 

Calaveras states in its Petition that the Resolution should be modified to correct how CD calculated the 38% benefits to salary ratio.
  Calaveras indicates that CD did not include compensated absences and workers’ compensation insurance expenses in the benefits category as it should have.  

CD reviewed the employee salary and benefit data that Calaveras submitted during the GRC.  CD determined that no calculation error occurred because CD only used the latest data supplied by Calaveras in response to data requests, CD did not make any changes to that data, and the calculations contained in the final resolution were based solely on the data supplied to it by Calaveras.  CD states that Calaveras informed CD in its data request response that the compensated absences were assigned and spread across other expense categories.  CD further states that it included all those other expense categories for ratemaking purposes in Calaveras’ general rate case.  For these reasons, CD maintains that it did not commit any calculation errors.  The Commission finds that no error was committed, and we deny the request with respect to this issue. 

4.
Conclusion 

Four errors occurred in the calculations that CD performed in the Resolution.  Specifically, those calculations made in Section (3.2):  salary expense related to an accountant; Section (3.3):  salary expense for a central office technician and an outside plant technician; Section (3.4):  depreciation expense; and Section (3.5):  elasticity factor for business call forwarding.  While the total impact of the errors is modest (i.e., $77,804 in additional CHCF-A support), an adjustment is warranted.  Accordingly, we modify Resolution T-17184 to correct the four errors discussed herein, and direct CD to remit to Calaveras an additional $77,804 from the CHCF-A.

The Commission did not find any calculation errors in Section (4.1) rent expense or in Section (4.6) the employee benefits to salary ratio adopted by the Resolution, and denies Calaveras’ request regarding these calculations.

5.
Notice and Protests

The Application to Modify the Resolution appeared in the Commission’s Daily Calendar on June 19, 2009.  No protests were received. 

6.
Comments on Proposed Decision

The proposed decision of the assigned Examiner in this matter was mailed to the parties in accordance with Section 311 of the Public Utilities Code and Rule 14.3 of the Commission’s Rules of Practice and Procedure.  Calaveras filed opening comments on the Proposed Decision of Examiner Leutza on August 23, 2010.  In its comments, Calaveras asserts that it agrees with the Commissions determination on four of the six issues addressed (Sections 3.2, 3.3, 3.4 and 3.5) in the Proposed Decision.  The two items that Calaveras does not agree on are the Rent Expense Escalation (Section 3.1) and the Calculation of Actual Employee Benefits Ratio (Section 3.6).  In both instances, Calaveras does not present any new evidence or arguments for Commission consideration of these two issues.

Calaveras reargues in comments that a calculation error had been made in regards to the rent escalation factor because, "Rather than conform the Resolution's calculations to the statements in the adopted Resolution, the Proposed Decision modifies the language to reflect the Resolution's calculations."  Upon review the Commission re-affirms that, a typographical error had been made in the Resolution by CD in which the words "but did not" were inadvertently left out.  The sentence should have read as follows, “CD accepted Calaveras’ recorded rent expenses but did not escalate it into the test year using DRA’s estimated non-labor escalation factor” (Emphasis added).  Again, no rent escalation was made to any of the rent expenses for any of the four other companies that filed GRCs for test year 2009.  Additionally, the rent expense calculation Calaveras provided in its GRC work papers did not reflect any increase nor did the company assert at any point that their rent expense was subject to an inflation factor. 

Calaveras reargues that the Resolution is incorrect in its calculation of the employee benefit ratio because, "the resolution's incorrect adoption of the 38% ratio rests upon the erroneous treatment of two categories of benefits: compensated absences and workers compensation."  Decision 09-10-057, previously examined this issue and determined that there were no legal errors in establishing a benefit to salary ratio of 38%.  Further, upon review of the issues raised in comments, we reaffirm that the Commission committed no calculation error when calculating the benefit to salary ratio for Calaveras using data supplied by Calaveras. 

The Commission concludes that the findings as outlined in the Proposed Decision remain correct after review of comments, and finds no reason to modify the Proposed Decision to adopt any additional corrections to the Resolution.

7.
Assignment of Proceeding

Jack Leutza is the assigned Examiner in this proceeding.

Findings of Fact

1. Resolution T-17184 (Resolution) addressed Calaveras’ General Rate Case filing. 

2. On June 16, 2009, Calaveras filed Application 09-06-017, a Petition to Modify Resolution T-17184, alleging the Resolution contained several calculation/methodological errors.
3. The Resolution inadvertently omitted language from the discussion of the rent expense issue that would have changed the meaning of that section of the Resolution.

4. The Resolution correctly calculated the rent expense amount.

5.  The Resolution contains a calculation error with respect to the addition of an accountant position.

6. The Resolution contains a calculation error with respect to the addition of a central office technician and an outside plant technician.

7. The Resolution contains a calculation error with respect to the 2009 depreciation expense.
8. The Resolution increased the rate for the business call forwarding service by 25% in the Resolution but inadvertently did not apply a 5% demand elasticity factor.
9. The Resolution correctly calculated the 38% benefits to salary ratio.
10. Commission Decision (D.) 09-10-057 also ordered modifications to Resolution T-17184, and those changes appear in the modified Resolution T‑17184 that appears in Attachment I.
11. Appendix A contains a corrected version of Resolution T-17184 and its associated revised results of operations.

12. No protests were received.

Conclusions of Law

1. The Applicant’s requests should be approved in part and denied in part.

2. The rent expense amount is correctly calculated in Resolution T-17184, but the text on page 9, paragraph six should be changed to read:

CD accepted Calaveras’ recorded rent expenses but did not escalate it into the test year using DRA’s estimated non-labor escalation factor.

3. The salaries of the additional central office and outside plant technician positions should be corrected by calculating one-half of each salary and increasing it by the 38% benefits amount and the 3.9% inflation factor.  The additional total company expense should be $72,716 and the intrastate expense after separations should be $49,158.

4. The Resolution contains a calculation error with respect to the 2009 depreciation expense and the Total Company depreciation expense figure in the expense section of the Resolution should be $2,301,181. 

5. There is no error in the calculation of the benefits to salary ratio.

6. The Resolution inadvertently did not apply a 5% demand elasticity factor to the rate for the business call forwarding service, and should be modified accordingly.

7. The revised intrastate revenues, expenses, and rate base amounts for test year 2009 as identified in Appendix C, column (E) of Resolution T-17184 as modified by Decision _____________, should be adopted for Calaveras Telephone Company, Inc.

ORDER

IT IS ORDERED that:

1. The Petition for Modification of Resolution T-17184, filed by Calaveras Telephone Company on June 16, 2009 is partially granted and partially denied. 

2. Resolution T-17184 as modified by Decision _____________, as set forth in Attachment I, is adopted and replaces Resolution T-17184 in its entirety.

3. The Communications Division shall publish Resolution T-17184 as modified by Decision _____________ on the Commission’s website and place it in the file of Advice Letter 303.

4. The Communications Division shall remit the additional California High Cost Fund-A amount of $77,804 to Calaveras Telephone Company.  This amount represents the California High Cost Fund-A amount that Calaveras Telephone Company would have received if the calculation errors, as identified in Sections 3.2 through 3.5 above, had not occurred.  

5. Application 09-06-017 is closed.

This order is effective today.

Dated__________________, at San Francisco, California.

 Leutza Attachment I Rev. 1
�  Formal GRCs are filed as Applications with the Commission (See General Order (GO) 96-B General Rules 3.7, 5.1 and 5.2).


�  See Appendix A.


�  Constant Dollar Method.


�  Previously in Decision 09-10-057, the Commission determined that there were no legal errors in establishing a benefit to salary ratio of 38%.
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